Low returns and the impact on an
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How low investment return expectations impact the
retirement savings planning of the person-in-the-street
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» Introduction and Purpose

Model: The Principle

Central Assumptions, presentation and discussion:

— General;

— Specific to Germany

Focus on Real Yield:

— Data for 4 currency areas (€, ¥, £, $), G7 (ex-Italy);
— Results: Germany, 4 currencies, G7 (ex-Italy)

Final Considerations

Consulting Opportunities
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= Analysis of the effect of the current low interest rate
environment on individual retirement expectations in
Eurozone, Japan, the UK and the US

= Expectations compared: Development over time of ex-
pectations twenty years ago to expectations @ y/e 2017

= From an individual’s point of view all possible retirement
components should be considered: Income from state,
corporate and private sources

= All aspects are considered only for Germany
= Investment repercussion extended to Japan, UK and US
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The idealised accumulation and decumulation principle

Assets
reserved for
retirement
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= Expectations at age 35 hold true until death;
= Path from zero to zero (“swaddle to shroud”);
= Continuous and smooth progression; and

= Deterministic approach;

= Drop in state pension results in gap increasing by 150%
= Real yields on long term sovereign bonds (market/CE**)
= Mortality assumptions typically™ used by actuaries

= Retirement assumptions typically* used by actuaries

* the author's personal view ** Consensus Economics
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= Age 35 : Probably reasonable;
= Unchanged expectations : ,heroic" but scalable (e.g. 10%%*);
= Swaddle to shroud : Idealised but transferable;
= Continuousness : Idealised but scalable (e.qg.); and
= Deterministic : Enables a first order impression.
* Drop in state pension : Local German situation;
= Only sovereign bond yields : Adaptable to other asset classes;

= Mortality assumptions : Adaptable; and
= Retirement age assumptions: Adaptable.

* 6 out of 60 yrs (age 35 to 95)
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Long-term real returns (%) on government debt:
DE, JP, UK and US
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Source: Central Banks; Japan: Bloomberg
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Long-term real yields (%): Market returns on nominal bonds; Consensus
Economics estimates of inflation
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Expected cost a 35-year-old faces for € 1,000 pension with attaching 60%
contingent spouse’s pension (all annual amounts and linked to inflation)

Germany: Development of Expected Cost over Time
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Taking into account only effect from real yields (CE data)

Currency Average Real Average Real Since when | Cost Increase
Area Yield p.a. 1998 | Yield p.a. 2017 (years) 1998 to 2017
3 3.5

3% + 0.0% 6 2.3
3% -0.1% 6 2.4
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= Results depend on data, methodology and assumptions;
= These give only a first-order impression;

= Adaptability to all asset allocations;
(key variable: premium over sovereign real yields)

= For Japan, UK and US other factors have not been taken
into account (movements in retirement age and mortality
assumptions and possibly other factors since 1990);

= Consideration of limitations; and
= Lots of areas for further work.
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= Focus on individual: what matters from a holistic view
= Include all sources (income, health, social support)
= In 1st step, some useful, basic overarching views possible
= 2nd step to the individual level not formidable
= Relevant for
— corporate pensions actuary?
— Individual retirement consultant?
— corporate pension sponsor?
— IAA or even at national level?
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The only function of economic forecasting
iIs to make astrology look respectable

J. K. Galbraith, 1908 - 2006, economist
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Thank you very much for your attention!

Contact details:
Alf Gohdes

address: Auf dem Hugel 4
61476 Kronberg

phone: +49 172 655 3378

mail: alf@Gohdes.eu
www.rentenberatung-gohdes.eu
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