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HOW CAN A LIFE
ANNUITY MARKET BE
DEVELOPED?
RODOLFO WEHRHAHN1

1 President of the Inter-American Federation of Insurance Companies (FIDES).
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On the agenda of the successive conferences organized by FIAP, distribution of 
benefits is a subject that is starting to recur in the discussion on the development of 
pension systems.  In this sense, it is important to discuss the role of the insurance 
business.  The agenda is a short one: we shall be talking about the existing demand, 
analysing what it is that people are really looking for, what they want and what 
is being offered by the industry; and we shall discuss the scenario and the active 
players in this field, referring always to life annuities.

But before doing so, we should like to make a comment about the pay-as-you-
go system.  In that system, no separation is made between the accumulation or 
contribution part and the payout or benefit-payment part, and we have seen many 
examples of the fact that solidarity systems, in which individual effort is more 
important than result, simply do not work.  Unfortunately, the individual is not yet 
trained to support these solidarity systems.  However, in the part where there are 
random or external variables, the solidarity system is a very viable and very valid 
answer.

By transforming the pay-as-you-go system into a system of accumulation or defined 
contribution, we divide it into two aspects: the accumulation part, where personal 
effort is important, ceases to be solidarity-based and becomes an individual effort, 
which optimises people’s savings and work; and the part where there are unforeseen 
variables, such as longevity, passes into the management of institutions that are 
very well-acquainted with risk - insurance or pension companies - on a solidarity 
basis.  We shall be concentrating on this second aspect.

I.  THE DEMAND

Is there a demand?  do we need to create this market?  That is the first question.  We 
can see that increasing numbers of people are retiring and we are also observing 
that people are living longer.  Another important factor is that people not only live 
longer, but also have a longer active life after retirement.
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Furthermore, governments are offering increasingly small benefits and family 
sizes are getting smaller, meaning that the traditional pattern of inter-generational 
support is disappearing.

All that seems to indicate clearly that there is a demand.  The data states that a leap 
in ageing from 8% to 18% is expected in Latin America in the next thirty years, in 
other words, we are going to see a very large increase in the number of people of 
retiring age.  All these factors indicate that there is an enormous potential market 
for life annuities.

But let us analyse in more depth what people are really looking for.  If one were to 
ask any individual the question as to whether he/she would like to have enough 
money for a problem-free life, the answer is, obviously, “Of course”.  But then comes 
the great incognita: how much money is enough? 

Well, in Transamerica we have made a small simulation with data from Chile, a 
representative simulation, comparing the pension received under the programmed 
withdrawal option and the one that would be obtained from a life annuity.  And 
we see that if people expect to live for eleven years, on average, it would be better 
to have the programmed withdrawal, but as life becomes longer, the life annuity 
becomes a more interesting alternative (see Figure 1).

FIGURE 1
PROGRAMMED WITHDRAWAL COMPARED WITH LIFE ANNUITY

SOURCE: TRANSAMERICA REINSURANCE
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So, when do I have enough money?  This is a very complex question, one that is very 
difficult to answer.  Furthermore, we could transform the question and express it in 
this other way: would you like to have a secure income as long as you live?  That 
sounds more interesting; we are used to receiving constant income, but we also have 
questions and doubts: Will this be enough?  Will it be adjusted for inflation?  Will 
they pay me on time, monthly or regularly? And the great incognita is - and I am 
talking about ten, fifteen or twenty years – will the institution that promises to pay 
me be in a position to do so then? 

And the questions go on appearing.  A very crucial issue in retiring age is health.  It 
is proven that a large proportion of savings go on health care and also on long-term 
permanent care and the question is a valid one: will I be able to pay for insurance 
of this type? Will I be able to cover these expenses? Will the income that I have be 
enough?

Finally, a third series of questions: what will happen about my dependents, such as 
my wife, if I die? What happens if I die very early on?  do I lose all my savings?

All these questions mean that there really is a demand, but a demand for a product 
that perhaps we have not yet seen.  We have seen in various countries that people feel 
that they have enough, or that they are better at managing their funds or controlling 
their money; they have done it all their lives and the person offering the life annuity 
is generally a young person, which sows doubt.  How much do you know?  I know 
far more.  There is also a strong disincentive in many countries, consisting of a 
minimum income guarantee, which limits the attraction of a life annuity.  So, all this 
means that the great potential that we see for the life annuity market remains today 
just that: a potential that has not yet been realised.  This happens partly because 
there is no ideal product in existence.  There is no answer in the industry capable of 
responding to all these concerns.

Let us look at the figures.  In Chile we have a considerable increase in accumulated 
life annuity pensions (see Figure 2), but the quantity of life annuities sold is 
decreasing all the time (see Figure 3).

Mexico has remained balanced: here there are some factors such as government 
participation in that market, which avoid greater development (see Figure 4).

A third example is Brazil, where we see a large increase in the savings of the so-
called “variable pensions” or “Brazilian pensions” (see Figure 5), but there is no 
awareness that these funds should be used for retirement.  What is more, it was only 
two or three years ago that the government began to reward those who leave those 
savings for a longer period.  Initially these products, called “pension products”, had 
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a duration of one year with a high tax attraction.  As of today, those tax benefits are 
being increased as the funds are left for longer periods of time.
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FIGURE 2
CHILE: NUMBER OF LIFE ANNUITY POLICIES (ACCUMULATED)

SOURCE: SUPERINTENDENCE OF SECURITIES AND INSURANCE (SVS), CHILE.

FIGURE 3
CHILE: DISTRIBUTION OF LIFE ANNUITY POLICIES

SOURCE: SUPERINTENDENCE OF SECURITIES AND INSURANCE (SVS), CHILE.
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FIGURE 4
MExICAN LIFE ANNUITY MARKET

SOURCE: MExICAN ASSOCIATION OF INSURANCE INSTITUTIONS A.C.  (AMIS).

FIGURE 5
BRAZILIAN LIFE ANNUITY MARKET

SOURCE: NATIONAL FEDERATION OF PRIVATE PREVISION AND LIFE (FENAPREVI).
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II.  THE SUPPLY 

What can we see on the supply side of the industry? Or what would an ideal supply 
be?   What would be the ideal product that could be easily sold?  We have six points, 
which we will look at briefly.  They are important and can help us to define the ideal 
product.

1.  Performance

The performances expected by the market are performances that are being seen in 
the market; if the stock exchange is up, they want to see results of that type.  It 
is therefore important to educate the consumer so that he/she understands that 
the funds are for the long term and that the behaviour of investments at a given 
moment is not particularly relevant.  Unfortunately, the most important parameter 
is how much my fund is making today, even though I know that I am not going to 
use that fund for the next ten or twenty years, and in that way the system does not 
allow managers to optimise the return, the aim for which they were created.  On the 
other hand, the commissions must always be transparent, because that helps sales 
enormously.  Everyone wants to know where they are, what they are buying and for 
how much, and would like to see the possibility of having flexibility in managing 
those funds, not putting them into a black box where they do not know what is 
going on and cannot take advantage of a good stock market.

2.  Guarantees

The type of guarantees that are necessary to be able to cover the demand is another 
key element.  The first guarantee is, obviously, payments for life.  Longevity is a risk 
that one should avoid.  So one has to look for minimum pension guarantees and the 
industry has to offer them.  Regardless of the amount that I left in my fund, I would 
like to have the guarantee of receiving at least a minimum life-time pension.  Finally, 
I would like to be able to have adjustment for inflation and have certain guarantees 
and benefits for my dependents, in case I die.

3.  Supervision

A third aspect – though it has already been discussed and seems obvious – is that 
only solid companies, subject to strict supervision, should be able to sell this product.  
This means that there are countries where one would be able to buy more annuities, 
more easily, due to the solid, strict supervision that exists.  An important point is 
that there must be no negative history or example, because that would damage the 
life annuity industry enormously.  There are schemes and systems for avoiding 
such circumstances and these could be used discreetly.  Supervision must avoid 
situations of that type at all costs.
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4.  Flexibility

Fourthly, another very important aspect in these products is flexibility.  Imagine 
a product in which I have my life annuity with my life-time guarantees, but I can 
also modify the payments.  Maybe I do not need those two years – because I won a 
consultancy contract, etc. – so I freeze the payments and that increases my fund; or 
I do not need to start payments at age 65, but at age 70, and my funds continue to 
accumulate.

It may be an advantage to speed up benefits if my health deteriorates.  If I have a 
health problem, then I can speed up pensions for two reasons: first, because I need 
the funds, and second, because I probably will not live much longer.

Another interesting factor is that if my wife dies, I obviously do not need to pass 
on a widow’s pension, so I could speed up that benefit.  Flexibilities of that type are 
factors that would help to sell life annuities.

5.  Control of the funds

A person who has made the effort to build up funds would like to be able to acquire 
the skill to retain some control over them and this is offered to him/her by allowing 
investment in certain types of fund. It is not possible to give the person complete 
freedom if he/she is being given a guarantee for life, minimum income, etcetera, 
but certainly a degree of flexibility.  Furthermore, he/she can be allowed to take out 
certain loans on the fund.

It is important to offer the option of obtaining loans with the guarantee of the income 
reserve, guaranteed payment periods for ten years or five years, and then add a 
death benefit.  In case of death, there are always additional expenses.  One factor 
that we have seen developed in some products is very interesting: the long-time 
care policy.  This is an expensive program and generally it is either used or not.  If it 
is not used, all the contributions are lost, which makes it unattractive.  But it would 
be possible, in case of death, for the income from that benefit to be passed on to the 
children.  In that way, if the person did not use this product, the dependent would 
inherit that protection.

6.  Sufficiency

The value of the life annuity must be adjusted to real costs, basically to inflation.  
Modern products should analyse which inflation index they ought really to use, 
and this could be variable. It could be based on a shopping basket that can be varied 
each year or every two years.
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Finally, the payment of a health policy should be included as a guarantee.  
Unfortunately there is no health product today that guarantees the amount of the 
premium regardless of age.  A life annuity should incorporate that alternative, and 
the same for the long-time care policy.

III.  CONCLUSIONS

The factors that will determine how this market develops are, basically, the 
following: financial education, which is very important and has been an issue of this 
seminar; tax incentives; coordination of social benefits; pensioners’ political power; 
a market where the players are all operating in the same conditions and, finally, 
solid technical supervision.




