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Survey Framework

@ CSIS conducted a survey of retirement behavior and expectations in China,
Hong Kong, Malaysia, Singapore, South Korea, and Taiwan.

@ The survey was based on nationally representative samples in all countries
except China, where the sample was limited to urban residents.

@ The survey universe consists of “main earners” aged 20 and over and
includes both current main earners and retired main earners.

m Respondents were asked about their general attitudes toward retirement,
as well as about their own retirement experience and expectations.

@ Current retirees were asked about their current retirement experience,
while current workers were asked about their expectations for retirement.
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Retirement Policy - I. What are today’s major challenges?

“Which view about the elderly comes closest to yours?”

Share of Respondents Saying "The Elderly Have Little to Contribute to Society and Are Mostly a
Burden," by Age Group
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Retirement Policy - I. What are today’s major challenges?

Share of Retired Respondents Who Retired Before Age 60
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Retirement Policy - I. What are today’s major challenges?

Cumulative Percentage Change in the Working-Age Population (Aged 20-59), 2010 to 2040
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Source: UN Population Division (2010) and Taiwan's Council for Economic Planning and Development
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II. What does the public
want?
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Retirement Policy - II. What does the public want?

Share of Respondents Saying Both Parents and Children Would Be Happier If
They Were More Independent and Self-Sufficient
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III. What does the public
expect?
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Retirement Policy - III. What does the public expect?

Share of South Korean Respondents Who Receive or Expect to Receive at Least Some Income
from Financial Assets When They Are Retired or Elderly, by Type of Asset: Actual Share for
Current Retirees versus Expected Share for Current Workers Aged 20-59

O Current Workers Aged 20-39

M Current Workers Aged 40-59

O Current Retirees

Bank Deposits Insurance or Annuity Policies Stocks or Bonds
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Retirement Policy - IV. Summary Recommendations

"As the population grows older and there are more retired people to support, please tell me
whether you think the government should or should not do each of the following."

Share of Respondents Saying "Government Should Raise the Retirement Age"
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Retirement Policy - IV. Summary Recommendations

"If you could choose how retirement benefits will be paid to you when you retire, please
indicate which of the following ways you would prefer to receive the benefits."

O All in Monthly Payments

Al in a Lump Sum

Singapore Hong Kong Malaysia South Korea Taiwan
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"Who, ideally, should be mostly responsible for providing personal care to
retirees when they need help with everyday living or are sick or disabled?"

Malaysia

Singapore

Taiwan

Hong Kong

South Korea

1

O Grown Children of

29‘32)1% Retirees or Other Family
29% Members

1 37% E Retirees Themselves, by

_L‘ Paying for Caregivers
32%

| 29% 8 Government, by Paying

1%

| 429% for Caregivers
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This Morning’s “Roadmap’

1. What is Financial Gerontology?
@ Gerontology includes more than just Old People
® There are 4 “Kinds” of Aging
® The Social Wealth Span: A Model that > >
—>—>combines 100-year Longevity and Middle Age

2. Longevity Planning: Family Aging
® Middle-Aged “children”
® The Senior Sandwich Generation
® A Financial Planning Tool: The Filial Fraction



What is
Financial
Gerontology?



“Financial Gerontology”

1. What is financial gerontology?

@ Gerontology is NOT the study of old people!
@ It is the study of the multiple processes of aging.

2. What is financial gerontology?

@® Mainly, we teach gerontology to financial professionals

@ \We also teach personal finance to service providers —
for example: social workers, nurses, administrators



The Multiple Processes of Aging

In Gerontology, we look at
four “kinds” of aging:

Population Aging
Individual Aging

Family Aging

> w e

Generational Aging



All 4 Kinds [“Lenses”] of Aging
Influence Retirement Strategy

1. Population Aging: 2. Individual Aging:

Numbers & percents of | | Human development
young and old age Longevity

Ratio of old to young Wants, needs, hopes,

Changes across time concerns, fears

Patterns across countries | | Non-financial worries
Influence financial

resources & strategies




All 4 Kinds [“Lenses”] of Aging
Influence Retirement Strategy

3. Family Aging: 4. Generational Aging:
Changes in the age Age differences are not
structure of families always aging changes
Longevity leads to more | | Age 40 and age 70 are
midd|e_age children of different generatiOnS
elderly parents Being age 60 In 1980 is
How does having elder not the same as
parents change your In
longevity planning?




The Multiple Processes of Aging

In Gerontology, we look at
four “kinds” of aging:

Population Aging
Individual Aging
Family Aging

> W o=

Generational Aging



Middle-Agers are the largest %

of the 50+ population in both Korea and USA

Korea
50-69
70+

total 50+

USA
50-69
70+

total 50+

1990
82%
18%

100%

1990
67%
33%
100%

2010 2030
25% 35%
100% 100%
2010 2030
(2% 61%
28% 39%
100% 100%

2050
51%
49%

100%

2050
58%
42%

100%



What is the
Social Wealth Span?



Social Wealth Span in the 21st Century (usa)
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_ongevity Planning
and Family Aging

Financial Decisions are Family Decisions



L_ongevity Planning
and Family Aging

But first, | want to ask you a question!



FAMILY AGING

Increasing Longevity Produces
Many “Middle-aged Children”

Al Age 50
1 parent a &

s s e '
- N g 1.2 \
ST - et
n2 b & i
o AR e
WS e
e

At Age 60" =
1 parent alive 0 13% 49%

Source: U.S. Census Bureau




FAMILY AGING

Increasing Longevity Produces
Many “Middle-aged Children”

1900 1940 1990

At Age 50
1 parent alive 39% 52% 80%
both alive 4% 8% 2%
At Age 60

1 parent alive 7% 13% 49%

Source: U.S. Census Bureau




Family Aging:
The “Senior Sandwich” Generation

* In the past, the term Sandwich Generation was
defined as women in their 40s who are
simultaneously taking care of their children and

their 60-year old parents

« Because of longevity, now it is the 60-year old
who 1s “the child”! In the U.S., 70% of all 60-
year-old kids now have at least one parent alive

e Result: the “Senior Sandwich” Generation




The Filial Fraction

A Financial Gerontology tool
for financial professionals to advise
their sandwiched clients:

It Is a Quantitative approach to a
Qualitative challenge




Definition

Definition: The Filial Fraction i1s--

“The percentage of a middle-ager’s adult life

shared with an elder parent »%

Filial  Numerator = # of years the parent is “old” (over age 75)

Fraction benominator = # of years child is an adult (over age 20)

*Note: The Filial Fraction is a neutral measure.
It does not mean that the elder parent is a burden . . .
. . . Sometimes the elder is supporting the middle-ager!




How do we calculate the Filial Fraction?

# years the parent is “old” (over age 75)
# years the child is an adult (over age 20)

Numerator =
Denominator =

2012
Mother, age = 90 Son, age =60
Years > /5 =15 Years > 20 =40

FF =15/40 = 38%

yA\y¥i
Mother, age = 100 Son, age 70
Years >75=25 Years > adult =50

FF = 25/50 = 50%




Filial Fraction Worksheet

2012

(a) age of oldest living parent
(b) subtract 75

(c) your current age

(d) subtract 20

(FF) FF = b/d

2022

(a) age of oldest living parent
(b) subtract 75

(c) your current age

(d) subtract 20

(FF) FF = b/d




Filial Fraction Worksheet

2012

(a) age of oldest living parent
(b) subtract 75

(c) your current age

(d) subtract 20

(FF) FF = b/d 15/40=

2022

(a) age of oldest living parent
(b) subtract 75

(c) your current age

(d) subtract 20

(FF) FF = b/d 25/50=




...a little poem about Family Aging...

“Nowadays, the majority of middle-aged people
have more parents

than they have children.”

Eldon Weisheuit,
Aging Parents, 1994



Financial TO Summarize cooee
Gerontology:

Population Aging‘
Individual Aging
Family Aging Understanding
Generational Aging Longevity:
The Social
Wealth Span \
Accumulation

Expenditure
Changing Balance

Family Aging:
The Senior
Sandwich
Generation

Middle Age \

Kamsahamnida
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Notes : N(male)=1,919; N(female)=2,579 , Using Logit Model
* significant at 10%; ** significant at 5%; *** significant at 1%
Source : Korea National Health & Nutrition Examination Survey Data(2008)
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Retirement Strategy Forum 2012

Baby boomers’ 30-years
retirement planning in Japan
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Introduction/1

* Rapid population ageing (i.e. rising share of elderly in the total
population) is a function of declining fertility rate and improved
longevity, particularly at age 60 or 65.

* Increasingly proportion of life would be spent after institutional
retirement, unless that age is increased in line with longevity trends.

e According to Roy (2012), average life expectancy at age sixty for the
world as a whole increased from 18.5 years (1995-2000) to 19.7
years (2005—2010) and is further projected to increase to 20.5 year
(2015-2020). Similar trends are projected for all the regions of the
world including Asia (Fig.1).
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* In about a dozen countries, life expectancy at birth
for those borne in 2000 and later is projected to be
around 100 years.

 Demographic trends portending rapid ageing suggest
that longevity, inflation, and survivor’s risks borne by
individuals, companies, pension plans, asset
managers, insurers, government and other
stakeholders has become a major challenge globally.

* The above risks need to be managed while providing
adequate income from all sources in old age, with
near universal coverage.
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Longevity risk

Figure 1: Life expectancy at 60 is increasing significantly
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Souwrce: UN Population Division (World Population Prospects, 2010 Revision), Credit Suisse

Source: Roy, 2012
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What is longevity risk?

* Longevity risk in the risk that individuals (or households) may find
their savings (and other resources) exhausted before they die.
Uncertainty about longevity trends (primarily due to the advances
in medicines and in medical technologies) makes its management
quite complex.

* Rapid ageing increases the old age dependency ratio (Figure 2) and
public pension expenditures (Figure 3).
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 OECD (2011) has estimated that public spending on
old-age pensions and survivors’ benefits in the OECD
increased 15% faster than the growth in national
income between 1990 and 2007, from an average of
6.1% of gross domestic product(GDP) to 7.0%.

* Public pensions are often the largest single item of
government expenditure, accounting for 17% of total
government spending on average.
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Old Age Dependency Ratio in Selected Asian Countries

Figure 2: Ratio of 65+ aged people to people between 16-65 (called the ‘old-age dependency ratio’ is
increasing rapidly in Asian countries. This trend necessitates methods other than PAYG to finance Asian

ageing societies.
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Demographic Pressures

Figure 3: Demographic pressures and public pension expenditure are increasing

Public expenditure on pensions 2007 (% of GDP)
15
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Note: Regression line is pension expenditure = -2.091 (1.908) + 0.3835
(D.D?E:Hﬁ dependency ratic, where heteroskedasicity adjusted
standard errors are given in parentheses. The coefficient on the

dependency ratio is significant at the 1% level and the R? of the
regression is 0.4670.

Source: OECD Social Expenditures Database (SOCX); United Nations,
World Population Prospects — The 2008 Revision.



Introduction/8

* While the focus has usually been on pensions, rapid ageing
significantly increases the healthcare costs, which rise
disproportionately with age.

 Thusin 2010, the OECD average for healthcare cost was 9.5 percent
of GDP, ranging between 17.6 percent and 6.2 percent (OECD, 2012)

* The rate of inflation in the healthcare sector usually exceeds the
overall inflation. As an example, in the United States since the early
1980s the price of hospital care and higher education has risen
fivefold relative to cars and clothing and more than hundredfold
relative to price of television (Summers, 2012)



Introduction/9

The capacity of the governments to fund pensions and healthcare
expenditure through social insurance schemes and the budget are likely to
be constrained for considerable period, particularly in the aftermath of
the 2008 global economic crisis.

The crisis has diminished prospects for medium term growth globally. Thus,
US, Eurozone, UK and Japan are expected to exhibit medium term annual
growth rate of only 2.4, 1.6, 2.2 and 0.9 per cent respectively. This is much
below pre-crisis growth projections.

Growth in large emerging markets such as China and India has also slowed,
though there are bright spots among Asian countries notably Indonesia.

This is relevant as economic growth is the single most important
macroeconomic variable for economic security of both the young and the
old. Quality of growth concerns have also become more prominent



Introduction/10

* Even as public expenditure on pension and
nealthcare increases, individuals will need to
oear larger share of old age financing.

* |tisin the above context that this
oresentation explores the role of capital
markets in meeting the challenges of rapidly
ageing societies.




Size and Structure of Pension
Assets/1

* |[n 2011, total pension assets in 13 largest
pension markets were 27.5 trillion, 12 percent
of their combined GDP (Table 1).

* Pension assets range form a low of only 5
percent of GDP in France to 133 percent of
GDP in the Netherlands (Table 1).



Size and Structure of Pension
Assets/2

Table 1: Pension assets in 13 economies 3 from Asia-Pacific

Source: Towers Watson, 2012

Total Assets 2011 % GDP
(USD billion) (local currency)

Australia 1,301 96%
Brazil' 321 15%
Canada 2 1,303 8%
France 129 5%
Germany? 468 14%
Hong Kong 84 34%
Ireland 101 0%
Japan 3,363 55%
Metherlands 1,046 133%
South Africa 227 62%
Switzerland* 693 115%
UK: 2,394 101%
Us: 16,080 107%
Total 27,509 72%"




Size and Structure of Pension
Assets/3

 |n 2011, for the world as a whole, about two-fifths of
the pension assets were in equities, 37 percent in
bonds, and about one-fifths in other assets(figure 4).

* Fixed income assets are usually the mainstay for
managing pension liabilities. But currently more than
a dozen countries have negative yields on 2 year
government bonds. This has led to widening of asset
classes by pension fund managers in search for
yields.



Size and Structure of Pension
Assets/3

The search for yield however will need to be
reconciled with improving economic fundamentals, if
the capital markets are to play their proper role.

In 2011, DB accounted for 57 percent, and DC 43
percent of total global pension assets (figure 4).

The range however was quite wide, with DC assets
accounting for only 2, 4 and 7 percent in Japan,
Canada and Netherlands respectively.

In sharp contrast, four-fifths of Switzerland and U.S.
pension assets were in D.C.(Figure 4)



Size and Structure of Pension
Assets/4

In 2010, among the non-OECD countries, two countries with National
provident Funds (Malaysia and Singapore) have the highest pension assets
to GDP ratio, though still below the average for 13 largest pension
markets. (Table 2).

But the pension assets in Asia, particularly in those countries initiating or
expanding DC schemes, and those countries where coverage rises, (Figure
5), are likely to grow rapidly.

These will need to be intermediated through the Capital markets.



Size and Structure of Pension
Assets/5

Figure 4: Pension funds asset allocation and defined benefit (DB) and defined
contribution (DC) split, 2011
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Size and Structure of Pension
Assets/6

Table 2 : Pension assets in selected Asian countries

Total Assets 2010 % GDP

(USD Billion)
Australia 995 105.2
China 41 0.8
Hong Kong 47 21
Korea 280 27.6
India 8 0.4
Malaysia 141 59.3
New Zealand 17 13.6
Pakistan 3 1.4
Singapore 136 65.3
Thailand 15 4.8

Source: Hu, 2012
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Figure 5: Coverage of mandatory pension schemes in Asia

Percentage of population in working age group and labor force covered

Coverage of mandatory pension schemes
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Source: OECD. 2009. Pensions at a Glance Special Edition: Asia/ Pacific.
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Ageing and Capital Markets/1

Rapid ageing will increase the reliance on capital markets to
intermediate pension contributions and savings into financial
assets providing claims on future income flows in both

accumulation and decummulation (pay-out) periods(figure 6).

Greater coordination between the two phases will also be
needed to better facilitate the role of capital markets.

Rapid ageing could also encourage domestic companies to
invest more aggressively abroad (as in Japan) necessitating
use of capital markets.



Ageing and Capital Markets/2

* The current global environment however, has led to
reexamination of the financial and capital markets practices
and regulatory framework and has made it more difficult to
manage risk- return preferences ( Blanchard et al, 2012).



Ageing and Capital Markets/3

Figure 6 :Arccumulation and payout phases of DC schemes

Cumulative

Balances $ N
Accumulation Pha

Decumulation ( pay-out) phase

v

»

Working-phase Withdrawal Age Retirement Period

Cumulative Balances = Net contributions (contributions minus withdrawals), plus interest
credited on accumulated balances.

Decumulation phase: the funds accumulated can be spent rapidly or slowly. Death may
occur before the funds are exhausted or reverse is also a possibility. So need to protect
against longevity risk. As it is the purchasing power of the funds that is relevant, protection
against the inflation risk is also desirable.
Source: Author
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Ageing and Capital Markets/3

In some countries future pension liabilities are also likely to be met from
separate pool of funds. Thus, China established National Social Security
Fund (NSSF) in 2000 to partly fund future pension liabilities. This is a
Sovereign Wealth Fund (SWF) with mandate to invest globally requiring
extensive use of capital markets. In early 2012, its assets were USDS 135
billion. (http://www.swfinstitute.org/fund-rankings/)

In August 2012, the southern province of Guangdong in China received
official approval to invest in domestic capital markets.

More such initiatives in China and elsewhere in Asia are likely.

The GSIS (Government Service Insurance System) of the Philippines, the
EPF (Employees’ Provident Fund) of Malaysia and GPF (Government
Pension Fund) of Thailand are expected to increasingly rely on
international and asset class diversification of their pension assets. This
will significantly increase the role of capital markets in these countries.



http://www.swfinstitute.org/fund-rankings/
http://www.swfinstitute.org/fund-rankings/
http://www.swfinstitute.org/fund-rankings/

Longevity Risk and Capital Markets
/1

* Individuals, annuity providers, corporate pension funds and
governments alike are all carriers of longevity risk. Individuals
risk outliving their assets post-retirement; life insurance
providers risk not meeting their actuarial assumptions; and
corporate pension plans and state and federal governments
risk promising overly-generous benefits that they cannot
afford.

* As benefits of international and asset-class diversification
become increasingly apparent in many Asian countries, the
role of domestic and global capital markets will also become
more pronounced and sophisticated.



Longevity Risk and Capital
Markets/2

* The responses from pension plans to address
longevity risk include a shift from (Roy, 2012)

— Defined benefits (DB) to defined contributions
(DC)
— From being unfunded to funded

— implementation of asset management strategies
that better match liabilities, and

— utilization of longevity-linked instruments to
remove longevity risk off the balance sheets of
existing DB plans.



Longevity Risk and Capital
Markets/3

* Governments have also responded by reforming pension
systems to encourage people to work longer and save more for
retirement.

* There has been a growth in the volume and contract types of
annuity products offered by insurers and the growth of the
reinsurance market that allows insurers themselves to further
transfer longevity risk.

* There is, however, still a lack of financial instruments to hedge
against longevity risk.



Longevity Risk and Capital
Markets/4

As summarized in the following slides, further developments in managing
longevity risk should focus on creating a set of instruments that are
effective, economically affordable, and transparently priced. The summary

draws largely but not exclusively from Roy (2012).

Simple cost-effective solutions linking retirement ages to longevity,
efficiently engaging women and older workers in the work force for longer,
education and technology driven flexible work practices, along with
preventing productive human capital outflows ought to be considered

seriously in Asia (Roy 2012).



Longevity Risk and Capital
Markets/5

Annuities : three sources of annuities for retirees:
— Social security
— Employer-sponsored DB plans
— Actual annuity contracts.

Longevity-linked Instruments : Longevity indices and longevity
bonds provide hedging tools of aggregate longevity risk of the
overall population at an institutional level.

— Longevity Indices: A longevity index indicates the probability of life
expectancy for individuals of a certain age to increase by a certain
number of years over a period of time.

— Longevity Bonds: Longevity bonds, also known as survivor bonds,
generally pay a coupon that is linked to the survivor rates of a
selected birth cohort.

— If a higher than expected proportion of this cohort survives, the
coupon rate would increase, offsetting some of the provider’s cost and
hedging aggregate longevity risk.



Longevity Risk and Capital
Markets/6

De-risking DB : Market risk: uncertain asset returns, interest
rate, inflation risk; Demographic risk: longevity risk and risks
associated with member choice.

Recent capital market developments have offered a few
solutions for DB plans to off- load these risks:

— Pension Buy-outs
— Pension Buy-ins
— Longevity Hedges

Re-insurance : Insurers and banks can diversify away specific
longevity risk by pooling annuitants and managing the
foreseeable part of aggregate longevity risk and through
charging an appropriate premium.



Longevity Risk and Capital
Markets/7

Figure 7

Pension Buy-out

Pension Assets & Liabilities

Plan

Insurer

Payments

Members

Insurance

: Written in the names of individual members
Policy

Fully discharged of assets and liabilities

Disposed of longevity risk, inflation risk, and risk of
uncertain asset retums

Pension
Plan

Completely disconnected to the pension plan

Memb
EMBErs Receive payments from the insurer

Take over assets (with premium) and liabilities
Pay members

Insurer

Source: Lane, Clark & Peacock 2010.

Cited in Roy, 2012

Pension Buy-in

Assets (normally
used as collateral)
F"::;ﬂu" Insurer
- Paymenis
Payments
Members

Insurance

i Written in the name of the pension trustee
Policy

Assets fransferred. Liabilities remain but insured
Pension

Plan Transfer longesity risk, inflation risk, and risk of

uncertain asset retums

Remain with the scheme

Members
e T payments from the pension plan

Take over assets (with premium)
Insure pension plan's liabilities

Insurer
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Asset-Liability Management: In recent years, asset-liability management,
or liability-driven investment, has been increasingly adopted by the
pension fund industry.

This approach shifts from an asset-only focus to one that focuses on the
relative riskiness of the assets and long-run liabilities. It involves modeling
pension liabilities and cash flows based on factors such as membership
composition, plan rules, inflation risk, interest risk, contribution risk of
plan sponsors and longevity risk.

Risk-Sharing of DC Schemes
Renegotiated Benefits

Turning physical assets(such as housing) into income schemes for
example through reverse mortgages



Concluding Remarks/1

* The presentation suggests that managing rapid
ageing will not be feasible without central role of
capital markets.

* For capital markets to play the desired role in
managing rapid ageing, however financial
innovations in product design and service delivery
with a view to reducing transformation costs and
more sustainable risk-sharing among the
stakeholders will be needed. The Asian countries will
need to undertake their own capital market reforms
as pension assets accumulate.



Concluding Remarks/2

* At a global level, regulatory functions of
capital market which is to intermediate global
savings into productive investments which

help increase global trend rate of growth will
need to be restrained.
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Outline

" |ntroduction to Australia’s retirement savings arrangements
* The market for retirement benefits

= Barriers to growth of the annuity market

" Policy proposals and current market developments

= | essons for Korea
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Retirement Income Policy has 3 components Business

1. Public Age Pension
" General revenue, 28% average earnings, means tested
= Eligibility: Residency and age = 65; 67 from 2017

2. Superannuation Guarantee

= Since 1992, minimum 9% employer contribution (12% by 2019)

= Defined contributions, individual accounts, private superannuation funds
= Persons aged 18-70 earning >SA450 month (7% earnings)

= Benefits from age 55 (60) — CHOICE of lump sum/income stream

3. Voluntary superannuation and other saving

* Encouraged by tax concessions, 1/3 make additional contributions of
around 6% earnings; homeownership (85%), financial assets, investment
property




Australian
School of

Public Age Pension Business

=" |ntroduced 1909

= Asset and income tested, but designed to minimize effective
marginal tax rates (test free amounts, 50% withdrawal on
income test, TTE taxation -> retirement benefits tax free from
age 60)

* Richest 25% of retirees not eligible
= Of the 75% who are eligible: 2/3 paid a full rate, 1/3 at part rate
" Fiscal cost: 2.7% GDP increasing to 3.8% of GDP by 2050
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Superannuation (privately managed retirement
savings)

= Superannuation Guarantee: introduced 1992
= Voluntary occupational superannuation: introduced in 1850s

= Account balance preserved to age 60 (or 55 if currently age 52
or older)

= |ndividuals can choose fund, asset allocation, retirement date,
benefit type
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Payouts from superannuation - 2012 School of

Business

" Lump sum: (50% retirement payouts)
— invest outside the superannuation system

" Income stream: (50% retirement benefit payouts)

— Account-based pension: phased withdrawal from superannua
tion account.

[Around 98% of income streams, by assets]
— Annuity:
[Around 2% term annuity, only 109 new life annuities in 2011]
— Hybrid longevity products: minimum payment guarantee [Ne
w, ready to be launched]

** Reverse mortgage: around 42,000 current loans, mainly lump sums
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What is an account-based pension?

= Account stays with superannuation/pension fund, or can be moved
to a different provider, individual retains control, choice of asset
allocation

= Choice of withdrawal pattern — with tax concessions if follow a
minimum drawdown — but considerable flexibility

Age Per cent of account balance
under age 65 4%
65-74 5%
75-79 6%
80-84 7%
85-89 9%
90-94 11%
95 and over 14%

= No guarantee of account balance or income - does not cover for
investment risk, inflation risk, longevity risk
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= Term annuity: guaranteed income for a specified period,

indexed/not indexed, single/joint, reversionary, guarantee
period, with return of capital

— Cover for investment risk (and inflation risk if indexed)

= Life annuity: guaranteed income for life, indexed/not indexed,

single/joint, reversionary, guarantee period, with return of
capital

— LIFE annuities DO cover for investment risk and longevity
risk (and inflation risk if indexed)
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What types of annuities are NOT available? Business

= Deferred lifetime annuity: As for a life annuity, but payments
are DEFERRED (ie, start in the future, such as at age 85)

= Variable annuity: Payments linked to share market returns,
but provide a guaranteed payment
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Preference shift from lump sums to income streamsBusiness
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Preference for non-annuitized income streams Business
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Demand issues:

" Long term practice of taking lump sums
" Lump sum is generally the ‘default’ option

= Consumers not familiar with and don’t understand the annuity
product

" From a ‘representative’ survey of 920 superannuation fund
members aged 50-75 years:
= 37% had never heard of a product called a LIFE ANNUITY
= Only 22% knew that it provided income FOR LIFE
= Only 8% knew that it offered a GUARANTEED income level
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Demand issues (continued): Business

= Poor levels of financial literacy — eg, similar to many other
countries many Australians have trouble understanding
inflation, interest and diversification — and the benefits of
annuities

= Behavioural: loss aversion (view annuities as bad investments),
framing, mental accounting, desire for control etc.

* The public Age Pension is a form of lifetime annuity

" Previous tax and social security means test preference for life
annuities were gradually withdrawn over mid 1990s-2007
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Demand issues (continued): Business

" Third party involvement:

— Financial Advisors unlikely to recommend — as annuities
represent a ‘one off’ purchase — not a continuous flow of
fees

= Account balances are small, as the mandatory superannuation
arrangements are still immature
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Small accumulations = immature system School of

Business
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Regulatory barriers:

= The definition of ‘annuity’ in the tax law and the social
security law and the superannuation law does not include
deferred annuity or variable annuity

— Deferred an variable annuities are not eligible for tax
concessions or preferential treatment under the Age
Pension means tests

= This has been a barrier to product innovation
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Supply issues (continued):

Financial service providers reluctant to offer life annuities

Concern about lack of products to hedge longevity risk,
interest risk, inflation risk

Number of providers of life annuities dropped from 14 in
1990s to 2 in 2012
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Review of Tax and Superannuation system (2008-09):

= Did not support mandatory annuitization

= Recommended:
= change to regulations to allow deferred and variable annuities
= That government increase supply of long term indexed bonds
= That government consider entering the annuity market

Review of the superannuation system (2009-10):

= Recommended life annuity be the default benefit

Government response:

= No support for the recommendations = established a
‘Superannuation Roundtable’ of experts to consider and review
tax changes and retirement benefit proposals




Industry response Australian

Development of HYBRID longevity products

School of
Business

Minimum guarantee payment for life
Insures against longevity risk and market risk

Payment similar to a deferred life annuity commences when
wealth (retirement accumulation) is depleted due to either
market conditions or longevity

Currently such products do not receive the tax and social
security means test concessions provided to life and term
annuities and account-based pensions (phased withdrawal
products)

Industry ready to launch when (if) government changes
regulations
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$ account balance S Annual payment
- 80,000

200,000

- 70,000

- 60,000
150,000

- 50,000

- 40,000
100,000

- 30,000

50,000 - 20,000

- 10,000

- 7 I I I I I I I I I I 0
65 67 69 71 73 75 77 79 81 83 85 87 89 91 93 95 97 99

B Account balance ™ Phased withdrawal
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S account balance Annual payment
- 80,000
200,000 - | 70,000
- 60,000
150,000 -

- 50,000

IIIII - 40,000
100,000 -
50,000 - - 20,000
- - 0

65 67 69 71 73 75 77 79 81 83 85 87 89 91 93 95 97 99

M Account balance M Phased withdrawal ™ Minimum guarantee payment
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One financial servicer provider is actively marketing School of

annuities Business

‘I should be cutting back my garden, not my spending’

The campaign commenced following the global financial crisis - the message is
not that shares are bad investments, but that we need to make sure that at least

some of our capital is protected by buying annuities.

http://www.challenger.com.au/know/OurAdvertisingCampaign.asp
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Lessons for Korea Business

= Demand issues: Financial institutions need to assist customers
to understand the features of retirement income products

— Annuities are complex products which ordinary people
find very difficult to understand

= Supply side issues: Financial institutions need to think about
how to hedge against longevity, interest and inflation risks

— Longevity risk is difficult to hedge
= Role of government: Should minimise regulatory barriers
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“Health is a state of complete physical, mental,
and social well-being and not merely the absence
of disease and infirmity”

World Health Organization (WHO
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Marketing Strategies for
Senior Consumers

George P. Moschis
Georgia State University



Global aging

Corporate challenges and responses

Designing marketing strategies

The changing face of the senior
market



Global Aging

* Aging in developed countries




Aging Industrial Societies

About 13% of the population of the 29 leading industrial nations is
now age 65 and older. By 2030 it will be 23%.

Share of 65 and older for the six top economies:

01990 0O2010 m 2030

0, 0,
28% 28% 26%
0 23%
22% 23 o 21%
Q0 21%
17%
14% 162 15% 15% 169
13% 14%
i 12%
USA France Germany Italy United Japan

Kingdom




Aging Population in Korea

Korea has the fastest aging population

Korea vs. other industrial societies

Projections

Consequences




Global Aging

« Aging in developing countries




o
=
=
N
"
0
>
o
T
=
©
10
©
g~
0
O
<
\
=
0
O
e
(7
o




Percent Aged 65 and Over:

Figure 1-2.
Percent Aged 65 and Over: 2030




Reasons for Global Aging

* Increase In life expectancy

 Post WWII birth rates




Why Concerned with

Aging Marketplace

* Opportunities:

— Changing composition of the
markets

—Wealth
—Unmet needs




Why Concerned with Aging

Marketplace (cont'd)

 Problems:
— Lack of information
—Many unsuccessful cases

— Do not understand older
consumers




Corporate Challenges

and Responses

« Should we market to older generations?




Most Companies Are Aware of

Demographics - but Not Enough
Are Actively Planning for Them

More than 80 percent of companies
see increased longevity as a
business opportunity or risk...

If your company has thought about the implications of
increased average longevity, does it view this change as mainly
an opportunity or mainly a challenge for the business over
the next five years?

Mainly an opportunity 39%
Mainly a challenge 11% 82%
Both opportunities and risks 32%
Neither opportunity nor risk 6%
Not considered 13%

Source: Economist Intelligence Unit, A Silver Opportunity? Rising Longevity and Its Implications for Business, 2011.




Most Companies Are Aware of

Demographics - but Not Enough
Are Actively Planning for Them

...but less than 50 percent
factor increased longevity
into their strategic planning

In which of following business functions, if any, does
your company take increased longevity into account?
Select all that apply.

Human resources 45%
Overall strategy 42%
Product development/R&D 38%
Sales and marketing 31%

Other :| 3%

None 14%

Source: Economist Intelligence Umit, A Silver Opportunity? Rising Longevity and Its Implications for Business, 2011.




Corporate Challenges

and Responses

« How should we market to the
mature market?

— Should older consumers be treated
differently?

— Should we segment the mature
market?

— What types of products should be
designed?

— How do we promote and deliver?




Guidelines for Marketing

to Mature Consumers

 Understand older consumers

* Rely on evidence

* Properly apply knowledge




Understanding Consumer

Behavior in Later Life

« Aging processes

e Life circumstances and events




Changing Needs Due

to Aging

* Biophysical changes
« Psychological changes

« Social changes
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Guidelines for

Marketing Strategies

1. Understand the needs of older people

— Due to aging (biophysical,
psychological, social,)

— Due to events and life circumstances
they have experienced




Factors Affecting Consumption

Habits of Older Consumers

Aging
» Physiological
» Psychological
+ Social

Psychological

States:
. . * Needs Responses to
Life Circumstances Prpoducts
e Cohort * Motives

 Historical/environmental and Services
* Perceptions

* Values

Life-changing events:
» Expected
«_Unexpected




How Changing Psychological

States Affect Consumption Patterns

* Benefits sought in products
 Criteria used in choosing products
* Preferences for information sources

« Shopping habits




Guidelines for Marketing

Strategies (cont’d)

2. Rely on research, learn from
successes & failures




Guidelines for Marketing

Strategies (cont’d)

3. Apply existing knowledge

— Should the mature market be treated
differently?

e Yes




Guidelines for Marketing

Strategy (cont’d)

— Should the mature market be
segmented?

o If “Yes”, how?




Market Segmentation

« Commonly used bases

» Gerontographics (life stages)

— Aging processes

— Life circumstances & life changing
events




Four Gerontographic

Segments

* Healthy Hermits (38%)

* Ailing Outgoers (34%)

* Frail Recluses (15%)

* Healthy Indulgers (13%)




Life-stage Segments of the

Mature Market

Healthy
Indulgers

Ailing
outgoers

Healthy
hermits

Frail
recluses

Note: Specific arrows indicate that people may move to the next stage
in life due to physiological, psychological and social aging. Arrows
pointing to the left denote psychosocial aging; arrows pointing to

the right denote biophysical aging.
Source: Moschis (1996) Gerontographics. Westport, CT: Quorum



The Four Segments
Respond Differently to
Marketing Stimuli




Guidelines for Marketing

Strategies (cont’d)

— How should products be positioned?




Positioning

« Create an image by putting emphasis on
those offerings that older customers
value

— Convenience

— Functionality

— Quality

— Dependability

— Personalized service




Developing Products

* Products/services should have
intergenerational (“universal”) appeal

« Ease of use -- minimize problems

« Use familiar brand name or logo, avoid
fancy unfamiliar names for new
products

« “Functionality” should be emphasized




Product Modifications should
address the aging person’s

changing needs

An example with respect to apparel--
Changes in manual dexterity

— Use Velcro straps
— Avoid using small buttons
— Use large tabs on zippers




Developing Advertising

« Use messages that reinforce
perceptions of being the “same
person”

* "Nostalgia” should be considered
as an appeal

* Avoid stereotypes




Developing Advertising

(cont’d)

« Spokespersons should be considerably
younger (10-15 years) than the age of
the target market

« Ads should emphasize product benefits
that older consumers are likely to find
Important (without indicating the age of
the person who Is most likely to benefit)

* To reduce the perception that ad
targets this segment, it should have an
Intergenerational appeal




Intergenerational Ad




Developing Advertising

(cont’d)

TV ads that are informative should
focus only on few, key points

* TV ads should present information
at a slow pace

+ Keep the message short & simple

« Keep background/environment
simple & uncluttered
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Distribution Methods

* Direct marketing, Internet

* Free pick up or mailing for
“returns”

* Variety of payment methods
 Emphasize company reputation




Distribution Outlets

* Locate retall establishment near
other establishments

* Use adequate lighting

« Offer programs that reward long-
term patrons

» Use services such as valet
parking, gift-wrapping, and
package carryout




Offer price reductions when products or
services are similar/standardizec

Use premium pricing for drastically
different products

Do not over-emphasize senior discounts
Price products/services “a’ la carte”

Make price reductions temporary
promotion offers




Guidelines for

Marketing Strategies
(cont’d)

4. Test before implementing

5. Seek feedback




The Changing Face of the

Mature Market

* Tomorrow’s senior market will be
different from today’s

 Becoming increasingly diverse
* More sophisticated/demanding
* More technology-prone

* Defying aging
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