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Overview 

The U.S. in the 20th century

The TIAA-CREF system

- TIAA in 1918

- CREF in 1952

History and structure

Failures, successes and challenges

Building annuity markets
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In the beginning

A world without pensions

- Primacy of family support

Undeveloped financial markets

- How to make long-term commitments?

No regulatory regime

- And no data!
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Asset management with guarantees

Managing assets subject to a constraint

- Payout guarantees

- Liquidity guarantees

- Mortality guarantees

In theory and in practice

The credit rating agencies

What the regulators think
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TIAA started in 1918

Teachers Insurance Annuity Association

Professors did not have pensions

Original focus higher education and research

Accumulation and payout rates set at 4

- Interest rates consistently higher than 4% in past 

decades
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Trouble for tiaa

Interest rates fall below 4% in 1934

And stay below 4% for many years!!!

Longevity rises and rises

Capital call for TIAA
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Tiaa thinks anew

The response:

- Accumulation: 3% guarantee plus additional 

amounts

- Payout: 2 ½% guarantee plus additional amounts

- Mortality projected 30-60 years ahead

TIAA annuities become participating annuities
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CREF

College Retirement Equities Fund

- CREF Stock began in 1952

World’s first variable annuity

Asset allocation and investment strategy

Determining the payout

- Assumed Interest Rate (AIR) 4%

- Features total participation
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Annuity guarantee types

Rate of return guarantees:

- Accumulation and/or payout

Liquidity guarantees:

- Introduces significant optionality

Mortality guarantees:

- Versus participating structure

*Guarantees are subject  to the claims paying ability of TIAA or CREF. 
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Rate of return guarantees

Role of regulators in setting guaranteed minimums

Duration of guarantees

Guarantees as constraints:

- Asset selection

- Asset allocation
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Liquidity guarantees

TIAA liquidity constraints:

- During the accumulation phase

- During the payout phase

Asset allocation implications: search for illiquidity

Cashable guarantees:

- Know your deltas and your gammas

- Dynamic hedging issues
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Mortality guarantees

What people think of when they think of annuities

Duration of liability cash flows

Money’s worth of an annuity:

- Mutual versus stock companies

- Credit rating agencies

Participating annuities.

- TIAA-CREF participants’ remarkable longevity
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longevity

What do we know?

In 1840 life expectancy was 45 for Swedish women.

In 2000 life expectancy was 85 for Japanese women.

Over a period of 160 years…

Life expectancy increased 2.5 years every ten years for 160 

years!
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Longevity around the world

A century ago: Female life expectancy in Sweden was 60

Female life expectancy in Japan was ~ 37

Female life expectancy in Chile was barely 30

As of 2000:

- Japan 85

- Sweden +80

- Chile ~ 77
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Projecting longevity

Will the pattern of 160 years continue?

If not, why not?

As countries develop life expectancy approaches record 

levels.

- The trajectory (e.g. Chile) is really fast!

Recent improvements are at older ages.

Men remain the weaker sex.
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Asset Selection

Guarantees influence (dictate?) asset selection.

Need predictable cash flows

- Sets upper bound for equities

Guarantees and duration influence liquidity demand

Liquidity constraints imply ability to exploit illiquidity 

premium.

Regulators set risk based capital requirements.



18-Apr-2008 17For Institutional Investor Use Only. Not for Retail Distribution.

Concluding thoughts

The asset management problem: The need for consistent 

cash flows.

Projecting longevity: How quickly will your population 

approach records?

Annuities can fit into a “default” model.

- But can lots of added features fit in too?

Are government mandates necessary?



18-Apr-2008 18For Institutional Investor Use Only. Not for Retail Distribution.

Final words

Annuity structure a good design for delivering lifetime 

income.

- Providers must get fundamentals right!

People want flexibility, but also simplicity.

Annuities are complicated, period.

Adding guaranteed features increases complexity and cost.
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Disclosures

All TIAA-CREF investment products are subject to market and other risk factors, which are detailed in the 
product prospectuses.

The information presented herein is confidential and proprietary to TIAA-CREF Asset Management®. This 
material is approved for a private presentation by authorized individuals only and, accordingly, this material is 
not to be reproduced in whole or in part or used for any purpose except as authorized by TIAA-CREF Asset 
Management. This material is to be treated as strictly confidential and not disclosed directly or indirectly to any 
party other than the recipient. This material is not approved for public use or distribution.

The material is for informational purposes only and should not be regarded as a recommendation or an offer to 
buy or sell any product or service to which this information may relate. Certain products and services may not 
be available to all entities or persons.

Annuity products issued by TIAA (Teachers Insurance and Annuity Association), New York, NY.

You should consider the investment objectives, risks, charges and expenses carefully before investing. 
This letter must be preceded or accompanied by a current prospectus. For additional copies, please call 
877-518-9161, or visit our Website at www.tiaa-cref.org for a prospectus that contains this and other 
information. Please read the prospectus carefully before investing. TIAA-CREF Individual & Institutional 
Services, LLC and Teachers Personal Investors Services, Inc. distribute securities products.  TIAA-CREF Asset 
Management is a division of Teachers Advisors, Inc., a  registered investment advisor and wholly-owned 
subsidiary of Teachers Insurance and Annuity Association (TIAA). TIAA-CREF® personnel in its investment 
management area provide investment advice and portfolio management services through the following entities: 
Teachers Advisors, Inc., TIAA-CREF Investment Management, LLC, and Teachers Annuity and Insurance 
Association® (TIAA®). TIAA, TIAA-CREF, Teachers Insurance and Annuity Association, TIAA-CREF Asset 
Management and FINANCIAL SERVICES FOR THE GREATER GOOD are registered trademarks of Teachers 
Insurance and Annuity Association.

©2008 Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA-CREF), New York, NY 10017
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