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+ COGNITIVE BIASES
+ BEHAVIOURAL FINANCE
+ THE POST RETIREMENT CRISIS



LEARNING OUTCOMES
* |dentify the key behavioural risks facing investors in the
post-retirement phase
 The ability to evaluate a retirement strategy, taking into
account behavioural risk factors

 The tools to enhance your specialised retirement offering
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Polling Question 1

Think about a sports brand...
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Overweight Easy
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Availability Heuristic

Overweight Easy
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Adapted from “Thinking, Fast and Slow”, Daniel Kahneman POWERED BY PIMCO
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Polling Question 2

Rate yourself on a scale of 1-5 compared to

other drivers
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Overconfidence Bias

All Better Than Average

Overcome
Overconfidence
/3% 65% 1. Focus on Process
2. Prepare, Plan and
Pre-Commit

73% of people think they're 65% of people think they

have above average
intelligence?

better than average
drivers?

1. American Automobile Association (2018) Al'.l q nz Retl re +

2. Heck PR, Simons DJ, Chabris CF. 65% of Americans believe they are above average in intelligence: Results of two nationally representative surveys (2018) POWERED BY PIMCO
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Cognitive Bias Codex
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° We simplify probabilities and numbers Not Enoug h

to make them easier to think about .
Meaning

We think we know what

other people are thinking

We project our current mindset and PY
assumptions onto the past and future

Source: https://upload.wikimedia.org/wikipedia/commons/6/65/Cognitive_bias_codex_en.svg
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We tend to find stories and
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Behavioural Finance
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Reality of Rationality

Dealing with
a Crying
2F:10)Y

Rational
Human

Subject to
Cognitive
Biases

Prioritises Hom
Own Self ke

Interest Economicus

Too Many
Drinks

Pursues
Monetary
Wealth
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Preferences
Change
Over Time
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Framing

Professor Jeffrey Brown - University of Illinois

A life annuity paying A savings account of
$650 a month until $100,000 with a 4%
death interest rate

Actuarially Equivalent
Both pay $148,200 of income over a 19 year life expectancy

Allianz Retire+

Allianz - Behavioural Finance and The Post Retirement Crisis (2010) POWERED BY PIMCO
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Professor Jeffrey Brown - University of Illinois

Investment Framing Income Framing

The annuity described as  The annuity described as
an investment with a return providing monthly income
of $650 per month for life.  of $650

21% chose annuity 70% chose the annuity

Popularity of lifetime income solutions tripled when monthly spending was
emphasized rather than investment returns

Allianz

Allianz — Behavioural Finance and The Post Retirement Crisis (2010) POWERED BY PIMCO
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Hyper Loss-Aversion

Professor Eric Johnson — Columbia University

Individuals feel the pain of

a loss 2x as much as they
feel the joy of a gain.!

Retirees feel the pain of a
loss 10x as much as they
feel the joy of a gain.!

Positive Value 50

% Loss

% Gain

-50 -40 -30 -20 -

Negative Value -300

1.AARP and the American Council of Life Insurers — How Retirees Manage Money to Make it Last Through Retirement (2007)

© Copyright Allianz Retire Plus
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Hyper Loss-Aversion — Case Study

Managing Loss-Aversion Through Behaviour

Accumulation Accumulation
Ratio 2:1 Once every 70 Days
Required Probability = 66.6% Approx. 2 Months
Retirement Retirement
Ratio 10:1 Once every 1,300 Days

Required Probability = 90.9% Approx. 3.5 Years
Source: Bloomberg. Index is ASX200 Total Return Index 29/05/1992 — 15/09/2020. Number of days is average number of days required in order for probability to be Alliq nz Reti re+
equal to required probability over the stated time period. POWERED BY PIMCO
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Vividness

Professor Daniel G. Goldstein - Yahoo Research and London Business School

2061

1. London Business School, Pr Daniel Goldstein (2010)
© Copyright Allianz Retire Plus

People have
doubled their savings
rates after seeing
age adjusted
images of themselves
compared to
peers?
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Vividness — Case Study

CBUS CEPAR - Retirement Income Estimator

Sent 20,000 members a Retirement

Income Estimate (RIE)

ARC Centre of Excellence in Population
Ageing Research

Results
™ Contributed additional savings
™ Increased their growth allocations
™ Engaged with CBUS more

!
KL

Allianz Retire+

ARC Centre of Excellence in Population Ageing Research — The impact of projections on superannuation contributions, investment choices and engagement (July 2019) POWERED BY PIMCO
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Polling Question 3

Which of the following numbers represents the
biggest risk of getting a disease?
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Cognitive Impairment

Professor David Laibson — Harvard University

Percentage of People Answering Correctly
100%

90% 96% -
80% 83%
70%
oo 71%
50%
40%
30%
20%
10%
0%

Undergrads More than high school High school or less Older adults (65-94)

After age 60 the prevalence of dementia roughly doubles every five years

Allianz Retire+

Allianz — Behavioural Finance and The Post Retirement Crisis (2010) POWERED BY PIMC O
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KEY LEARNINGS
 Cognitive blind spots are dangerous!
* Humans are irrational

 Behavioural techniques can enhance your retirement

strategies



Understanding Why We Make Decisions

“Las Vegas is busy every
day, so we know that not
everyone is rational.”

Charles Ellis, Founder Greenwich
Associates
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For more information about Future Safe, our

defensive alternative, and how to achieve
sustainable retiree portfolios, speak to our team of

retirement experts.



Disclaimer

This material is issued by Allianz Australia Life Insurance Limited, ABN 27 076 033 782, AFSL 296559 (Allianz Retire+). Allianz
Retire+ is a registered business name of Allianz Australia Life Insurance Limited.

This information is current as at May 2021 unless otherwise specified. This information has been prepared specifically for
authorised financial advisers in Australia, and is not intended for retail investors. It does not take account of any person’s
objectives, financial situation or needs. Before acting on anything contained in this material, you should consider the
appropriateness of the information received, having regard to your objectives, financial situation and needs. Past performance is
not a reliable indicator of future performance.

No person should rely on the content of this material or act on the basis of anything stated in this material. Allianz Retire+ and its
related entities, agents or employees do not accept any liability for any loss arising whether directly or indirectly from any use of
this material.

PIMCO provides investment management and other support services to Allianz Australia Life Insurance Limited but is not
responsible for the performance of any Allianz Retire+ product, or any other product or service promoted or supplied by Allianz.
Use of the POWERED BY PIMCO trade mark, or any other use of the PIMCO name, is not a recommendation of any particular
security, strategy or investment product.
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