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SPECIALREPORT

I
n July Britain’s biggest insurer, Aviva, 
announced that it was withdrawing 
from the £50m-plus bulk annuity 
purchase market. 

In a message to shareholders, the 
company’s new chairman, John 
McFarlane, unveiled a new strategy 

for the company. The thrust of the proposal 
was a streamlining of Aviva’s many 
business arms in an effort to build up 
capital reserves and increase returns.

Aviva’s UK large-scale bulk annuities 
business was one such division: cut 
because it is “currently producing or 
will prospectively produce returns 

below the group’s required return”.
Is this the death knell for the bulk 

annuity market or merely a symptom 
of Aviva’s recent troubles? 

The end of the market?
According to Aon Hewitt’s bulk annuity market 
monitor (BAMM), since July 2011 bulk annuity 
purchasing of pensioner liabilities has been 
more attractive than gilts to pension schemes 
seeking to match their liabilities. The BAMM, 
a suite of graphs, compares market pricing to 

notional scheme profiles with static liabilities.
The bulk annuity market encompasses both 

buy-ins and buyouts, with the former 
strategy enjoying far more frequency 
with schemes because of the speed, 
simplicity and cost at which it can be 
transacted.

A buy-in takes the form of a contract 
between an insurer and trustees 

who, in turn, pay benefits to 
members. Conversely, a buyout 

removes the trustee intermediary 
and thus is subject to a vast and 

lengthy rigmarole of regulation as 
responsibility passes 

out of trustees’ hands.
Jay Shah, co-head of business 
origination at Pension Corporation, 

agrees that for the average scheme 
pensioner buy-ins have become 
cheaper but that full buyout has gone 

the other way, becoming costlier over the 
same period.
“Full buyout tends to require the 

sponsoring company to make available 
a reasonable amount of cash to f ill the 
gap between the cost of the buyout and 
the scheme’s assets,” he says.

The economic outlook remains 
diff icult and this, coupled with 
continued low interest rates, will 

drive down appetite in 2012, 
according to Wayne Daniel, 

chief executive of MetLife.
“In this climate it can 

be diffi cult for trustees and decision makers to 
commit to transactions,” he says.

There are two quite separate considerations 
for schemes to make when purchasing bulk 
annuities: the relative attractiveness of 
purchasing annuities in comparison to the 
return on gilt yields, and how effective they can 
be in helping scheme funding levels.

One of Aon Hewitt’s senior consultants, Kevin 
Hollister, explains that according to the latest 
BAMM report, purchasing annuities from 
an assets perspective “looks like a bit of a free 
lunch” at the moment. 

“From the assets 
viewpoint selling gilts 
in favour of annuities 
looks like good value,” 
he says, “you get 
more risk reduction 
for the same, or better, 
implied yield.”

Every scheme will 
have a different set of 
technical provisions 
depending on the 
investments it holds and 
its longer-term 
funding strategy. If a scheme holds a high 
proportion of fi xed-term gilts, or corporate 
bonds, this will infl uence how appropriate a 
buy-in is at any one time.

Paul Jayson, partner at actuarial consultants 
Barnett Waddingham, says that schemes often 
only get a single quote before deciding that 
buy-in is too expensive. What they should do, 
he says, is wait, and the likelihood is that more 
attractive deals will become available eventually.

Aviva’s announcement 
Shah thinks Aviva’s was an “interesting 
announcement” and “slightly surprising”, given 

the number of transactions it had completed 
recently. All of which points to internal troubles 
at the insurer spilling over into the bulk annuity 
business.

Reports in August of the company’s plans to sell 
its US life insurance division for an £800m loss 
point to the idiosyncrasies of the fi rm, rather than 
a weakening market as being behind the move. 
That said, MetLife’s Wayne Daniel understands 
the decision. “We have a very strict view on 
return on capital,” he says. “We don’t come across 
as ultra-competitive for the large cases because we 
keep our pricing consistent and are not prepared 

to chase market share 
at any cost.”

Daniel adds that 
“strategies on 
competitiveness will 
vary between specialist 
insurers and monoline 
insurers”. 

Adam Gillespie, 
head of buyout and 
de-risking research 
at Punter Southall, 
suggests that insurers 
tend to associate 

themselves with certain types of trade. “Some 
are happy to make lots of small deals, say 
£5m-£10m,” he says. As a rough guide, deals 
smaller than £20m can be considered small and 
transactions over £100m large. 

Profi ts do not necessarily emerge any quicker, 
Gillespie says, but the smaller deals involve 
smaller amounts of data to process, and some 
insurers, like Aviva, seem happy to mop up the 
business at the lower echelons of the market (see 
table overleaf ).

Legal & General, Prudential, Pension 
Corporation and Goldman Sachs’ risk transfer 
division, Rothesay Life, “tend to be the players Buy
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Bulkbusiness
Sam Brodbeck looks at whether Aviva’s decision to 
exit the large bulk annuity purchase market refl ects 
troubles at the insurer or is symptomatic
of a slowdown in the sector in general

refl ects 

“We don’t come across as 
ultra-competitive for the 
large cases because we are 
not prepared to chase 
market share at any cost.” 
Wayne Daniel, chief executive, MetLife 
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in the larger deals – and that’s a fair amount of 
competition”, says Pension Corp’s Shah.

MetLife’s Daniel cites a case in the US that 
exemplifi es the kind of deal that his company 
fi nds harder to compete with. 

In June motoring behemoth General Motors 
transferred $26bn of its pension liabilities to 
Prudential Financial 
(see case study). Daniel 
watched the deal trade 
away from MetLife 
as other providers cut 
prices to maintain their 
competitive edge.

While MetLife, 
Aviva and Aegon (who 
pulled out of bulk 
annuities two years ago, 
likewise citing falling 
returns and increased 
competition) are 
moving out of the top 
end of the market, Pension Corp has made moves 
to bolster its reserves.

In July the company secured a £400m 
investment from Reinet Fund and hedged £300m 
of its longevity risk with Munich Re.

Bucking the trends across the bulk annuity 

market, over 50% of Pension Corp’s business 
in 2012 has been in the form of full buyout, 
according to Shah.

However, as Aon Hewitt’s BAMM shows, the 
past year and a half has seen buyouts become 
less affordable and buy-ins more so. “Over the 
past 18 months, in pound note terms, prices 

have increased 20-30% 
but that’s largely 
because long-term 
interest rates have 
fallen,” explains Shah.

“All insurers’ prices 
have increased 
by that magnitude. 
Schemes holding 
perfectly matched 
assets (domestic 
debt of the right 
duration and 
proportion) will 
fi nd that their assets 

have risen by the same amount.
“However, most schemes aren’t perfectly 

matched. They’ll hold some equities, property 
and gilts of the wrong duration. Over the past 
year, as prices have gone up, these schemes assets 
have not risen at the same rate,” says Shah, which 
is why buyout costs have risen.

What has kept buy-ins attractive is the return 
insurance companies can make by holding other 
assets that outperform gilts but that satisfy the 
stringent capital reserve requirements to 
which insurers are beholden to. For instance, 
corporate bonds are enjoying strong returns 
compared to gilts and as long as this is the case, 
deals are to be had.

But “if that spread becomes compressed”, says 
Aon Hewitt’s Hollister, “then you don’t get such 
reasonable pricing”.

Long Acre Life, a subsidiary of PensionsFirst, 
targets very large deals (more than £500m) with 
its recently launched alternative to the traditional 
bulk annuity transaction. Borrowing the ‘captive 
insurance’ method used by companies to manage 
other risks, Long Acre believes it can incentivise 
risk transfer by offering fi rms a share in the risk 
reward of an annuity product.

PensionsFirst Capital’s chief executive Hugo 
James explains: “We think one of the reasons why 
the very large transactions aren’t happening is 
because from a shareholder value perspective, 
paying an insurer a premium to meet its 15% 
return on capital requirement is destroying 
shareholder value for sponsoring corporates that 
are achieving a lower return on their capital. 
For these corporates, it makes sense to put up 
their capital to capture the same return for their 
own shareholders.”

Only time will tell whether the idea really 
catches on. What is for sure is that the bulk 
annuity market – although trundling through 
a slow patch – has a long way to go before 
burning out. 

As long as there are defi cits, there will be 
business. Which providers will be catering to 
which end of the market is harder to predict. ■

In June 2012 Prudential Financial and General 
Motors announced that they had signed an 
agreement to transfer $26bn of liabilities from 
the car giant’s pension scheme.

The deal – due for completion by the 
end of the year– will be the fi rst US bulk 
annuity transaction worth more than £1bn 
since the 1980s. 

Around 118,000 white-collar (salaried) 
staff who retired before December 2011 will 

have their benefi ts 
covered by the 
insurer (which has no 
connection to the 
UK Prudential company) 
while 400,000 blue 
collar (hourly) 

retirees remain under GM’s responsibility.
GM’s purchase of the bulk annuity contract 

is reported to require a $3bn cash 
premium on top of an asset transfer. 
Punter Southall noted that the liabilities 
covered by the deal will eclipse the total value 
of all bulk annuity transactions involving UK 
schemes since 2009.

By comparison, the two largest UK bulk 
annuity deals written in the second quarter of 
2012 were a £272m pensioner buy-in for West 
Midlands Integrated Transport Authority with 
Prudential, and a full buy-in of the Gartmore 
scheme’s £160m liabilities with Pension 
Corporation. 

Prior to the deal, General Motors’ total 
pension liabilities totalled well over $100bn.

Case study: General Motors’ pension scheme

“Paying an insurer a 
premium to meet its 15% 
return on capital 
requirement is destroying 
shareholder value for 
sponsoring corporates” 
Hugo James, chief executive, PensionsFirst Capital 
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Q2 2012 Rank Bulk annuity 
providers 
(2011 year 
ranking in 
brackets)

Q2 2012 Q1 2012

Cases written Value (£m) Cases written Value (£m)

1 PIC (4) 5 408 4 338

2 Prudential (6) 1 272 4 62

3 MetLife (5) 4 135 1 40

4 Aviva (2) 14 68 5 21

5 L&G (1) 19 32 9 30*A
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Bulk annuity deal monitor
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