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Agenda

* Recap: Supply side obstacles (Colloquia 2021 and 2023)

* The annuity puzzle goes beyond lack of demand
* Trustees are conflicted, complacent and constrained

* Orford research project — advisor views

* Priorities and paradigms
* Clients’ interests
e Current adequacy of funds
* Complexity
* Changing the paradigm
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Demand side explanations do not stack up

Brown, J.R,, Kling, J.R., Mullainathan, S., Wrobel, M.V., 2008. Why don’t people insure late-life consumption? A framing explanation of the under-annuitisation puzzle. American Economic Review, 98(2), 304-09

Absence of demand cannot be blamed on:
* Behavioural biases - framing, risk aversion, myopia

* Misunderstandings - poor value for money, longevity

* Precautionary motives
e Of which bequest motive shown to be a rationalization

We know how to address them so that people choose lifetime annuities

Puzzle is why providers do not explain benefits of annuities as
consumption plans
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Supply side explanations

Asher, Anthony, Supply Side Resistance to Lifetime Annuities (November 22, 2021). Available at SSRN: https://ssrn.com/abstract=3981196

* Managerial complacency

« Shirking

 Fiduciary duty, size or profitability?
* Regulatory complexity

 Too difficult to make progress

 Advisors are conflicted
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ADVISOR RESEARCH PROJECT
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Supply side interviews

« UNSW project sponsored by Orford Foundation

* AAinterviewed 20 advisors
 Strictly anonymous to get frank answers

* Fifty minute interview on obstacles

* Their clients

* Determining spending
« Approach to risks

* Product knowledge

» Issues at older ages
e Other ...
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Client information

Average

Minimum

Maximum

Age distribution

Under 60

Between 60 and 75 — transitioning

75 to 90 — retired and slowing down

90+ — mainly house/home bound

Level of wealth

Full Age Pension

Part Age Pension

Self-supporting < $2m financial assets

> $2m household financial assets

Type of fund

SMSF

Retail

Industry, Corporate or Government

How many clients do you have?

But 20% of
60 year olds
will live
beyond 90

A third
already
qualify for
Age Pension

134 * 15,000
advisors is
2 million
households
"n

2
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Findings: Priorities and paradigms
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Advisors are not really conflicted

* Evidence that UK advisors discourage lifetime annuities

Regulated  Pension Wise No advice or Regulated  Pension Wise No advice or
advice guidance guidance advice guidance guidance

< £10,000 26% 540% 96% 2,665 914 2,536

£10,000 - £249,000 14% 68% 47% 8,336 2,835 7,243

> £250,000 3% 43% 18% 11,360 499 1,862
13% 111% 49%

9

ﬁo re | | ke Iy'o https://www .fca.org.uk/publication/data/retirement-income-underlying-data-
2019-20.xlIsx

e But the conclusion that Australian advisors are conflicted is difficult to sustain:

* Conflicted commissions have all but disappeared
 Most advisors charge for work done — indirectly related to funds under advice
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Advisors are not really conflicted

* Evidence that UK advisors discourage lifetime annuities

e But the conclusion that Australian advisors are conflicted is difficult to sustain:

Conflicted commissions have all but disappeared

_ _ Annu;lt'ya‘sn?clliivii% g Number entering drawdowns
Pot size (excluding

Lump Sums) Regulated | Pension Wise No advice or Regulated | Pension Wise| No advice or

advice guidance guidance advice guidance guidance
< £10,000 AN 540% 96% 2,665 914 2,536
£10,000 - £249,000 14% 68% 47% 8,336 2,835 7,243
> £250,000 3% 43% 18% 11,360 499 1,862
All pot sizes 13% 111% 49% 59,784 9,667 26,042

x more likely
0 buy annuit

https://www.fca.org.uk/publication/data/retirement-income-underlying-data-

2019-20.xlIsx

Most advisors charge for work done — indirectly related to funds under advice



What are their priorities?

What is your speciality?
- Holistic (9) - Retirement (7) -Investment(3) -SMSFs (1) - Estate planning (1)

Service: “Incredible gift to serve all these clients”
Education: “Even difficult to explain salary sacrifice”
Counselling: “Some clients very defensive and terrified of making decisions”

“Delicate conversation - work longer or cut expenses”
“Radical - sell/give property away is life shattering"
Beyond investment: “Others think all we do is buy and sell shares”

As would be expected from professionals

... hoting that many doctors, lawyers, accountants and even actuaries have been known to
overservice or overcharge
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But compliance a burden and distraction

“Advisors are buffeted from start to finish
 Undermined by free advice
* Regulatory overheads over S50k pa”

“Doctors do not give 90 pages of advice”

See next slide for regulatory changes
2010 to 2021 from FSC/KPMG

FSC recommendations could save 35% of
costs

https://fsc.org.au/resources-category/2299-kpmg-the-cost-profile-of-australia-s-financial-advice-ind ustry-final-research/file?utm_source=chatgpt.com

Annual Cost Per Adviser (ALD)

https://www.adviserratings.com.au/news/the-true-cost-of-advice-why-your-
financial-adviser-isnt-getting-rich
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 Undermined by free advice
* Regulatory overheads over S50k pa”

“Doctors do not give 90 pages of advice”

See next slide for regulatory changes
2010 to 2021 from FSC/KPMG

FSC recommendations could save 35% of
costs

https://fsc.org.au/resources-category/2299-kpmg-the-cost-profile-of-australia-s-financial-advice-ind ustry-final-research/file?utm_source=chatgpt.com
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45 changes
in 11 years
and more

to come ...
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Current adequacy of funds

How do you determine how much spending to recommend?
e Start with current spending ... which is generally sustainable
* Use proprietary or personal software to model until mid-nineties at least

* |n some cases, there is overspending:
* Some just point out the problem and suggest cutting expenditure or working longer
“I am careful to give options and not advice”
e Others are more direct and strongly urge lower spending
“If this other client can live off S40,000 per year, why can’t you?”
* “Irrelevant — OK to rely on the Age Pension” (plus pensioner concessions)
* One can downsize or sell holiday home or access reverse mortgage
* No one suggested using lifetime annuities
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Changing the paradigm

* Most interviewees still only thought of guaranteed lifetime annuities and saw
them as low-risk investments

* Only three saw the investment linked products as ABPs plus bonuses

“Reverse of life insurance”

“Like an ABP with a guarantee + free money from Centrelink + access to Pensioners Concession
Card” (worth about $2,000 to $5,000 in reduced prices depending on state of residence)

* No one seemed to appreciate that lifetime annuities give better value as
people age.
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Changing the paradigm

Age Pension

The annuity will always
provide a greater
income than the ABP
with the difference
increasing with age.

In reality the lines will
fluctuate but the
difference will stay the
same —ignoring Age
Pension changes
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Changing the paradigm

Age Pension

The shaded area
represents the gain
from longevity bonuses
for an investment
linked annuity taken at
age 82 for a single
woman.

The benefit of starting
at 67 is only S500pa.




Changing the paradigm

“Have to plant the idea.
Not at retirement: scary
and overwhelming”

The bottom line show
that the immediate
benefit of adding
longevity bonuses is an
increase of 5% to 10%
but the benefit grows
rapidly
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