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Important information

Preparer and confidentiality:  The information in this presentation has been prepared by Macquarie Life Limited ACN 003 963 773 AFSL 237497 (MLL). It is provided on a confidential basis to holders of an 
Australian financial services licence or their representatives who are financial advisers only.  The information in this presentation may not be reproduced in whole or in part, nor may any of its contents be 
disclosed to any other person, without MLL’s prior written consent. This presentation is current as at 1 August 2010.

Product Disclosure Statement: MLL is the issuer of the Macquarie Lifetime Income Guarantee Policy (Policy). An invitation to apply for an investment in the Policy is made in the Product Disclosure 
Statement dated 8 March 2010 (PDS). The PDS is available by calling 1800 618 913 or on the Macquarie website.  In deciding whether to acquire or continue to hold an investment in the Policy, investors 
should obtain the PDS and consider its contents. 

No offer: The information in the presentation does not and shall not in any way constitute an offer.  No part of the information is to be construed as solicitation or recommendation to make a financial 
investment.  In no circumstances is this information to be used by, or presented to, a person for the purposes of making a decision about a financial product or class of products.  The offer is contained in the 
PDS.

General advice warning: The information contained in this presentation is general information only. It has been prepared without taking account any potential investors’ financial situation, objectives or needs 
and the appropriateness of the information needs to be considered in that context. A person should consider the PDS in deciding whether to acquire, or continue to hold, a product. Nothing in this presentation 
constitutes investment, legal, tax, accounting or other advice.

Past performance: Past performance is not a reliable indicator of future performance.

Forward-looking statements: Certain statements made in this presentation constitute forward-looking statements.  These statements typically contain words such as "believes", "estimates", "expects" or 
similar words indicating that the future outcomes are uncertain. Because forward-looking statements made in the presentation involve risks and uncertainties, there are important factors that could cause 
actual results to differ materially, positively or negatively, from those expressed or implied by such forward-looking statements. Future results are impossible to predict. To the extent that any presentation 
contains forward looking statements, no representation is made or will be made that they will be achieved or will prove to be correct. Actual future results and market conditions could vary materially from the 
forward-looking statements.

No responsibility: The material in this presentation has been prepared in good faith with all reasonable care. However, certain parts of this material is obtained or is based on information obtained from third
parties which may not have been checked or verified. The information may also be based on assumptions or market conditions and may change without notice. MLL is under no obligation to update or correct 
this presentation. Except to the extent permitted by law, and only to the extent so required, the Macquarie Group makes no warranty in relation to, and accepts no responsibility or liability for any loss or 
damage suffered by any person arising out of or in relation to the material. To the maximum extent permitted by law, no member of the Macquarie Group accepts any liability (including, without limitation, any 
liability arising from fault or negligence on the part of any of them) for any loss whatsoever arising from the use of this presentation or its contents or otherwise arising in connection with it. 

Case studies, scenarios and strategies: The case studies, scenarios and any examples or strategies contained in this presentation, including any assumptions or figures, are purely hypothetical and are not 
actual or potential returns, estimates, projections or forecasts for investments, whether in relation to the Policy or in relation to any other financial product. Any strategy discussed represents our analysis only 
and are based on certain assumptions, including those set out in the presentation. The case studies, examples or strategies are based on assumptions which may have a material effect on returns. The actual 
performance of investments will depend on future economic conditions, investment management and future taxation. Advisers should form their own views about the scenarios and case studies and the 
applicability of the information (if any) to their clients' objectives, financial situation and needs. It is important that investors obtain their own financial, legal and taxation advice before considering making any 
investment decision. The presentation contains some strategies only. These are not the only strategies available and are not necessarily the most appropriate strategies for advisers or their clients. Any 
strategies recommended by advisers must be the result of the adviser's own analysis of the financial products and their application, and the adviser's consideration of the needs and objectives of each 
individual client. 

Not deposits with Macquarie Bank: Other than Macquarie Bank Limited ABN 46 008 583 542 (MBL), any Macquarie Group entity or Macquarie managed fund noted on this presentation is not an authorised 
deposit-taking institution for the purposes of the Banking Act 1959 (Commonwealth of Australia). That entity's obligations do not represent deposits or other liabilities of MBL. MBL does not guarantee or 
otherwise provide assurance in respect of the obligations of that entity, unless noted otherwise.  Investments in the underlying Investment Funds offered under the Policy are not deposits with or other liabilities 
of MBL, MLL or of any Macquarie Group Company, and are subject to investment risk, including possible delays in repayment and loss of income or principal invested. Neither MBL, MLL nor any other member 
company of the Macquarie Group of companies guarantees the performance of the investments of the Investment Funds.

© Macquarie Group



Our tax efficient, generous, and flexible retirement system should let retirees do well

For a couple 
retirement could 
last for

35 
years

Equity markets 
have delivered 
on average

7% p.a.
premium

The Australian 
social security 
safety net is 
over 

$18,000
each year 

Australian retirees have it good…

Source: Bloomberg, Australian Life Tables, Macquarie Longevity Solutions analysis

… but “Longevity Risk” darkens the outlook
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What is Longevity Risk?

A challenge to policymakers and industry – can we answer the strategy basic 
questions?

Who has Longevity Risk?Identify

Measure

Manage

Understand

Strategy

How much Longevity Risk do they have?

What should they do to manage it?
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Today’s agenda

1. Understanding Longevity Risk 

2. Managing Longevity Risk – lessons from overseas

3. Making it practical – a simple case study putting it into 
practice

Understanding Longevity Risk 



Drivers of Longevity Risk:

Not 
enough 
savings

Over 
spending

Suffering 
poor market 
performance

Living 
longer than 
expected

What is Longevity Risk?

Longevity Risk is the risk that a retiree will outlive their 
savings.

Equity returns – accumulators

Time in the market and the equity risk premium are key for accumulators

Source: Bloomberg, Macquarie Longevity Solutions
Assumptions: 50% equity exposure 
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Equity returns – retirees

Retirees need equities but are highly exposed to ‘sequence of returns’ as a result

Source: Bloomberg, Macquarie Longevity Solutions
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A shortfall of more than 20 years in income 
due to sequence of returns received from 1970 to 1976  
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Living longer than expected

Retirement 
age

65

Single life 
expectancy

85

The Australian 
Government Actuary 

publishes life 
expectancy stats 

based on mortality 
rates at each age 
at today’s rates

Single Life 
Potentiality

98

Life Potentiality 
is a better 

measure – 10% 
of singles still 

alive at 98

Couple Life 
Potentiality

104

10% chance 
that at least one 

member of a 
couple lives to 

age 104!

Life expectancy is for statisticians… Life Potentiality is for retirement advisers

91

…but mortality 
rates are 
improving 

quickly and 
socio-

economic 
effects are 
significant

Select life 
expectancy

95

50% chance 
at least one 
member of a 
couple is still 

alive

Couple life 
expectancy

Source: ABS, Macquarie Longevity Solutions 



Sustainable income
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How much can I 
safely spend in 
retirement?

A basic 
question…

…hides complex 
issues…

• Risk/return?

• Future returns?

• Life length?

• Financial 
discipline?

…and lacks a 
good answer

It depends!

A number of industry participants have turned their 
minds to the challenge of product innovation in the post 
retirement phase…[and exploring]...ways to better 
manage the key risks (investment, longevity, inflation)
Source: Cooper Review Final Report, Chapter 7, 2010

Market gaps 
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Source: Henry Tax Review 2009

The current retirement income system does not provide 
the products that would allow a person to manage 
longevity risk. This is a structural weakness.

Australia is behind the rest of the world… but not for long



Dealing with Longevity Risk
Lessons from overseas

― INTERNATIONAL
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International market experience

Retirement specific strategic asset allocation models and products 

― Infant market – still in 
education phase

― Four providers in the 
market

― Income for life and 
capital protection

AUSTRALIA

― Market since 2005 and taking off
― Expected > EUR40bn of sales to 2015
― UK/Ger/Belg/Spain/Switz/Ned

EUROPE

― Market since 2005
― >GBP 1bn of sales 

past two years

UK

― Growing business since 
2002 (CAGR of 132% from 
2002 to 2006)

― AUM > US$1 trillion
― Fastest ageing societies
― Low interest rates and 

conservative investors
― GMAB products dominate

JAPAN

― VA market exists
― Many projects underway
― Korea/Taiwan/HK/Sing

REST OF ASIA

― Exponential growth through 90s
― Sales of approx US$130bn p.a.
― Equities 61% / FI 39%
― Source of all product innovation
― Advanced Retirement 

Strategies

CANADA
― First mover with Variable Annuity 

regulation

― Established market

US
A
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The guarantee ratchets 
with good market 
performance, but doesn’t 
decrease after poor 
performance 

Product innovation lessons
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If Investment 
Account falls to zero, 
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the ‘longevity 
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Investment Account balance Base Rate Income Lifestyle Bonus Rate Income
Guarantee payments Investment Anniversary Guaranteed Lifetime Income

Longevity Insurance products have been a ‘game changing’ success when 
incorporated into retirement strategies 

Making it practical 
Identifying, monitoring and managing Longevity Risk
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How Longevity Insurance fits in portfolio

Super Fund Pension

Individual Member

Longevity insurance is a not a silver-bullet, rather a part of a portfolio

Traditional  
investments 

(property, 
direct 

shares)

Investment 
Account

Lifetime 
Income 

Guarantee

Longevity Insurance –
Life Insurance Policy

Factors increasing amount of longevity insurance required: 

Savings 
of $100k 
to $2m

Income 
as % of 
Wealth

Investment 
strategy 
expected 
returns

Younger, 
healthier 
and 
married

Longevity Risk “Rules of Thumb”

Retirees with Longevity Risk should protect 30% to 70% of 
savings

These “Rules of Thumb” emerge from advanced retirement 
portfolio optimisation solvers
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Identifying and managing Longevity Risk

50% - 70%
> $900k SMSF balance

> Income of $60,000 p.a. (inflated at 1.5%)

> Balanced ‘plus’ investment strategy

VERY HIGH

HIGH

MEDIUM

N/A

30% - 40%

70% +

N/A

> $1.5m SMSF balance

> Income of $75,000 p.a. (inflated at 1.5%)

> Moderate investment strategy

> $500k SMSF balance

> Income of $50,000 p.a. (inflated at 1.5%)

> Balanced investment strategy

> $70k SMSF balance

> Income of $10,000 p.a. (inflated at 1.5%)

> Cash investment strategy

Scenario Longevity Risk Rating
Longevity Insurance 
Allocation %
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Key takeaways

1. Many self-funded retirees are substantially exposed to 
Longevity Risk

2. The “Longevity Risk conversation” should be 
encouraged/mandated when planning for retirement

3. Product innovation can help by providing new “asset 
classes” tailored to help manage Longevity Risk

4. There are no silver bullets… new portfolio optimisation 
thinking is required to get the best outcome for 
individuals
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Questions? 
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What it looks like as a strategy

Despite paying longevity insurance premiums retiree is over $500k 
ahead of a cash investment due to equity risk premium

When things go well the retiree is significantly better off than cash

Good market scenario

Pension income Social security
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What it looks like as a strategy

Without Longevity insurance the retiree would have run out of 
savings at age 84 years ……MLIG tops up their income for 
life

When things go bad longevity insurance significantly improves income levels

Bad market scenario

Pension income Social security Insurance payments

$ 0

$ 2 0 , 0 0 0

$ 4 0 , 0 0 0

$ 6 0 , 0 0 0

$ 8 0 , 0 0 0

$ 1 0 0 , 0 0 0

$ 1 2 0 , 0 0 0

$ 1 4 0 , 0 0 0

6 5 7 0 7 5 8 0 8 5 9 0 9 5 1 0 0
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$ 3 0 0 , 0 0 0

$ 4 0 0 , 0 0 0

$ 5 0 0 , 0 0 0

$ 6 0 0 , 0 0 0

$ 7 0 0 , 0 0 0

$ 8 0 0 , 0 0 0

$ 9 0 0 , 0 0 0

$ 1 , 0 0 0 ,0 0 0
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S

F 
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MFG Longevity Solutions

* Currently under development

Mandate

Expertise Resources
― Specialty expertise in longevity risk product development for 

the Australian superannuation market
― Deep derivatives trading and dynamic hedging expertise
― Specialty expertise in ‘embedded guarantee’ pricing 

and hedging
― Market-leading risk management processes and functions
― One of Australia’s largest wholesale funds managers with 

both passive and active management expertise
― Retail and wholesale financial product manufacturing 

expertise 
― Sophisticated retail and wholesale product operations 

infrastructure
― Deep financial product legal and regulatory expertise
― Retail and wholesale sales and distribution capabilities

― MFG Longevity Solutions is a team of 17 dedicated personnel

― MFG Longevity Solutions is able to draw on the resources of 
the broader Macquarie Funds Group and Macquarie Life 
organisations on an ‘as-needed’ basis 

― Custom-built guarantee pricing and hedging application

― Access to Macquarie Life as product issuing entity

― Sophisticated, robust administration platform

― Innovative ‘rules-based’ web-service-enabled electronic 
platform interface capability*

― Access to Macquarie’s sophisticated ‘wrap’
administration platforms

> To identify the best international thinking in the area of pensions and longevity risk and to tailor it for 
delivery into Australian markets utilising the expertise, resources & capabilities of  the Macquarie Funds
Group  

> Able to work across a broad range of markets, including retail financial products, wholesale financial 
products, investment funds and capital markets


