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Key  findings:
•  Asset managers rate domestic fixed income the strongest areas for immediate growth

potential in VA fund management.
•  Advisors consider investment options, financial-strength rating, pricing, and living

benefits as the top criteria when selecting an insurer.
•  Asset managers rate wholesaler relationships and participation in due diligence 

meetings as the most important factors in bolstering relationships with VA 
distribution firms.

•  Most advisors cite principal protection as the primary reason they recommend 
annuities to their clients.

•  RIAs show evidence of slowly warming to using immediate annuities.

Exclusive  data:  
•  NEW:  Living benefit risk mitigation in the current economic environment
•  Annuity industry marketsizing projections, 2009E-2013E 
•  Advisor assessments of annuity and insurance products
•  Headcounts of wholesaling, marketing, and support personnel 
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This annual report, in its 3rd iteration, examines the retail annuity and variable life insurance industries, emphasizing retirement  income  planning, prod-
uct  development, and product  positioning. As part of the Quantitative Update product line, this report is subscription-based and provides data and analy-
ses critical for insurers,  asset  managers,  and distribution  firms developing and refining strategies to increase marketshare. The current market turmoil
is discussed throughout with tactical and strategic recommendations for firms to consider. Data for this report largely comes from proprietary surveys of
asset managers, insurers, and advisors.
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USER  EXAMPLES:

The  following  are  examples  of  how  this  report  can  be  applied  to  business  planning  and  strategic  decision-mmaking:

Scenario  1:  An insurance firm wants to strengthen its distribution relationships by delivering a strong value-add program for its wholesalers to use with
advisors. It has identified the rollover marketplace as a focus. It must present a strong business case to management in order to get the funding to
develop this program and is seeking third-party validation on what the trends are related to annuity distribution. Cerulli  Quantitative  Uppdate:  Annuities  and
Insurance  2009 provides answers to the following questions:

•  What are the biggest growth opportunities as perceived by insurance executives? (Exhibit 1.09)
•  How are advisors viewing immediate and deferred annuities as solutions for their clients' rollovers, and which channels offer the strongest 

opportunities? (Exhibit 2.10, 10.20)
•  Which advisor segments are the most inclined to consider the wholesaler relationship as integral to the selection of an annuity provider? 

(Exhibit 11.01)

Scenario  2:    A large asset management firm is assessing its variable insurance fund offerings for this market and is seeking strategic research on the
trends. Cerulli  Quantitative  Uppdate:  Annuities  and  Insurance  2009 provides answers to the following questions:

•  What is influencing asset managers to develop new products for the variable insurance marketplace? (Exhibit 6.09)
•  Which fund categories are expected to grow the fastest over the next 1-3 years, and which are insurance companies most likely to add to 

their lineups? (Exhibit 6.13)
•  What are the prospects for alternative asset classes, and how have these changed in the past year? (Exhibit 6.12, 6.16)

Scenario  3: An independent broker/dealer is feeling the effects of the market on its fee-based business and wants its advisors to focus on annuity and
insurance sales as a way to sustain their business as their asset bases decline. Cerulli  Quantitative  Uppdate:  Annuities  and  Insurance  2009 provides
answers to the following questions:

•  How are advisors using annuities with their clients? (Exhibit 2.02, 10.19)
•  What are the selling points that advisors focus on when positioning annuities with their clients? (Exhibit 10.17)
•  How are insurance firms managing risks associated with guarantees? (Exhibit 4.09)

MORE  INFORMATION:MORE  INFORMATION:

To learn how to apply this report
to your firm’s unique needs,
please contact:

Marketing  &  Business
Development  
+1  617-4437-00084
CAmarketing@cerulli.com
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The ratio of net sales to gross sales was 15% for VAs in 2008, down from 18% in 2007 and the lowest level since CA began tracking this data. Put

another way, for every $100 the VA industry collected in 2008, $85 left its coffers via surrenders, exchanges, and benefit payments.

Analyst Note: Net sales are defined as gross sales less policy exchanges, full policy surrenders, withdrawals, and benefit payments.

Key Implication: The low net-to-gross sales ratio has been troublesome for the variable annuity industry for years, and lessening the impact of this predica-

ment will be difficult as demographic trends lead to an increase in withdrawals and benefit payments. By no means is CA implying that this ratio should be

considerably higher—exchanges, withdrawals and benefit payments are part of the business, and other investment products also suffer from high turnover rates.

The key issues in the VA industry are that early surrenders also come with surrender charges, in many cases, and that VAs are designed to be long-term invest-

ments. One other disturbing note for 2008 is that the data also includes any exchanges from VAs to fixed annuities as contract holders sought refuge during the

turbulent equity markets in the second half of the year. The concern is that one cornerstone of VA ownership is the ability of the holder to handle risk, and any

such transfers, particularly within a couple of years after contract issue, would make questionable the original sale of the VA. Finally, at least in theory, many

VA contract holders would have held onto their contracts to preserve stepped-up guarantees on living benefits and death benefits, yet even this was not enough

to climb out of the hole dug in the prior few years. These are all key issues that insurers and distributors must explore from day one.

Cross Reference: Exhibit 4.06, Exhibit 4.07, 
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Variable Annuity Net Sales as Percentage of Gross Sales, 2001-2008
Sources: NAVA, LIMRA International, Cerulli Associates
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Asset managers view the opportunities for growth and development for international/global equity and fixed-income funds roughly equally.

Insurers rated their likeliness to add either fund type very low, however. 

Key Implication: Insurers obviously see little potential for either category. For what it’s worth, international/global fixed income still enjoys a stronger relative

likelihood of adoption. Once markets begin to recover insurers who will consider either category for inclusion must carefully weigh the risk and reward poten-

tial from exposure to globally deflating equities and the increased probability of defaults for debt holders worldwide. 

Cross Reference: Exhibit 6.11, Exhibit 6.12, Exhibit 6.15, Exhibit 6.17 
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Principal protection and retirement

income are strong considerations for

advisors with clients in all wealth tiers

when deciding to recommend a variable

annuity. These factors take on greatest

importance in the middle and mass markets

(client net worth up to $1 million).

Analyst Note: Please see the Glossary for core

market definitions.

Key Implication: Unfortunately, the middle

and mass markets are not on the wish lists of

most insurance companies. Reaching advisors

who serve the mass affluent—defined as clients

whose worth is between $1 million and $5 mil-

lion and who are the target market of most

insurers—will also require the positioning of

annuities for portfolio diversification. (This

characteristic was cited as very important by

47% of advisors, compared to approximately

30% in 2007.)

Cross Reference: Exhibit 10.17, Exhibit 10.23,

Exhibit 10.29, Exhibit 10.33 (Key Implication),

Exhibit 10.35

Principal Protection >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 36.2% 56.8% 62.2% 75.0% 69.1% 68.0%
Not important 19.1% 1.2% 16.7% 2.4% 10.2% 8.7%

Retirement Income >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 44.7% 58.3% 57.9% 61.6% 76.8% 62.3%
Not important 19.1% 3.7% 17.9% 7.4% 10.8% 11.3%

Portfolio Diversification >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 34.1% 20.6% 47.5% 43.9% 65.3% 47.0%
Not important 24.4% 25.9% 21.6% 10.2% 8.3% 15.0%

Tax Deferral >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 34.1% 35.4% 43.3% 38.8% 54.5% 42.6%
Not important 19.1% 14.2% 17.9% 8.2% 12.3% 12.7%

Growth >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 24.4% 19.3% 37.6% 29.5% 51.5% 34.9%
Not important 39.4% 15.7% 21.5% 14.9% 8.7% 16.7%

Client Request >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 15.0% 37.2% 27.9% 23.2% 35.9% 27.7%
Not important 29.7% 23.6% 33.5% 29.1% 19.8% 28.9%

Advisor Compensation >$10m >$5m-$10m >$1m-$5m $250K-$1m <$250K All Advisors
Very important 0.0% 5.3% 5.1% 5.2% 5.7% 5.2%
Not important 58.4% 51.3% 57.8% 52.9% 40.1% 52.7%
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Client Net Worth

EXHIBIT 10.34
Advisor Core Market Analysis: Importance of Factors in Decision to Put Client’s Assets into an Annuity, 2008
Sources: Cerulli Associates, in partnership with the Financial Planning Association and the Investment Management Consultants Association
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Variable annuity assets (including TIAA-CREF) fell to $1.1 trillion as of year-end 2008, a 24% decline from the prior year. The economic condi-

tions that impacted the equity markets also took a toll on VAs, as industry assets dropped to their lowest level since 2002 and marked the end of a positive

growth trend that began in 2003.

Analyst Note: Data in this exhibit includes amounts invested in the fixed-rate subaccounts.

Key Implication: The market downturn and resulting decline in VA assets has caused the industry to take a renewed look at two key issues—the role of guar-

antees and the cost of backing them. Many contracts are now “in the money,” meaning that benefit amounts, based on past asset levels, exceed the current

accumulated values of the contract. This means that the insurer will have to come up with the difference should the contract holder invoke the benefit. Pricing

actuaries are addressing this issue regularly (see Exhibit 4.09), yet convincing the general public of the safety of the industry is in the near-term plans of insur-

ers. Simultaneously, investors are clamoring for these same guarantees—and it is this latter situation that will help maintain sales levels, even if assets don’t

rebound quickly. Advisors, asset managers, and insurance industry executives have all expressed strong optimism for the growth of the VA industry (see

Chapter 1), despite this bump in the road.

Cross Reference: Exhibit 1.02, Exhibit 1.07, Exhibit 4.05, Exhibit 4.06, Exhibit 4.09
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Cerulli Quantitative Update: Annuities and Insurance 2009, the third iteration of an annual series, is
the outcome of ongoing research and analysis of the retail insurance marketplaces by Cerulli Associates
(CA). The report focuses on three key areas—retirement income planning, product development, and
distribution. Cerulli Quantitative Update: Annuities and Insurance 2009 leverages CA’s continuous
analysis of the annuity, variable life insurance, and long-term care insurance industries. 

Cerulli Quantitative Update: Annuities and Insurance 2009 is intended to serve as a stand-alone—as
well as a complement—to our other publications. Each exhibit highlights key data and commentary,
including the important tactical ramifications for insurers, asset managers, and broker/dealers servicing
the insurance market. In addition, most exhibits contain cross references to other related charts in this
publication. The report is designed as a business planning tool, and additional support leveraging this
data is also available.

CA analysts’ opinions and perspectives are shaped by a robust methodology based on three com-
ponents: 

Industry understanding: All CA analysts come to the firm with a background shaped by relevant
experience at leading financial services firms, which contributes to the internal pool of industry
knowledge fed by more than 10 years of proprietary research and consulting

Quantitative analysis: CA independently maintains an online, password-protected survey engine
as part of a voluntary, information-sharing relationship whereby participants complete confidential
surveys in exchange for an aggregate summary of key findings. All information is presented in
aggregate form, and proprietary survey information is not directly attributed to participants.   

Qualitative research: CA analysts annually conduct background research interviews with industry
executives in a confidential format allowing for open dialogue about the current state and future
outlook for the industry. This provides a means for synthesizing the other components of our
methodology into research products that are independent, insightful, and grounded in the industry’s
current climate. 

Proprietary surveys of insurance company and asset management executives, conducted in the
first quarter 2009, serve as the foundation of the report. Also included are the results of our ongoing
surveys of financial advisors as they pertain to annuities, variable life insurance, and retirement income,
most recently conducted in the third and fourth quarters 2008. Additionally, CA analysts held research
interviews with broker/dealer executives in first quarter 2009 to complement the overall survey find-
ings. In addition to proprietary survey data and interviews, CA analysts compiled information available
through third parties (including NAVA—The National Association for Insured Retirement Solutions,
LIMRA International, Strategic Insight/SIMFUND VA, Beacon Research, Advanced Sales Corporation,
and the American Association for Long-Term Care Insurance), government entities (such as the Federal
Reserve), and financial publications (such as Advantage Compendium, National Underwriter, and
Agent’s Sales Journal).

Introduction & Methodology
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Qualified VAs are viewed as having considerably strong growth potential by insurance company executives, garnering an average score of 4.4 on a
5-point scale according to respondents to CA’s annual survey. Asset managers also foresee strong growth, rating an average score of 4.0.

There is less distinction on the fixed annuity side in terms of qualified versus nonqualified growth opportunities. Even so, prospects for growth
remain strong, buoyed by the momentum fixed annuities experienced starting in 2008.

Key Implication: The wide disparity between insurers’ assessment of growth potential of qualified VAs (4.4) and nonqualified VAs (3.5) is a strong indicator
of the industry’s fervent hope to generate sales from rollover dollars. The results of our proprietary advisor survey (see Exhibit 2.10) support this notion, as
49% of advisors will consider both immediate and deferred annuities for a portion of their clients’ rollover dollars, up from 41% in 2005. Yet, the VA industry
can not become complacent—there are still critical issues that must be addressed, including expenses, taxation, and liquidity pertaining to guaranteed with-
drawal riders and other retirement income applications of the product. 
Cross Reference: Exhibit 1.08, Exhibit 2.10
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EXHIBIT 1.09
Qualified and NonQualified Annuity Growth Opportunities, Asset Manager and Insurer Perspectives, 2009
Source: Cerulli Associates
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A majority of advisors viewed investment performance, pricing, and company reputation as the three most crucial attributes they consider when
evaluating a fund within a VA. Target-risk and target-date fund offerings ranked as the least important factor, with almost half of advisors considering
this fund selection criterion as trivial.

Key Implication: For the majority of advisors surveyed, past performance is indicative of future results. Over the short run, this investment mindset has
undoubtedly exposed clients to heavy allocations in risky asset classes that were decimated by the recent market downturn. Nonetheless, professional money
managers responsible for tactical allocation for target-date funds also fell victim to the allure of strong equity returns from 2003 onward, as indicated by the
lackluster performance of 2010 funds. According to a recent Ibbotson report, the 2008 losses for target-date funds ranged from 3.6% to 44.5%. The majority of
fund managers argued they were managing portfolios for 10 year, 15 years, or more past the target date, and in that context a 30% or greater exposure to equi-
ties is defensible. However, recent consumer surveys conducted by CA show that a significant proportion of clients do not plan to leave their assets at their for-
mer employer upon retirement or are undecided in this regard. Also, the embedded advice intrinsic to target-risk and target-date funds result in a level of disin-
termediation for advisors that is unbearable, hence relatively low ratings. 
Cross Reference: Exhibit 6.01, Exhibit 6.02 
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