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Roundtable discussion: is it too late to save?

There are three key challenges to overcome in assisting Generation R (ages 50 — 64) to focus on
their approaching retirement, increase their savings time-horizon and take corrective action.

These challenges are:
1. Uncertainty and mistrust;
2. Better understanding of risk; and

3. Active planning.

The following provides some general observations and suggestions of possible action to begin
the discussion of these challenges in order to develop a more concrete and coordinated response
to them.
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UNCERTAINTY & MISTRUST

‘The only thing we have to fear is fear itself — nameless, unreasoning, unjustified terror which paralyzes needed efforts to convert retreat into advance’ — Franklin D Roosevelt

This call to arms was not delivered during war-time but rather as part of Roosevelt’s inaugural address as US President at the depth of the great depression. There have been comparisons made
between that period and the financial austerity we currently face in the aftermath of this most recent financial crisis. A period of recession creates a high degree of anxiety and necessitates leaders
to encourage bold and positive steps forward.

Matters for consideration

Generation R have an ‘all or nothing’ view of personal savings supporting them in
retirement — many regard it as better to have no or very few savings and be taken
care of by the state in their late retirement than continue to or start to save now.

If | had my time again.....the top 5 lessons to be
learned from current retirees for the younger
generation of savers

LESSONS TO BE LEARNED FROM EXISTING RETIREES...

My advice is...

...regularly
review your
...start ...save as savings
saving as early much as ...pay of f ...think and
as possible Yyou can your debts long-term investments
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Generation R have already recognised that their approaching retirement will be different to

what they had imagined. For some this has meant a lowering of aspirations for the type of

lifestyle they can expect their investments to cover, for a significant number an anticipation
of some form of paid work beyond 65.

Advisers are generally optimistic about the outlook for
financial markets over the next three years and are
encouraging their clients to have greater exposure to equity
markets.

Pessible selutions;

How can the Government generate
greater confidence amongst
Generation R that savings made
now for their approaching
retirement won’t disadvantage
them? As a transitional generation
from DB to DC are these
individuals properly prepared to
take more personal responsibility
for their financial futures — do they
need greater incentives to do so?

It is understood and accepted
that publicising Enforcement
actions is an important element
of credible deterrence. However,
is it possible for regulators and
the media to provide a more
balanced approach by also
highlighting the good actions of
industry?

On occasions, public
health campaigns
provide graphic detail
with the intention to
shock. Does Generation
R need more support,
education and
encouragement or do
they need to be shocked
into action?

What role can Age UK play in
providing Generation R with
messages that encourage trust,
reduce anxiety about an
uncertain future and promote
positive actions to increase
their retirement savings while
there is still time to course
correct?




BETTER UNDERSTANDING OF RISK

‘When written in Chinese, the word ‘crisis’ is composed of two characters. One represents danger and the other opportunity’ — John F Kennedy

While the linguistic merits of this quote have been subsequently challenged, it is nevertheless much repeated as it clearly demonstrates that risk and return are conjoined twins. The issue to be
discussed here is how to improve Generation R’s understanding of the nature of risk. In particular, how taking a superficially less risky approach to investment (holding cash) can actually deliver a
poor retirement income.

Matters for censideration Pessible selutions
Ignoring one’s own home, the size of cash holdings relative to other forms of investment How do we ensure that
underlines a very short-term investment horizon. The low-interest rate environment that Generation R understand the While living longer means that
followed the financial crisis is now into a fifth year and inflation has had a materially impact that inflation has on savings need to cover a longer
detrimental impact on the value of that cash: the future spending power of retirement, how do we teach
£50,000 five years ago is today only worth £42,320. their cash investments now Generation R to use that
and when they are in longevity to their advantage by
retirement? developing a longer investment
Industry refers to the stock-piling of cash as a risk-aversion response. Notwithstanding that horizon?

holders of cash may underestimate the level of risk that inflation poses to the future value of
their cash savings, when asked what if anything would encourage a shift from cash
investments to other types of investment, guarantees feature prominently.

Guaranteed return from my investments Is it possible to create simple
i The current framing of disclaimers
Knowing that | won't lose my initial investment bankmg products that help P g Keti
Generation R downsize or in investment product marketing
Nothing unlock the value of owning their (e.g. ‘past performance is no guide
) - ) o«
Receiving tax breaks on my investments home to invest in other ways to .tO future performanc: » ‘the valulT of
) , generate retirement income? investments can go down as well as
Lower costs associated with investing up’ etc_) will tend to support
Bty Dol e T S ES continued risk aversion. Hoyv can
regulators ensure truth in
Easyto

Less personal debt

Access to online savings and investment tools

Having one simple pot/vehicle for all my savings and
investments

Recom from a i ial advisor

Don’t know

Other reason

Ifmoney was automatically deducted at source from my
salary and put directly into an plan
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Can industry, Government and
regulators work together to develop
investment products to include
simple to understand guarantees (e.g.
principal protection, above inflation
returns, minimum income over a
future period) that would help to give
confidence to Generation R that there
is a viable alternative to keeping such
a high (and increasing) percentage of
their investments in cash?

advertising but help to achieve a
more mature understanding of risk
and reward?

What are the critical
educational pieces around
risk that regulators,
government and industry
need to do to help Generation

Auto-enrolment has the potential to provide some savings R understand risk?
top-up for Generation R but given attitudes to cash versus
investment risk, will they tend to opt-out?




ACTIVE PLANNING

‘If you fail to plan, you are planning to fail’ — Benjamin Franklin

Preparing for retirement is a journey. As with any journey, knowing where you want to go and where you are today are critical reference points; this allows you to plan how to get there.

The Retail Distribution Review (RDR) delivered cleaner pricing of services and more stringent continuing education requirements for advisers. However, the number of consumers choosing to use a
financial adviser is still very low. In an environment where it is now transparent what you must pay for advice — how do you shift people that are paralysed with fear about losing what they have
today towards seeking advice that will help them make better decisions for the years ahead?

Matters for consideration Possible selutions

Given their proximity Using my own thoughts and deas |
to retirement,

unsurprisingly TRl Can industry provide simple, easily
Generation R are the Looking at financial planning websites accessible tools to help Generation R
most earnest Reading the p al finance newspapers or i better understand their individual

segment of society

Talking to my bank advisor / Talking to my bank destination (what their current savings
about the need for

will likely deliver in retirement income) or

financial planning. Taking with a professional fnancial advisor how much they need to grow their
However, the Reading social media. blogs efc. savings to achieve the desired level of
methods used tend to Nena of the above retirement income?
be more informal and taiing to my insurance company advisor / Talking to a life Could the Government
much more reliant on e o peresions compeny provide taxation or other
their own experiences Talkingto my employer's HR/ benefits department financial incentives to
or that of friends ~ Talkng tomy accountant or iawyer! attomay / Talking to my encourage Generation R

rather than seeking e to seek professional
professional advice. advice?

0% 10% 20% 30% 40% 50% 60% 70% Regulators have been looking

at behavioural economics more.
Does this provide any clues as

While uptake of professional advice is only about 14% to how to generate a more
in the UK, those that do use an advisor feel more positive approach by
positive, in control of their financial future and Generation R to accessing
confident about their savings and investment professional planning advice? . .
decisi Does industry do enough working
ecisions. )
together to deliver low cost
workshops or other events direct
o REvce to Generation R that can
The a\"erage Brit is HOLIDAY INVESTMENTS CAR RETIREMENT empower them to take action
more likely to spend without providing them with
time planning a o Pen g individual investment advice?
holiday than W\
reyiewing their Can Government or regulators
retirement plan. 37 29, 22, 14, do more to promote the

benefits of increased
professionalism and value for
money delivered by the
implementation of the RDR?

Many individuals in Generation R will still have the benefit of employer
provided DB pension schemes but around 25% expect a state pension to
be their primary source of income in retirement. More worrying for the
topic of ‘too late to save’ is that the squeeze on disposable income means
that 25% also feel that they cannot afford to save for retirement.




