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1. Australian system overview
2. COVID-19 challenges
3. Broader challenges
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Complemented with DC that has modest
contributions, but decent accumulations
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Results in adequate standards of living — But home

ownership is key
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Indeed, Australian old age poverty can appear high...
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Poverty — Disposable equivalised houshold income distribution of population aged 65+, 2012
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% of older population

...but not when you include benefit of living rent-
free in your own home
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2. COVID-19 challenges



Australia has been fortunate with spread of pandemic
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... and therefore also the economic impact
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But risks to retirement income system remain:
1. Early withdrawal of savings
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Observed job losses in first lock-down (up to May 2020)

But risks to retirement income system remain:
2. Early withdrawal from labour force
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But risks to retirement income system remain:
3. Asset prices shocks (back on track + lifecycle inv)

Median retail MySuper (investment default) cohort performance, 31 Oct 2020

Median 1 Mth 3 Mths FYTD CYTD 1Yr 3Yrs 5Yrs Since

Growth (%) (%) (%) (%) (%) (% pa)  (%pa) Jan2014

Assets (% pa)
1990s 89 0.4 1.2 2.1 -4.0 23 49 5.9 6.4
19805 89 0.4 1.2 2.1 4.0 2.4 4.8 6.0 6.5
1970s 88 0.4 1.2 2.0 -39 2.1 4.7 5.7 6.2
1960s 67 \ 0.3 ] 1.0 1.9 \ 2.7 ] 13 4.4 5.2 5.8
1950s 47 \ 0.3 / 0.9 17 \ 1.4 / 0.3 4.1 43 4.9
1940s 43 \4::_2 / 0.8 16 \—1.1:!/ 0.2 3.9 4.0 45
MySuper 71 05 17 25 Y 04 5.1 6.5 6.9

Growth

ChantWest 2020



But risks to retirement income system remain:
4. Low interest rates and lower contributions
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3. Broader challenges



Choice architecture is the main challenge, and

Enrolment

Contribution

Allocation

Provider

Advice

Early Retirement Option

Benefit

No soft or hard
compulsion?

SVK

CHI, EST, SVK

AUS, CHI, DNK (ATP), DNK
(OCCUP), EST, HUN, ISR, MEX,
NOR1, POL, SVK, SWE (PPM)

CHIY MEX®

AUS, DNK (Occup.)3, MEX’, SVK®

Default

AUS, CHI, DNK (Occup.)?, MEX,
EST, HUN, NOR, SWE (PPM)

AUS, POL, MEX, ISR

Tax preference only

has resulted in poor choices, high fees

Mandated / highly
restricted choice?

AUS, CHI, DNK (ATP), DNK
(OCCUP), EST, HUN, ISR, MEX,
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AUS, CHI, DNK (ATP), DNK
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NOR, POL, SVK, SWE (PPM)

DNK (ATP), ISR, POL

DNK (ATP), DNK (Occup.), HUN,
NOR, SWE (PPM)

AUS, DNK (ATP), DNK (OCCUP),
EST, HUN, ISR, NOR, POL, SVK,
SWE (PPM)

CHI, DNK (ATP), EST4, HUN, ISR5
NOR®, POL, SWE (PPM)



People say they want certainty of income...

Which statements about retirement financing were ranked 'very important'

Regular, constant income that covers my essential needs
Ensuring that my money lasts for my lifetime

Being able to afford long term care and medical costs
Savings that can be withdrawn when needed

Income that adjusts for inflation

Earning higher interest on savings

Protecting myself from short term falls in market
Leaving family home to children/estate

Leaving other assets to children/estate
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I 35%

I 2 6%

I 3%

National Senior Australia and Challenger (2017)



But many take lump sums and avoid annuities
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61%
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48%
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Chomik et al. 2018



Past approaches only get you so far

* Consumer choice needs education & knowledge (e.g. school
curriculum), but this only gets you so far

* One solution is better presentation of information at point of choice
(e.g., product disclosure and how risk is explained/illustrated)

* Some will delegate choice, via financial advice, which can be low quality
and conflicted. Needs separation of advice and providers

* Another solution is to reduce complexity, cost, and power of advice,
e.g., by way of defaults...



Defaults work for those who don’t choose
(and those that do)

Pooled data Default 50%

Density
Density

0.00 0.25 050 075 1.00 0.00
Allocations to annuity products

0.25 050 075 1.00
Allocations to annuity products

Default 25% Default 75%

Density
Density

1 I 1 1 1
0.00 0.25 050 075 1.00 0.00
Allocations to annuity products

1 1 I I
0.25 050 075 1.00
Allocations to annuity products

Bateman et al.



But product mix is wide, with different risk profiles, and
government hesitant being prescriptive

Timing (or |replacemen|counter-party
Investment |Inflation  |Liquidity |sequence) |t rate (or |(or provider)
Longevity |risk risk risk risk price) risk |risk
Phased withdrawal (min) LOW LOW LOW HIGH HIGH HIGH HIGH
Phased withdrawal (min-max) LOW LOW LOW MED HIGH HIGH HIGH
Immediate fixed-income fixed-term annuity LOW-MED HIGH LOW LOW LOW MED MED
Immediate inflation-indexed fixed-term annuity LOW-MED HIGH HIGH LOW LOW LOW MED
Immediate fixed-income life annuity HIGH HIGH LOW LOW LOW MED LOW
Immediate inflation-indexed life annuity HIGH HIGH HIGH LOW LOW LOW LOW
Immediate variable-income life annuity MED LOW MED LOW LOW LOW LOW
Immediate variable-income guaranteed annuity HIGH MED MED LOW LOW LOW LOW
Group self annuitisation MED MED LOW LOW LOW HIGH HIGH
Deferred inflation-indexed annuity HIGH HIGH HIGH LOW LOW MED LOW
Phased withdrawal + Deferred indexed annuity HIGH MED MED MED MED HIGH MED




So policy focus in Australia is to combine flexibility
and paternalism

Removing the barriers to lifetime products

Retirement Income Framework

Simplified,
Tax treatment Social security . standardised
. Retirement :
(Capital Access —¥»  means test : disclosure for
income covenant :
Schedule) treatment retirement
) products

—

Retirement
income
projections

Regulatory
framework

/

/

One flagship policy is requirement to offer a product with:
(1) broadly constant income

(2) some longevity insurance

(3) some access to capital
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