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¢ Global pension assets end-2015
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USD. Global assets = US$36.12tn.



The pensions focus in the UK is

iapt now firmly shifting to DC

Occupational DB/DC asset split per country: 2001-2015
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~ The UK has a three pillar pensions
lapt system

Pillar 1 Pillar 2 Pillar 3
State pension Workplace pension Private pension

Secure minimum standard Maintain current standard Individual supplement
of living of living




Workplace and private pension

iapf provision in the UK
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Source: Pensions Commission 2005.
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The challenge...

“Addressing the inadequacy of retirement provision in the UK
has arguably become the nation’s number one socio
economic challenge.”

Source: Chris Wagstaff, Columbia Threadneedle Investments, July 2016.
Publication: Mind the gap: Overcoming the cognitive barriers to saving for retirement.



The inadequacy of current and projected

giapf median DC pension pots for the 55s-64s

PROSPECTIVE DC PENSION POT SIZES AT STATE PENSION AGE

MEDIAN DC PENSION POTS AT STATE PENSION AGE COULD DOUBLE
FROM AROUND £26,000 TODAY TO AROUND £49,000* OVER 20 YEARS...

...as today's savers have a longer period over which to save and invest

R =g

£25’749 Aged 55-64 in 2016 £49,241 Aged 55-64 in 2036

(Aged 35-44 in 2016)

Smaller DC pots but typically comprising ' Larger DG pots but possibly the sole income
numerous income streams : stream topping up the state pension
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Source: The PPI's The Future Book: unravelling workplace pensions 2016.




. Pensions wealth trails the OECD

n'?P!  average by some margin...

Gross versus net pension wealth, women, average earner

[ Other major economies B Netpension wealth & Gross pension wealth
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Gross versus net pension wealth, men, average earner

3 Other major economies B Net pension wealth <> Gross pension wealth
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“Mean pensions wealth <60% OECD average”

Source: OECD Pensions at a Glance 2015, p151. Pensions wealth expressed as a multiple of the

net/gross income of the median earner
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Net pension replacement rates: average earners

[ Other major economies B Net & Gross
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Net pension replacement rates: low and high earners
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“Net replacement rates trail OECD average”

Source: OECD. Op. cit. p145.
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If calamitous retirement outcomes

lapt are to be avoided. ..

 People must
— Save sufficiently
— Invest appropriately

— Successfully navigate at and in
retirement risks

The 10/30/60 retirement rule

Source: Russell Investments, as at July 2015.

Stream of income paid out in
retirement due to:

10%
60%

30%

Saving
m Pre-retirement investment

m [nvestment at and in retirement



Median employee contribution rates in

iapf DC schemes are decreasing

Median employee contribution rates to DC pensions by year
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Source: The PPI's The Future Book: unravelling workplace pensions 2016.



Median employer contribution rates in

iapf DC schemes are decreasing

Median employer contributions to DC pensions by year

9%

8% 8.0%
7%

6%

5% e mmmmmmmmmmmmmmmmmm—m =~ = X

4% 0-3% TN 40
3% 3.0%

2%
1%
0%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

DC trust = = Group personal pensions

Source: The PPI's The Future Book: unravelling workplace pensions 2016.



This immense challenge is becoming more
e £ challenging against the backdrop of five secular
trends...

0 1ap

* Increasing time spent in retirement
« State pension age rising
* DB benefits disappearing

* |ndividuals forced to assume more
responsibility for their financial futures

« Continuing prospect of more modest
iInvestment returns and yields



...and compounded by the impediments to

mian achieving a good retirement outcome...

« Complexity and multiplicity of decisions

« Low level of basic numeracy and financial literacy

« Lack of frames of reference

« Paucity of guidance

« Unwillingness and/or inability to pay for financial advice
* Inertia

« Lack of trust
“The result is a deep-seated

reluctance to engage with
pensions”




Vox pop video




Eiapf Enter... automatic enrolment

« A behavioural nudge that harnesses inertia

« Aimed at eligible lower and middle income employees not
contributing to workplace pension scheme

« Phased staging into qualifying pension scheme

— Existing employers: October 2012 to April 2017

— New employers (formed post-April 2012): May 2017 to February 2018
* Opt outs

— within first month, contributions returned

— after first month, contributions remain invested

— can opt back in once

— automatically re-enrolled after three years



. The “I'm in” campaign has been
1apt hard to ignore

Automatic enrolment
into a workplace pension

Key facts




So too
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Age and earnings criteria for auto
enrolment

Monthly gross
earnings

Weekly gross

Age .
earnings

From 16 to 21 From 22 to SPA From SPA to 74

£486 and below Has a right to join a pension scheme £112 and below
Over £486 up to Has a right to opt in and Over £112 up to
£833 receive employer contributions*® £192
Has a right to opt in Has a right to opt in
Over £833 . and Automatically . and Over £192
receive employer enrol receive employer
contributions® contributions™
Source: tPR.

*Employer contributions only paid on earnings within band earnings of £5,824 - £43,000 for 2016/17



Auto enrolment minimum
contribution rates

iapf

Employer Employee Tax relief
To 5 April 2018 1.0% 0.8% 0.2% 2.0%
6 April 2018 — 5 April 2019 2.0% 2.4% 0.6% 5.0%
6 April 2019 onwards 3.0% 4.0% 1.0% 8.0%

Source: tPR. Contributions expressed as percentage of band earnings: £5,824 - £43,000 for 2016/17



The key statistics

By end-September 2016

Employers staged 256,888
Employees auto-enrolled 6,732,000
Employees already in workplace scheme 10,160,000
Employees automatically re-enrolled 253,000
Average employee opt out rate 9%
Ineligible employees 6,054,000

Source: tPR Automatic Enrolment Declaration of Compliance Report September 2016



Smaller employers are beginning to

s stage

* The number of employees going through
the automatic enrolment process is
reducing

* The number of employers going through
the process is increasing

 Employees in smaller organisations are
more likely to opt out



The number of employers going through the

iapf automatic enrolment process is increasing
exponentiall

Employers who completed automatic enrolment declarations of compliance by 31 July 2016
(cumulative)
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Those working for the smallest employers

iapf  have the highest opt out rate at 17%

Opt outs by employer size and scheme type (2015)
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Source: The PPI's The Future Book: unravelling workplace pensions 2016.



Opt In rates are highest among

iapt smaller employers

Proportion of ineligible employees opting-in to pension schemes by employer size, 2015
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Employer size by number of workers

Source: The PPI's The Future Book: unravelling workplace pensions 2016.



Nearly 50% of auto-enrolled employees in

master trust schemes

49% OF THOSE AUTO ENROLLED ARE IN MASTER TRUST SCHEMES

Auto enrolment of 6,145,900 5100 282,000 292,500
employees to March 2016 Unknown DB Hybrid
by scheme type 0% 4% 5%
2,192,400
DC - Contragt -----—-----psisememeass
36%
3,011,600
352,3:“3 ............... Mas‘ter'rmst
Other Trust DC -~ 49%
5%
W DB DC (contract)
H HYERID Unknown
Totel employess suto-snrelled by March 2016 . DC [tl'l-lﬁ't]

Source: The PPI's The Future Book: unravelling workplace pensions 2016.



By 2030 50% of DC scheme members could be

iapf iIn master trust/multi-employer schemes

Workplace DC by scheme members in 2016 and 2030
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Source: The PPI's The Future Book: unravelling workplace pensions 2016.



More people are saving, bringing the

iapf average levels down

* More people are saving in DC pensions

* The average contribution and pot size has
fallen

* Over time, these will rise again



The inadequacy of current and projected

giapf median DC pension pots for the 55s-64s

PROSPECTIVE DC PENSION POT SIZES AT STATE PENSION AGE

MEDIAN DC PENSION POTS AT STATE PENSION AGE COULD DOUBLE
FROM AROUND £26,000 TODAY T0 AROUND £49,000* OVER 20 YEARS....

...as today's savers have a longer period over which to save and invest

£ 4 Y

£25’749 Aged 55-64 in 2016 £49,241 Aged 55-64 in 2036

(Agad 35-44 in 2016)

Smaller DC pots but typically comprising , Larger DC pots but possibly the sole income
numerous income streams : stream topping up the state pension
o 00
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*In 2015 semings terms

Source: The PPI's The Future Book: unravelling workplace pensions 2016.



| The UK is the worst In the world In
lapt saving for retirement

“THE UK IS THE WORST IN THE WORLD
IN SAVING FOR RETIREMENT"*

LOWEST RATE OF HOUSEHOLD SAVING IN 50 YEARS

Source: Ready for Ageing? House of Lords Select Committee on Public Service
and Demographic Change. HL 140. 2013

Source: Columbia Threadneedle Investments.
www.iapf.ie




Where are these savings being invested?

Tanf Half of master trusts report that 99% of membership is
B invested in the default fund

Proportion of schemes reporting default fund participation levels,
by scheme type, 2016

THE VAST MAJORITY OF DC PENSION SAVERS INVEST IN A DEFAULT FUND

12% - 99%

DEFAULT FUND PARTICIPATION

Fi%

% detmi hurl el B

mﬂrmmmﬂ

[RISTER TRUETS,"WULT EMPLOYER SCHEMES HENE
THE GREATEST PERCENTAEE OF e SAVERS INVESTING

20%
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[ ]
% of DL sohemes reporting member % default fund partiolpation [

Source: The PPI's The Future Book: unravelling workplace pensions 2016.



The importance of a fit-for-purpose

1apf default fund

DC DEFAULT FUNDS A 85% titiiiiis

Is your default fund fit for purpose?
OF DC MEMBERS INVEST IN DEFAULT FUNDS

WHY IT IS IMPORTANT TO INVEST
YOUR MONEY CORRECTLY?

Because up to 10%...30%...60% of the 0
income stream in retirement is attributable to,.. 0

0% G g
0 =i
a 8 E

PRE RETIREMENT PRE RETIREMENT POST RETIREMENT
Savings Investment Investment

of what is found under the bonnet.

Source: Columbia Threadneedle Investments.



How behavioural economics
can boost retirement saving

i



A bag costs 5p, but that's not the

miapf




Another example of creating a

lapt powerful social norm. ..

Brentwood people don’t litter
Brentwood people keep Brentwood beautiful

© Malc McDonaled and licensed for reuse under Creative Commons Licence.



Bin it

#Don't toss it




Stick doesn’t work...







Everyday behavioural

Interventions

one brush |
at a time

Hayley Andersen

Lick p.;int transorms ubwy

@%

Source: Romford and Havering Post, 20 July 2016.



The impediments to achieving a good retirement

iapft outcome are many and various...

« Complexity and multiplicity of decisions

« Low level of basic numeracy and financial literacy

« Lack of frames of reference

« Paucity of guidance

« Unwillingness and/or inability to pay for financial advice

* |nertia
e Lack of trust “The result is a deep-seated

reluctance to engage with
pensions”




...also arises from behavioural biases

iapf

* Present bias and anchoring result in sub optimal levels
of saving

 Present bias
— Spend today rather than save for tomorrow

* Anchoring
— Minimum contribution levels used as decision making reference
points

David Brooks. The Social Animal. Random House. 2012. ISBN 978-1-78072-037-1.



 Overcome present bias by

WAGE INCREASE

Visualising our future selves
Visualising activities will continue
to enjoy

Auto escalation of contributions?
Issuing lottery tickets
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Visualising our future selves'

A: Actual Photo of First Author

B: Nonaged Digital Avatar

C: Aged Digital Avata

"Hal E. Hershfield, Daniel G. Goldstein, William F. Sharpe, Jesse Fox, Leo Yeykelis, Laura L. Carstensen, Jeremy N. Bailenson.
Increasing Saving Behavior Through Age-Progressed Renderings of the Future Self. Journal of Marketing Research Vol. XLVII|
(November 2011), S23-S37. http://vhil.stanford.edu/mm/2011/hershfield-jmr-saving-behavior.pdf.

2Richard H. Thaler, University of Chicago and Shlomo Benartzi, University of California, Los Angeles. Save More Tomorrow: Using
Behavioral Economics to Increase Employee Saving. Journal of Political Economy, 2004, vol. 112, no. 1, pt. 2.




iapf Overcoming anchoring

« Overcome anchoring to the
minimum contribution by

— Issuing lottery tickets

Using simple frames of reference
Reframing tax relief

Reframing employer contributions
Reinforcing positive social norms

EMPOYER'S
CONTRIBUTION

‘FREE MONEY’

PENSIONAX
RELIEF

‘SAVERS BONUS'

PUBLICISE FAVOURABLE CONTRIBUTION AND
COVERAGE STATISTICS THAT SHOW POSITIVE

SOCIAL GROUP BEHAVIOUR TO ENCOURAGE
OTHERS TO CONFORM TO SOCIAL NORMS

SAVE 3 DAYS
SALARY
PER MONTH




Publicising a bad social norm just

compounds the problem!

12,386 cooking fat blockages
were cleared from Havering
sewers over the past 5 years.
mes
*s  Don’t pour your Water
| cooking fat down the drain. ==




The conclusion?

“Although behavioural economics doesn’t have all the
answers, applying simple behavioural interventions could not
only generate more optimal individual savings decisions but
could ultimately lead to a retirement to be enjoyed rather than
endured.”

Source: Chris Wagstaff, Columbia Threadneedle Investments, September 2016.
Publication: The PPI's The Future Book: unravelling workplace pensions 2016.
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How harnessing behavioural interventions can

iapf  boost retirement outcomes — the full story
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iapf

What type of pension saver are you?

THE COMMITTED

You are contributing to your workplace pension and you have chosen
what pou think Is o sensile vestment strubegy. But are you saing
anough and s your chedce of pension fund fit-forpurpese?

THE DISENGAGED

Fou have a deop soniod reluctance by engage with pensions and
ratremant sutcomes Fon belleve ponslons sr complex aad

retremant s & long way off, = you prefer io spend inday rather
than save lor tenomow,

THE SUSPICIOUS

You hewe read so much abowt banking and | dals that

you 43 nol trust amyene who says by can help yeu grow your moaey.
Sa you keop your mansy somew here you bolleve |s ‘safe’.

THE FALSE SECURITY BRIGADE

Fou make the minimum contribution (o your werkplice peasion schome
In the mistaken balied this ks & target ssvings wved and will provide an
mequate sum n retrement o may alse vest pur etrenant

I your scheme’s defaull fuad epbian belesing it is suitable for everyane.




Thank you




Important Information

Past performance is not a guide to future performance. The value of investments and any income is not guaranteed and
can go down as well as up and may be affected by exchange rate fluctuations. This means that an investor may not get
back the amount invested.

The research and analysis included in this document has been produced by Columbia Threadneedle Investments for its
own investment management activities, may have been acted upon prior to publication and is made available here
incidentally. Any opinions expressed are made as at the date of publication but are subject to change without notice
and should not be seen as investment advice. Information obtained from external sources is believed to be reliable but
its accuracy or completeness cannot be guaranteed.

This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any
securities or other financial instruments, or to provide investment advice or services.

This material is for information purposes and should not be viewed as investment, pensions, legal, regulatory or tax
advice.

This presentation and its contents are confidential and proprietary. The information provided in this presentation is for
the sole use of those attending the presentation. It may not be reproduced in any form or passed on to any third party
without the express written permission of Columbia Threadneedle Investments. This presentation is the property of
Threadneedle Investments and must be returned upon request.

Issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204,
Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the
Financial Conduct Authority.

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.



