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Purpose of your paper:  The Murray review has suggested that the private sector should develop new 

and better products to enable retirees to manage longevity risk. In this paper we propose a new 

type of longevity-risk management tool: the SM Bond.  

 

Synopsis: Retirees bear the risk that their retirement savings will be insufficient to provide a 

comfortable retirement. The main risks are longevity risk, investment risk, and inflation risk. 

Theoretically, they can manage these risks by buying indexed lifetime annuities. However, in practice 

such products are unpopular: sales of voluntary lifetime annuity products are very low. As a result, 

many people outlive their savings and become dependent on government safety-net benefits (such 

as the old-age pension). Effectively, the government (i.e. taxpayers) bear a significant amount of 

financial risk and longevity risk. As the population is ageing, the burden of such risks is increasing. 

 

In this paper we propose a new product, the SM Bond, which could be used to manage these risks.  

SM bonds are fixed-interest zero-coupon bonds issued by the government to superannuation fund 

members (called bond originators).  The bonds have two components: the Survivor Component and 

the Mortaility Component. 

 

The Survivor Component (S component) is retained by the originator and provides a fixed 

government-guaranteed payment to the originator upon survival to the maturity date. By purchasing 

a series of S components with different maturity dates, the fund members can purchase a 

government-guaranteed retirement income. 

 

The Mortality component (M component) is tradeable. The owner of the M component receives a 

variable payment at maturity: the amount of the maturity payment will depend on the mortality 

experience of the pool of bond originators. The value of the M components will be determined by 

market forces and therefore the market will bear the mortality risk. 

 

The combined payoff from both components will be a fixed amount. If the number of Survivors is 

higher than expected, the total of the S payments paid to individuals will increase; but the payments 

to the M-components will decrease by the same amount. Since the total maturity payments are 

fixed, the government which issued the SM bonds will not bear any longevity risk. 

 

As explained in the paper, we believe that the SM bonds will alleviate many of the obstacles which 

have prevented the successful development of private-sector longevity risk management products: 

that is, these SM bonds are likely to be more attractive to retirees than traditional lifetime annuities 

issued by life insurers. By issuing SM bonds, governments will be able to transfer longevity risks to the 

market, hence reducing the burden on the next generation of taxpayers.  The development of the 

market for M components will create an efficient market for the pricing and hedging of longevity 

risks. 

 


