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Longevity is an interesting concept for investors. In its simplest form longevity is :

undoubtedly seen as a good thing because it means more time spent enjoying life
or time with loved ones. With significant gains in longevity over recent decades it
is time to examine whether some of the traditionally held beliefs about our
relationship with aging have shifted and whether investors are properly accounting
for the risk of outliving their assets.

For investors, the longevity discussion highlights an important risk that is spoken
about much less often than other investing risks such as stock market risk, interest
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rate risk and credit risk. Longevity risk refers to the risk that an investor may outlive :
their assets. Because most people view living longer as a good thing the true risk :

is then, that they do not save enough to fund their projected lifespan.

Statscan regularly publishes life expectancy numbers which show steady increases

in life expectancy for both men and women. The following chart from a Statscan :

article published in 2014, Ninety vears of change in life expectancy, shows life
expectancy at birth and at age 65 for both genders combined.



https://www150.statcan.gc.ca/n1/pub/82-624-x/2014001/article/14009-eng.htm
http://www.themacbethgroup.com/

Total number of expected years of life at birth and at age 90,
1921-2011
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Source: Statistics Canada, Canadian Morality Database, Canadian Vital Statigics-Deaths.

Of note is the fact that as of 2011 Canadians lived an average of 81.7 years an

increase of 24.6 years since 1921. Statscan points out that almost half of the gains
from 1921 — 1951 come from reduced infant mortality and most of the increases :

since 1951 are due to reduced deaths from circulatory diseases.

The most recent numbers from Statscan (2014-2016), based on total life

expectancy, are:

Life expectancy At Males Females Both
Birth 79.9 84 82
65 84.3 87.1 85.8

Canadians in general are living longer. This has important investment implications

for savers and for the entire Canadian pension system. Ontario Teachers’ Pension

Plan (OTPP), one of Canada’s largest public pension plans, has been pointing out
for years the challenges that face the pension system today. Plan members are :
starting careers later, contributing for less years, and living longer. Combining these
trends with historically low interest rates and it looks like a perfect storm for pension :
providers. OTPP publishes the following table of “Funding variables — Past and :

Present”:
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FURMDAIMG VARIABLES — PAST AMD FRESEMT

2017 12380
Mverage retirement age 549 58
Mverage starting pension 446,300 L2000
Awerage contributory years at retirernent 26 29
Expectad years an pension 32 25
Murnbsr of pensioners aged 100 or more 131 12
Ratio of active teachers to pensioners 1.3to1 dtol
Mverage contribution rate! 12.0% Bi0%

1.i.wragu wontribution mie decreasad to 11% effective Ruary 1, 2012

Source: OTPP 2017 Annual report

They report the number of pensioners aged 100 or more as well as the ratio of
active teachers to pensioners, both of which indicate the challenges of the current
environment. Although Individual savers have more direct control over some of
these variables, they can take some knowledge away from the challenges that
OTPP faces. When planning, allowing for longer life spans and potentially shorter
working lives may yield some combination of higher saving goals or lower projected
retirement income.

Other research by the C.D. Howe Institute examines whether earnings has an
impact on longevity (Published August 2018, Rich Man. Poor Man: The Policy
Implications of Canadians Living Longer). The paper uses CPP data to categorize
Canadians into earnings buckets and then analyzes the longevity effects across
various birth cohorts. The findings show clearly that high income earners have
experienced greater longevity gains than low income earners but interestingly, in
Canada, the gap between high earners and low earners is not getting wider over
time:

“...the highest male earners outliving the lowest earners by 8 years.
For women, the earnings gradient is flatter than for men. Importantly,
we find that the gap in life expectancy between high and low earners
has not grown over time — improvements in longevity are evident
across all earnings levels. This result is in sharp contrast with
evidence from the United States.”

The C.D. Howe report didn’t specify the root causes for the longevity-income gap
but did point to healthcare access, government transfer income, and health
behaviour (diet, smoking, exercise) as likely factors. OTPP has previously also tied
education to increased longevity.
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https://cdhowe.org/public-policy-research/rich-man-poor-man-policy-implications-canadians-living-longer
https://cdhowe.org/public-policy-research/rich-man-poor-man-policy-implications-canadians-living-longer

This research carries implications for the pension system, both private and public,
which can incorporate income level into longetivty projections which may in turn
affect the funded status of plans. Insurance companies may also incorporate this
information into pricing annuities or insurance contracts (of which longevity is a
primary determinant of cost). These lessons can also be useful to individual
investors who face a similar challenge to pension plans in that they are saving
current assets to fund future spending. The research tells us that those with higher
incomes should plan on living longer.
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