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« Automatic enrolment can have a powerful effect in
increasing pension scheme participation

« A successful automatic enrolment system requires a
well-designed default investment strategy

« This paper looks at the role Target Retirement Funds
can play as the default strategy in guiding members to
better retirement outcomes

« We draw on examples from the UK which has seen
exponential growth in both DC participation rates, as well
as assets into Target Retirement Funds — a journey which
we can see Ireland embarking on in the coming years

« We also look at lessons from the US which has a well-
established Target Retirement Fund market

\
L —
[ = /
1997 2000 2003 2006 2009 2012 2015 2018

Source: Office for National Statistics — Annual Survey of Hours and Earnings, as of 31 December 2018.
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What are Target
Retirement Funds?

o Target Retirement Funds (TRFs) are designed to be the default fund for people saving
for retirement

* They exist in “vintages”, grouping members in cohorts by approximately when they will retire

« Asthe members in the fund approach retirement, the portfolio manager will de-risk the fund

Target Retirement

Funds — A
Global Default
Figure 2
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TRFs came into prominence in the US in the 1990s and have since seen growth in other markets,

such as the UK.
Use of TRFs in the US:

* 1990s TRFs were introduced in the US in the 1990s and now 95% of US plans use TRFs as
their default investment strategy.'

¢ 2006 The Pensions Protection Act was introduced, which offered a safe harbour (reduction
in liability) for plan sponsors who provided a qualified default investment strategy. TRFs were

specifically named as a qualifying strategy. Many plan sponsors saw the benefits of TRFs,
which seamlessly transitioned members through their retirement journey. As a result, TRFs
now capture the majority of new contributions in DC plans in the US.

2019 The SECURE Act was introduced, which proposed auto-escalation of employee

contributions to 15% of salary and greater tax incentives around saving for retirement.
We expect positive momentum and growth in TRFs to increase as a result of this initiative.
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Source: Cerulli— US Defined Contribution Distribution Report (2017). Assets and contributions beyond 2017 are forecasts.

The above targets are estimates based on certain assumptions and analysis. There is no guarantee that the estimates will
be achieved.
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Use of TRFs in the UK:

« 2012 Automatic enrolment was introduced in the UK, mandating employers to automatically enroll their
employees into a pension scheme. Between 2012 and 2019, participation in DC schemes grew from
55% to 88%.2 This in turn, increased investment in default funds such as TRFs.

e 2014 Freedom and Choice’ reforms were announced in the UK, removing compulsory annuitisation
and allowing members to choose how they would use their pension savings in retirement (e.g. cash
lump sum, annuity or income drawdown). While these measures were designed to offer members
more choice and flexibility, many were left feeling confused.® Hence, many UK schemes found it
better to have a default design such as a TRF which kept members’ options open and was robust to
the different choices members might make at retirement.

o Today According to Broadridge™:

— 20% of UK default fund assets are expected to be invested in TRFs by 2027

— 28% of schemes surveyed are considering switching to TRFs

— TRFs are used by several UK Master Trusts, including the National Employer Savings
Trust (NEST), where 99% of members are in the default fund

Lifestyle versus Target

Retirement Funds

Figure 3
Example Target
Retirement Fund
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In the UK and Ireland, DC schemes have historically used lifestyle funds as the default

investment strategy.

TRFs offer several advantages over traditional lifestyle strategies:

Lifestyle Strategy

TRF

Advantages of TRF

Member holds several funds

Member holds a single fund

Simple to communicate

Targets a specific retirement date

Groups members into age cohorts

More flexibility around when a member
will retire

Administrator switches from fund
to fund

Manager switches assets in fund

Quicker, more reliable, lower cost and
easier to implement

Asset allocation usually preset

Asset allocation can be dynamic

Asset allocation responsive to market
conditions, aiming for a smoother journey

Blackout period may be required if the
glide path changes

No administration impact from glide
path change

Easier to make changes to
investment strategy

Portfolio Allocation (%)

Alternatives for Diversification

45 42 39 36 33

Years to Retirement

30 27 24 21 18

Fixed Income to
Preserve Wealth

12 9 6 3 o

Source: State Street Global Advisors, as at 31 March 2020.
The information contained above is for illustrative purposes only.
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Conclusion Target Retirement Funds have been a popular default investment strategy for many DC
schemes globally.

If you would like a default solution that is:

1 Carefully designed, managed and governed by investment professionals

2 Quick to adapt to changes in regulation, member needs and market conditions
3 Simple and easy to communicate to your members

..then Target Retirement Funds could be for you. Please get in contact to find out more about the
State Street Global Advisors Timewise Target Retirement Funds.

Contact Us Ireland: Ireland_Team@ssga.com

UK: UKClientRelationshipManagement@ssga.com

Endnotes 1 Vanguard, “How America Saves” (2016). 3 Ignition House, “New Choices, Big Decisions” (2017).
2 Department for Work and Pensions, “Workplace Pension 4  Broadridge, “UK Defined Contribution and Retirement
Participation and Savings Trends of Eligible Employees Income Navigator” (2018).

Official Statistics: 2009 to 2019” (2020).
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:

» Start with rigour
o Build from breadth
* Invest as stewards
* Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world. Helping millions of people secure their financial futures. This takes each of our employees
in 27 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care.

* This figure is presented as of June 30, 2020 and includes approximately $69.52 billion of assets with respect to SPDR
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.
SSGA FD and State Street Global Advisors are affiliated.

ssga.com
Marketing Communication

United Kingdom: State Street Global Advisors
Limited. Authorised and regulated by the
Financial Conduct Authority. Registered in
England. Registered No. 2609928. VAT No.
577659181. Registered office: 20 Churchill
Place, Canary Wharf, London, E14 5HJ. T: 020
3395 6000. F: 020 3395 6350. Ireland: State
Street Global Advisors Ireland Limited is
regulated by the Central Bank of Ireland.
Registered office address 78 Sir John
Rogerson’s Quay, Dublin 2. Registered

number 145221, T: +353 (0)1 776 3000.
F:+353(0)1 776 3300.

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
SSGAS express written consent.

The information provided does not constitute
investment advice as such term is defined
under the Markets in Financial Instruments
Directive (2014/65/EU) or applicable Swiss

regulation and it should not be relied on as such.
It should not be considered a solicitation to buy
or an offer to sell any investment. It does not
take into account any investor’s or potential
investor’s particular investment objectives,
strategies, tax status, risk appetite or
investment horizon. If you require investment
advice you should consult your tax and financial
or other professional advisor. All information is
from SSGA unless otherwise noted and 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.

The views expressed in this material are the
views of Alistair Byrne and Olivia Kennedy
through the period ended June 30,2020 and
are subject to change based on market and
other conditions. This document contains
certain statements that may be deemed
forward-looking statements. Please note that
any such statements are not guarantees of any
future performance and actual results or

developments may differ materially from
those projected.

Investing involves risk including the risk of loss
of principal.

The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

SSGA Target Date Fund are designed for
investors expecting to retire around the year
indicated in each fund’s name. When choosing a
Fund, investors should consider whether they
anticipate retiring significantly earlier or later
than age 65 even if such investors retire on or

near a fund’s approximate target date. There
may be other considerations relevant to fund
selection and investors should select the fund
that best meets their individual circumstances
and investment goals. The funds’ asset
allocation strategy becomes increasingly
conservative as it approaches the target date
and beyond. The investment risks of each
Fund change over time as its asset

allocation changes.

This communication is directed at professional
clients (this includes eligible counterparties as
defined by the appropriate EU regulator or
applicable Swiss Regulator) who are deemed
both knowledgeable and experienced in
matters relating to investments. The products
and services to which this communication
relates are only available to such persons

and persons of any other description
(including retail clients) should not rely on

this communication.
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