
Club Vita’s Top Charts
In this new regular column, Club Vita’s longevity experts will help you 
visualise the often abstract world of longevity risk by introducing their 

own personal favourite charts. In our first edition, Erik Pickett, shows how 
longevity risk for pension funds has grown as interest rates have fallen.

Issue 1:
Interest rates and longevity risk

Question: 
What is the impact of a 1-year increase in life expectancy on a DB pension scheme’s liabilities?

Answer: 
The answer depends on the financial assumptions being used to value the benefits in the scheme. The chart below 
shows the change in liabilities due to a 1-year increase in life expectancy under different assumptions for net discount 
rate.

Actuaries use the net discount rate to place a value on promised future pension payments (the higher the net discount 
rate, the lower the value of future payments). The typical benchmark for the net discount rate is the prevailing yield on 
government bonds less the expected future pension increases, which since 1997 are usually linked to price inflation.  
Net discount rates have fallen significantly over the last 25 years or so due to a combination of falling interest rates and 
changes in legislation.    

Key takeaways:

• Trustees’ stakes in longevity risk have 
dramatically increased as the economy has 
shifted to low interest rates. 

• A 1-year difference in life expectancy today 
would have five times the effect on a pension 
scheme’s liabilities than it did in 1990!

E�ects of a 1 year increase in life expectancy

Source: Club Vita. 
Based on a ratio of pensioner annuities at age 65 in 2017; 80:20 male:female split;
CV17 baseline mortality; CMI_2016_[1.5%]_[Sk=8] improvements declining from age 90; 
80% married, 50% spouse’s pension, males 3 years older than females
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The real question though is: What will happen in the future? Will pension schemes continue to be 
open to these levels of longevity risk or will interest rates finally increase and give trustees some 
relief? If interest rates rise, will this be countered by increases in inflation; will caps on pension 
increases mitigate this effect?

What do you think? I would love to hear your thoughts. Visit www.clubvita.co.uk to request to join 
our Friends of Club Vita discussion group on LinkedIn.

Erik Pickett


