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* See Morgan Stanley Wealth Management GIC Active and Passive Strategies: An Opportunistic Approach, March 2015.

Our Active Passive Model* considers whether market conditions are conducive for active management to outperform and provides 

an estimate as to whether a manager will outperform over the next one to three years. This drives how much to allocate to active

management.

Our predictive model weights 9 signals and adjusts for style and size bias. These signals are focused on:

Active Passive Framework

No asset class is inherently suited to only active or passive management

Correlation of 
manager 
returns

Dispersion in 
market 

fundamentals
Fund flows

General 
interest rate 
environment
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The information and opinions in Morgan Stanley Wealth Management Research w ere prepared by Morgan Stanley Wealth Management A ustralia Pty Ltd (ABN 19 009 145 555, holder of Australian Financial Services License No. 

240813) ("Morgan Stanley Wealth Management"), and Morgan Stanley Wealth Management takes responsibility for the production of this report. Morgan Stanley Wealth Management’s Research Department produces and distributes 

research products for clients of Morgan Stanley Wealth Management.

This Morgan Stanley Wealth Management Research is disseminated and available only in Australia.

For important disclosures (including copies of historical disclosures) regarding the securities and/or companies that are the subject of this Morgan Stanley Wealth Management Research product, please contact Morgan Stanley 

Wealth Management Research, Level 26  Chif ley Tow er, 2 Chif ley Square, Sydney NSW 2000, Attention: Research Management. In addition, the same important disclosures, w ith the exception of the historical disclosures, are 

contained on the Firm's disclosure w ebsite: https://w w w.morganstanley.com/online/researchdisclosures Historical disclosures w ill be provided upon request back to June 1, 2009.

In addition, please contact us if you require Morgan Stanley Wealth Management Research model portfolio performance figures f or previous periods.

Global Research Conflict Management Policy

Morgan Stanley Wealth Management has a Conflict Management policy available at:

https://w w w.morganstanley.com/online/researchconflictpolicies

Morgan Stanley & Co. LLC Stock Rating System & Definitions

For an explanation of Morgan Stanley's Stock Rating system and definitions, please refer to Morgan Stanley Wealth Management’s disclosure

w ebsite: https://w ww.morganstanley.com/online/researchdisclosures

Hybrid and Convertible Securities Rating System and Definitions

The value of hybrid and convertible securities can be impacted by a number of events including but not limited to movements in credit spreads, secondary market liquidity, and relative attractiveness of hybrid returns versus other 

asset classes. Signif icant event risk can also impact the value of hybrid and convertible securities. These include, but are not limited to credit adjustment by rating agencies, underlying entity fundamentals, changes in the tax and or 

regulatory environment, solvency issues surrounding the underlying entity and changes to the duration or maturity date. For a large number of investment grade securities, the rights to redeem, convert, change, and/or extend the 

terms lie w ith the issuer and not the holder of the security. Morgan Stanley Wealth Management cannot make an assessment on potential changes to terms until they have been announced by the issuer. Neither the capital value nor 

the distribution income of hybrid or convertible securities is guaranteed. In an event of default, hybrid securities may rank ahead of equity holders but behind debt holders in the w inding up of an entity. For full terms and conditions of 

each hybrid or convertible security, including specif ic risks related to each security, refer to the prospectus or product disclosure statement available from your Financial Adviser. Morgan Stanley Wealth Management Research does 

not necessarily cover the underlying equity securities for hybrid and convertible securities mentioned in this report.

Investment Risk Rating: Morgan Stanley Wealth Management’s hybrids and convertibles risk ratings assess the risk of each security based on a number of quantitative and qualitative factors, including the f inancial strength of the 

issuer, debt/equity ratio of the issuer, interest cover of the issuer, the issuer’s ability to pay distributions, conversion risk, dilution risk of conversion into equity, and duration risk. Risk ratings assess both the risk of the issuer and the 

specif ic risk of the actual security. An issue can be rated high risk for example, despite the issuer being of sound financial health, due to security specif ic terms w hich are security holder ‘unfriendly’, or there is a high degree of 

uncertainty (and therefore “redemption value”) on the exit and/or conversion conditions.

Each security w ill then be given one of four ratings:

• Low  Risk – a security issue is backed by an entity that has strong capacity to meet its f inancial obligations and commitments. The risk of the entity missing a distribution payment is considered low .

• Medium Risk – a security is backed by an entity that exhibits adequate protection parameters, how ever, adverse economic conditions or changes in circumstances could lead to a w eakened capacity of the entity to meet its 

f inancial obligations.

• High Risk – a security is backed by an entity that is more vulnerable to adverse economic conditions w hich may lead to distributions being low ered or cancelled. A security may also be considered High Risk w hen the outcomes 

surrounding the maturity date are largely unknow n.

• Speculative Risk – a security is backed by an entity that is highly vulnerable to adverse economic conditions. An entity may also be show ing signs of f inancial stress. There is a high degree of uncertainty surrounding the entity’s 

ability to make a regular distribution payment.

Disclosure Section

https://www.morganstanley.com/online/researchdisclosures
https://www.morganstanley.com/online/researchconflictpolicies
https://www.morganstanley.com/online/researchdisclosures
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The research analysts or strategists principally responsible for the preparation of Morgan Stanley Wealth Management Research have received compensation based upon various factors, including quality of research, investor client 

feedback, competitive factors, and firm profitability or revenues (w hich include fixed income trading and capital markets profitability or revenues). Research analysts' or strategists' compensation is not linked to the profitability or 

revenues of particular capital markets transactions performed by Morgan Stanley Wealth Management or the profitability or rev enues of particular f ixed income trading desks. Morgan Stanley Wealth Management and its aff iliates do 

business that relates to companies/instruments covered in Morgan Stanley Wealth Management Research. Morgan Stanley Wealth Management and/or its aff iliates sells to and buys from customers the securities/instruments of 

companies covered in Morgan Stanley Wealth Management Research on a principal basis. This communication has been prepared solely for information purposes and does not constitute an offer or a recommendation to buy or sell 

any particular security or to adopt any specif ic investment strategy. The material contained herein is not intended to constitute investment advice, nor should it be construed in any w ay as tax, accounting, legal or regulatory advice. To 

the extent this communication is deemed to contain any general f inancial advice, such advice is prepared w ithout taking account your objectives, f inancial situation or needs and because of this, you should, before acting on the 

general advice, consider the appropriateness of the advice, having regard to your objectives, f inancial situation and needs. If the advice relates to the acquisition of a particular f inancial product for w hich a product disclosure statement 

or other disclosure document (‘offer document’) is available, you should obtain the offer document relating to the particular product and consider it before making any decision w hether to acquire the product. Morgan Stanley Wealth 

Management recommends that investors independently evaluate particular investments and strategies, and encourages investors to seek the advice of a Financial Adviser. The appropriateness of a particular investment or strategy 

w ill depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Wealth Management Research may not be suitable for all investors, and certain investors 

may not be eligible to purchase or participate in some or all of them.

Morgan Stanley Smith Barney LLC, its aff iliates and Morgan Stanley Financial Advisers do not provide legal or tax advice. Each client should alw ays consult his/her personal tax and/or legal adviser for information concerning his/her 

individual situation and to learn about any potential tax or other implications that may result from acting on a particular recommendation. Morgan Stanley Wealth Management Research is not an offer to buy or sell or the solicitation of 

an offer to buy or sell any security/instrument or to participate in any particular trading strategy. 

The important disclosures contained on the Firm's disclosure w ebsite at: https://w w w.morganstanley.com/online/researchdisclosures list all companies mentioned w here Morgan Stanley Wealth Management or Morgan Stanley & Co. 

LLC ow ns 1% or more of a class of common equity securities of the securities/instruments of companies. Morgan Stanley Wealth Management or its aff iliates may trade securities/instruments or derivatives of securities/instruments in 

w ays different from those discussed in Morgan Stanley Wealth Management Research.

Employees of Morgan Stanley Wealth Management not involved in the preparation of Morgan Stanley Wealth Management Research may have investments in securities/instruments or derivatives of securities/instruments of 

companies mentioned and may trade them in w ays different from those discussed in Morgan Stanley Wealth Management Research. Morgan Stanley Wealth Management Research is based on public information. Morgan Stanley 

Wealth Management makes every effort to use reliable, comprehensive information, but w e make no representation that it is accurate or complete. We have no obligation to tell you w hen opinions or information in Morgan Stanley 

Wealth Management Research change apart from w hen w e intend to discontinue equity research coverage of a subject company. Fac ts and view s presented in Morgan Stanley Wealth Management Research have not been review ed 

by, and may not reflect information know n to, professionals in other Morgan Stanley Wealth Management business areas, including investment banking personnel.

The value of and income from your investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or f inancial conditions 

of companies or other factors. There may be time limitations on the exercise of options or other rights in securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future 

performance are based on assumptions that may not be realised. If provided, and unless otherw ise stated, the closing price on the cover page is that of the primary exchange for the subject company's securities/instruments. Morgan 

Stanley Wealth Management and its aff iliates may make investment decisions or take proprietary positions that are inconsistent w ith the recommendations or view s in this report. The trademarks and service marks contained in 

Morgan Stanley Wealth Management Research are the property of their respective ow ners. Third-party data providers make no w arranties or representations of any kind relating to the accuracy, completeness, or timeliness of the 

data they provide and shall not have liability for any damages of any kind relating to such data. 

Morgan Stanley Wealth Management Research, or any portion thereof may not be reprinted, sold or redistributed w ithout the w ritten consent of Morgan Stanley Wealth Management.

Morgan Stanley Wealth Management Research is disseminated and available primarily electronically, and, in some cases, in printed form.

This report w as prepared solely upon information generally available to the public. No representation is made that it is accurate and complete.

Additional information on recommended securities/instruments is available on request.

© 2021 Morgan Stanley Wealth Management Australia Pty Ltd

Other Important Disclosures

https://www.morganstanley.com/online/researchdisclosures
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The retirement challenge

Increased exposure to sequencing risk

• A 30% shock at age 65 can take 13 years of 
income away.

• If the same shock happened to a 30 year old, 
only 5 years of income is lost.

9
1Withdrawing $12k p.a (CPI adjusted) from 200k in a typical Growth fund based on 5,000 scenarios.
^

Constructing portfolios for retirees requires a delicate balance between the

need for growth assets and managing sequencing risk

Need for growth assets

• A typical Growth fund for a retiree1 has an 
expected longevity of 26 years.

• De-risking to defensive assets drops this to 18
years.



Generating income & bequest in retirement

The low rate environment has reduced the 
income that can be safely1 achieved in 
retirement.

Increased growth allocation also 
increases uncertainty. 

Using a 25k p.a withdrawal rate (inflation 
adjusted), we illustrate the average estate 
remaining at age 90. 

On average, higher growth allocations 
lead to a far superior outcome.

If we experience a GFC style market shock, 
the ‘safe withdrawal rates’ need to be 
significantly lowered.

Income is reduced by 39% for 
Aggressive, and 16% for Moderate.

10

For a typical 67yr old retiree with $500k balance (calculated using the SmartShield simulator)

Safe withdrawal rate 

in normal markets
Average estate at age 90

Safe withdrawal rate 

after a GFC shock

190% certainty with a maximum of 5 year shortfall
THESE RESULTS ARE BASED ON SIMULATED OR HYPOTHETICAL PERFORMANCE RESULTS THAT HAVE CERTAIN INHERENT LIMITATIONS. UNLIKE THE RESULTS SHOWN IN AN
ACTUAL PERFORMANCE RECORD, THESE RESULTS DO NOT REPRESENT ACTUAL TRADING. ALSO, BECAUSE THESE TRADES HAVE NOT ACTUALLY BEEN EXECUTED, THESE
RESULTS MAY HAVE UNDER-OR OVER-COMPENSATED FOR THE IMPACT, IF ANY, OF CERTAIN MARKET FACTORS, SUCH AS LACK OF LIQUIDITY. SIMULATEDOR HYPOTHETICAL
TRADING PROGRAMS IN GENERAL ARE ALSO SUBJECT TO THEFACT THAT THEYARE DESIGNED WITHTHE BENEFITOF HINDSIGHT. NO REPRESENTATION IS BEING MADE THAT
ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THESE BEING SHOWN. MILLIMAN DOES NOT MANAGE THE UNDERLYING FUND.



Is diversification a solution?
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▪ Diversification failed in 2008

▪ Most asset classes fell along with equities.

▪ Fixed income provided some relief as rates were 

cut from 7% down to 3%

▪ Diversification failed again in 2020

▪ Most asset classes fell along with equities, again.

▪ Fixed income provided less relief as rates were 

already at 1%. 

Diversification is still valuable but is expected to be less effective in a low rate environment. 
We should therefore complement it with a more explicit solution. 



Milliman’s approach

- Passive, low-cost ETFs

- Liquid

- All-in investment fees under 50bps

- Systematic strategy to explicitly 

manage risk

- Uses futures contracts to dynamically 

adjust exposure to equities in 

response to market volatility

- Maximum allocation to growth assets 

in each risk profile

- Additional risk is managed by the in-

built risk management strategy

12

SmartShield series of model portfolios on HUB24 & Netwealth

A simple & affordable core In-built risk management strategy Growth tilt to tackle longevity risk

Instrument selection Managing sequencing risk Asset allocation tilt
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▪ The amount of Even Keel units is 

dependent on the amount of domestic and 
international equity allocation. 

▪ For every $100 of equity exposure, ~$5-

$251 is allocated to Even Keel units. 

▪ Milliman will manage the proportion of 
Even Keel units vs Equity allocation 
regularly

Begin with typical diversified portfolio Allocate to corresponding Even Keel 

Unit Trusts

Get risk managed equity exposure

Under the hood of the Even Keel Unit Trusts
Providing risk management for equities in a unit trust

1Cash needed for the Even Keel units will vary with market conditions and initial margin requirements. 

▪ By using Even Keel units, the resultant 

exposure to equities will be dynamically 
adjusted using futures contracts.

▪ In benign markets, the allocation to 
Even Keel is equitized through the use 

of Futures Contracts to eliminate drag.



Thank you.

SmartShield: advice.milliman.com/SmartShield

Simulator: smartshield.millimandigital.com
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A lifetime annuity in 2021

Guaranteed lifetime income, and then some
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Integrating a lifetime annuity into retirement portfolios

Delivering sustainable retirement income advice strategies

Implementation

To help provide peace of mind to your clients on their money lasting 

as long as they do, consider recommending:

Available 

Savings
Singles Couples

Less than 

$250,000

Invest in an ABP

according to the client’s 

risk profile

Invest in an ABP according 

to the client’s risk profile

$250,000-

$950,000

1. Invest $95,000 into a 

Flexible Lifetime annuity 

with CPI indexation

2. Invest the remainder 

in an ABP at a risk profile 

one notch higher (more 

growth) than assessed

1. Invest $95,000 into a 

reversionary Flexible 

Lifetime annuity with CPI 

indexation

2. Invest the remainder in 

an ABP at a risk profile one 

notch higher (more growth) 

than assessed

$950,000+

Invest 10% of their 

savings into a Flexible 

Lifetime annuity with CPI 

indexation

Invest 10% of their savings 

into a reversionary Flexible 

Lifetime annuity with CPI 

indexation

Couple Male/Female - Balanced risk profile - Homeowner
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Improved retirement outcomes

The portfolio effect of a partial allocation to a lifetime annuity

Source: Challenger Retirement Illustrator (31/08/2020) using Social Security rates and thresholds effective 1 July 2020.  67 year old male/female client couple.  
$277,653 each in account-based pension. Assumes returns of 3.0% p.a. for defensive assets and 6.2% p.a. for growth assets before fees. $50,000 cash/TDs earning 
3.4% p.a. interest.  Non-financial assets of $20,000.  $60,000 p.a. desired income including $40,380 p.a. essential income.  Amounts shown are in today’s dollars. CPI of 

2.0% p.a. See Challenger Retirement Illustrator for all assumptions. 



Disclaimer. The information contained in this presentation is current as at 14 February 2021 unless otherw ise 

specif ied. It is provided as show n by Challenger Retirement and Investment Services Limited ABN 80 115 534 453, 

AFSL 295642 (CRISL) and Challenger Life Company Limited ABN 44 072 486 938, AFSL 234670 (Challenger Life) 

and is intended solely for holders of an Australian f inancial services licence or other w holesale clients (as defined in 

the Corporations Act 2001 (Cth)). The information contained in the presentation must not be passed on to retail 
clients. It is presented for information purposes only and is intended as general factual information only rather than as 

f inancial product advice. It has been prepared w ithout taking account of any person’s objectives, f inancial situation or 

needs. Because of that, each person should, before acting on any such information, consider its appropriateness, 

having regard to their or their client’s objectives, f inancial situation and needs. The information must not be copied or 

disclosed in w hole or in part w ithout the prior w ritten consent of  Challenger Life and CRISL. While due care and 
attention has been exercised in the preparation of this information, none of the presenters give any representation or 

w arranty, either express or implied, as to the accuracy, completeness or reliability of that information. The information 

presented is not intended to be a complete statement or summary of the industries, markets, securities or 

developments referred to in the presentation. 

Neither  Challenger Life, CRISL nor their related entities, nor any of their directors, employees or agents accept any 

liability for any loss or damage arising out of the use of all or part or, or any omission, inadequacy or inaccuracy in, 

the information presented. Some or all of Challenger group companies and their directors may benefit from fees, 
commissions and other benefits received by another group company

Challenger Life is the issuer of annuities under the Challenger Guaranteed Annuity, Challenger Guaranteed Annuity 

(Complying) and Challenger Guaranteed Annuity (Liquid Lifetime). Offers of interests in these products are contained 

in the relevant current product disclosure statements (“PDS”) w hich are on the w ebsite www.challenger.com.au. The 

relevant PDS should be considered before making any investment decision.  Past performance is not a reliable 

indicator of future performance. 

Any opinions expressed in this presentation (including any as to future matters) may be subject to change. This is 

because outcomes may be affected by know n or unknown risks and uncertainties that are not able to be presently 
Identif ied. Examples and comparisons used in any presentation are for illustrative purposes only. Any illustrations 

involving taxation, Centrelink rules or benefits and/or Department of Veterans’ Affairs rules or benefits are based on 

current law s at the date of currency specif ied in this presentation and these law s may change at a future date. 

Neither Challenger Life or CRISL, nor any of its off icers or employees, are a registered tax agent or a registered tax 

(f inancial) adviser under the Tax Agent Services Act 2009 (Cth) and none of them is licensed or authorised to provide 
tax or social security advice. Before acting, w e strongly recommend that prospective investors obtain f inancial 

product advice, as w ell as taxation and applicable social security advice, from qualif ied professional advisers who are 

able to take into account the investor’s individual circumstances. In preparing this information about taxation, 

Centrelink rules or benefits and/or Department of Veterans’ Affairs rules or benefits, Challenger relied on publicly 

available information and sources believed to be reliable, how ever, the information has not been independently 
verif ied by Challenger. No presenter is obliged to update the information in this presentation. 

Disclaimer
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Disclaimer

Important Notice: This presentation is given by representatives of Lonsec Investment Solutions Pty Ltd ACN: 608 837 583, a Corporate Authorised Representative (CAR number: 1236821) (LIS) 

of Lonsec Research Pty Ltd ABN: 11 151 658 561 AFSL: 421 445 (Lonsec Research) to wholesale clients only (within the meaning of section 761G of the Corporations Act 2001 (Cth)). By 

attending this presentation you are representing that you are a wholesale client. This presentation has been prepared without taking account your objectives, financial situation or needs. Before 

making any investment decisions you should read the relevant product disclosure statement and obtain advice from an appropria te financial adviser. LIS creates the model portfolios it distributes 

using the investment research provided by Lonsec Research but has not had any involvement in the investment research process for Lonsec Research. LIS and Lonsec Research are owned by 

Lonsec Fiscal Holdings Pty Ltd ACN: 151 235 406. Please read the following before making any investment decision about any fi nancial product mentioned in this presentation. 

Disclosure at the date of publication: Lonsec Research receives a fee from the relevant fund manager or product issuers for researching financial products (using ob jective criteria) which may 

be referred to in this presentation. Lonsec Research may also receive a fee from the fund manager or product issuer(s) for su bscribing to research content and other Lonsec Research services. 

Lonsec Research receives fees for providing investment consulting advice approved product lists and other advice, to clients. LIS receives a fee for providing the model portfolios to financial 

services professionals. LIS’ and Lonsec Research’s fees are not linked to the financial product rating(s) outcome or the incl usion of the financial product(s) in model portfolios. LIS and Lonsec 

Research may hold any financial product(s) referred to in this presentation. Lonsec Research’s representatives and/or their a ssociates may hold any financial product(s) referred to in this 
presentation, but details of these holdings are not known to the analyst(s). 

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

Disclaimer: This presentation is not intended for use by a retail client or a member of the public and should not be used or relied upon by any other person. No representation, warranty or 

undertaking is given or made in relation to the accuracy or completeness of the information presented in this presentation, w hich is drawn from public information not verified by LIS. Financial 

conclusions, ratings and advice are reasonably held at the time of completion (refer to the date of this presentation) but su bject to change without notice. LIS assumes no obligation to update this 

presentation following publication. Except for any liability which cannot be excluded, LIS and Lonsec, their directors, officers, employees and agents disclaim all liability for any error or inaccuracy 

in, misstatement or omission from, this presentation or any loss or damage suffered by the reader or any other person as a co nsequence of relying upon it. 

Copyright © 2020 Lonsec Investment Solutions Pty Ltd ACN: 608 837 583



A framework for building Retirement portfolios

• Recognising two unique objectives in retirement: Growth & Income

• Focusing on managing risks specific to the retirement phase:

• market risk

• inflation risk 

• longevity risk

• A diversified functional approach i.e. not skewed to one factor such as 

yield or capital preservation
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A functional framework
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Generate long 
term capital 
growth

Growth Assist in the 
management 
of investment 
risks in 
retirement

Risk 
ControlSource income 

from a 
diversified 
pool of assets

Income

Equities

Variable beta

Real Assets

Multi-Asset

Equities – Income 
Focused

Absolute return 
Bond

Cash



Managed Accounts: Quantifying Value

Entered 26 May 2020

Yield to Maturity 6.54%

Credit Spread +628bps

Sold 8 December 2020

Yield to Maturity 4.65%

Credit Spread +431bps

Return: 8.5%
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Questions
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