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VALUE CHAIN 

Important : SG does not provide tax, accounting, legal or regulatory advice and nothing herein should be construed as tax, accounting, legal or regulatory 

advice.  Before making any tax, accounting, legal or regulatory decision, you should discuss such decision with your advisor on such matters. You must 

determine the tax, accounting, legal or regulatory treatment of any investment you make, SG provides no advice nor gives any guarantee in this regard.  

 

 

 A palpable global value chain is emerging for longevity risk transfer. 

 

 Pension funds are hedging longevity exposure with a small number of: 

Life insurers; 

Life reinsurers; and 

Sometimes with banks as the initial counterparty which then hedge with the same insurers and 

reinsurers 

 

 These insurers and reinsurers, which accumulate portfolios of longevity risk, in turn, seek out-of-the-

money hedges to potentially improve the return on capital for their businesses by potentially reducing 

capital charges. 
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OPTIMAL SYNDICATION OF LONGEVITY RISK 

The optimal syndication of these out-of-the-money hedges would take advantage of the different capital 

paradigms for: 

 Hedgers whose capital requirements are usually a function of the: 

Economic capital; and/or 

Regulatory/rating agency capital charges for longevity risk. 

And 

 Risk takers whose capital charges often reflect: 

An existing overweight position in mortality (relative to longevity); and  

Longevity as a causally uncorrelated risk for capital markets risk takers. 

 

 

 

Important : SG does not provide tax, accounting, legal or regulatory advice and nothing herein should be construed as tax, accounting, legal or regulatory 

advice.  Before making any tax, accounting, legal or regulatory decision, you should discuss such decision with your advisor on such matters. You must 

determine the tax, accounting, legal or regulatory treatment of any investment you make, SG provides no advice nor gives any guarantee in this regard.  
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 There has been published research showing support of the view that for a lightly correlated position that is a 

small part of a capital markets participant's portfolio, the addition to the second and higher moments 

around the mean for the overall portfolio return are de minimis. 

 If we assume that longevity has a zero correlation with capital markets, then the capital required for adding 

in a small amount of longevity risk should only be the expected loss. 
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THE POWER OF CORRELATION MATH 

Hypothetical Example* 

 If an upfront premium of 20% is paid for buying protection 

with an upfront pv of expected loss of 2.5%, then the 

expected cumulative return on capital should be: 

 (20% - 2.5%) / 2.5% = 700% 

Important : SG does not provide tax, accounting, legal or regulatory advice and nothing herein should be construed as tax, accounting, legal or regulatory 

advice.  Before making any tax, accounting, legal or regulatory decision, you should discuss such decision with your advisor on such matters. You must 

determine the tax, accounting, legal or regulatory treatment of any investment you make, SG provides no advice nor gives any guarantee in this regard.  

 

 

*The hypothetical example is provided for illustrative purposes only and not as an estimate or  

forecast of future performance. 
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 In order to optimally syndicate longevity risk, banks need to source risk takers who are: 

Overweight mortality risk, or 

 Capital market participants (who can benefit from the correlation math) 

to put them into competition to provide desirable pricing and terms for insurer and reinsurer transaction 

sponsors 

 

 

 

 

 

 

 For the benefit of all market participants, banks need to also develop: 

 Standardized modeling and documentation approaches (which can potentially help promote liquidity); 

 Efficient credit mitigation techniques; and  

 Efficiently priced leverage 

6 

MARKET GROWTH 

 All of the necessary tools currently exist to potentially increase the size and frequency of transactions. 

 

 It is now up to the banks to execute on these points in a transparent, value-added basis that makes it 

more attractive for potential transaction sponsors to bring more and larger deals to market 

 
Important : SG does not provide tax, accounting, legal or regulatory advice and nothing herein should be construed as tax, accounting, legal or regulatory 

advice.  Before making any tax, accounting, legal or regulatory decision, you should discuss such decision with your advisor on such matters. You must 

determine the tax, accounting, legal or regulatory treatment of any investment you make, SG provides no advice nor gives any guarantee in this regard.  
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IMPORTANT LEGAL NOTICE 

This summary of product idea(s) is confidential and is provided for informational purposes 
only. The terms and conditions of the potential product(s) described herein are indicative and 
are subject to change. There is no assurance that a transaction will be entered into or an offer 
or sale of any product described herein will be made on any indicative terms or otherwise. 
This document is provided solely for informational purposes and may not be construed as an 
offer to buy or sell, or a solicitation of an offer to buy or sell, any financial instrument or to 
engage in any particular trading strategy or as an official confirmation of terms. Société 
Générale and SG Americas Securities, LLC (“SGAS”) (together with their affiliates, “SG”) 
expressly disclaim all responsibility for any use of or reliance upon this document. Investors 
must make their own investment decisions using their own independent advisors while 
considering their own financial situation and investment objectives. SG does not act as a 
financial adviser, as a municipal advisor or as a fiduciary in respect of any transaction unless 
such entity expressly agrees so in writing. This document may not be relied upon as 
investment, accounting, legal, regulatory or tax advice or an investment recommendation. 

Prior to making any investment decision, you should refer to the offering document relating to 
the relevant financial instrument which includes important information, including related risk 
factors. Financial instruments of the type described herein may involve a high degree of risk 
and their value may be highly volatile. Such risks include, without limitation, risk of adverse or 
unanticipated market developments, risk of counterparty or issuer default, risk of adverse 
events involving any underlying reference obligation or entity and risk of illiquidity. In some 
financial instruments, investors may lose their entire investment or incur an unlimited loss. This 
brief statement does not disclose all the risks and other significant aspects in connection with 
any product(s) of the type described herein. You are urged to consider carefully whether any 
product(s) discussed herein are appropriate for you or any of your clients given your or their 
objectives, experience, financial and operational resources and other relevant circumstances. 

This document is for use only by Institutional Investors (as defined under NASD Rule 2211 of 
the Financial Industry Regulatory Authority, Inc.). Use of this communication with or by any 
other party is prohibited. You should be aware that the product(s) described herein may be 
subject to certain additional investor qualification(s) pursuant to the internal policy of Société 
Générale (or any of its affiliates) or the relevant law in the jurisdiction where the product is 
offered, as applicable. 

If you are a “U.S. Person” (as defined by the U.S. Commodity Futures Trading Commission), 
please visit http://swapdisclosure.sgcib.com for important information with respect to 
derivative products. By transacting with Société Générale, you are deemed to acknowledge 
that you have read and accepted the information contained in the disclosure documents on 
this website. 

This material describes certain services and products available from SG and should in no way 
be read as investment, financial, business, legal, regulatory, tax, accounting or other advice or 
a recommendation to enter into any transaction. SG does not, and will not, act as a fiduciary 
with respect to any employee benefit plan, individual retirement account or fund that holds the 
assets of any such plan or account (each, a “Plan”), unless it expressly agrees in writing to act 
in such capacity. The fiduciary of any such Plan must make an independent determination as 
to the advisability of entering into any transaction of the type described herein. Plans entering 

into any transaction with SG will be required to represent that the transaction is not prohibited 
under applicable law and/or the organizational documents and investment guidelines and/or 
restrictions applicable to the Plan.  

Unless expressly agreed in writing, Société Générale, SG Americas Securities, LLC and their 
affiliates (collectively, “SG”) are not acting as an advisor or in an advisory capacity to any 
recipient of this document. In particular, SG is not acting as your fiduciary under Section 15B 
of the Securities Exchange Act of 1934, as amended (the “Act”), and our relationship will not 
otherwise be subject to the provisions of such Section 15B, the rules thereunder, or the rules 
issued by the Municipal Securities Rulemaking Board that relate to the provision of advice to 
municipal entities or their obligated persons. 

If you are interested in any of the product ideas described herein, please contact your local 
SG representative for more detailed information about the product. 

© 2013 Société Générale. SG CIB is the Corporate and Investment Banking arm of Société 
Générale. Certain activities in the United States are conducted through SGAS, a U.S. 
registered broker-dealer and a member of NYSE, FINRA and SIPC and a wholly owned 
subsidiary of Société Générale. Services provided outside the U.S. may be provided by 
affiliates of SGAS. 


