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Optimal asset allocation in 5,4,3,.. 2

Our society is changingé

EMPLOYERS

A Try to find a balance between acceptable costs
for terms of employment and being a godd
employer6

INDIVIDUALS

A Are more and more responsible for
sufficient pension income and feel
insecure

GOVERNMENT
A Withdraws further funding of
pensions, education and well-being

YEGON
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More choices have to be made
How can we help individuals in making the right choice?

Key elements: An example:

A Focus more on emotions / feelings in
pension communication (we are no
0 h o stonomicuso )

A new element in defined contribution
schemes is introduced on September 1%,
2016

: : : -> |nvesting in your pension capital after
A Make questions and required actions retiremento

plain and simple

Individuals with a defined contribution
scheme will have to make a choice between

buying a fixed or variahb
not an easy choice to make!

We help them determine their optimal portfolio!




Optimal asset allocation in 5,4,3,.. 4

Proud to serve Rotterdam dockworkers
We would liketoi nt r oduce EdZé.




Determine E d @®imal portfolio

Required Input:
AEquity volatility
AEquity risk premium
/E d Gge

AE d direncial position

d disk aversion

Y.ECON
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How Is RA currently determined?

In welke beleggingscategorieén belegt u/heeft u belegd?

(J Geen, ik heb nog nooit belegd.
(J Obligaties/Obligatiefondsen en/of mix(fondsen) met overwegend obligaties (50% of meer). 7
(O Aandelen/Aandelenfondsen en/of mix(fondsen) met overwegend aandelen (meer dan 50%). 8

Hoe reageert u als uw beleggingen tussentijds dalen van 50.000 euro naar 45.000 euro?

(D ik vind het zeer vervelend. 6
O Ik vind het vervelend. 7
(O Ik vind het niet zo vervelend. 9
(D i vind het niet vervelend. 10

Welk deel van uw totale vermogen (exclusief uw eigen woning) staat op uw spaar- en/of
betaalrekeningen met het oog op (onvoorziene) uitgaven?

O vrijwel niets.

0O 5-25%.

O 25-50%.

J Meer dan 50%.

L 00 N O
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Expected utility

50%
03000

< VS
02000

50%

Expected Value:

0.5*3000+0.5*2000 = 2500

Expected Utility:
0.5*U(3000)+0.5*U(2000) >?< U(2500)

Optimal asset allocation in 5,4,3,.. 7

02500

Y.ECON
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Expected utility

50%

03000
(13) :
VS 02500
(12)
——— 02000
50% (10

Assume: U(2000) = 10, U(2500) = 12, U(3000) = 13. Then:
EU[L] = 50%*U(2000)+50%*U(3000) = 50%*10 + 50%*13 = 11,5
EU[R] = U(2500) = 12

Y.ECON
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Expected utility

50%

03000
(15) :
VS 02500
(12)
——— 02000
50% (10

Assume: U(2000) = 10, U(2500) = 12, U(3000) = 15. Then:
EU[L] = 50%*U(2000)+50%*U(3000) = 50%*10 + 50%*15 = 12,5
EU[R] = U(2500) = 12

Y.ECON
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Utility functions
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Power Utility
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Constant Relative Risk Aversion (CRRA)
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What Is your[ ?

0]
00% +50%
VS +25%
+49%
50%
0]
°0% +50%
VS +25%
+X%

50% Y.EGON



What Is your | ?
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+25%
+25%
+25%
+25%
+25%
+25%
+25%
+25%
+25%
+25%
+25%
+25%

+50%
+50%
+50%
+50%
+50%
+50%
+50%
+50%
+50%
+50%
+50%
+50%
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-3%
+0%
+4%
+7%
+9%
+11%
+13%
+14%
+15%
+15.7%
+16.4%

0
+17.1% ﬂEG._ON



Straightforward questions

0%

< +50%

0]
S0% +49%
GOOD

< +50%

0]
BAD +49,
GOOD ,

< +01000

BAD +080
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Homo Econom ICus’) Optimal asset allocation in 5,4,3,..
Are you there?

Homo erectus

Homo sapiens Homo economicus
(Carl Linnaeus, 1758) (John Mill, 1836)

YEGON
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Independence?

0
0% oM
<< VS +10M
10% O
0
% 150M 19% _ ,10m
91% O 90% O
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Certainty Effect

10M n (90%: 50M) &  (9%: 50M) n (10%: 10M)
U(10M) > 0.9U(50M) &  0.09U(50M) > 0.1U(10M)
U(10M) > 0.9U(50M) &  0.9U(50M) > U(10M)
GOOD, ~1 000
< VS +(0O6500
BAD +0O80
GOOD, 1 10 GOOD ,

< VS < +0500
+080

BAD saD  TR00

Y.ECON



Reference point

GOOD,

0101000

.

BAD

0100080

A 0>50

Optimal asset allocation in 5,4,3

GOOD+’O500

BAD +0400

GOODH; h0500

BAD 0100400

YEGON
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Determine reference point

& Vragenlijst

Wat is de hoogte van uw pensioenkapitaal?

Heeft u een par'_t'wer' (bent u get}'[:auwd, Maak uw keuze v
geregistreerd of samenwonend)?

Hoeveel pensioen ontvangt u elders (naast uw | Maak uw keuze
pensioen bij Aegon en uw AQW)?
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Determining 7

Pensioen A Pensioen B
“@- Zonnig Scenario £3.160 €2.560
. Regenachtig Scenario €2.140 €2 320

YEGON
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Adapt to answers

Pensioen A Pensioen B
“@- Zonnig Scenario £2.940 £2.680
e Regenachtig Scenario €2.260 £2.440

YEGON



Risk profile

Uw risicoprofiel

Met 95% kans ontvangt u meer dan € 84¢

Met 5% kans ontvangt u meer dan €1

Dit betekent dat u gemiddeld € 1.043 per
maand zult ontvangen.

Hieronder ziet u de kansverdeling van de mogel
2.000+
. Gemiddeid
1.800 s
$5% kans dat u binnen deze
1.600 Bl 80% kans dat u binnen deze
Bl 5% kans dat u binnen deze

1.400+

800+

Maandelijkse Uitkering

65004
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200

[+ B+ B + )

U )
)

Q Q

0% vastrentende
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fensief beleggingsprofiel het best bij u. Hier
waarden bij. Als volgens deze
uitkomsten

Ot de volgende moagelijke

eringen van pensioen bij AEGON

pe 3anda
e uitkeringen van uw pensioen bij AEGON
n valt

valt

1.200+

YEGON
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Conclusion

AKnowing the degree of risk aversion is
crucial for determining optimal portfolio —
allocation, and it varies widely among [
people.

Alt is difficult to determine for a specific .
client, and Gemantic questionséd o n 6 t -
capture risk-aversion

AFive personalized straightforward 50-50
guestions allow us to create a custom —
risk profile for every participant

Y.ECON



Thank you!

Rogier Potter van Loon
Rogier.pottervanloon@aegon.nl

Chantal Hoet
Choet@aegon.nl

fyvy @ &




