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TELLUSALITTLE ABOUT YOURSELF.

I am the director of the Pension Policy Center, a small policy
research center in Washington, D.C. I have worked on pension
and retirement issues for a number of years, sometimes taking
an international perspective on policy issues. I have consulted
on pension issues in a number of countries, including Burundi,
Tanzania, Albania, Macedonia, Tajikistan and Indonesia. I have
also advised the governments of Norway, France and the United
Kingdom. I have spoken at pension conferences in more than 30
countries and have written more than 100 papers and a dozen
books on pension issues. One of my papers received an award as
best paper of the year from the 7ournal of Risk and Insurance. Two
of my books have been translated into Japanese. I have a Ph.D.
in economics from the University of Chicago.

WHAT ATTRACTED YOU TO THE ESSAY CONTEST?

For several years, I have been writing papers about longevity
insurance benefits. These are benefits that start payment at an
advanced age, such as 82. These types of benefits can be pur-
chased privately from insurance companies using personal sav-
ings or individual retirement accounts (IRAs). They can also be
obtained through employer-sponsored plans, if the employer
chooses to offer that benefit. Relatively few people purchase
annuities of any type, including longevity insurance benefits.
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Obtaining these benefits through an employer-sponsored plan
has the further problem that they must be purchased on a uni-
sex basis, which is disadvantageous to males, and may be one
reason why few plans offer them. Because of these problems,
I have been advocating that Social Security provide longevity
insurance benefits. I was attracted to the Essay Contest as a way
of getting further recognition for the possible policy reform of
having Social Security provide longevity insurance benefits at
age 82 as a way of dealing with the decline in economic well-be-
ing that affects some people in advanced old age. In the future,
when fewer retirees have a defined benefit (DB) plan, more of
them will face the risk of using up all their savings at more ad-
vanced ages, especially if they live longer than they expect. A
longevity insurance benefit as part of Social Security would help
deal with that problem.

WHAT STEPS, IF ANY, WOULD HELP MAKE THE IDEAS IN YOUR
ESSAY A REALITY?

A Social Security reform to restore solvency will mostly consist
of unpopular changes, such as raising taxes and reducing benefits
for future retirees. Longevity insurance benefits could be added
as a low-cost benefit as part of a reform package. I am writing
papers exploring various aspects of this type of benefit. For ex-
ample, Ireland and China have longevity insurance benefits as
part of their social security programs. I have written about those
programs with Irish and Chinese coauthors.

WHAT GROUPS WOULD NEED TO BE INVOLVED?
AARP, actuaries and academics are three opinion leader groups
that would be good to bring on board.

WHAT ELSE WOULD YOU LIKE TO TELL US?

A longevity insurance benefit in Social Security is a low-cost
benefit that would help a lot of older women with low incomes.
For some women, their economic resources decline at widow-

hood. This benefit would help deal with that problem. M
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a key goal of Social Security. Longevity insurance is one

way to address the income needs of those who have lived
longer than they expected and have used up their retirement
savings, with only their Social Security benefit remaining. While
all annuities provide retirees a degree of longevity insurance, in
recent years the term longevity insurance has been used to refer
to a particular type of deferred annuity. Longevity insurance is
a deferred annuity that starts at an advanced age, such as 82.
Longevity insurance annuities provide insurance against outliv-
ing one’s assets, but only when that risk becomes substantial at
advanced ages.

Preventing people from falling into poverty as they age is

With a longevity insurance benefit, the problem of asset decu-
mulation with uncertain life expectancy is simplified. Instead of
planning for an uncertain period, retirees can plan for the fixed
period from the date of their retirement to the date at which
they start receiving the longevity insurance benefit.

Longevity insurance as an addition to Social Security has been
proposed recently in both the United States and Canada. In
2013, a fully funded longevity insurance benefit starting at age
75 was proposed for the Quebec Pension Plan, the social securi-
ty plan in Quebec that corresponds to the Canada Pension Plan
for the rest of Canada.? In addition, in 2013, President Obama
in his initial proposals for his fiscal year 2014 budget included a
type of longevity insurance benefit in Social Security. That ben-
efit would offset at older ages some of the benefit reductions
caused by introducing a chained consumer price index for ad-
justing Social Security benefits in payment. The benefit would
start at age 76, would phase in for each recipient over a period of
10 years, and when phased in at age 85 would provide a benefit
equal to about a 5 percent increase in Social Security benefits.
This proposal was not included in the final budget because of
lack of support for the idea of the use of the chained CPI.

This article proposes that longevity insurance should be add-
ed as a form of benefit provided by Social Security. This type
of benefit would be particularly valuable as a part of a reform
package that included benefit cuts to restore Social Security’s
solvency. A social safety net benefit would be needed to offset
the effects of Social Security benefit cuts on older retirees.

This article is structured as follows. First, it discusses the role of
longevity insurance in the early history of Social Security, and
how that role has diminished over time. Second, it describes
problems with the provision of longevity insurance by the pri-
vate sector, and compares the provision of longevity insurance
in the private sector to its provision in the public sector. Third,
the paper discusses alternative ways that Social Security could
provide longevity insurance benefits. Fourth, it offers conclud-
ing comments.

"This paper builds on a previous literature analyzing various as-
pects of longevity insurance in the private sector and for Social
Security.?

LONGEVITY INSURANCE IN THE HISTORICAL
DEVELOPMENT OF SOCIAL SECURITY

In 1940, when Social Security benefits were first provided in the
United States, the benefit eligibility age was 65. For males age
20 in 1900, their life expectancy was age 62.% Thus, less than half
of men entering the workforce survived to receive benefits in
the early years of Social Security.

Over time, three changes fundamentally altered the nature of
the old-age benefits that Social Security provides. First, the ben-
efit eligibility age has been lowered to age 62.4 Second, life ex-
pectancy has increased. Third, the average age at which workers
enter the labor force has increased. With these three changes,
the United States Social Security has transitioned from a lon-
gevity insurance program to a program providing old-age ben-
efits for a substantial proportion of the population that entered
the workforce in their youth. Now, 87.8 percent of those age 20
survive to age 62.

LONGEVITY INSURANCE IN THE PRIVATE SECTOR

This section considers issues relating to the provision of lon-
gevity insurance benefits in the private sector. To anticipate the
findings, it is seen that the private sector faces disadvantages in
providing longevity insurance benefits, presenting a case for the
provision of these benefits through Social Security.

Annuities provided through employer-provided retirement
plans in the United States must calculate benefits on a unisex
basis. Thus, employer-sponsored pension plans are required to
use the same mortality rates for men and women when calcu-
lating benefits, despite the fact that at typical retirement ages
women on average live about three years longer than men.’

The gender difference in life expectancy is considerably greater
at older ages than for people in their early 60s. The U.S. life
tables for 2009 show that women age 62 are 35 percent more
likely than men that age to survive to age 85.% At age 85, wom-
en’s life expectancy is 17 percent longer than that of men. When
priced using gender-based mortality rates, women’s single life
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Longevity Insurance Benefits for Social Security

longevity insurance annuities purchased at age 62 with payments
beginning at age 85 would cost considerably more than those for
men, perhaps as much as 50 percent more. Thus unisex longev-
ity insurance annuities provided by pension plans in the private
sector would be a bad deal for men.’

Problems with the provision of longevity insurance annuities
in the private sector also include that adverse selection may be
more of an issue in that longevity insurance annuities presum-
ably would only be purchased by people with really long life ex-
pectancies. Further, potential purchasers may be concerned with
the risk of life insurance company insolvency over a long time
period, with government reinsurance not providing adequate
protection, a concern that may in actuality be overstated.

Another reason longevity insurance annuities are not provided
by pension plans relates to the administrative issues involved
in providing them. Because a survivor’s benefit is the default
for annuities, employers need to obtain a notarized statement
from the spouse waiving the survivor’s benefit if that option
is not chosen. Employer concern about issues relating to the
verification of the waiver of survivor’s benefits may be another
reason employers generally do not provide annuities of any type
through pension plans.

In the United States, longevity insurance annuities can be pur-
chased privately (not through an employer-provided pension
plan) on a gender basis, taking into account the longer life ex-
pectancy of women. New York Life® expressed the opinion that
pure longevity insurance annuities would have limited appeal
in the United States, but that those annuities combined with
another benefit payment feature, in particular a death benefit,
would be marketable. While such a benefit would reduce the
income provided by the annuity, it would nonetheless provide
some longevity insurance benefits.

LONGEVITY INSURANCE ANNUITIES
PROVIDED BY GOVERNMENT

The government has several advantages over the private sector
in providing longevity insurance annuities. First, the govern-
ment has a hedge against increases in the liability due to unex-
pectedly large improvements in life expectancy to the extent that
people work longer (and pay more taxes) due to improvements
in health at older ages. Currently, no asset exists for the private
sector to invest in that provides a full hedge against increased
annuity costs arising due to unexpected improvements in life
expectancy.

Second, the government does not have the problem of adverse
selection because it provides the benefit to a preselected group.
In the private sector, insurance companies would provide lon-
gevity insurance to people who self-select, in part based on their
subjective expectation of long life expectancy.
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POLICY PROPOSAL

This section provides an example of how a longevity insurance
benefitin the United States might be structured as part of Social
Security. This proposal could be part of a package that otherwise
reduced the generosity of Social Security benefits and raised the
payroll tax rate to restore solvency.

The target population for this Social Security reform proposal is
people age 82 or older. Age 82 is chosen as approximately the life
expectancy at age 62.° Women outnumber men by roughly two
to one in this age group.'® Thus, this proposal particularly would
benefit women at advanced ages.

While longevity insurance benefits can be provided in differ-
ent ways, as an example, we present a specific proposal. We pro-
pose that starting at age 82, everyone receiving a Social Security
benefit would receive an additional $50 a month. That amount
would be increased to $100 a month at age 87 and to $150 a
month at age 92. These benefits would be price indexed.

These benefits would be the same for everyone within an age
bracket. Because of the taxation of Social Security benefits for
higher income persons, the after-tax benefit would be slightly
progressive in absolute terms and, of course, would be progres-
sive in terms of the percentage increase in benefits that people
at different income levels received. The benefits would be fi-
nanced out of the Social Security Old-Age and Survivors In-
surance (OASI) Trust Fund, and thus benefit cuts or payroll tax
rate increases at younger ages would be needed to finance them.

Recognizing this enhanced insurance protection, U.S. Social Se-
curity OASI could be renamed Old-Age, Survivors and Longev-
ity Insurance (OASLI). The renaming would help inform people
about the benefit. It would positively frame the benefit, rather
than the benefit being thought of as antipoverty assistance.

CONCLUSIONS

With a longevity insurance benefit, the problem of asset decu-
mulation with uncertain life expectancy is simplified. Instead of
planning for an uncertain period, retirees can plan for the fixed
period from the date of their retirement to the date at which
they start receiving the longevity insurance benefit.

While adding longevity insurance as a new benefit when
Social Security is already facing a financing deficit would be
problematic, reintroduction of a longevity insurance benefit as
part of Social Security in a reform package that involved benefit
cuts could be an important policy innovation. Longevity insur-
ance benefits are deferred annuities that begin payment at ad-
vanced older ages. This benefit is generally not provided by the
private sector.



Alongevity insurance benefit
as a part of Social Security in a

reform package that involved
benefit cuts could be an
important policy innovation.

The government has several advantages over the private sector
in providing longevity insurance annuities. First, the govern-
ment has a hedge against the liability to the extent that people
work longer (and pay more taxes) due to improvements in health
at older ages or due to raising the eligibility age for Social Secu-
rity benefits. Currently, no assets exist for the private sector to
invest in to provide a hedge against unexpected improvements
in life expectancy. Second, the government does not face adverse
selection because it provides the benefit to a preselected group.
In the private sector, by comparison, insurance companies would
face adverse selection because they provide longevity insurance
to people who self-select, in part based on their subjective expec-
tation of long life expectancy.

While longevity insurance benefits initially were a major aspect
of Social Security in the United States, over time the role of
those benefits has declined as benefit eligibility ages have been
reduced and life expectancy has increased. This paper argues in
favor of reintroducing those benefits into Social Security as part
of a reform package. M

John A. Turner, Ph.D., is the director of the Pension
Policy Center in Washington, D.C. He can be
reached at Jaturner49@aol.com.
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