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Witness: Dr Oonagh McDonald, Director, Retirement Income Reform Campaign, examined. 

Q199  Chairman: Welcome.  We are very pleased to see you.  This is quite a difficult 

inquiry and we are getting bombarded with a lot of interventions from insurance companies 

and others, but we are always glad to have them, and we would like to thank you for sending 

in your own written contribution, which of course we will take account of.  Would you like to 

make a statement at the beginning, or would you like to plunge into questions?    

Dr McDonald: Thank you very much, my Lord Chairman, to yourself and the Committee for 

taking the time to consider the evidence that I have submitted and to discuss it with me this 

afternoon.  I thought I would make one or two very brief points.  In the area on which I am 

focused, namely the pensions area, the context of the issue regarding annuities and gender 

discrimination there is extremely important, by which I mean that there are two sets of 

discrimination now, one between defined benefit schemes and defined contribution schemes; 

and, secondly, I shall argue between men and women in relation to the outcome of defined 

contribution schemes, namely annuities.  I will briefly refer to the interesting legal arguments 

that have been conducted both in front of the US Supreme Court and by the European 
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Commission, which has a long history of dealing with this issue.  I would like just briefly to 

refer to a quotation from the Commission’s Advocate General, in respect of the Neath case in 

1993, who pointed out the risk that some workers will live longer than others should be 

generalised and borne by all workers, and not by one class of worker singled out by reference 

to sex.  It cannot be done, of course, in relation to race, even though research suggests that 

race is also a factor in determining mortality.  The Directive is in the context of the 

Amsterdam Treaty of 1997, of which Articles 2 and 3 lay down that the Commission should 

have as one of its objectives the elimination of discrimination.  The other issues that will no 

doubt be addressed in the questions that you may wish to put to me concern the fact that the 

case against gender discrimination with regard to annuities in particular is strengthened by 

uncertainty of the data which are used; under-estimations of improvements in male life 

expectancy in particular; the issue of costs in terms of capital, and getting it wrong to 

insurance companies; and the increasing research on the factors affecting life expectancy that 

has been conducted during the past decade.  I have been reading a good deal of this research, 

which is extremely interesting.  I have referred to one of the papers, which we can discuss 

later on.  Also during the past decade, the whole issue has changed with the development on 

the part of actuaries and others of different types of models for predicting mortality, which 

have changed over the past decade, and which I think will move us away from what are called 

deterministic tables, based on average life expectancy, determined in terms of gender.  I feel 

that there are legal arguments of a general nature, the context is important, and the case that I 

wish to put today has been strengthened by the various issues to which I have briefly referred. 

No doubt you will wish to discuss those with me today.   

Q200  Chairman: We do appreciate that you have concentrated on the annuities point for the 

most part in your evidence because a lot of other people have not concentrated on that.  That 

is their business, but they have not; they have concentrated on motor insurance and so on.  
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There is a point of principle, and we quite understand that, but nonetheless we think the 

House would be interested in knowing in reality, if this Directive came in, who would be the 

potential beneficiaries.  Where would the changes come out, and who would be the potential 

losers because, obviously, there is potential in the draft for a transitional period and provisions 

of that kind?  Who do you think would be the potential beneficiaries, and who might be the 

losers? 

Dr McDonald: That is a very important question, but I do not think the answer to it is a 

simple one.  I will refer briefly to car insurance, since I note that in the media coverage that is 

one which comes to the fore.  I have not studied this area to the extent to which I have studied 

the annuities area, because even if you look at the alleged differences in cost, they are rather 

small compared with the current losses from gender discrimination in annuities.  Why we 

cannot say simply that there will be winners and losers is because the risks will be assessed in 

somewhat different ways.  When you look at car insurance, there are already a number of 

factors, which some of us will know to our cost, which are taken into account in judging the 

amount of car insurance you should pay when your premium comes up for renewal.  These 

risks include postcode, type of car, the previous record of the driver – whether they have had 

criminal convictions, drink-driving, or the number of points on their driving licence or 

whatever.  Gender is one of the factors, and your previous claims record is another.  In terms 

of who wins and who loses, there is not a simple answer to this question because it depends 

on how actuaries and underwriters will characterise the risks.  There are other points which 

could be made there, but I will leave those to one side.  In regard to winners and losers in 

terms of annuity rates, I have noted the figures that have been covered by the media.  Again, 

the answer is not a simple one, because I think that what would happen, and what indeed 

should happen, and what I would say the FSA expects and indeed will require to happen, is 

that risk modelling will be much more sophisticated than the kind of table to which I have 
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referred.  In my paper, I mentioned the 12 factors that the research shows predominantly 

affect mortality rates.  Of these, I would say that income and education emerge as the constant 

factors and the most telling factors.  This is borne out by the Office of National Statistics’ 

studies on population, which show that a male with good income – and the most popular 

postcode here is West Dorset – is likely to live much longer than a woman living in a 

deprived area of Glasgow, and particularly Manchester.  These are the two comparisons that 

are often made.  In other words, you would develop different kinds of risk models, and on that 

basis the winners and losers would not be straightforwardly men or straightforwardly women.  

I do not think you can say, as has been said, that women would gain 2 per cent and men 

would lose 3 per cent because the way in which annuities are priced would be different.  

Indeed, the work that I have examined by the Continuous Mortality Investigation Bureau, 

indicates that it is very important that such models are used because the mortality risks have 

been underestimated at a cost to life insurance companies.  That is a long answer to your 

question, my Lord Chairman, but it is important to emphasise that what we will have is an 

entirely different approach to risk modelling on the part of insurance companies. 

Q201  Baroness Massey of Darwen: Thank you for your very interesting written evidence.  I 

want to ask you about the UK Sex Discrimination Act.  Evidence from the DTI and others 

tends to suggest that the UK Sex Discrimination Act gives more gender protection than exists 

in some other EU Member States.  This could imply that the Directive is not really needed 

here.  You do not agree with that, I know. 

Dr McDonald: No. 

Q202  Baroness Massey of Darwen: Can you talk about other aspects of that? 

Dr McDonald: Again, you have to look rather closely at what goes on in other Continental 

European countries.  For example, in France health insurance is not gender directed.  That is 
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not a service that would be covered by our Sex Discrimination Act.  It would be difficult to 

suggest that the Swedish sex discrimination legislation was behind the UK legislation.  The 

overriding point I would wish to make is that in the provision of what is going to be an 

increasingly important service, namely the provision of pension income, the Sex 

Discrimination Act does not apply, and that the European Union legislation on this area of 

pensions has not been extended to cover annuities as yet.  Whether or not we are far ahead or 

behind other countries and other areas of sex discrimination is not really relevant to some of 

the very significant services that are not covered by the Sex Discrimination Act. 

Q203  Baroness Massey of Darwen: You have other concerns apart from annuities, 

obviously. 

Dr McDonald: Yes. 

Q204  Baroness Greengross: It is a very interesting paper – thank you.  I want to talk about 

the situation here, where we have a unique obligation for all members of defined contribution, 

stakeholder and certain other types of occupational and personal pension schemes to produce 

annuities.  Does that still apply?  If we remove the obligation, could that provide an 

opportunity for insurers and other financial services providers to devise and market new 

investment schemes that were more suited to today’s women? 

Dr McDonald: Yes, indeed, there are other models that we could use if we did remove this 

obligation.  The UK is unique in imposing this obligation; no other advanced country does so.  

It does not apply in Australia, Canada or the US.  Continental pension provision is, by and 

large, predominantly state provision.  The Dutch, with their funded pension schemes, some of 

which are becoming defined contribution schemes, have, as I mentioned in my paper, a law 

that will take effect in January next year which will require men and women to receive equal 

pensions for equal contributions from a defined contribution scheme.  The second part of your 
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question: there are other things that can be done.  My campaign, the Retirement Income 

Reform Campaign, suggested one alternative, which builds on the minimum annuity level.  

We also have a complex system of means-tested benefits, which makes our situation a bit 

more difficult to handle.  Thereafter our proposal is very like the Canadian retirement income 

fund, in which your savings can be placed in a fund.  It is a designated fund, obviously for tax 

purposes, and that is what we have always proposed.  It works a little bit like income draw-

down.  There are actuarial limits on the capital which can be withdrawn from the fund, which 

come into effect at the age of 69 in Canada.  Obviously, one would have to discuss whether 

this is still a suitable age or not.  The fund can be invested in a wide range of financial 

instruments – equities, government bonds, corporate bonds and so on – to provide you with an 

income throughout retirement.  Not only does this remove the problems which insurance 

companies will undoubtedly face, not only over modelling the life expectancy element of the 

risk, but providing enough capital to sustain those obligations, those guarantees, for the many 

millions of people who in the future will be requiring annuities, but it does indeed give 

insurance companies and others the scope to offer the opportunity for what is basically fund 

management on an individual basis.  As far as I have been able to ascertain – and I have 

contacts in Canada who have e-mailed various analyses – there are no particular problems 

with these funds.  The Canadian equivalent to the Inland Revenue has its own tax rules and 

handles taxing the income from the funds.  I have no information that the funds have 

collapsed or run out, but that is where the actuarial limits on the withdrawal of capital would 

come into play.  Obviously, if we adopted a simple version of the Canadian model, we would 

have to have actuarial limits on withdrawals of capital. If we go for the other model that we 

propose, that is, a minimum unisex annuity to keep you off state benefits, then that meets the 

long-established concerns of the state and would give the individual freedom to manage his 

retirement income, suitably taxed of course, as he or she wished. 
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Q205  Baroness Greengross: Talking about women today, do you think, given that there are 

lots of women who have not earned enough and who are in a difficult position regarding their 

annuities, that they are being so badly affected by the practice of linking benefits to actuarial 

criteria that that would change and that it would be even worse if this goes on?  How is that 

going to develop in the future? 

Dr McDonald: Do you mean if women continue to have to purchase an annuity? 

Q206  Baroness Greengross: Yes. 

Dr McDonald: It is very important to notice that women are never told that they will have to 

buy an annuity and that in fact they will receive less income during their lifetime - which is 

more likely to be equivalent to a man’s than not.  They are never told that they will have to 

purchase an annuity and that these are the implications.  It is not a requirement under the 

Government’s forthcoming requirements for an annual statement of what pension you will 

have on the basis of the contributions you have made if you are in an occupational scheme.  I 

know from experience of studying the various single-premium policies that I have bought 

from insurance companies, and looking at the annual statements of those, that there is no 

indication there that if my fund turns out to be X, if I am a man I would get Y amount and if I 

am a woman I would get Z amount.  There is no indication of that at all.  It is one of the issues 

that I plan to take up with the FSA: so long as we have this system, may we have some 

transparency about it?  It closes women off from other choices.  They could, for example, 

save for a pension through an ISA, and of course the investment arising from an ISA, whether 

government bonds, corporate bonds or equities, makes no distinction in terms of sex; you get 

the income that results from the totality of your investments, and that is it.  Concealing these 

issues from women, which is probably why we do not have a public outcry, is a great failing 

of the system.  There should be transparency there, though clearly I would rather see a 

different system in place with different methods of calculating annuities. 
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Q207  Lord Howie of Troon: Dr McDonald, I am totally ignorant on annuities, so you must 

bear with me.  You said that women were not told about this.  Are men told? 

Dr McDonald: No.  They are not told that they would get more. 

Q208  Lord Howie of Troon: When you say women are not told, you suggest there is a gap 

there; but that would only be true if they were not told and men were told. 

Dr McDonald: Well, the men are not at a disadvantage, although you are quite right that they 

are not told either.   

Q209  Lord Howie of Troon: Where is the inequality? 

Dr McDonald: The inequality lies in the fact that women are not told that they will receive 

less income per month or per year from their annuity than a man would with the equivalent 

annuity.  I have given an illustration in the text, as you remember, and I have other 

illustrations. 

Q210  Lord Howie of Troon: I just wanted a very simple answer. 

Dr McDonald: That is a simple answer then. 

Q211  Baroness Greengross: The insurers’ evidence to us is that unisex annuities would 

only produce marginal benefits for women, not huge benefits.  The FSA has estimated, and 

they quote, that annuity rates for women of 60 would be increased by only 2.5 per cent 

whereas for men they would fall by 3 per cent.  They also say that, since most annuity holders 

are men, the income in most households dependent on annuities would then fall.  This has 

been constant evidence that we have had.   

Dr McDonald: There are a number of points that one has to bear in mind.  That depends on 

the annuity tables, the mortality tables, which are now dated 1992, and so they are 12 years 

out of date.  The Institute of Actuaries, through the Continuous Mortality Investigation 
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Bureau, is wrestling with how they should estimate life expectancy.  The estimates that the 

insurance companies and indeed the FSA are providing for you now are all based on the 1992 

tables, which assume, depending on whether it is age 60 or 65, a gap at those ages of 

approximately three years.  In fact, some actuaries, thinking in terms of averages, say that the 

gap is now down to two years.  The CMI has stated so far that male life expectancy is 

increasing more rapidly than female life expectancy, if we are looking at it in terms of 

averages.  What we have to do, and what the insurance companies I think will be required to 

do, is move away from what is called a simple deterministic table.  They will have to use 

much more sophisticated models in order to determine life expectancy at the age of 60 or 65 

for both men and women.  I have suggested that the key factors that they will have to take into 

account then will not be gender, but the key constant, most significant factors are income and 

education.  The higher your income and the better your education, the longer you are likely to 

live.  If we model annuities in that way and take those two objective factors into account, then 

you might find quite a different spread of annuity rates.  You might find that the better-off, 

better-educated men, and indeed the better-off, better-educated women, will get a lower rate 

than the less well-off and less well-educated men and women.  That would make sense for 

insurance companies to approach the matter in that way, because if they did then there is less 

chance that they will find themselves having to throw more capital into reserves in order to 

keep the promises, the guarantees they have offered.  That is what has been happening over 

the past decade. 

Q212  Baroness Greengross: Of course, I am a woman, and I think that is wonderful news!  

Most of the demographers that I have been in contact with have not yet – and they are 

working now – come up with something that says they would get rid of the differential 

completely yet, although it could happen.  That is really the basis of a lot of the arguments 

and evidence we have had from the insurance companies.  They are helped by the reinsurers 
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with the need for liquidity and capital, et cetera.  Given for a moment that they might be right, 

and there is still a differential, could they not, if this does equalise in the near future, adjust 

the annuities then fairly quickly?  They would have to, would they not? 

Dr McDonald: They are going to have to keep adjusting, if we stick with the male/female 

difference for the moment.   There may be developments in male health, for example the 

vaccine against prostate cancer that is due to come in, in 2007, which could make quite a 

significant difference to male deaths over 70.  Taken that we have a 12-year gap between 

straightforward tables, that would be a significant feature.  However, one can always say 

this – and I mentioned the context, and this is an important factor – that we have two elements 

here.  One is that, of course, defined benefit schemes changed in 1990 as a result of the 

Barber judgment.  You may well remember, as I do, the furore preceding that change, which 

all disappeared when the legal decision was taken to equalise male and female pensions was 

implemented.  The same actuarial considerations apply to defined benefit schemes as apply to 

defined contribution schemes.  We should also remember that UK insurance companies are 

not without experience in providing unisex annuities.  Although they are much less important 

a factor now, they had to provide unisex annuities – and still have to if people have this sort of 

scheme – for the protected rights element of a contracted-out defined contribution scheme; so 

they are familiar with providing unisex annuities.  Alternatively, we could simply follow the 

Dutch route.  I gave you a brief summary of the Dutch law.  Unfortunately, it is not available 

in English, but the summary I gave to you I obtained from one of the leading members of the 

Dutch pensions authority who kindly summarised it for me.  The Dutch have simply said:  

“By 2005 you equalise male and female defined contributions schemes.”  There are a number 

of options open to us.  I have to say that I think that the sophisticated risk modelling in which 

you have to take into account a number of possibilities and factors and predict on that basis, is 

the most likely outcome for insurance companies anyway.  The FSA has required stochastic 
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modelling for with-profit schemes.  The FSA is requiring risk-based capital in the future, as 

the solvency rules are undergoing a process of change.  Therefore, my view is that I do not 

think it will be possible for insurance companies to rely on simple mortality tables which 

already have cost them; because they underestimated life expectancy in general and male life 

expectancy in particular, they have already had to put in more capital for reserves.  Unless 

they develop much more sophisticated modelling, the risks of doing that are greater.  An 

additional point to be borne in mind is that the data on which the annuity models and annuity 

tables are based are rather short.  The second working paper which the CMIB produced, 

points out that it is only over the last decade that they have had an increasing number of 

annuity provisions to make, resulting from personal pension plans.  Prior to that date, the 

number was much smaller.  The old section 228 retirement annuity contracts were in force, or 

sometimes the deferred annuity purchases, where a defined benefit scheme had closed or 

collapsed.  The experience previous to the 1990s is very limited, so the data on which all this 

is made is – I found it interesting that the more I looked at the data, the more I thought, 

“really, is it this insecure?” and so on, as I waded through these papers.   

Lord Colwyn: I could get into terrible trouble with this question.  I think I asked something 

on unisex annuities three or four weeks ago and was told that I needed some serious financial 

advice.  Perhaps Lord Howie and I are in the same boat!  

Lord Howie of Troon:  I need more money; I do not need advice!  

Q213  Lord Colwyn: This question is about the illustration you gave in paragraph 3, section 

1 of your evidence, and basically I am asking you if it is fair to men.  In your illustration you 

show that a woman would receive over £10,000 less for the same invested amount as a man, 

but then in paragraph 5, where you talk about life expectancy – and 3.3 years was the figure, 

but I understand this is under review and is changing at the moment – if so, our calculations 

are that a woman’s same investment would amount to £12,000 more than a man’s over the 
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period of their lives.  This is the basis probably on which the insurance company calculated its 

returns.  Is this not an unreasonable factor? 

Dr McDonald: The first point to make here is that I was trying to illustrate – and it is a 

simplistic way of doing it, I agree – that this is rather important.  It is not a trivial matter.  

Look at the sum involved: £10,000 over a period of 20 years is a lot of money.  I then referred 

to the fact that this is based on the averages again.  I have also referred in my paper to some 

work conducted by the United States Department of Health, and this is also coupled with the 

recommendation which I hope you will find yourselves able to place in your own report.  The 

US Department of Health and Social Services carried out a piece of research in 1999, in 

which they projected deaths forward from the age of 65 for men and the age of 65 for women, 

taking 100,000 of each.  The estimate is very interesting; that 86 per cent of the deaths match; 

in other words, the same number of men and the same number of women dying each year.  I 

am sure, having been politicians for as long as we have, even if we have not got a 

mathematical background, that we all understand that averages may be convenient for 

politicians but are very distorted.  The remainder, according to the US research, is 14 per cent 

of early deaths, split equally, interestingly enough, between early deaths of men and a few 

very long-lived women.  If you put it like that, you can see that it is more likely than not – 

which is why I put that sentence before the example I gave – that the man and the woman 

both aged 65 will die at the same time.  Therefore, you are penalising a lot of women for a 

distorted average.  That is why I keep saying we have to look at this in an entirely fresh way.  

You are right, of course, in your calculations, based on the simple deterministic table of 

averages, but not if we look at this in different ways.  I am advised, informally regrettably 

otherwise I would have quoted it, that the same distribution of deaths would occur if one 

looked at the UK statistics.  Therefore, I would like to recommend that the Government 

Actuaries Department conduct a similar piece of research to see if it came up with a roughly 
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similar result as the US research does.  If one simply applies the US research to the UK 

situation, then you are open to the charge that they may not be comparable.  I am advised that 

you would get a similar result.  We are looking at the probabilities here.  In determining the 

probabilities regarding life expectancy, gender is not the only, and probably not the most 

important factor. 

Q214  Lord Howie of Troon: Have you considered that perhaps in the United States the 

increased number of early deaths in men is due to the fact that they are inclined to shoot each 

other rather more often than they do here, and therefore the transfer across to Britain might 

not be so damaging? 

Dr McDonald: Exactly.  There are all sorts of possibilities and I am sure we could think of 

many; and that is why I suggest that you might like to consider this as a recommendation in 

your report, that we look at the US approach and research and see if similar research brings 

similar results here.  It would be very interesting to know that.  I suspect it will be, despite a 

propensity to shoot each other. 

Q215  Lord Colwyn: The insurers also claim that because the unisex annuity market would 

be relatively unattractive, many companies might withdraw from it, and that might lead to less 

choice. 

Dr McDonald: That is a very interesting point for them to make because there are only 11 

companies that are permanently in the market at the moment.  Very few companies operate in 

it.  Out of those, some specialise in impaired life annuities. 

Q216  Lord Colwyn: You do not think that is likely. 

Dr McDonald: I do not think that would be the reason.  I would have to say, putting my other 

hat on, to be perfectly honest with you, that I remain unconvinced that it will be possible for 
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the relatively small number of life insurance companies – and it will not increase in number – 

to be able to provide annuities, given continuing improvements in life expectancy and the 

increasing capital costs of doing so, not only because of the increase in life expectancy but 

also because of stricter solvency requirements and a stricter risk management approach that 

are coming into play.  The FSA is moving forward on that.  It has already published a long 

consultative paper on the issue.  The European Union is beginning work on its solvency 

directive because, frankly, what we have now is too old-fashioned.  It expects to have that in 

place by 2007.  The demands on capital reserves, plus increasing life expectancy, will make it 

extremely difficult for life insurance companies to provide annuities, unisex or not.  So long 

as we have that obligation, I think women should be offered unisex annuities – that is my 

view on that. 

Q217  Lord Howie of Troon: Let me begin by saying how nice it is to see you back.  It is 

much nicer at this end of the building than it is in the other, and I have been in both. 

Dr McDonald: I think that is certainly true. 

Q218  Lord Howie of Troon: I am down to ask you about life expectancy and risk 

assessment.  You have more than touched on these issues earlier on, but you tell us that the 

gap in expectancy is narrowing, and I am rather glad to say it is narrowing because men are 

getting older, which pleases me no end!  As the gap narrows, the appearance and justification, 

if there is one, for the price differentiation appears to be, as insurers tell us, no longer tenable 

in law or in the market place.  Presumably they mean that it would be self-correcting.  

Dr McDonald: Yes. 

Q219  Lord Howie of Troon:  If it is self-correcting, what do you say to that?  Do you think 

that before it corrects itself – is it justified at all? 
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Dr McDonald: I do not think it is justified for the reasons I have already stated, but regarding 

the issue of its being self-correcting, we have to remember two things.  It is not clear quite 

how long that period of self-correction will take.  Hopefully, it will come rather quickly, but 

we might be talking about ten years or longer than that.  Between that distant date in the 

future and now, many more women will have had to have bought annuities, because although 

you can postpone it until the age of 75, for most people replacing their earned income with 

retirement income is something they have to do the day after they retire – they cannot afford 

to engage in income draw-down and they should not.  Bearing in mind that this is an 

irrevocable and unchangeable contract, many more people would be penalised between now 

and - I guess what the insurance companies would like everything to be made easy for them – 

self-correction to occur, so they would have nothing to worry about on that score.  Those are 

the two considerations that we have to bear in mind.  We have to realise that this is an 

unchangeable and irrevocable contract.  It is the only one we are required to make and it lasts 

now for probably somewhere for between 20 to 30 years; so you penalise a lot of people if 

you are going to wait until the self-correction occurs to deal with the issue. 

Q220  Lord Howie of Troon: They are only penalised in a comparative sense.  If the women 

go on and on living for ever and ever, they are still getting the money, are they not? 

Dr McDonald: If you do, and that is the point. 

Q221  Lord Howie of Troon: I think this is part of the contract – you must. 

Dr McDonald: Sorry, you get the money for as long as you live obviously, but what you may 

not get is as much income as you would have had, had you lived as long as the men with an 

equal sized fund.  That is the point really. 
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Q222  Lord Howie of Troon: Let me go on to risk assessment because life expectancy is 

clearly part of it.  In your evidence to us you listed 12 factors.  Apparently, for some reason, 

race, ethnicity and religion are already prohibited from being used in these criteria, which 

seems a bit odd, but let that go.  If gender were to be removed, the other factors might be 

more difficult to assess and might change of course over the length of time.  Would this mean 

that the risk would have to be assessed on an individual basis; and, if so, would that not be 

much more costly and produce less attractive results to the long-lived person?  Would that be 

an improvement? 

Dr McDonald: I think that is a problem, if you are going to make these guaranteed payments 

over such long periods of time, based on the uncertainty of future life expectancy.  Let me just 

expand a little on what I put in the paper.  I was able to use, and I have given it in a footnote 

in my report, an extremely interesting survey of 45 actuarial and demographic papers on 

factors affecting life expectancy, some of which I did not include in the list of 12 because they 

had already singled out 12 as being key.  For example, you might be interested to know that 

marriage is one of them.  Some research suggests that men do better, are likely to live longer 

on the basis of being married than women are; but I just mention that because it is an 

interesting quote really.  It is not something that I would put in the major factors.  The two 

factors that I think are key can be objectively measured: income and education.  It is possible 

to know what levels of income people have earned fairly consistently throughout their lives, 

and it is possible to know educational standards, which we would have to measure quite 

simply, obviously not in terms of the amount of reading that a person had done, but in terms 

of examinations they had achieved.  The point one has to make is that it is more expensive 

modelling.  If stochastic modelling is used, it has to take a range of factors into account and 

model different effects of weighting those factors in a variety of ways.  However, stochastic 

modelling is something which the insurance companies are already being required to do by 
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the regulators, and have found already, interestingly enough, that the guarantees that they 

offered in other contexts, with profits for example, were more expensive than they thought 

they were, which is a good thing for them to have discovered.  I think you are right in the 

sense that the outcome of this may mean that annuities for certain groups of people would be 

less attractive as a proposition.  It would also reveal to the insurance companies how much 

more capital they would have to set aside.  That may bring about a more useful change so that 

people’s retirement income could continue to grow for at least part of their retirement.  Their 

pension fund could continue to grow, rather than the absurd situation that we have now where 

you save in a mixture of equities and bonds for 30 years and then for the next 20 to 30 years 

you are meant to put it all into fixed-income instruments.  It seems a bit silly, if you think 

about it.  I also keep trying to explain to the Inland Revenue that if they changed, and allowed 

investment of these kinds of funds where the problem of unisex or gender discrimination 

would disappear, the Inland Revenue would get more income because the funds could grow 

for at least part of that time.  Obviously, it would produce a higher income, which would be 

taxed more.  However, I have difficulties in communicating this. 

Q223  Lord Howie of Troon: You said on page 6 of your written evidence when talking 

about gender that taking gender alone into account carries substantial risk, and you have said 

much about that already.  Then you say that the risk of mis-pricing annuities through 

underestimating life expectancy is extremely serious.   Can you tell us a little about that? 

Dr McDonald:  I did put in the quotes for you - which I was fascinated to read obviously in 

CMI’s working paper no.1, which was published in 2002.  They said that we have continually 

underestimated improvements in life expectancy since World War II and in particular, 

especially over the last ten years, we have underestimated improvements in male life 

expectancy.  As I have mentioned, it is also stated in working paper no.2 from the CMI, that 

as a result insurance companies have had to increase their reserves because they have under-
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priced annuities; so it is a serious risk.  As you may know, not so much actuaries but some 

demographers and medical experts are seriously debating whether we need die at all, whether 

this is in-built or not.  I am not sure whether or not this is a cheery thought!  Others are 

debating the various factors which might greatly lengthen everyone’s lives.  That increase in 

life expectancy and getting it wrong are extremely serious issues for life insurance companies. 

Q224  Earl of Dundee: You have already mentioned the new Dutch law.  How would you 

expect that to affect our thinking here in the UK, and in other Member States?  Would you 

like to tell us if you are aware of any valuable alternatives coming out of any other EU 

Member State? 

Dr McDonald: The Dutch law was passed by one vote in Parliament.  When I was told this 

by a member of Anna Diamantopoulou’s Cabinet, she was worried about this and I said:  

“One is enough in a democracy.”  The way in which that is working out is that the choice is 

left to those who are providing the annuities as a result of DC schemes.  They either use 

unisex tables or the employers may increase their contributions in respect of females.  That 

does not take effect until 2005.  How insurance companies are going to handle this is unclear 

at the moment, how they are proposing to handle the Dutch funds, which are sectorally based 

funds, large funds on an industrial sector basis.  It would be worth obtaining evidence from 

Dutch insurance companies or from the foundations which manage the Dutch sectoral 

schemes.  That might be useful input at least in terms of written evidence.  For the rest of 

Continental Europe, at least with the old Member States of the EU, I have not as yet been able 

to explore enough about the new Polish/Czech pension schemes for example.  One has to 

remember that the annuities market is rather small in other Member States.  You either have 

pretty much state provision with private savings on top of that, or you have, as the Swedes 

have with no change in unisex rates, the large blue-collar and white-collar funds on top of 

state provision.  But you have such a different situation with continental pension 
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arrangements that there is a little to be learnt.  The Italians are just moving to company DC 

schemes, but that is only beginning, and the same with Spain.  We have very little experience 

of other countries to draw on.  As you will know, the requirement throughout the European 

Union is that both state pension schemes and funded schemes have to provide equal pensions 

for equal contributions.  Apart from the Dutch, we cannot learn very much. 

Q225  Earl of Dundee: We might not be able to learn very much now, but nevertheless we 

may consider that more research is required. That is since the evidence to us so far is that the 

background is unclear and that the merits of unisex annuities are unproven.  Do you share that 

view?  Do you believe that the Commission did not consult enough and did not carry out 

enough, or cause enough research to be carried out in the first place? 

Dr McDonald: First of all, I do not think it would be fair to say that the situation is unclear in 

relation to other Member States of the European Union, looking at the original 25.  It is rather 

that their experience is not relevant to ours.  We do have a very different pension structure in 

this country from pretty well every other Member State, of the original 25.  It is simply not 

relevant to any great extent, except for the Dutch example, where they have a greater 

similarity to us in that they have funded pension schemes that are differently organised, and I 

would say frankly much more efficiently organised than ours are.  So there is not much to 

learn.  When you look at the range of issues, I would not like to say that the Commission did 

not consult widely enough.  They could, after all, rely, certainly in relation to annuity 

provision, on the Amsterdam Treaty, which encourages the pursuit of ending discrimination, 

and the Advocate General’s advice, to which I referred you in my opening statement, which is 

very similar to the US Supreme Court judgments in 1978 and 1983.  In regard to whether 

there has been enough research, it is of course a wide-ranging Directive, and it was discovered 

that practices in States differed.  For example, we have a sophisticated system of underwriting 

car insurance, in which gender is a factor.  Other countries insure the car and that is it, nothing 
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else.  France has had non-gender-discriminatory health insurance for some time.  It does not 

appear to give rise to any problems.  When you are looking at the range of goods and services 

provided here, practices in States differ, and they tried to research the different practices in the 

varying States as much as possible.  My argument was always in relation to the Directive and 

annuities that this is a key issue in the UK; and it will become a more important issue for 

other Member States of the EU as and when they move towards DC company schemes. 

Q226  Baroness Massey of Darwen: I would like to ask you about transparency, which we 

have touched on already, and will ask you to elaborate on it a little more.  In paragraph 2.2 of 

your written evidence you claim that women do not realise the difference in annuity 

provision.  You also say that the implications of annuity provision and the use of gender 

criteria are never explained to members of occupational pension schemes or pension plans.  

Can you justify that statement?  If it is correct, would a reasonable corollary of the retention 

of the gender criteria be a requirement for such details to be clearly explained to potential 

purchasers? 

Dr McDonald: I think it would be reasonable to require that, assuming we remain with the 

current situation.  Given, for example, that it is now required for occupational pension 

schemes to produce an annual statement, and indeed when setting up a DC occupational 

pension scheme, closing your DV scheme to new members – what kind of scheme new 

members are joining and what you purchase at the end of it should be made clear.  I know that 

there is no legal requirement to do that.  If you look at the provisions of the legislation, you 

will see that the requirement does not take that form.  When you look at the key features of 

the purchase of single-premium pension policies as part of a personal pension plan, and the 

key features of regular savings through such a plan, that is not explained either.  In fact, I 

have to say that I did not realise it myself and was deeply puzzled as to why Friends 

Provident, which had plainly always assumed that I was a man, perhaps because of the title of 
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doctor, suddenly took it on themselves to ask me whether I was male or female.  I said:  

“Female, but why do you want to know?”  Is this relevant? was my attitude to it.  Then, when 

you receive your annual statement from your pension policies, it says that expected growth 

rates allowed by way of illustration by the FSA - it simply tells you that you will receive an 

annual pension of whatever.  It does not say, “you will receive this if you are a man, and this 

if you are a female”.  Indeed, even the purchase of an annuity – if you are in a DC scheme 

where the trustees purchase it for you, you may not realise that.  If you follow the FSA 

decision tree, then you just go off to different branches of the tree, so you may not pursue the 

other branch of the decision tree, so you may still not realise. 

Q227  Baroness Massey of Darwen: Why is it not explained?  Surely there are some 

enlightened people out there who could ----- 

Dr McDonald: Absolutely.  I do not know quite why it is, and I cannot really explain what 

goes on in the minds of regulators or legislators on this point.  If you look at our policy-

makers, namely our ministers and Members of Parliament and civil servants, none of them are 

ever going to have to buy an annuity apart nowadays from their own DCs.  This is not 

something that is very real, and not something to which anyone gives very great attention.  

We are so used to adding annuity for the vehicle for retirement income somewhere in the 

legislation, and have done since 1921, that it is just put in the legislation and no-one gives it a 

second thought. 

Q228  Baroness Greengross: I want to ask you this, going a bit broader than the discussion 

we have had.  Most people would find actuarial criteria are not understandable, and the way 

they explain it is not understandable to most people.  Would you think that insurers ought to 

be required to be more transparent about the basis on which premiums and benefits are 

determined, whatever sort … 
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Dr McDonald: Absolutely.  In one sense, when you come to annuities, the outcome of the 

pricing process is clear; that you know you will get this amount of income per fund from this 

company, and another amount from another; and you have helpful tables provided by the 

Annuity Bureau and others.  You are absolutely right that how the price is determined is 

unclear.  A recent article by John Plender in the Financial Times indicated how high the 

margins – not the profits - were for annuities, and gave two companies as examples.  They 

suggested that the margins were up to 59 per cent on annuity purchase.  How the price is 

arrived at should be made clear, and is not clear.  I agree with you entirely that that should be 

clarified both for life insurance, which we have not discussed, and other premiums that have 

been paid.  With motor insurance, it is a little clearer in that you do realise that your past 

claims record has something to do with it in terms of the forms that you fill in and the 

information which you receive, but nothing else has even that degree of transparency. 

Q229  Chairman: Thank you very much.  You have been very generous with your time.  It 

has been very helpful to us. 

Dr McDonald: Thank you very much indeed for your time.  I shall look forward to reading 

your report. 


