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Working party objectives

A selection of potential retirement products and/or investment
technigues that could help improve the options available to

consumers on retirement . Paperl
_ _ (March 2022)
* A framework for assessing how successful the different Link
approaches are when measured against consumer needs and
wants —

- Modelling to analyse the success of each suggested approach == Paper2
against the outlined framework (H2 2023)
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https://www.actuaries.org.uk/system/files/field/document/Identifying%20opportunities%20for%20innovation%20in%20post-retirement%20products%20-%20Paper%201.pdf
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Consumer needs

Self-actualisation
» Morality, creativity, spontaneity

Self esteem
» Achievement, confidence, respect of/by others

Love and belonging
* Friendship, connection, intimacy

Safety and security

» Security of health, property,
employment, family and social
stability

Physiological needs
» Food, water, shelter, sleep
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Putting a number on retirement

SINGLE: £20,800

MODERATE COUPLE: £30,600

SINGLE: £10,900

MINIMUM COUPLE: £16,700

Covers all your needs, with
some left over for fun

O More financial security and o

RETIREMENT | PEMSIONSAND L . . =

LIVING Iﬁ:fFErEEfEﬁﬂhmm Source: The PLSA/Loughborough University Retirement Living Standards %g;ﬁ Institute
o https://www.retirementlivingstandards.org.uk/ ;ﬁ xi and Faculty
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Presentation Notes
https://www.retirementlivingstandards.org.uk/terms-of-use :

The User must use and publish the Standards only with the values and names in which the Standards are provided by the Licensor and may not make any changes to these except for any changes that are specifically approved by the Licensor in advance in writing. The User must ensure that it is at all times using the latest version of the Standards published by the Licensor.
In all instances of its use and/or publication of the Standards the User must include an acknowledgement that the Standards are the property of and are provided by the Licensor and Loughborough University and describe the Standards as “The PLSA/Loughborough University Retirement Living Standards”, except for any changes that are specifically approved by the Licensor in advance in writing. The Licensor will provide a PLSA logo which, wherever practicable, the User must display with the Standards.
The User shall whenever practicable include with any use or publication of the Standards a link to the Website.


https://www.retirementlivingstandards.org.uk/

Consumer needs

Self-actualisation
» Morality, creativity, spontaneity

Self esteem
» Achievement, confidence, respect of/by others

Love and belonging
* Friendship, connection, intimacy

Safety and security

» Security of health, property,
employment, family and social
stability

Physiological needs
» Food, water, shelter, sleep

== Comfortable

== Moderate

== Minimum
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IFS research — spending in retirement
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Presentation Notes
“Note: CPI used for inflation adjustment. Average weekly per-person spending in £ 2019 prices. Age profile derived from a regression of spending on a cubic in age, and year dummies, but no cohort controls. Dots represent average spending at each age, pooling all data. Source: Authors’ calculations using LCFS 2006–18 and ELSA waves 2–9.”

EH note:  Received confirmation by email 26/10/22 from Heidi Karjalainen that “You can refer to our research as long as you include a reference to the report, no other permission needed.”

https://ifs.org.uk/sites/default/files/2022-09/IFS-Report-R209-How-does-spending-change-through-retirement.pdf

IFS research — spending in retirement
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Presenter
Presentation Notes
“Note: CPI used for inflation adjustment. Average weekly per-person spending in £ 2019 prices. Solid lines: estimated age profiles from a regression of spending on a cubic in age, and year and cohort dummies, drawn separately for each cohort. Dots: average spending among the given cohort and age. Dashed grey line: the cross-sectional profile derived from a regression of spending on a cubic in age, and year dummies, but no cohort controls. Source: Authors’ calculations using LCFS 2006–18 and ELSA waves 2–9.”

https://ifs.org.uk/sites/default/files/2022-09/IFS-Report-R209-How-does-spending-change-through-retirement.pdf

Potentially changing needs over time

<= Comfortable

== Moderate
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PPl research — “Need archetypes”

“Future pensioners will have different savings portfolios, needs

and characteristics than current pensioners Saving for e.g.

bequests, funeral
expenses

“A lack of appetite for annuities means that hybrid products
which offer both flexible withdrawals and guaranteed income
may appeal more to consumers in future”

Providing
financial support
for relatives

“Soft defaults which are tailored for different retirement
need/desire archetypes could help people to better manage
their retirement income”

“Current retirement choices are geared toward people committing to a retirement income
strategy at the beginning of retirement; going forward, more flexibility will be needed as
circumstances may change as people age”

Source: Pensions Policy Institute research “How will future pensioners use guaranteed income products”

Providing a
secure income
throughout
retirement

Meeting one-off
costs, e.g. home
improvements,
holidays, paying
off
mortgage/credit
card

Funding
retirement to
State Pension
Age

A savings
account to use
for occasional

income to

supplement other
sources
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Presenter
Presentation Notes
Introduces “need archetypes”
Research considers each archetype in turn and how people with different characteristics might access retirement income
Some key conclusions the PPI draw are….
We can build on this by a) stochastic modelling and b) mapping solutions best suited to combinations of need archetypes as needs change over time.


PPI report: “Pot at retirement - investment returns
Investment returns after retirement are based on two notional funds, a low-risk fund and a high-risk fund. The target returns of these funds are as follows:
• Low-risk fund: Consumer Prices Index (CPI) over expenses
• High-risk fund: earnings growth plus 1.5% over expenses 
The future rates of return are assumed to be in line with the targets. It is assumed that both drawdown and money remaining in the pension fund are invested the same way after retirement. We assume that before retirement the individual significantly de-risked their pot, so that at the time they retire they have a pot invested 60% in the lowrisk fund, and 40% in the high-risk fund. “

Webiste (https://www.pensionspolicyinstitute.org.uk/sponsor-research/research-reports/) states: “You are welcome to use the Pensions Policy Institute's research but please reference any material appropriately.”

https://www.pensionspolicyinstitute.org.uk/media/4151/20220908-how-will-future-pensioners-use-guaranteed-income-products-final.pdf
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Potential products to consider further

Annuities \

Deferred Variable

Immediate

annuity annuity annuity

Other products \

Equity
Drawdown release Tontines

mortgages
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Greater than the sum of the parts

Drawdown then annuity

Income

5 10 15 20 25 30 35
Year

® Annuity = Drawdown

Annuity with drawdown top up

Income

5 10 15 20 25 30 35
Year
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lllustration of a £200,000 retirement

Income profile

60,000 Source: Barnett Waddingham
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Equity release mortgages

Unlocks wealth in
locked-up in property

No- negatlve equity Allows |nd|V|duaIs to oroduct i .
guarantee stay in property roduct innovation

Provides lump sum Interest roll up

ERMSs remains a popular product with £4.8bn lending made in 2021 — increasing from £3.9bn in 20202
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22 November 2022 Source: (1) Equity Release Council Q4 and FY 2021 market statistics. 18
(2) Equity Release Council Q2 and FY 2020 market statistics



Tontines Actuarially fair /

equitable

Income is not

guaranteed

Pooling of

Account shared among tontine participants

risks

Longevity credits

Investment returns Investment returns

Account Account
value value
Withdrawals ’ Potentially
o complex
Longevity risks P

remains with :

T Negative

individual _

perceptions
Institute
Source: Actuarial Research Centre presentation: “21st century retirement: Modern tontines” g?i\gfucaurliteﬁ

https://www.actuaries.org.uk/system/files/field/document/3%200ct%202018%20webinar.pdf
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Products available today

+

=y Also many solutions
(/) offered by IFAs
»

canada
The Retirement [
Account

A flexible pension for your changing needs

A flexible personal pension plan that can be adapted to suit your
changing needs. Whether you’re working, close to retirement or s Ec U R E l_ I F E T I M E I N c 0 M E
already retired. The Retirement Account is simple, low-cost and lets

you bring all your pension pots together under one simple plan. As e s . . . . .
you enter retirement, you can choose to take a guaranteed income Secure Lifetime Income is a new option for enhancing drawdown portfolios. Sitting

pension drawdown or a combination of both. innovatively within a client’s chosen drawdown arrangement, Secure Lifetime Income
provides an element of guaranteed income alongside their retirement income portfolio.

As part of a retirement income plan Secure Lifetime Income can improve client outcomes
in a wide variety of circumstances.

Y
?#SE; Institute
i@i and Faculty
22T | of Actuaries

S
RITIARE

22 November 2022 20


Presenter
Presentation Notes
Haven’t mentioned LCP as this slide now focusses on what is already out there.
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Proposed approach

Carry out
stochastic
modelling

Assess by
gualitative and
guantitative
criteria

ASSess across

of retirement

|dentify best
product for
consumer

types

Paper 2
Late 2023
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Key customer needs

Management of longevity risk

— Low probability of running out of funds

Reliability of income

— Sufficient income to live on from year to
year

— e.g. inflation protection, not too volatile

Ability to maintain purchasing power

Flexibility

— Ability to change solution over time

Possibility of leaving a bequest
Perception of good value for money
Simplicity

— Simple for consumers to understand

Low maintenance for the consumer

— Requires minimal input from consumer
on ongoing basis
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Metrics for measuring success

Quantitative measures

Stochastic simulations for each
combination of products and assess:

Probability of nominal income >x% of
initial income

Probability of real income >y% of
initial income

Probability of total value >z% of
starting fund value

Qualitative measures

Level of simplicity / ease of
understanding

Any ongoing requirements

Level of flexibility in early years

Longevity protection after age 95
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lllustrative output

Age
Criterion 65-70 70-75 75-80 80-85 85-90 90-95

Longevity protection

 |nflation linked
annuity

Reliability of income

Ability to maintain

purchasing power * S year guarantee

Value provided pe ri Od
Flexibility

Simplicity

Low ongoing maintenance

Excellent Good Adequate - Poor -
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Structures included in model Annuity /

deferred
annuity

Points to note:

« Tontine modelled as variable annuity
with no minimum guarantee

Tontine /

« Can build varlgk_)le annuity Wlth | Equity Model T,
guaranteed minimum by layering with release components annuity
traditional annuity

* Annuity incomes paid into drawdown
fund and can be drawn or not drawn as
suits

Investment

» Equity release is separate as otherwise drawdown
would class as contribution to pension Y89 | Institute
255N | and Faculty
o2 | of Actuaries

22 November 2022



lllustrative scenario - Profile 1

Payout profile « £100,000 pension
1,200 savings at 65
1,000 » 50% allocation to
800 deferred annuity at 75

(no escalation)

Income per month (£)

600
400 * 50% allocation to
200 flexible drawdown

LOMNMNODOTMNMTUOUNOOOTANNMULOMNMNOOODOTTMTUOMNNOO — N
OCOOOMMNMMMMMMNMNMNMOOWOWWODDDLDOOOOOOOO OO O
Age
mmm Deferred annuity mmm Flexible drawdown @H§
mB\E Annuity income reinvested ====Total payout to member ¢ Institute
[He 55\ | and Faculty
o2 | of Actuaries
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lllustrative scenario - Profile 1

Invested value within pension product « £100,000 pension
60,000 savings at 65
g 2000 + 50% allocation to
£ 40,000 deferred annuity at 75
© .
% 30,000 (no escalation)
‘% 20,000 * 50% allocation to
© .
E o000 flexible drawdown
- \
LOMNMNODDOTTMTUOUMNMNODOODTTANMNMOUOLOMNMNDO T MTWUONOOO —N
Age
—Profile 1
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lllustrative scenario - Profile 2

Payout profile

1,200
& 1,000
-
£ 800
O
=
= 600
o
€ 400
o]
]
£ 200

O
©

O NOOT~TM<TUOUNMNOO—~NMLW
O O OMMMMMMMDPMSO O 0

Age

mmm Variable annuity == Flexible drawdown

OO T~ M<TONNOD
COWOOOOOoOo O O

== Total payout to member

101

102

e £100,000 pension
savings at 65

* 50% allocation to
Immediate variable
annuity (no minimum
guarantee)

* 50% allocation to
flexible drawdown
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lllustrative scenario - Profile 2

Invested value within pension product

O OMNOOODOTT MM <TUMNMNODOOOTTONMULOMNMNOO ™M <t
OCQOOOMMNMMMMMMNMMNMOODOWODODODOOOO OO
Age
= Profile 1 =—Profile 2

95

97

98
99
101

102

e £100,000 pension
savings at 65

* 50% allocation to
Immediate variable
annuity (no minimum
guarantee)

* 50% allocation to
flexible drawdown
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lllustrative scenario - Profile 3

600

400

Income per month (£)

200

1 © M~
© O O

o) O
O ~

~ < W0
NN~ N

Payout profile

M~
I~

mmm \/ariable annuity

ERM income

e 0]
M~

M
N~

—TANOLOLOMNOO — M I W
00 €O €O €O 00 CO 00 OY OY O O O

Age

mmm Flexible drawdown
- Total payout to member

M~
»

o0)
(o))

(o))
(o))

101

102

£100,000 pension
savings at 65

50% allocation to
Immediate variable
annuity (no minimum
guarantee)

50% allocation to
flexible drawdown

Equity release called
upon once drawdown
exhausted (property
value £265,000 at t=0)
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lllustrative scenario - Profile 3 * £100,000 pension

savings at 65
Invested value within pension product

60,000 e 50% allocation to
Immediate variable

50,000 . o

S annuity (no minimum
S 40,000

2 40, guarantee)

c 30,000 .

g * 50% allocation to

g 20,000 flexible drawdown

= 10,000

* Equity release called
upon once drawdown

S BRERRNRRRR BB 0D 003D R> DD SO
-~ exhausted (property
e value £265,000 at t=0)
—Profile 1 =——Profile 2 =——Profile 3
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lllustrative scenario - Profile 4

Payout profile

800

600

400

Income per month (£

200

<
M~

WONDIO~OM< O~
©OOOWORMNNNN

mmm \/ariable annuity
mmm Flexible drawdown

O
~

(®)]
~

T AN OMNMNOOO ~—M S W
COWWWOWOWWH OO OO

Age

ERM income
e Total income drawn down

M~
D

o 0]
(o))

(@)
(o))

101

102

£100,000 pension
savings at 65

50% allocation to
Immediate variable
annuity (no minimum
guarantee)

50% allocation to flexible
drawdown

Equity release called
upon once drawdown
exhausted (property value
£265,000 at t=0)

No investment de-risking

|
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lllustrative scenario - Profile 4

Invested value within pension product

90,000

80,000
< 70,000
60,000
50,000
40,000
30,000
20,000
10,000

Investment value

O OM~NOOOO M <TUMNMNODOOTQANMULOMNMNOOO T M<T W MNSOODOO

OCOOOMMMMMMMMNMNMNMOOOODODODOOOOOOOOO O O
Age

—Profile 1 =—Profile 2 ==Profile 3 -——Profile 4

£100,000 pension
savings at 65

50% allocation to
Immediate variable
annuity (no minimum
guarantee)

50% allocation to flexible
drawdown

Equity release called
upon once drawdown
exhausted (property value
£265,000 at t=0)

No investment de-risking
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R

and Faculty
of Actuaries

22 November 2022



Institute

gﬁ;, ﬁﬁ‘
Q\__gd of Actuaries

and Faculty

Conclusion

HLifeConf




Conclusions

There is a need for products which can evolve through retirement as
iIndividual needs change

Different individuals have different needs, but it is possible to design for
some common patterns

e Getting this right will be of great benefit to both consumers and providers
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Expressions of individual views by members of the Institute and Faculty of Actuaries
and its staff are encouraged.

The views expressed In this presentation are those of the presenter.
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