.A‘;-% A ‘ = "L‘ - < ‘ B X - = : - : .
Y ;.;7" mbmiy ' ; ] .’_. ‘A; ."' _-‘_ :;.:‘ .7_..‘ ; -
27 January 2021

02 Executive summary

03 Atemporary hit with lasting effects for inequality, but not for aging
04 The Covid-19 pandemic’s impact on growth, inequality and aging
08 Different starting points for pension reforms in Asia

16 The elephant in the room of pension reform: Retirement age

19 Appendices

Allianz ()



Allianz Research

SUMMARY

Michaela Grimm, Senior Economist

michaela.grimm@allianz.com

Y
y

Arne Holzhausen, Head of Insurance , Wealth
and ESG Research

arne.holzhausen@allianz.com

The Asia-Pacific region has fared better than most other regions during the Covid-19
crisis: Economic activity is likely to have declined by less than -2% in 2020, compared to
more than -4% at the global level and almost -8% in Latin America. But labor markets
were hit hard, predominantly impacting poor and low-income earners, who work often
in the informal labor market with limited access to social security. This has spurred

income inequality in many markets.

The pandemic poses only a brief interruption to the aging trend in Asia: Within the next
thirty years, Asia’s population of those aged 65 years and older is expected to more
than double from around 412mn today to 955mn in 2050; the share of this age group
in the total population is set to reach 18% by then.

There are still marked differences in the development stages of the region’s pension
systems, not least when comparing pension coverage ratios, which span from 3%
in Cambodia to 100% in Japan. Equally huge disparities can be observed in private
wealth in n Taiwan, where net financial assets by households accounted for more than
400% of total GDP in 2019, while in Sri Lanka, Cambodia, Vietnam, Indonesia and the

Philippines the corresponding figure was less than 50%.

The main cause of concern with respect to the long-term sustainability is the pension
age in many markets, which does not reflect the gains in life expectancy over the last
decades. And although some markets are discussing an increase in the retirement age,
the planned changes might not be sufficient to level the expected increases in further

life expectancy.

The message of our proprietary Allianz Pension Indicator (API) is clear: There is no mar-
ket in Asia that doesn’t need pension reforms. The necessary breadth and depth of
reforms might differ — but not their urgency. The looming demographic crisis does not

allow for pension and financial system reforms to be put on the back burner.
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ON INEQUALITY—BUT NOT FOR AGING

At the time of writing, the Covid-19
pandemic had already caused more
than two million premature deaths
worldwide, along with the most severe
economic downturn since the Second
World War. In 2020, global GDP is
likely to have slumped by more than
-4%, surpassing the contraction seen
during the 2009 Great Financial Crisis
by a wide margin (-0.1% in 2009).
Although governments took unpre-
cedented fiscal measures to mitigate
the blow to livelihoods, Covid-19 has
exacerbated existing inequalities which
will probably still be felt in years
from now. Scars will remain not only
from the deep recession, rising un-
employment and interrupted education
but also from some of the support mea-
sures, which may backfire in the long
run. Short-term fixes such as the tempo-
rary reduction or suspension of pension
contributions or the temporary allo-
wance to withdraw pension fund sa-
vings to ease financial burdens
could increase the likelihood of old-age
poverty in the years to come.

Like fiscal policies, monetary policies
came to the rescue and flooded
markets with ample liquidity. Here, too,
the results are ambiguous. On the one
hand, the latest available figures
indicate that private households’
financial assets proved to be almost
immune to the virus. In most markets,
the Covid-19 crisis is expected to leave
nothing but a dip in the assets growth
rate as capital markets have rallied
since the March 2020 turbulence and
savings rates leaped following lock-
downs and reduced consumption
opportunities. On the other hand, there
are also some developments that
raise concerns: ultra-low interest-fueled
credit-financed consumption and rising

public expenditure, leading to a sharp
increase in loan-to-GDP ratios. As lower
income groups were especially hit by
the crisis, they were also the ones who
had to take out credit or make use of
the offer to withdraw pension fund
assets, tapping into their often already
meagre savings for old age. As a
consequence, the income and wealth
gap has become wider.

Thus, one of the (unwelcome) legacies
of the crisis and temporary stimulus
measures such as the reductions in
pension savings might be a higher
number of the elderly who depend on
social welfare in old age in the long
run. Given the still very young popula-
tions in most Asian markets, old-age
poverty currently seems to be only a
minor problem. But the rapid aging of
Asian societies, only briefly halted by
Covid-19, will turn it into a major one
if there are no efforts to build demo-
graphy-proof pension systems, which
would also be an important stabilizer in
economic downturns, thanks to the
consumption expenditures of pensio-
ners.

In order to cushion the impact of
population aging on pay-as-you-go
financed pension systems, complemen-
tary capital-funded old-age provision
is going to be necessary to secure
a decent living standard in old age.
Thus, increasing the access to financial
services and further efforts to improve
financial literacy are indispensable.

This report aims to give an overview on
the current state of the pension systems
in the region and future reform needs
in order to make them demography-
proof, guided by our proprietary Allianz
Pension Indicator. It also includes

an analysis of private households’
financial asset structure that hints at
the awareness of the need for private
pension provision, the accessibility of
financial services and, last but not least,
the development stage of the financial
system.

Asia has weathered the Covid-19 crisis
in relatively good shape, and its
starting position for the 2020s is better
than in most other regions. However,
it should not forfeit its advantage
by ignoring the looming demographic
crisis. The next generations of Asians
would have to pay a heavy price for
such negligence, and it could even spell
the premature end of the Asian century.
It's time to act.
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GROWTH, INEQUALITY AND AGING

The Covid-19 pandemic has caused the
most severe economic contraction in
decades. The Asia-Pacific region, how-
ever, has fared better than most. For
2020, our projections point to a decline
in economic activity of less than -2%
in the region while global output is
likely to have shrunk by more than -4%;
in Latin America, for example, GDP will
have slumped by almost -8%. Yet,
Asia-Pacific’s modest fall in economic
activity conceals an unusually large
dispersion of performance within the
region: The hardest-hit countries in the
region include India, Hong Kong, the
Philippines and Thailand. The Indian
economy, for example, is expected to

have shrunk by -10.2% in 2020. Ching,
on the other hand, has already re-
ported real growth of +2.3% in 2020.
The other heavyweight of the region,
Japan, was in between, with a GDP
decline of -5.5% in 2020. All in all, these
numbers are a far cry from the dynamic
development that was observed just
one year before: In 2019, real growth
rates in the region’s emerging econo-
mies ranged between +4.2% and +7.0%
(Figure 1).

Although the pandemic crisis was not
as severe in Asia as in other parts of the
world, it wreaked havoc on the labor
markets. Rising unemployment rates

Figure 1: The Covid-19 pandemic took a toll on economic growth

and reductions of working hours
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Those hit were the poor and low-
income earners who often work in
the informal labor market with limited
access to social security, thus spurring
income inequality in many markets.
These inequalities will also translate
into inequalities in old age as many
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access to a public or occupational
pension system nor enough earnings
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China, Malaysia and Singapore, could
also increase the gap. As lower income
households are particularly set to make
use of these offers, they will face redu-
ced pension income in the future. Thus,
the Covid-19 pandemic has shown the
importance of functioning social securi-
ty systems. This also holds true for
public pension provision, not only from
an individual point of view, but also
from the macroeconomic perspective:
an adequate pension system that pro-
vides a decent living standard in old
age tends to have a stabilizing effect
on consumption in times of crisis. By
causing millions of premature deaths
around the world, the Covid-19 crisis
also reduced the average period life
expectancy in 2020 by several months,
in some markets maybe even years. But
the underlying demographic trends are

going to remain intact: Due to decrea-
sing fertility rates and increasing life
expectancy, the world’s population will
continue to age.

Asia is one of the regions where the
outcomes of this trend are going to be
most evident. Within the next thirty
years, Asia’s population aged 65 years
and older is expected to more than
double from around 412mn today to
955mn in 2050; the share of this age
group in the total population is set to
reach 18% by then? This means that
in some Asian markets, the share of
the elderly is set to more than double
within less than a generation; in
Europe, this took more than 50 years.
In 2050, around two thirds of Asia’s
population aged 65 and older will be
located in just three markets: 366mn,

Figure 2: In 2050, 955mn of the world’s 1.5bn elderly people will live in Asia
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i.e. more than a third, in China, 225mn
in India and 52mn in Indonesia, which
will have surpassed Japan as the place
with the third-highest number of elderly
citizens in Asia by then. South Korea is
set to replace Japan as the place with
the oldest population in Asig; together
with Hong Kong, Japan, Singapore and
Taiwan, it will be among the ten
markets® with the oldest populations
worldwide. By mid-century, in all five
markets, at least one third of the
population will be aged 65 or older,
with the shares in Japan and South
Korea reaching almost 40%. This is all
the more remarkable as Singapore,
South Korea, Taiwan and Hong Kong
still have relatively young populations
today, with the share of the elderly
ranging between 13.4% and 182%
(Figure 2).
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2. See UN, Department of Economic and Social Affairs, Population Division (2019). In the UN's constant-mortality scenario, the number of people aged 65
and their share in total population are expected to increase to 826.4mnn and 16.3%, respectively.

3. The others are Spain, Greece, Italy, Portugal and Puerto Rico; see UN, Department of Economic and Social Affairs, Population Division (2019)..



Allianz Research

By 2050, the average life expectancy of
65 year olds is also set to increase
further. Among the markets covered in
our report, Laos and Hong Kong set the
borders: The average further life expec-
tancy it is set to range from 13.4 years
in Laos to 22.2 years in Hong Kong for
males, and between 16.8 years and
27.8 years for women (Figure 3).

Thus, one of the main future challenges
will be how to finance the longer retire-
ment periods of an increasing number
of people. Combined with the breakup
of traditional family structures, not least
due to decreasing fertility rates, there
is a rising need for sustainable pension
systems that guarantee a decent living
standard in old age. Though the
development stages of Asia’s pension
systems differ markedly, they have

one thing in common: The window
of opportunity to make them demo-
graphy-proof is gradually getting
smaller.

Besides the rapid demographic
change, most markets have one further
argument in common for striving for
demography-proof, i.e. sustainable and
adequate pension systems: Due to their
fiscal support measures to cushion the
impact of the Covid-19 crisis, general
government gross debt has increased
and thus their future financial leeway to
subsidize pension systems has shrunk.
However, there are marked differences
with respect to the degree of indebted-
ness: while the gross budget deficit of
Japan is expected to reach 266%, that
of Hong Kong will probably remain
below 1% (Figure 4).

Figure 3: In most Asian markets, women are set to spend more than 20 years in retirement

222

145

7
174

217

219

o

-
~

203
199

186

153
134
147

Source: UN, Department of Economic and Social Affairs, Population Division (2019).

The average number of children per
women in Asia declined within the last
50 years from 55 children to 2.2
children in 2020 and is expected to fall
below the reproduction level of 2.1
in the course of the next five years.

219
215
4
241
219

197

182
180

4. The average number of children per women in Asia declined within the last 50 years from 5.5 children to 2.2 children in 2020 and is expected to fall below
the reproduction level of 2.1 in the course of the next five years. UN, Department of Economic and Social Affairs, Population Division (2019)..
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Figure 4: The Covid-19 crisis has diminished governments' financial leeway
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PENSION REFORMS IN ASIA

There are marked differences between
the 15 Asian markets that we cover
in our report with respect to the overall
development stage and prosperity
level, as well as the pension system.
The GDP per capita and average life
expectancy at birth are indicators for
the overall development stage of a
market. Both factors are positively
correlated: The higher the GDP per
the higher the
average life expectancy.

capitaq, in general

Among the 15 markets we cover in this
report are on the one hand three with
the highest average life expectancy
worldwide, namely Hong Kong, Japan
and Singapore, and one with the
lowest in Asia, Laos. According to the
the
difference in average life expectancy
at birth was 17.2 years, ranging from
68.2 years in Laos, where GDP per capi-
ta amounted to merely EUR2,290 at
the end of 2019, to 85.0 years in Hong

latest available UN estimates,

Figure 5: GDP per capita and average life expectancy as indicators for prosperity

Hong Kong

® JGDO'W. Hong Kong

® Koreo

. Taiwan

Thailand

@ ~ China

Srilanka @ Malaysia

@ Vietnom

e

xpectancy, at birth (bott

@ Indonesio
@ Philippines

Cambodia

ndia

@ Loos

Ipan
@}

Singapore

China
Malaysia

ilippines

GDP._per capita-(in 2019.-EUR)

40000 50000 60000 50 55

Source: UN, Department of Economic and Social Affairs, Population Division (2019).

Kong, where GDP per capita was
EUR44,060 or almost 20 times that of
Laos (Figure 5).
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Babies born in the richer Asian markets
can also expect to spend a longer time
of their lives in good health than those
born in the poorer markets due to
higher living standards, including better
access to medical services. The healthy
life expectancy at birth ranged
between an average 60 years in India
to more than 74 years in Japan. As a
consequence, they also have a mar-
kedly higher chance to reach the age
of 65 than their peers in poorer mar-
kets. While only 65% of newborn boys
in the Philippines could expect
to celebrate their 65th birthday, this
held true for more than 90% of those
born in Singapore. The respective
shares for newborn girls ranged from
74% to almost 95% in Hong Kong
(Figure 6).

Furthermore, the degree of urbaniza-
tion, the share of employment in agri-
culture and the share of internet users

in the population have an impact on
the access to pension coverage and
financial services. The more people are
employed in the formal sector, i.e, the
industrial and service sector, the higher
is the coverage of (formal) public and
occupational pension systems. In mar-
kets with a higher degree of urbaniza-
tion, it is often easier to provide access
to financial services than in states
where a large part of the population
lives in remote areas. And the use of the
internet is an indicator for the access to
information and online (financial) ser-
vices. The 15 markets differ markedly in
these respects: While Singapore is a
city-state with 100% of its population
living in urban areas and a mere 0.7%
of the labor force still working in agri-
culture, more than 80% of Sri Lanka’s
population live in rural areas and
almost 62% are employed in agricul-
ture in Laos. The same holds true for
internet use: with more than 96%, South

Figure 6: Chance of reaching the age of 65
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Korea has the highest share of internet
users of the markets, in contrast to
Laos, where only 25% use the internet’.

Thus, the preconditions and prosperity
levels differ markedly between the
analyzed markets. While Hong Kong,
Singapore and Japan are among the
with  the highest living
standards in the world, boasting well-
developed - though not necessarily
long-term sustainable — pension sys-

markets

tems, there is still marked backlog
demand for old-age protection in
Cambodia, Laos and India, where living
standards are generally lower. Thus,
the differences with respect to the
urgency of and the reason for pension
reforms between the markets in Asia
are huge.
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Though there is broad consensus about
the need of a sustainable and ade-
guate pension system and ongoing
discussions in many markets about
necessary increases of the retirement
age with respect to rising life ex-
pectancy, there are still marked
differences in the development stages
of the region’s pension systems. These
become most obvious when comparing
the coverage ratios and the public
spending for old age, with low levels of
the latter in some markets not only
reflecting the favorable age structure
of the population but rather the low
development stage of the pension
system.

According to latest available ILO datq,
the pension coverage of the working
age population ranges between a
mere 3% in Cambodia to100% in Japan.
And while in Ching, Japan and South

Korea every inhabitant aged 65 and
older is covered, only 7% of Lao's
elderly population receives a pension
(Figure 7).

In some countries, like Laos, India and
Cambodia, it is mainly public sector
employees who are covered by pension
systems, while workers who are often
employed in the informal sector have
no access to the public pension
system® However, universal pension
coverage does not automatically imply
an equal distribution of pension
income: A recently published survey
found marked inequalities between
rural and urban pensions in China?
for example. Unfortunately, the mar-
kets with low pension coverage rates
are in most cases also those where the
financial system and thus the means for
private pension provision are still rather
underdeveloped. The indicators for this

Figure 7: Marked differences in pension coverage
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are the share of the population with an
account at a financial institution,
private households’ asset structure and
the sum of private households’ net
financial assets compared to GDP.

In Cambodia, Laos, the Philippines
and Vietnam, less than a third of the
population aged 15 and older had an
account at a financial institution, while
in the rich city states Hong Kong and
Singapore, as well as in Japan, Taiwan
and South Korea, close to 100%
of the population had their own
account!®. In the remaining markets
there is still backlog demand, but due
to government efforts the accessibility
of financial services has already
improved markedly in recent years
(Figure 8, on page 13).
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Figure 8: Access to financial services - crucial for private old age provision
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The access to financial services corres-
ponds with the size of private house-
holds’ financial assets and the portfolio
structure. Of course, the richest markets
in the region, measured in GDP per
capita, are also the markets with the
highest financial assets. In Taiwan, net
financial assets accounted for more
than 450% of total GDP, while in Sri
Lanka, Cambodia, Vietnam, Indonesia
and the Philippines they amounted to
less than 50% of the respective GDP
(Figure 9).

In some markets, the indebtedness
of private households is a cause for
concern. At the end of 2019, the debt-
to-GDP ratios in Thailand, South Korea
and Malaysia were already above 80%
(Figure 10).

The latest available data indicate that
in the course of the crisis, the debt-to-
GDP has increased further in some
markets. In Malaysia, for example, it
increased to 87.5% at the end of the
third quarter of 2020, especially due to

a rise in car loans that was triggered

Figure 9: Marked differences in private households’ net financial assets (2019)
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turn has probably outpaced the decline
in loans, even here the indebtedness
ratio is expected to increase despite
households’ discipline®?.
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Figure 10: Marked differences in households’ indebtedness (2019)
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Furthermore, we also observe diffe-
rences in the asset structure of private
households, which reflects not only
the overall development stage of the
financial system and the accessibility
of financial services but also the
awareness of the need for old-age pro-
vision. In markets with less-developed
financial systems such as Cambodiag,
India, Indonesia, the Philippines, Sri
Lanka, and Thailand, bank deposits
are still the dominating asset class,
with shares in total assets markedly
above 50%. In the other markets, life
insurance and pension products as well

as securities play a more important
role. The only exception is Japan, where
the subdued development of the stock
market — the Nikkei only picked up in
recent years and reached a value close
that seen in 1991 for the first time at
the end of 2017 — and some distortions
on the life insurance market, bank
deposits are the first choice asset class
(Figure 11).

The continued lack of awareness of
the need to make a private pension
provision becomes evident in the
responses to the question about the

Figure 11: Asset structure of households (2019)
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savings motive in the World Bank’s
Global Findex Database. The awa-
reness of the need to save for old
age was highest in the rapidly aging
markets, such as Japan, Singapore,
South Korea, Taiwan, Thailand and
Hong Kong. In contrast, in those mar-
kets with younger populations — and
less developed financial systems — old
age played only a minor role as a
savings motive (Figure 12).
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Figure 12: Old-age saving plays a minor role in emerging markets
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THE ELEPHANT IN THE ROOM OF

The main cause of concern with respect
to long-term sustainability is the pen-
sion age in many markets, which does
not reflect the gains in life expectancy
over the last decades. We observe
ongoing discussions in many markets
in the region, but only a few have
already decided to implement pension
reforms in this respect. However, it is
rather questionable whether the plan-
ned increases in retirement age are
the expected
increases in further life expectancy,

sufficient to  offset

which is unlikely to change despite the
Covid-19 pandemic. The agreed upon
or statutory retirement ages range
between 55 and 65 years (Figure 13).

Yet, in some markets, such as Singa-
pore and Thailand, the retirement age
only marks the age limit until which an
employer is not allowed to cancel a
contract because of age
In both markets, many employees
choose to work until the age of 65 or
longer if possible. In Singapore, the so-

reasons.

Figure 13: Retirement ages differ markedly
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called re-employment age is currently
67 and set to be increased to 70 until
2028. But in most markets the time
period that will be spent in retirement
is relatively long compared to the work-
ing life, even if we assume that the
latter starts at age 15. This holds
especially true for Hong Kong, Japan,
Singapore, South Korea and Taiwan,
which are among the markets with
the highest further life expectancies
in the world (Figure 14).
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Figure 14: : Low work-life-to-retirement balances* in wealthy Asian markets
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This mismatch not only poses a
problem for pay-as-you-go financed
pension systems, where a shrinking
number of people of working age has
to finance the pensions of an increasing
number of people in retirement age,
but also for merely capital-funded
systems. If the pension age is not
adjusted accordingly, the contributions
must increase markedly to make sure
that savers build enough capital to
guarantee a decent living standard in

old age, otherwise they have to face
lower benefit levels. If a tax-financed
welfare program is in place that grants
means-tested subsidies for pensioners
with pension income below a certain
threshold, like the Silver Support
scheme in  Singapore, neglected
adjustments might inevitably lead to
higher welfare expenditures in the
long run. In this context, pension and
financial system reforms should not be
put on the back burner for too long

Figure 15: Allianz Pension Indicator (API)® points at need for pension reforms

in order to make sure that there is still
enough time to build up demography-
proof pension systems and adequate
old-age savings. In this respect, nearly
all markets in the region still need
reforms (Figure 15).

AR 2021

China
Kioren
Japan
Tanwan
Indonesia
Hong Kong
Singapare
Philippines
India
Thailand
Vietnam
Malaysia
Sri Lanka
Laos

Cambodia

Starting Paints (1)

Sustarinalbility (113

Adequacy (I

no need for reform

Source: Allianz Research.

13.  For the Allianz Pension Index methodology see appendix.
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Appendix I: Pension systems and reform needs by market

27 January 2021

Cambodia
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index lll)

- ife expectal male female
GDP per capita 1312 ;surimrlufee ncy atage C ge 65+ 99
FRESH! elvears) 13.4 147  [(n% ofage group)
Life expectancy at birth 701 Retirement age o : " 0 29
(in years) ’ (in years) 60.0 60.0 (in % working age population) ‘
Gross budget deficit atis Work Life - Period ™A female | access to financial services -
(in % of GDP) > Balance™ 27 24 (in % of of population aged 15+)
Public expenditure on old-age . .
herare 02 Financing method - m&%“‘” financial assets 398
(in % of GDP)
Old-age y ratio 02 Contnbution rate =: Old-age as savings motive 28
) 76 176  [in%) (in % of population aged 25+) S
Assessment:

Currently the pension system covers only civil servants. Against the background of demographic change there is an urgent need for the introduction of
an adequate and sustainable pension system and the improvement of the access to financial services.

China
Starting Points (Sub-Index 1) Sustainability (Sub_Index Il) Adequacy (Sub-Index Iil)
GDP per capita 4506 Further life expectancy at age male female | go 65+ -
non ' o (1n % of age group) :
nyea) 14.9 180

Life expectancy at birth 771 Retirement age e : i 0 83.1
(in years) ' (in years) 60.0 55.0 (in % working age population)
Gross budget deficit 617 Work Life - Period {__Ma® femae | access to financial senvices 002
(in % of GOP) ; Balance* 24 15 (in % of of population aged 15+) >
Public expenditure on old-age . .
Benets 37 Financing method partly-funded m&"g“‘* financial assets 126.1
(in % of GDP)

> 2 : 2020 2050 i < <
0Old-age y ratio C rate 240 Old-age as savings motive 233
in %) 17.0 436 |0%) (in % of population aged 25+)
Assessment:

Having introduced one of the most sustainable pension systems in Asia, there is still some backlog demand with respect to its adequacy. This concerns

not only reported inequalities within the pension system but also the accessibiltiy of financial services.

Hong Kong
Starting Points (Sub-Index ) Sustainability (Sub_Index Il) Adequacy (Sub-Index Il)
GDP per capita — ;;ﬂher life expectancy at age male female = g6 65+ -
(in EUR) yens) 203 248 (in % of age group)
Life expectancy at birth 85.0 Retirement age e fomale Effective g 75.7
(in years) ' (in years) 65.0 65.0 (in % working age population) '
Gross budget deficit 61.7 Work Life - Period {__Ma® femae | access to financial senvices 953
(in % of GOP) : Balance™ 25 20 (in % of of population aged 15+) 2
Public expenditure on old-age . .
benefis 16 Financing method funded Private HH net financial assets 4133
(in % of GOP)

(in % of GOP)

> o c 2020 2050 S : <
Old-age ratio C rate 10.0 Old-age as savings motive 406
iy 2.3 647 |@0%) (in % of population aged 25+)

19

Assessment:

Being one the wealthiest countries in the region, a weak spot of Hong Kong's retriement system is the still comparitively low retirement age that does

not reflect the developments in life expectancy.
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India
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Ill)
2 Further life expectancy at male female

GDP per capita 1,544 - RPOCIAICY o8 000 Coverage 65+ —
e s 14.2 152  |(a% ofage group)
Life expectancy at birth 69.9 Retirement age [ T2 Effective 01 315
(in years) ’ (in years) 60.0 60.0 (in % working age population)
Gross budget deficit g0 Work Life - Retirement Period { _ ™1° female | access to financial services 7
(in % of GOP) Balance™ 26 24 (in % of of population aged 15+)
Public expenditure on old-age . .
benefits 43 Financing method funded (':‘ *W:G";:')"@* financial assets 580
(in % of GOP)

9 " : 2020 2050 S : 8
Old-age dep ratio C; rate 10.0 Old-age as savings motive 131
> 98 203 |@%) (in % of population aged 25+)
Assessment:

India is one of the countries with the lowest degree of urbaniziation and the highest share of the population still employed in agriculture. Both factors
hamper the build up of an effective public pension system, which is reflected in the still comparatively low coverage rates.

Indonesia
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Ill)

- Further life expectancy at male female
GDP per capita 3,386 65 R Covarage 89 148
FREN) yoans) 136 16.1  [(in % ofage goup)
Life expectancy at birth 719 Retirement age e oo Effective 01 240
(in years) ‘ (in years) 57.0 57.0 (in % working age population)
Gross budget deficit 285 Work Life - Reti Period s i Access to financial services 484
(in % of GOP) ’ Balance™ 22 19 (in % of of population aged 15+) :
Public expenditure on old-age . .
benefits 10 Financing method PAYG me';:')“"‘ financial assets 183
(in % of GOP)
Old-age dep ratio 2020 Contribution rate 87 Old-age as savings motive 26.5
(in %) 92 245 (in %) ‘ (in % of population aged 25+) 7
Assessment:

The gradual increase of the retirement age supports the long-term sustainability of the pension system. However, main reasons for concern are still
relatively lwo coverage ratios and the lack of access to financial services.

Japan
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Iil)

- Further life expectancy at male female
Chipotcepa 32,945 65 PRI Coverage 65+ 100.0
JERELRY iyears) 201 249 (% ofage group)
Life expectancy at birth 848 Retirement age = U Effective g 100.0
(in years) ' (in years) 65.0 65.0 (in % working age population) '
Gross budget deficit 266.2 Work Life - Reti Period e f Access to financial services 982
(in % of GOP) Balance™ 25 20 (in % of of population aged 15+)
Public expenditure on old-age . .
benefits 121 Financing method PAYG (':' *W:G’;:')M financial assets 290.2
(in % of GDP)
Old-age ratio 2020 Contribution rate 183 Old-age as savings motive 541
(in %) 480 743 (in %) (in % of population aged 25+) 2
Assessment:

Next to the Netherlands, Japan's retirement system guarantees it's pensioners one of the highest living standards worldwide. However, the retirement
age does not reflect the developments in life expectancy, thus endangering the long-term sustainability of the pension system.
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Laos
Starting Points (Sub-Index ) Sustainability (Sub_Index Il) Adequacy (Sub-Index Ill)

GDP per capita o :;mmﬂeexpectancyatage male female | | ge 65+ os
feER] etyeans) 12.9 143 [fin% ofage goup)
Life expectancy at birth 68.2 Retirement age e Effective g 79
(in years) ' (in years) 60.0 55.0 (in % working age population) '
Gross budget deficit 709 Work Life - Period | M3 ool A ccoss b Carices v
(in % of GOP) Balance™ 28 18 (in % of of population aged 15+)
Public expenditure on old-age . .
benefits 02 Financing method PAYG P"ﬁ"é‘g net financial assets na
(in % of GOP) i )

3 : 2020 2050 SR s 8
Old-age y ratio Ci rate 50 Old-age as savings motive 321
) 6.7 15.2 (0 %) (in % of population aged 25+)
Assessment:

Against the background of demographic change, increasing the coverage of the pension system and improving the access to financial services gain in

importance.
Malaysia
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Ill)

0P orcpie sots :;nher life expectancy atage |  male fomale |, rage 65+ J8i6
(in EUR) iwwsy 165 175 (in % of age group)
Life expectancy at birth 763 Retirement age hoe Effective 0 487
(in years) : (in years) 60.0 60.0 (in % working age population)
Gross budget deficit . Work Life - Period {___™Male fomale | ccess to s .
(in % of GDP) E Balance* 22 21 (in % of of population aged 15+)
Public expenditure on old-age g ¥
benefits 09 Financing method PAYG (’:"ﬁ"e:':)"“‘ financial assets 939
(in % of GDP)

- % . 2020 2050 e : <
Old-age y ratio C rate 25.0 as savings motive 421
(%) 104 256  |%) (in % of population aged 25+)
Assessment:

Ranging lower midfield in terms of adequacy due to mediocre coverage rates and a net-financial-assets to GDP ratio that is dampened by the

compartively high indebtedness of the private households, Malaysia is one of the countries with the most unsustainble pension systems mainly due to

the fact that the still relatively low retirement age does not reflect the developments in life expectancy at all.

Philippines

Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Iil)

2 Further life expectancy at male female
GDP per capita 3,641 65 LR Coverage 65+ 480
fRex) ilovasy 137 184 [(n% ofage group)
Life expectancy at birth 714 Retirement age ) B Effective g 373
(in years) ’ (in yoars) 65.0 650 |(in % working age population) :
Gross budget deficit 89 Woikle Poriog {210 OMA® _Access to financial services o
(in % of GDP) J Balance™ 37 27 (in % of of population aged 15+)
Public expenditure on old-age . .
benefis 06 Financing method PAYG ;’:?G’;‘)“‘* financial assets 145
(in % of GOP)
Old-age y ratio Contribution rate 41 as savings motive 292
(in %) 86 177 |0n%) g (in % of population aged 25+) i
Assessment:

Due to the relatively high retirement age the Philippines have one of the most sustainable pension systems in the region. However, there is still a

marked gap with regards to coverage and access to financial services.
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Singapore

Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Ill)
GDE';R por capita —— ;;mer life expectancy at age male female | | vorag 65+ S
(in EUR) s 197 228 (in % of age group)
Life expectancy at birth 838 Retirement age (e e ffective 01 56.8
(in years) ’ (in years) 62.0 62.0 (in % working age population)

. - . male female 2 5

Gross budget deficit 1312 Work Life - Period Access to ces o78
(in % of GDP) Balance™ 21 18 (in % of of population aged 15+) e
Public expenditure on old-age g v
benefits 07 Financing method funded mg’%m financial assets 195.0
(in % of GDP)
Old-age dependency ratio 20y Ci rate” 28.0 Old-age as savings motive 55.8
%), 18.0 588  [0%) g (in % of population aged 25+) E

* less average contribution allocated to the Medisave account

Assessment:

Singapore is one the countries with the highest living standards worldwide, but also one of the most rapidly aging. Main reason for concern is the still

relatively low retirement age compared to the life expectancy. Even the agreed upon increases of the retirement age and the re-emplpoyment age will
not completely reflect the expected increase in further life expectancy.

South Korea

Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index IIl)
- Further life expectancy at male female
GDP per capita 27 882 65 AROCIANCY X 800 C ge 65+ 100.0
R : Eivess: 188 229  [(n%ofsge group)
Life expectancy at birth %5 i male female | . -
(in years) ' (in years) 62.0 62,0  |(in% working age population) :
Gross budget deficit 84 Work Life - Period | Male femalo " || :coss to financial samvi 0o
(in % of GOP) » Balance* 22 18 (in % of of population aged 15+) Z
Public expenditure on old-age -
benefis 27 Financing method PAYG ::";‘;"G*;')“"‘ financial assets 115
(in % of GDP)
Old-age dep ratio Ci rate 9.0 Old-age as savings motive 482
(in %) 220 732 |™% (in % of population aged 25+)
: N
Assessment:

South Korea is among the most rapidly aging societies in the world. Thus, the gradual increase of the retirement age has a positive effect on the long-
term sustainability of the pension system. However, the high indebtedness of South Korea's private households dampens the rating in our adequacy sub-
index by lowering the net financial assets-to-GDP ratio markedly.

Sri Lanka
Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Iil)
GDP per capita —_— ;;mef life expectancy at age male female | | ge 65+ i
R ) 156 188  [(n% ofage group)
Life expectancy at birth 771 Retirement age i fomelo - frecti ] 446
(in years) : (in years) 55.0 550 (in % working age population) :
Gross budget deficit 5y Work Life - Period { M2 femae | access to financial services 296
(in % of GOP) ! Balance™ 17 14 (in % of of population aged 15+) :
Public expenditure on old-age . .
benehts 14 Financing method funded Private HH net financial assels 456
(in % of GOP)

(in % of GDP)

: 2020 2050 SR 3 5
Old-age y ratio Contribution rate 23.0 Old-age as savings motive 21.0
(in %) 173 380 |0%) (in % of population aged 25+)
Assessment:

Main reason for concern is the long-term sustainability of Sri Lanka's pension system; the discussed increase of the retirement age would improve it

markedly.
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Taiwan

Starting Points (Sub-Index I) Sustainability (Sub_Index Il) Adequacy (Sub-Index Iil)
GDP per capita — :;nher life expectancy at age male female = g6 65+ -
ey P 188 214 0% ofage group)
Life expectancy at birth 806 Retirement age ) LCIED Effective 0 86.8
(in years) ' (in years) 62.0 620 |in% working age population) A
Gross budget deficit o Work Life - Reti Period | __Male fomalo) | e nancial Sanvi b
(in % of GOP) : Balance™ 20 20 (in % of of population aged 15+) :
Public expenditure on old-age . .
benefits 47 Financing method PAYG m@mw financial assets 4689
(in % of GDP)
Old-age ratio C rate 19.0 Old-age as savings motive 453
(in %) 222 650 |n%) (in % of population aged 25+)
Assessment:

Ranging solid mid-field with respect to sustainability and adequacy thanks to the implemented pension reforms, the major challenge will be to cope with
the rapid aging of society. It is questionable, if the agreed upon increase in retirement will be sufficient to cushion the effects of further increases in life

expectancy.
Thailand
Starting Points (Sub-Index ) Sustainability (Sub_Index Il) Adequacy (Sub-index Ill)

GDP per capita —— :;lmlerﬂoexpeciancyetage male female = ge 65+ -
(in EUR) * e 175 205  |(in% of age group)
Life expectancy at birth 773 i age il fomelo ™ | factive g P
(in years) ' (in years) 60.0 60.0 (in % working age population) :
Gross budget deficit s04 Work Life - Retirement Period { ™2 fomaio | | accoss o financiel orvi .
(in % of GOP) Balance™ 21 18 (in % of of population aged 15+)
Public expenditure on old-age . .
benefits 22 Financing method PAYG P"ﬁ"e’;’ net financial assets 493
(in % of GOP) (in )

> 2 : 2020 2050 SR s <
Old-age dep ratio Ci rate 6.0 Old-age as savings motive 449
(in %) 184 511 |0n%) (in % of population aged 25+)
Assessment:

Given the rapid aging of the population, the still comparatively low retirement age endagers the long-term sustainability of the pension system.
Furthermore, there is an urgent need to broaden the pension system coverage of the work force population.

Vietnam

Starting Points (Sub-Index 1) Sustainability (Sub_Index Il) Adequacy (Sub-Index i)
GDP per capita — z;nher life expectancy at age male female | | ge 65+ 0o
(in EUR) (in years) 16.2 19.9  [n % of age group)
Life expectancy at birth i55 Retirement age i) fomale | sfocti g _—
(in years) ' (in years) 603 553 (in % working age population)
Gross budget deficit o Work Life - Retirement Period { ™ | e © fenciel sorvh e
(in % of GDP) : Balance™ 23 14 (in % of of population aged 15+) :
Public expenditure on old-age . .
benefits 55 Financing method PAYG 2’2’:‘3’@'33 net financial assets 284
(in % of GOP) )
Old-age y ratio C rate 220 Old-age as savings motive 211
in %) 1.4 328 |%) (in % of population aged 25+)

4 R —

Assessment:

While the agreed upon increase of the retirement age will help to stabilize the finances of the pension system, it needs further efforts to increase the
pension system coverage and to improve the access to financial services.
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Appendix lI: Methodology of the Allianz Pension Indicator (API)

The Allianz Pension Indicator (API) consists of 3 pillars, which are differently weighted (see respective weightings in brackets)
e Basic Conditions (20%

e Sustainability (40%)
e Adequacy (40%)

These three pillars are based on five categories and eleven sub-categories taking into account in total 30 parameters. Each
parameter value is rated on a scale of 1 to 7, with 1 being the best grade. The bands defining each parameter’s grade are
chosen in a way that the grading results of all markets are normal distributed. This implies a relative judgement. By adding up
all weighted subtotals, the API assigns each market a grade between 1 and 7, thus providing a comprehensive view of the
sustainability and adequacy of the pension system of a respective market compared to other markets.

The pillars in detail

The pillar Basic Conditions takes into account the living standards as well as the financial and demographic starting points
which are two major exogenous factors determining the framework and effecting the need for further pension reforms:

e The living standards (40%) and The living standard is mainly determined by the overall prosperity level (50%), the access
to health services (30%) and the level of progress (20%) of a society.

e Finances and Demographics (60%) The @ nancial leeway (40%) and the demographic change (60%) determine the need
for pension reforms.

General government gross debt and nominal GDP data are extracted from the IMF World Economic Outlook database,
source of the public spending for old age data is mainly the International Labor Organization supplemented with data from
national statistical offices and public pension insurance providers. All population data is derived from the UN World Populati-
on Prospects database and the main data source to determine the living standards are the World Bank World Development
Indicators.

The pillar Sustainability assesses, if there are built-in mechanisms that cushion the pension system against the impacts of
demographic change, based on the categories

e Preconditions (60%) The category Preconditions is split into the sub-categories Retirement age (80%), in order to assess if
adopted increases of the retirement age are high enough to compensate for the expected improvements in further life
expectancy, and Minimum contribution period (20%).

e finances (40%) This category consists of the sub-categories Financing (70%) and Pension Formula (30%).

Data sources are the European Commission, the OECD and the respective national social security administrations and
providers.

The pillar Adequacy is based on two categories First Pillar and Other Pension income, which are also split up in further sub-
categories:

e First Pillar (50%) This category takes into account the Coverage (70%) and the Benefit level (30%) of the pension system.

e  Other pension income (50%) This category is based on the sub-categories Second Pillar (20%), Financial Assets (70%) and
Gainful Employment (10%).

The indicator is based on publicly available information of national social security administrations, ministries of finance and
ministries of social affairs as well as on including publications of the European Commission, OECD, ILO, UN and World Bank.
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Starting Points
Sustainability
Adequacy
GDPp.c. LE at birth
Prospenty 60%
0% 0%
Share of population Share of population
Health exp. OOP: HALE z 3
Living Standards 40% [Health 25% e . reaching age of 65 (male) age of 65 (women)|
35% 35% 15% | 15%
Urbanization Intemet users Employment in Agnculture
Starting Points 20% Progress L
0% 0% 20% |
Budget Deficit Public Spending for Old Age
Financial Leeway 30% i S s ¢
Finances and 30% 70%
Dem h 2z
ography OADR 2020 OADR 2050 Change 2020-2050
Demographic change 70%
10% 0% 50%
MC/TSR MCTSR Change MC' TSR
Retirement Age (Men) 0% (2020) (2050) (2020 - 2050)
10% 40% 50%
MCTSR MCTSR Change MC/ TSR
Preconditions 60% [Retirement Age (Women) | 40% 020) 2050) 2020 - 2050)
10% 40% 50%
Minimum Contribution o (MCP) Men MCP (Women)
Sustainability 40% Period
= 50% 50%
Financing Method Contnbution rates
Financing 70%
Fi 40% 25% 75%
pumced Early Retirement graphic Factor?
Pension Formula 30% Deductions :
0% 50%
Legal coverage (working age Effective coverage .
Cov 65+ 2 . 5 Obk; ?
Coverage 70% et population) (working age population) gren
2 e 30% 0% 60% 10%
First Pillar 50%
Gross Benefit Ratio Minimum Pension
Benefits 30%
80% 20%
——— Eatics?
Adequacy 40% Second Pilar 20% Faiig e e
80% 20%
5 Access to Financial > G Prvate HH Net Financial oL, >
Other Pension SR Ficancial Assets o Sérvices Old-age as Savings Motive Aovsts Gni Coefficient
Income 30% 10% 30% 30%
Activity ratio 65+ () Activity Ratio 65+
Gainful Employment 10% i il iod ™
0% 30%
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FORWARD-LOOKING STATEMENTS

The statements contained herein may include prospects, statements of future expectations and other forward -looking
statements that are based on management's current views and assumptions and involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such forward -
looking statements.

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive situa-
tion, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets (particularly
market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including from natural ca-
tastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) persistency levels, (vi)
particularly in the banking business, the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates
including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax regulations, (x) the impact of
acquisitions, including related integration issues, and reorganization measures, and (xi) general competitive factors, in
each case on a local, regional, national and/or global basis. Many of these factors may be more likely to occur, or more
pronounced, as a result of terrorist activities and their consequences.

NO DUTY TO UPDATE

The company assumes no obligation to update any information or forward-looking statement contained herein, save for
any information required to be disclosed by law.
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