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Context
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 Defined contribution is growing

• Results in less risk for employers

 Interest rates are historically low, resulting in low annuity

 Legislation changes

• E.g Germany, the Netherlands



Who is presenting?
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 Ruud Smits

 Former IT consultant, trustee and chair of investment committees 
at several pension funds

 Financial analyst with background in electronics, business 
administration, actuary and investment management

 Multinational insurer with 29000 employees

 Asset manager with 317 billion euro AuM

 Research institute on financial and insurance subject

LOGO
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Agenda
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1. Phases of a DC scheme

2. Traditional uses of accumulated capital

3. The alternative use of capital

4. Consequences for benefits

5. Summary



Overview of DC capital
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Accumulation phase Decumulation (pay out) phase

24 33 42 51 60 69 78 87 96

Stylized averaged capital of DC pension scheme over the life time of a participant

Annuity

Lump sum

Fixed amount

Source: Aegon



The decumulation phase
From capital to pension benefit
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Pay out a lump sum (Take a world trip, but what then…?)

Simplest 

Pay out a fixed amount every month (But what if capital runs out?)

Little bit more prudent

Buy a fixed-term annuity (But what if you live longer…?)

More prudent

Buy a life-long annuity (But what if interest rates are very low …?)

Most prudent



Improving the risk – return ratio (I)
Investing throughout the decumulation phase
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Capital (1) = Invest(0) + Return (0) + Survivor bonus (0)
Annuity (1)
Pension (1) = Capital (1) / Annuity (1)
Invest(1) = Capital (1) – Cost of Pension (1)

Retirement
age

Retirement
age + 1

Retirement
age +2 

Capital (0)
Annuity (0)
Pension (0) = Capital (0) / Annuity (0)
Invest(0) = Capital (0) – Cost of Pension (0)

….
….



Improving the risk – return ratio (II)
Origin of the survivors bonus
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 If capital does not go to depending survivors:

 Compare to a (reverse) life insurance
• The collective or insurer receives the remaining capital at the 

end-of-live of a participant

• Participant receives a compensation in the form of a survivors bonus

 Alternatively this can be seen as a distribution of the capital of 
participants that have deceased that year

 𝑆𝑢𝑣𝑖𝑣𝑜𝑟𝑠 𝑏𝑜𝑛𝑢𝑠 = 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑐𝑜𝑠𝑡 𝑜𝑓 𝑝𝑒𝑛𝑠𝑖𝑜𝑛 ∗
𝑞𝑥

1−𝑞𝑥

 Gets more significant at higher ages / expected mortality



Improving the risk – return ratio (III)
Investing throughout the decumulation phase
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Capital (1) = Invest(0) + Return (0) + Survivor bonus (0)
Annuity (1)
Pension (1) = Capital (1) / Annuity (1)
Invest(1) = Capital (1) – Cost of Pension (1)

Retirement
age

Retirement
age + 1

Retirement
age +2 

Capital (0)
Annuity (0)
Pension (0) = Capital (0) / Annuity (0)
Invest(0) = Capital (0) – Cost of Pension (0)

….
….



Improving the risk – return ratio (IV)
Consequences for pension level

4 – 8 June 2018, www.ica2018.org 10

 Risk premium of 4% on equity with 50% equity

 Difference between 1% or 3% interest on annuity = 17% 

more pension

 Locking in current low interest rate

 But do you have the stomach for a 

volatile pension income?
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Improving the risk – return ratio (V)
Responsible risk?
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Next steps / Future work
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 Determine optimal asset mix in pay out phase (glide path?)

 Determine whether glide path in accumulation phase needs 

adaptation



Summary
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 So it is possible to abandon guarantees and still make sure that
benefits are paid until the participant deceases
• Remaining capital needs to go to a collective or an insurer at the time the

participant deceases

• When taking investment risk, benefits will be paid till death, but the level 
fluctuates

• The starting and expected subsequent benefits are higher than the
corresponding life long annuityannuity

• Risk aversion should be taken into consideration when determining the
asset mix and which portion of the pension could bear the risk
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Contact details:

Ruud Smits

address: Aegonplein 50

2591 TV Den Haag, Nederland

phone: +31 70 344 3210 / +31 623 107 240

mail: ruud.smits@aegon.nl 

web: www.aegon.nl

Thank you very much for your attention!
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