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ABSTRACT
Under the present Defined Contribution (DC) plan, two options of retirement income from which university employees are to choose from, are contained in Pension Reform Act 2014. However, the retiring university employees and those close to retirement seem to be unclear on how their accumulated savings at retirement are to be utilized due to low literacy on the current life expectancy.  To assist them, a random sampling technique was used to select employees from 13 universities in South-West Nigeria. Cramer’s V, gamma and ANOVA as well as Post Hoc Test were used to test the hypotheses. The results showed that there is no significant relationship between perception about life expectancy and employees’ choice of retirement income (gamma = -0.066, p > 0.05); annuity decision vary significantly according to employees involvement in social responsibility (F = 2.415, p < 0.05), and choice of retirement income security significantly affects expectation of life at retirement (F = 10.258, p < 0.05). The study also revealed that despite the academic background of the respondents, most of them (64.5%) believe life expectancy today is shorter than what it used to be 20 years ago. This perception about life expectancy leads to a mismatch of choice of retirement income i.e. those who chose short term for spending down their retirement income security option believe life expectancy today is longer than what it used to be 20 years ago and vis-a-vis. The study concludes that there is need to properly educate the affected employees on how expectation of life at retirement affects their pension contributions in order to assist them make appropriate choice of retirement income that meet their old age needs.
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BACKGROUND TO THE STUDY

In any design of pension, the uncertainty of life expectancy as relate to accumulated funds of the retiring university employees is very crucial (Maiturare and Adeyele, 2010). Indeed, Lowe  (2013) noted that many of the changes in pension landscape have been driven by wider changes in society, in particular, the need to face up to increasing longevity. The author observed that Defined Contribution (DC) has encouraged the creation of new and better value products such as annuities that offer higher incomes for those with health issues or with lifestyle factors that shorten the life expectancy. 

 However, the retiring university employees and those close to retirement under the DC plan seem to be unclear on how their accumulated savings at retirement are to be utilized due to low literacy on how expectation of life at retirement affects the two choices of retirement income. Among the many sources of uncertainty that an individual faces when planning for consumption in old age is uncertainty about how long the individual will live (Hansen & Imrologlu, 2008). This source of uncertainty is believed to be easily insured against if the individual were to purchase life annuity that provides a constant flow of income until death (Belok, 2012). Contrary to this expectation, a growing number of employees in Nigeria have been retiring and virtually all of them chose phased withdrawal option from their PFAs. This retirees’ choice of retirement income pattern raises doubt whether they have carefully considered the cost implication of their decision or maybe they do not have any information about how life annuity works. 
Unlike in the old Pay-As-You-Go (PAYG) under the public schemes where civil servants retiring at age 60 or 65 years did not bother about outliving the retirement income because their plan was designed to provide an income for life; with the systematic reform, retiring university employees would have to be responsible for the investment risk and longevity risk. In the international context, Mitchell and Piggott (2011) revealed that there are only three major sources of longevity insurance which include the following:

· the first is large families, which played a central role in old-age support in the past;

· the second is state provision, which was primarily a twentieth-century phenomenon and faces challenges in the future; and

· the third is insurance industry, which is able to pay for some long-lived retirees by pooling survival risk across others who do not live long.

As the first source is not dependable and the second source is no longer available in Nigeria, there is urgent need to examine the retiring university employees’ motives for particular choice of benefit chosen. In the light of the above, this study deals with choice of benefits at the payout phase of retirement and the examination of risk exposure emanating from inaccurate decision by the retiring employees. 

Objectives of the Study
The main objective of this study is to examine the effect of life expectancy on retirement income security options. The specific objectives of the study are to:

i. determine the impact of the perception of life expectancy on the choice of retirement income at payout phase of retirement; and
ii. examine whether annuity decisions and choice of retirement income vary according to employees involvement in social responsibilities and life expectancy at retirement respectively.

Research Hypotheses
In order to achieve the objectives of the study, the following hypotheses were tested at 0.05 significant levels:

H01: There is no relationship between employees’ knowledge of annuity and perceptions about life expectancy at retirement.

 H02: Annuity decision and choice of retirement income do not vary significantly with employee’s involvement in social responsibilities.

LITERATURE REVIEW

The most significant interest in life expectancy at retirement age, say, 60+, centres on the welfare of the retirees.  In 2004, Munnell, Hatch, and Lee comment that living a long life allows parents to see their children and grandchildren grow to adulthood. This allows people to look forward to a period of leisure after a lifetime of work, to enjoy recreational pursuits, and to spend more time with family and friends. From the perspective of providing pension income, life expectancy at age 65 is an important determinant of cost in both defined benefit and defined contribution plans, assuming no change in the retirement age (Munnell, et al, 2004). In order to guide the retiring university employees on the appropriate choice of retirement income security, individual’s preferences must be known. Cutler and Zeckhuaser (2003) argued that:

Without knowing individuals’ preferences exactly, despite knowing their assets, earnings and family health and health status, we cannot tell what insurance arrangement is optimal for them. A married person might skip life insurance if he does not value highly the consumption of his non-working spouse. Similarly, a couple may not want an annuity in old age if it is penurious relative to assets or can deal with a declining consumption stream.

This study takes the perspective of the above authors under the DC scheme to determine the choice of retirement income appropriate to individual needs. Among the many sources of uncertainty that an individual faces when planning for consumption in old age is uncertainty about how long the individual will live (Belok, 2012) and is believed to be easily insured against if the individuals were to purchase life annuity that provides a constant flow of income until death. 

For this reason, in 2009, Antolin’s study of private pensions and financial crisis cautions that there is need for retirees to weigh the retirement options between protection from longevity risk and flexibility, liquidity and bequest each option offers. Davis (2002) suggests that using life annuities seems to be the optimal way, unless there is a bequest motive. For instance, a couple might favour annuity certain (or programmed withdrawal) if he/she can deal with a decreasing consumption streams. 

In order to assist the retiring university employees and those close to retirement, this study examines how their longevity risk affects their choice of retirement income. As average life expectancy increases and people live beyond their expected lifespan, stable retirement income is becoming more an important issue. In fact, over the past century, one of the most remarkable achievements has been increase in average life expectancy. This is generally seen as a positive outcome of economic growth. But, life extension also implies that more people face the risk of outliving their means of support at old age (Mitchell, 2001, Mitchell, & Osborne, 2005). 

According to best estimates from the actuarial profession (Belok, 2012), longevity is currently increasing at the rate of 12 minutes an hour. This may be good news for most people since improvement in life expectancy is seen as the outcome of economic growth, but it is not for the annuity underwriters since it increase the financial constraint of the underwriters. In spite of this scientific breakthrough, the policy makers in Nigeria still believe that life expectancy is low and went ahead to fix retirement age to 50 with the expectation that people will not live beyond age 60. It is worth noting that revelation from International Institute of Ageing suggests that the number of older persons has continued to increase including Nigeria. Out of 25 countries studied by this institute, Nigeria ranked 24th largest older population (Bakare, 2009) which is now a source of concern to retiring employees. To address this concerns, lifetime income annuities seems to be logical option for lessening the effect of income shortage at old age.  

Blake, Cairins and Dowd (2006) noted that annuities in their various forms are the mainstay of pension plans throughout the world. They are the only retail instrument ever devised capable of hedging longevity risk. Without them, pension plans would not be able to perform their fundamental task of protecting retirees from this longevity risk. Despite the obvious benefits of annuities, retiree has typically tended to avoid using them in retirement planning (Antolin, 2009). Instead, people prefer to “self-annuitize” by utilizing rule-of-thumb plans to draw down retirement assets to finance retirement consumption. This has been the general practice among the retiring employees in Nigeria. 

Although self-annuitization (or phased withdrawal) plan appears to be good deal if all goes according to plan, but retirees need to understand the large degree of risks associated with this option (Richardson  & Spence, 2010). A number of studies that examined the benefits of phased withdrawal relative to annuity have favoured the use of annuity whereas; phased withdrawal option was reported to have created unnecessary large risk exposure for retirees (Richardson & Spence, 2010). The study by Babbel and Merril (2007) revealed that annuity option avoids the risk of longevity, thereby providing guaranteed investment returns throughout the annuitants’ lives. The report also reveals that it would cost between 25 percent and 40 percent more to achieve a similar riskless guarantee of income if phased withdrawal option is chosen.

DATA AND METHOD

The data were sourced from 784 university employees in southwest Nigeria in 13 universities to determine the impact of expectation of life at retirement on choice of retirement income security. Death is the certainty of uncertainty in that everyone knows that they will all die one day but the timing and nature of death remains uncertain. It is this uncertainty, which is called longevity risk that needs to be insured using life annuity. It is assumed that under the present pension scheme, there are no family networks that can assist retired university employees. The only means of support is their pension contributions. In Africa, no one wants to be asked the age at which they are most likely to die even when such persons are in their eighties. This makes data collection in respect of expectation of life particularly difficult. To overcome this, employees were asked to state the number of years they intend to spend down their pension contribution given that they can no longer work and no other means of support in the old age. Detailed information was given to them about the risk of retirement and were asked to indicate the choice of retirement income that suitably meets their old age needs. The number of years chosen to spend the entire pension contributions was used as expectation of life at retirement. The population of the study consists of both the academic and non-academic employees in all universities in Nigeria. The selected universities are shown in Table 6 and there is no significant difference in respondents’ responses to research instrument. The statistical tools used for the test and analysis of data include Cramer’s V, gamma and Post Hoc Test Analysis. 

RESULTS

Table 1 indicates the number of years employees intend to spend all their total pension contributions and the type of choice of retirement income options at payout phase. In between Phased Withdrawal (PW) and Life Annuity (LA) are the numbers of employees (48.4%) who do not know which of the retirement option is suitable for their old age needs. Even those who have chosen either PW or LA might stand the risk of not being protected by mortality  or stand the risk of losing their pension contributions to life insurance for those who favoured life annuity as a result of wrong choice of retirement. As number of years chosen by employees increase, so is the risk shouldered by each option increases. For instance, if employees who believe they will live for the next 24-29 years (50.6%) die between the interval of 5-10 years after retirement, more funds will be lost to Life Insurance Company but will be protected if their predictions hold. The reverse is also true for those who choose PW (13%). Nevertheless, those with LA option are safer than those with PW (20.9%). The remaining 36.6% of the respondents are those who depend on experts’ advice and may not be protected as well. It all depends on whether good advice has been sought. The extent to which expectation of life at retirement relates to choice of retirement income in Table 1 is seemingly low but significant (Cramer’s V = 0.194, p < 0.05).

	Table 1: Retirement income options by expectation of life at retirement                 

               Crosstabulation

	 
	 
	Expectation of Life at Retirement
	Total

	Choice of retirement income options
	5-10 
	11-16 
	17-23
	24-29
	30-35
	

	 
	Programmed Withdrawal
	21(13.00%)
	31(27.20%)
	29(13.00%)
	8(10.40%)
	74(35.90%)
	163(20.90%)

	
	Life annuity
	62(38.50%)
	50(43.90%)
	103(46.20%)
	39(50.60%)
	78(37.90%)
	332(42.50%)

	
	Depends on expert's suggestions
	78(48.40%)
	33(28.90%)
	91(40.80%)
	30(39.00%)
	54(26.20%)
	286(36.60%)

	Total
	161(100.00%)
	114(100.00%)
	223(100.00%)
	77(100.00%)
	206(100.00%)
	781(100.00%)
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	Table 2: Relationship between retirement income security and life expectancy perception among employees

	
	
	
	Choice of Retirement income security
	Total

	Life Expectancy perception
	
	
	Programmed Withdrawal
	Life annuity
	Depends on expert's suggestions
	

	
	Shorter
	
	105(64.4%)
	216(64.5%)
	185(64.7%)
	506(64.5%)

	
	About the same
	
	31(19.0%)
	77(23.0%)
	32(11.2%)
	140(17.9%)

	
	Longer
	
	27(16.6%)
	42(12.5%)
	69(24.1%)
	138(17.6%)

	Total
	
	163(100.0%)
	335(100.0%)
	286(100.0%)
	784(100.0%)
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Similarly, Table 2 reveals that respondents who believe life expectancy is shorter are more likely to purchase phased withdrawal (64%) than those who perceived it is either about the same (19%) or longer (16.6%). Also, respondents who perceived life expectancy at birth is shorter are more likely to purchase life annuity (64.5%) than those who perceived is about the same (23%) or longer (12.5%). The information contained in Table 2, reveals a kind of mismatch about life expectancy perception and choice of retirement income options among the university employees in south-west Nigeria. As revealed in the Table 2, there is no significant relationship between retirement income security and perception about life expectancy
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 Sequence to mismatch observed in Tables 1 and 2, attempt was made to find out whether employees really understand what annuity is used for. Respondents who believe life expectancy is shorter than what it used to  be 20 years ago (68.9%) are more likely to make an uninformed decision about retirement income security than those who perceive is longer (14.4%). From the table, only 17.6% of employees seem to be knowledgeable about the current life expectancy and annuity while the remaining 82.4% still hold on to wrong perception that life expectancy today is shorter or about the same to what it used to be in the last 20 years. The negative gamma suggests that as people claim to be knowledgeable about life annuity, the perception about life expectancy decreases.  The result is however not significant 
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Table 4a contains the means and standard deviations for expectation of life at retirement by annuity decision as well as choice of retirement income security. Employees who depend on expert’s advice recorded highest figure (3.2671) just as Phased Withdrawal option recorded highest figure (22.1264) too than the Yes (3.1431) and life annuity (20.5522) options respectively. Based on these results, it can be concluded that that annuity decision does not vary significantly with employee’s involvement in social responsibilities (F = 2.415, p > 0.05), while choice of retirement income security is significantly affected by expectation of life at retirement (F = 10.258, p < 0.05). These conclusions need to be probed further to ascertain if they can be relied upon. For this reason a Post Hoc Test analysis was considered below.  Table 4b presents the results of post hoc tests for both measures of annuity decision and choice of retirement income security. The categories are listed at the left-hand sides of the table and again across the top, along with the category means. The entries in the table are the differences in the means for the category listed across the top. A positive difference indicates that the category listed across the top had the higher score. For example, the average number of respondents who are willing to buy annuity and those who are not, even if it meets their old age needs is significant (p < 0.05). Also, there is significant difference between those who depend on experts’ advice and those who are not willing to purchase annuity. In respect of choice of retirement income security, there is a positive and significant difference (2.37414) between employees who favoured Phased Withdrawal (22.9264) and Life Annuity (20.5522). There is also a significant difference of 3.85645 between Phased Withdrawal (22.9264) and those who depend on experts’ (19.0669). Similarly, there is significant difference of 1.48231 in expectation of life (1.48231) between employees with life annuity (20.3522) and those who depend on experts’ advice (19.0669). From these results, the conclusion initially reached that annuity decision is not significantly related to employee’s involvement in social responsibilities was upturned while the conclusion that choice of retirement income is significantly affected by expectation of life is upheld.
CONCLUSION

This study examined the impact of life expectancy on choice of retirement income among university employees. Despite the academic background of the respondents, most of them (64.5%, 506/784) believe life expectancy today is shorter than what it used to be 20 years ago. This leads to a mismatch or a form of gambling among the respondents in term of choice of retirement income option, i.e. those who chose short term for spending down their retirement income security option believed life expectancy today is longer than what it used to be 20 years ago. Also those people who chose long term period believed life expectancy today is shorter than what it used to be 20 years ago. Yet, those expected to choose phased withdrawal based on their life expectancy perceptions chose life annuity and vice-versa. This result agrees with previous studies conducted by Black and Skipper (2000), and Yari (1964). Although 75% (588/841) of the respondents reported that they derived full satisfaction from the choice of retirement income chosen while 25% reported “no good reason or just to comply with the law (see Table 5). However, low awareness level and lack of confidence on government policies in respect of annuity market and insurance companies have been identified as two major factors likely to hinder the development of annuity market in Nigeria. 

Additionally, annuity purchase also depends on influence of social network or involvement of employees in family responsibilities. The examination of the last objective reveals that annuity decisions of the current employees vary by their involvement in family responsibilities. This means that employees with many children or dependents to cater for are unlikely to go for life annuity because this is likely to impair their wellbeing or standard of living at retirement because there are no funds set aside for precautionary motive or to meet emergency needs. Invariably, the more employees perceive they will be responsible to their family members or friends, the less they are likely to annuitise. In brief, the major factors likely to influence the annuity take-up in Nigeria include education, family/social network, political factors and the level of trust for the regulators of the industry. At the same time, employee with strong social networks of friends and relations are likely to self-annuitise if their relations can meet their old age needs.

In the light of the above findings, there is need to properly educate the affected employees on how expectation of life at retirement affects their pension contributions in order to assist them make appropriate choice of retirement income at old age.
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APPENDIX 1

Research Instrument

Please tick the appropriate boxes below.

 SECTION A:  Socio-Demographic Data

1. Age..................................................

2. Gender:  Male
[    ]
Female
[    ]

3. Religion:
Islam
[    ]
Christianity
[     ] 
others
[     ]

4. Marital status:
Married
[     ]

Single
 [   ]



Divorced
[    ]
Widowed/Widower
[   ]

5. Number of Children still in school/Dependents ..................... /............................

SECTION B: Retirement Income Choices and Annuity Decision among university 

                   employees

1. When did you join the present employment?...........................................

2. At what age do you intend to retire?...............................................................................

3. For how many years do you want to spend all your retirement savings?(Choose values between 5 to 35, e.g. 10) ..................................

4. Do you think that life expectancy of people today is longer, shorter or about the same as life expectancy 20 years ago?

(a) Longer  [     ]  (b) Shorter  [     ]  (c) About the same   [     ]

5. How would you rate your knowledge of annuity?

Low [   ] moderate [ 
]  high
[      ]

6. Which of these match(es) your knowledge of life annuity?

(a) I have heard about it  but do not know how it works
[    ]

(b) I have no idea about life annuity 



[    ]

(c) It is used to protect against longevity risk 

[    ]

The following are the two retirement income options available under the present pension scheme (i.e. you can use your pension contribution for either of the options). 

i. Programme withdrawals enable you to have fixed income over a period of time you like but you will not have access to retirement income if you live beyond this period.

ii. Life annuity guarantees your retirement income for 10 years and you will continue to receive income for as long as you live. 

On the basis of the above information, use it to guide you choice of retirement option in questions 7 and 8 
7. At retirement, you will use your savings for which of the following retirement income options?

(a) Programmed withdrawal


[     ]

(b) Life annuities



[     ]

(c) Depends on experts’ suggestions
 
[     ]

8. Reason for your choice in question 7 ......................................................................

(a) It gives me full satisfaction
Yes  [     ] No [     ]

(b) Just to comply with law

Yes  [     ] No [     ]

(c) No good reason for doing so
Yes  [     ] No [     ]

9. What do you think is responsible for many retirees not using the pension to buy life annuity from life insurance company?

(a) lack of confidence [
 ] (b) it is not made available [    ]  (c) Low awareness [     ]

10. If annuity market is designed in such away it meets your retirement needs would you patronize the market?  (a) Yes [   ]  No  [
]  (c) It depends on the cost of annuity [    ]

11. Do you want your estate to be paid income after your expectation of life is reached?

(a) Yes [   ]   (b)  No [
  ]

12. Do you subscribe to compulsory life annuity if well regulated and  made transparent?

(a) Yes [    ] (b) No  [   ] 

13. If your option is no in Q12, give reason ................................................................

	APPENDIX 2

Table 3: Relationship between perception and knowledge of annuity as reported by respondents

	
	
	
	How would you rate your knowledge of annuity?
	Total

	Life expectancy perception
	
	
	Low
	Moderate
	High
	

	
	Shorter
	
	152(65.5%)
	292(63.2%)
	62(68.9%)
	506(64.5%)

	
	About the same
	
	20(8.6%)
	105(22.7%)
	15(16.7%)
	140(17.9%)

	
	Longer
	
	60(25.9%)
	65(14.1%)
	13(14.4%)
	138(17.6%)

	Total
	
	232(100.0%)
	462(100.0%)
	90(100.0%)
	784(100.0%)
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	Table 4a:  Effect of social responsibility on annuity decision

	 
	Annuity Decisions
	ANOVA

	 
	 
	Yes
	No
	DCA
	F-ratio
	Sig.

	Mean 
	3.1431
	2.3721
	3.2671
	2.415
	0.090

	Std.Dev =
	2.2307
	1.60391
	3.06952
	
	

	N 
	580
	43
	161
	 
	 

	      Effect of expectation of life on choice of retirement income security

	 
	Choice of Retirement Income
	ANOVA

	 
	 
	Phased withdrawal
	Life Annuity
	DEA
	F-ratio
	Sig.

	Mean =
	22.9264
	20.5522
	19.0699
	10.258
	0.000

	Std.Dev 
	9.01751
	8.35852
	8.84974
	
	

	N 
	163
	335
	286
	 
	 


	Table 4b: A Post Hoc Test Differences in Annuity Decision and Choice of Retirement Income Security

	Mean Differences in Annuity Decision

	 
	Yes (2.3721)
	No (2.3721)
	DCA (3.2671)
	Mean
	Std. Dev
	Minimum
	Maximum

	Yes(2.3721)
	
	0.77101*
	-0.12398
	3.1431
	2.23070
	.00
	11.00

	No (3.2671)
	
	
	-0.89499*
	2.3721
	1.60391
	.00
	4.00

	+DCA(3.1263)
	 
	 
	 
	3.2671
	3.06952
	.00
	11.00

	Mean Differences in Choice of Retirement Income

	 
	PW(22.9264)
	LA(20.5522)
	DEA(19.0699)
	Mean
	Std. Dev
	Minimum
	Maximum

	++PW (22.9264)
	
	2.37414*
	3.85645*
	22.9264
	9.01751
	8.00
	35.00

	+*LA (20.5522)
	
	
	1.48231*
	20.5522
	8.35852
	5.00
	35.00

	**DEA (19.0699)
	 
	 
	 
	19.0699
	8.84974
	5.00
	35.00

	*The Mean difference is significant at the 0.05 level, Modified Least Significant Differences Test.  

	+Depends on cost of annuity. ++Programmed Withdrawal. +*Life annuity.  **Depends on expert's suggestions


	Table 5 : Factors influencing Choice of Retirement Income

	
	
	
	Reason for your choice
	Total

	
	At retirement, you will use your contributions to purchase
	
	It gives me full satisfaction
	Just to comply with the law
	No good reason for doing so
	

	
	Programmed Withdrawal
	
	120(20.4%)
	18(14.6%)
	25(34.2%)
	163(20.8%)

	
	Life annuity
	
	282(48.0%)
	41(33.3%)
	12(16.4%)
	335(42.7%)

	
	Depends on expert's suggestions
	
	186(31.6%)
	64(52.0%)
	36(49.3%)
	286(36.5%)

	Total
	
	588(100.0%)
	123(100.0%)
	73(100.0%)
	784(100.0%)
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	Table 6: Sample Distribution of Academic and Non-Academic Staff Members of the    

              Universities

	Sampled Universities
	Academic
	Non-Academic
	Total

	Federal Universities
	179
	94
	273(34.8%)

	University of Lagos
	38
	10
	48(6.1%)

	University of Ibadan
	76
	29
	105(13.4%)

	Federal University of Technology  Akure
	17
	55
	72(9.2%)

	Obafemi Awolowo University
	 48
	0
	48(6.1%)

	State Universities
	268
	0
	268(34.2%)

	Lagos State University
	75
	0
	75(9.6%)

	Tai Solarin University of Education
	52
	0
	52(6.6%)

	Osun State University
	81
	0
	81(10.3%)

	Ekiti State University
	60
	0
	60(7.7%)

	Private Universities
	230
	27
	243(31%)

	Achiever's University
	32
	0
	32(4.1%)

	Redeemer’s University
	48
	0
	48(6.1%)

	Ajayi Crowder's University
	56
	0
	56(7.1%)

	Lead City University
	32
	27
	59(7.5%)

	Joseph Ayo Babalola University
	48
	0
	48(6.1%)

	Total
	663
	121
	784


Source: Field Survey, 2014.
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