MILLIMAN ADVISER CASE STUDIES

Helping clients stay the course
Advisers are successfully
implementing SmartShield
Managed Accounts to
address client objectives
and concerns head on.

After substantial fiscal and monetary stimulus globally,
higher inflation has reared its head again, leaving central
banks scrambling to get it under control. Whether or not
they can engineer a soft landing remains to be seen. In the
meantime, so long as financial and economic uncertainty
remain high, market volatility is also likely to remain elevated.
For advisers and their risk-averse clients, we believe
SmartShield offers a compelling solution to gain exposure
to markets for its upside potential, whilst dynamically
hedging against the risk of a significant market downturn.
The following short articles are excerpts that
follow in-depth interviews with four advisers,
who are already using SmartShield to address a
variety of client objectives and concerns.
Read on to learn more…

Helping retirees let go of fear

Claudia Rigoni-Brazzale
Rigale Financial Solutions

Australians spend their working lives saving for retirement,
yet most retirees live in fear that they’ll run out of money.
Financial planner sees it first-hand in her practice,.
“It’s something I see a lot,” she says. “When clients
are in retirement, they aren’t spending the money
they have – they’re too worried about losing it. They
worry when markets have had a correction. Yet so
many of them have more than a million dollars.”
The unique mindset of retirees is underappreciated
in an industry focused on maximising investment
returns for those still in accumulation mode. However,
research has shown retirees feel the pain of losses up
to 10 times more strongly than younger investors – a
point Rigoni-Brazzale explains to her clients.
“They know that, but they don’t know we know that.
They’re not as worried about returns as they are
worried about preservation of their funds,” she says.
SmartShield adds another layer of downside protection
by dynamically applying futures to its Moderate,
Balanced, Growth and High Growth portfolios.
“It gives me and my clients some peace knowing we
will have a less volatile journey and less downside,”
she says. “Clients want to know that there’s some
method and why we have chosen certain investments.
If we can articulate it, then they get it.”

“It gives me and my clients
some peace knowing we will
have a less volatile journey
and less downside.”

The Milliman Monthly Market Monitor, helps Rigoni-Brazzale
to explain how it works to her clients. For example, the
most recent update showed how controlling the level of
market volatility and reducing the impact of long market
downturns can help retirees’ money last longer.
Milliman provides another way for Rigoni-Brazzale to help
her clients tackle the underlying fear they have about running
out of money or being struck down by a market downturn.
“They often want reassurance,” she says. “They’ll
ring me and say, ‘can I do this?’ and I’ll say
‘absolutely – you can afford to do that.’”
For the full interview, click here

A new way to climb the retirement mountain

Damian Liddell
Contrarian Group

People spend a lifetime saving for retirement
but getting there is only half the battle.
“It’s like climbing Everest. Everyone is so focused on
getting to the top, but 80-90 per cent of deaths are on
the way down. It’s the same with retirement planning.”
Pre-retirees face two major issues. Their retirement
savings are reaching a peak, leaving them highly exposed
to volatility and extended market downturns. Yet they
still need to generate returns well above the level
generated by ‘safe’ assets such as bonds and cash.
“Most clients just want a modest return of 5-7 per cent
with the least amount of risk. That’s easier said than
done with interest rates now so low – everyone has been
forced up the risk spectrum. It’s working for now but
eventually it’s going to get ugly – I’ve seen it all before.”
Most of Liddell’s pre-retiree clients were invested evenly
between growth and defensive assets before the initial
COVID-19 crisis in early-2020, which protected them from
the worst of the downfall. While some major 70:30 ‘balanced’
super fund portfolios fell by more than 25 per cent, Liddell’s
declined by less than half that before fully recovering.
“A 20 per cent fall can really knock them around,”
he says. “Their emotions are going to take over and
they’re probably going to get out of the market at the
wrong time. Everyone knows they shouldn’t run for
the exits but when fear takes over, people panic.”

“They (Investors) need to
invest with room for error
or have a Plan B. Better
still, I think SmartShield
gives them Plan A and B.”

“The COVID-19 induced sell-off was a significant market
drawdown but the market recovered in the blink of
any eye and has lulled people into thinking they’ve
got what it takes to ride things out. My experience
is most people don’t, particularly retirees.”
It’s one reason why Liddell has added Milliman’s SmartShield
separately managed accounts to his range of client tools.
Liddell uses the SmartShield High Growth portfolio as part
of a core-satellite approach. The High Growth portfolio is
comprised of 90 per cent passively managed growth assets,
which are most at risk of volatility and a market downturn.
Liddell then uses other actively managed
funds for his clients’ bond exposure.
“The protection gives us some comfort that we can take
on a bit more risk. I stress to people that with SmartShield,
we’re not taking risk completely off the table – it’s not a full
guarantee. But that concept of giving up some of the upside to
protect the downside really seems to resonate with people.”
For the full interview, click here
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Why not all fund managers offering
downside protection are equal

Amy Hoskins
Connect Financial Advice

The steep market downturn in the wake of the
coronavirus pandemic left many lasting lessons about
the nature of risk and return. It also presented the
ultimate test for fund managers–and not all passed.
“One of our fund managers had been saying that they’re
waiting for the market downturn to happen for years –
and then it did happen,” says Planner Amy Hoskins.
“All of a sudden they had all the excuses in the world: ‘It
was a health-related downturn; we weren’t ready.’ Whereas
with Milliman’s SmartShield, they proved it worked.”
It shows the difference between traditional risk
management strategies such as diversification and a value
approach, which have been curtailed as interest rates
hit new lows, and a direct risk management strategy.
It has also been a crucial real-world demonstration for
many of Hoskin’s clients, who are pre-retirees and retirees
that have built substantial superannuation savings.
“At that stage in life, their two biggest concerns
are what happens if it goes backwards, or what
happens if it doesn’t last? They need the returns,
but managing the emotional side of it is just as
important as the numbers side of it,” says Hoskins.
Hoskins uses SmartShield Managed Risk High Growth
to manage risk for her pre-retiree and retired clients,
who are particularly at risk of a market downturn.

“It eases my clients’ concerns
in those periods where we
don’t know how long markets
will take to recover...”

Sequencing risk can decimate a lifetime of savings
given they no longer have the same time to recover
from a market downturn as younger investors.
“We diversify against asset classes, managers and manager
styles and I believe SmartShield fits in perfectly with mitigating
sequencing risk on funds with drawdown requirements. Clients
also need to be reminded that we’re living longer, so the fact
SmartShield High Growth has 90% exposure to growth assets
can improve long retirement outcomes,” says Hoskins.
“There’s been a number of market hiccups in recent years,
but the recoveries have been quite quick compared to the
global financial crisis (GFC) which took 18 months or more.
What happens if it is a longer recovery?” says Hoskins.
The risk management strategy embedded within
the Milliman SmartShield portfolios is designed to
smooth market volatility and dampen sustained market
drawdowns. It is implemented using future contracts
on major market indices. “The proof is in the pudding
with SmartShield because you can actually see it.”
For the full interview, click here

Don’t let market turmoil derail a good innings

Romi Bitar
Financial Solutions Victoria

Financial adviser Romi Bitar likes to simplify financial advice
for his clients with a good sporting analogy. “Don Bradman
went out for a duck in his last innings but he still averaged
99.94 runs, so you’ve got to look at the whole picture to get a
meaningful summary,” he says.
But for some investors it can still be catastrophic. Long-term
average returns are important but a ‘duck’ – or market crash
– at the wrong time can derail risk-averse investors such as
retirees. “When the share market crashes, wouldn’t you rather
a soft landing compared to a hard landing? We try and smooth
returns out as best we can.”
Milliman’s SmartShield range of separately managed
accounts, which were launched in early-2020 just as the
COVID-19 downturn hit, have recently become part of
Bitar’s investment toolkit. Each portfolio provides built-in
risk management, designed to help manage pre-retirees’
and retirees’ exposure to sequencing risk. It also helps to
keep investors from making poor decisions, giving them the
confidence to stay invested during a market downturn.
Investors concerned about rising cost of living
“I have people saying to me, ‘Do I just go pulling out all my
money from the share market and put it in bank accounts?
I won’t have any of this volatility’. But while you might think
you’re preserving capital, inflation is eroding its worth. If
something was costing $1 this year, it may very well cost you
$1.10 next year based on the current inflation trend rate.”

“When the share market
crashes, wouldn’t you rather
a soft landing compared
to a hard landing?”

Many older investors are still concerned they’ll run out of
money in retirement. They need regular stable returns but
must take on more market risk to generate them given interest
rates remain well below the rate of inflation. Bitar considers
himself a financial coach and helps educate clients to match
their lifestyle goals with their age.
A way to manage behaviour during stressful events
Risk can also adversely affect younger investors. One client
turned up unexpectedly at his office during the peak COVID-19
downturn in early-2020. He said, ‘I couldn’t sleep. I understand
you’re going to try and talk me out of it, but I’m not leaving
here until you sell down all my investments.”
The client’s insistence on selling ultimately cost him about
$25,000 as the market went on to post one of the quickest
recoveries in history. However, he is now in a SmartShield
portfolio, which provides an extra layer of downside protection
against volatility and any extended market downturn.
“I caught up with him a couple of weeks ago and he didn’t
really say much – I think he’s more appreciative now of the
investments he’s in and the difference,” Bitar says.
For the full interview, click here
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SmartShield for your clients
As we said at the start, SmartShield offers a compelling solution for maintaining exposure to the market’s upside potential,
while dynamically seeking to hedge against its downside risk.
The hedging strategy dampens market volatility and provides a cushion against systemic market falls. It uses futures
contracts dynamically so investors can have greater participation when markets are strong, and offers more protection
when volatility spikes.
Fees are also kept low by leveraging Milliman’s institutional scale and using ETFs to build the underlying Moderate,
Balanced, Growth and High Growth portfolios.
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Key Contact
To find out more about the SmartShield Managed Accounts portfolios or to arrange a presentation
for your practice, please contact:

Durand Oliver
Head of Distribution
Australia
durand.oliver@milliman.com
+61 403 148 057

Alternatively, please visit: advice.milliman.com
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