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Investing for Retirement in a Low Returns Environment
• Retirement saving is getting more challenging
• Rising longevity
• Lower expected returns
Boomers: Rising longevity; some exposure to DB; relatively higher realised returns
Millennials: Rising longevity; no DB; relatively lower expected future returns
What plausible actions can millennials take to enjoy retirement security?
Our analysis:
• Takes account of potential achieved and expected future returns
• Reflects typical pillar one entitlements
• Adjusts for income effects in replacement rates, longevity and social security
entitlements

Source: SSGA calculations based on realized investment returns and ISG long term asset class forecasts and UN population projections https://esa.un.org/unpd/wpp/Download/Standard/Population/.
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The Saver’s Dilemma — Rising Life Expectancy
and Lower Returns
US Life Expectancy at Different Ages

Historical and Expected Market Returns
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Source: UN Population Projections, historical return data for S&P 500 and Bloomberg Barclays Aggregate Index, forecasts ISG December 2016 Long-term (10+ years) asset class forecasts.
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Impact of Lower Investment Returns => Lower DC Replacement
Rates for the Same Savings

We used identical assumptions regarding:
• Contribution rate: 9% from age 22
• Wage growth: 2%
• Composition of investment portfolio: 80:20*
We use a sustainable drawdown rate based on cohort
life expectancy to calculate the replacement rate
• Low return expectations mean that identical savings
behaviour provides younger cohorts with much less
generous replacement rates at retirement

Expected Replacement Rate at Age 65
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In a prolonged environment of depressed
investment returns, younger cohorts may
not be able to rely exclusively on returns
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Source: SSGA calculations based on realized investment returns and ISG long term asset class forecasts and UN population projections https://esa.un.org/unpd/wpp/Download/Standard/Population/.
For illustrative purposes only. * The hypothetical portfolio we use for this illustration allocates 80% to the S&P500 Index as a proxy for US Large Cap Equity, and 20% to the Barclays Bloomberg Aggregate Index
as a proxy for Investment Grade bonds. Consequently, the hypothetical portfolio uses the market return forecasts illustrated on the previous slide.
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Younger Cohorts would have to Work Longer and Save More
Working longer has a powerful impact

Saving more helps too — but not as much!
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Source: SSGA calculations based on realized investment returns and ISG long term asset class forecasts and UN population projections https://esa.un.org/unpd/wpp/Download/Standard/Population/.
The illustration above assumes 2% wage growth during employment, an investment portfolio composed of 80% US large cap equities and 20% the Bloomberg Barclays aggregate index. Return forecasts
were generated using MonteCarlo simulations based on ISG long-term return and volatility forecasts of 6.1% long term returns and 18% standard deviation for US Large-cap equities and 3.0% long term
returns and 5.5% standard deviation for investment grade bonds.
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Income Effects — Required Replacement Rates versus
Social Security
Low income earners have higher
replacement rates from Social Security

Retirement challenges differ
by income cohort
Low income earners:
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Source: SSGA calculations, based on Social Security replacement rate data consistent with the 2014 OASDI Trustees’ Report (http://crr.bc.edu/data/frd/ point 1), Social Security Online ‘Effect of Early or Delayed
Retirement on Retirement Benefit’, (https://www.ssa.gov/OACT/ProgData/ar_drc.html). Benefit adjustments calculated for persons born in 1960 or later.
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Starting Early and Saving Consistently are Key
to Successful Saving
Even in a low returns environment, younger generations can achieve reasonable
outcomes by starting early, saving consistently and retiring at 70
Required total contribution rate for a 25-year-old to achieve a 70% replacement rate (including SS) at retirement by income group
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Source: SSGA calculations based on realized investment returns and ISG long term asset class forecasts and UN population projections https://esa.un.org/unpd/wpp/Download/Standard/Population/.
The illustration above assumes 2% wage growth during employment, an investment portfolio composed of 80% US large cap equities and 20% the Bloomberg Barclays aggregate index. Return forecasts were
generated using MonteCarlo simulations based on ISG long-term return and volatility forecasts of 6.1% long term returns and 18% standard deviation for US Large-cap equities and 3.0% long term returns
and 5.5% standard deviation for investment grade bonds.
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Late Starters Should Plan on Working Until 70
Late starters need to make significant efforts to improve their retirement readiness.
Postponing retirement also improves the replacement rate from Social Security.
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Source: SSGA calculations based on realized investment returns and ISG long term asset class forecasts and UN population projections https://esa.un.org/unpd/wpp/Download/Standard/Population/.
The illustration above assumes 2% wage growth during employment, an investment portfolio composed of 80% US large cap equities and 20% the Bloomberg Barclays aggregate index. Return forecasts
were generated using MonteCarlo simulations based on ISG long-term return and volatility forecasts of 6.1% long term returns and 18% standard deviation for US Large-cap equities and 3.0% long term
returns and 5.5% standard deviation for investment grade bonds.
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Rethinking Social Security to Allow Flexible Retirement
Deferring Social Security is an important tool in retirement planning — why stop there?
Potential changes to Social Security for the new retirement reality:
• Allow deferral beyond age 70 at an actuarially adjusted rate?
– Make Social Security the longevity backstop
– Provide meaningful income for higher income cohorts
– Make it easier for people to manage their DC savings to a finite time horizon

• Allow partial deferral and flexible claiming (e.g., the Swedish model)?
– Facilitate part time work in retirement
– Reduce the anchoring effect of the maximum age for claiming
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Key Areas of Focus for Policymakers
Ensure participation

Automatic enrolment

Raise savings rates

Automatic escalation — but differentiate by income groups?

Optimize returns

Investment diversification and lower charges

Reduce leakage

Automatic rollovers

Encourage late life work

No compulsory retirement age; greater flexibility in social security
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Conclusions
• Rising longevity and lower expected returns are a challenge
• The solution is obviously working later and saving more
• There are plausible packages of actions that will allow current cohorts to retire well
• Automatic enrolment and contribution escalation can help participants save

• Policymakers need to make it easier for people to extend their working careers
• More flexibility in social security may be valuable
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Important Disclosures
This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, contained within this document
that address activities, events or developments that SSGA expects, believes or anticipates will or may occur in the future are forward-looking statements.
These statements are based on certain assumptions and analyses made by SSGA in light of its experience and perception of historical trends, current conditions,
expected future developments and other factors it believes are appropriate in the circumstances, many of which are detailed herein. Such statements are subject
to a number of assumptions, risks, uncertainties, many of which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future
performance and that actual results or developments may differ materially from those projected in the forward-looking statements.
The information provided does not constitute investment advice and it should not be relied on as such. It should not be considered a solicitation to buy or an offer
to sell a security. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon. You should consult your
tax and financial advisor. All material has been obtained from sources believed to be reliable. There is no representation or warranty as to the accuracy of the information
and State Street shall have no liability for decisions based on such information.
Equity securities are volatile and can decline significantly in response to broad market and economic conditions.
Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates raise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced for longer-term securities. Any fixed income security sold or redeemed prior
to maturity may be subject to a substantial gain or loss.
Investing involves risk including the risk of loss of principal.
The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSGA’s express written consent.
All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the
current accuracy, reliability or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.
United States: State Street Global Advisors, One Lincoln Street, Boston, MA 02111–2900.
Web: www.ssga.com

© 2017 State Street Corporation — All Rights Reserved.
Tracking Number: DC-3819
Expiration Date: May 31, 2017
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