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MORTALITY AND LIFE EXPECTANCY ASSUMPTIONS 

 Project outline 2012-2013 

Pension funds and annuity providers need to effectively manage the longevity risk of their members. 

Members may live longer than expected or accounted for in the actuarial calculations involved in the 

provision of pensions. Mismanaged longevity risk can deteriorate finances, cause bankruptcy and expose 

members to the risk of losing their pensions. To safeguard against this risk, pension funds and annuity 

providers must provision for future improvements in mortality and life expectancy. Further, effective 

management of longevity risk must be supported by the regulatory framework. 

The main purpose of this project is to assess how pension funds, annuity providers such as life 

insurance companies, and the regulatory framework incorporate future improvements in mortality and life 

expectancy. The study will examine the regulatory framework as well as the actual market practice, with 

the purpose of identifying best practices, introducing policy recommendations and providing guidelines to 

improve how longevity risk is managed when calculating pensions and annuity payments.
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The project will focus initially on a few OECD countries. The proposed countries are Canada, Chile, 

France, Germany, Korea, Japan, Mexico, Spain, Switzerland, United States and the United Kingdom.  

The study will be managed by the OECD with the financial support of two private partners. The 

publication and dissemination of the final study will be managed by the OECD. In this context, the OECD 

foresees to produce a report based on the Latin American experiences and another one on the experience of 

OECD countries.  

Structure of the project 

The OECD Project on Mortality and Life Expectancy Assumptions will focus on the following 

questions in order to ultimately develop a set of policy recommendations and best-practices: 

1. How do pension funds and annuity providers currently provision for longevity risk? 

2. What mortality tables are legally required and to what extent do they incorporate improvements 

in mortality and life expectancy? 

3. How do liabilities of appropriately provision for longevity risk compare with the liabilities from 

actual practice and liabilities when applying the regulatory framework?  

The project will consist of four main phases: 

Phase 1: Market Practice 

The first phase of the project will examine how pension funds and annuity providers currently 

provision for longevity risk. That is, the type of mortality tables they use, how often they are updated, and 

whether these tables incorporate future improvements in mortality and life expectancy. This phase of the 
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 Longevity risk is defined as the uncertainty surrounding future mortality and life expectancy outcomes. 
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project will examine representative pension funds and annuity providers in selected OECD and Latin 

American countries. In particular, this phase will assess:  

 How up-to-date are the mortality and life expectancy assumptions used; 

 Do the assumptions allow for future improvements in mortality and life expectancy, and is 

the allowance sufficiently long.
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Phase 2: Regulatory Framework 

The second phase of the project will assess the regulatory framework in selected OECD and Latin 

American countries.  This phase of the project will assess what mortality tables are legally required and to 

what extent pension funds and annuity providers are legally required to incorporate future mortality and 

life expectancy improvements. The regulatory framework establishes minimum requirements but pension 

funds and annuity providers can use more conservative assumptions to provision for longevity risk. 

Consequently, the actual practice may differ from the regulatory framework, which highlights the 

importance of assessing separately what pension funds and annuity providers actually do and what the 

regulatory framework requires them to do. 

Phase 3: The Impact of Longevity Risk 

The third part of the project will use actual data and OECD models to estimate the impact on pension 

fund and annuity providers’ balance sheets of longevity risk. This is done by comparing the liabilities of 

pension funds and annuity providers given their market practice, and the liabilities when using the 

regulatory framework to provision for longevity risk with the liabilities resulting from updating mortality 

tables regularly and incorporating in them future improvements in mortality and life expectancy. This will 

permit to assess how far regulations and actual practice are from accounting for the full impact of longevity 

risk. 

This part of the project could be complemented by looking at a few examples of how market leaders 

(e.g. ABP in the Netherlands, ATP in Denmark, AXA in France, and MAPFRE in Spain and Latin 

America) use mortality tables and how they account for future improvements in mortality and life 

expectancy in their actuarial calculations. 

Phase 4: Policy Recommendations 

The ultimate deliverable of this project will be a set of policy recommendations and best-practices on 

how to appropriately manage longevity risk and will take into account actual market practice, the 

regulatory framework and the likely financial impact of the recommendations. 

 

The OECD Committee on Financial Markets (CMF), the Insurance and Private Pension Committee (IPPC) 

and the Working Party on Private Pensions approved this project outline as part of their program of work 

for 20012-2013. 
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 Longevity risk is a very long-term risk. Its impact runs from the time an individual joins a pension fund, let’s say 

age 25, until s/he passes away, around age 80-90. Consequently, assumptions allowing for future 

improvements in mortality and life expectancy need to run for around 60 years at least. 
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