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Hello and welcome. Thanks for joining us. I’m Malcolm Borthwick, managing editor of
Intellectual Capital at Baillie Gifford.
What are the chances of living to 105? Well, if you’re a child born in the west today,
it’s over 50 per cent, according to the authors of The 100-Year Life. A century ago,
the chances were less than 1 per cent. More of us are living longer, staying healthier
for longer, and working for longer. So, what are the implications for investing and
financing this longer life?
I’m joined by Steven Hay, who is head of the Income Research Team at Ballie
Gifford, but before we start, some important information. Please remember that, as
with all investments, your capital is at risk and your income is not guaranteed. This
podcast has been recorded during the coronavirus pandemic, so Steven and I are
both at home as opposed to in the usual Edinburgh studio.
But first, the idea for this podcast was inspired by The 100-Year Life: Living and
Working in an Age of Longevity by Andrew Scott and Lynda Gratton. I started by
asking Andrew what the options are for financing our longer lives.

AS

Most people go straight to that question when they discover what life expectancy
trends imply for them. Obviously, a longer life means you have to save more, but I
think that’s probably not the main way of looking at the challenge. You probably also
have to work for longer. Of course, if you’re going to work for longer, you have to
think about a whole bunch of things. You’ve got to think about your skills, you have to
think about your relationships, and you’ve got to think about your sense of purpose
and motivation.
I think the real implication of a 100-year life is, actually, thinking about investment
and your portfolio in much broader terms. Investing more is certainly part of it and
investing differently is part of it; thinking that your life is what should be driving your
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finances, rather than your finances driving your life. Longer life means that this threestage life that we invented in the 20th century of education, work, and retirement I
don't think can be stretched out to last for 90 or 100 years. You’ll be working to your
early 70s and, if you think about that, that’s a long time to work. So, it’s thinking
differently about all aspects of life planning and, of course, that means thinking
differently about financial planning, too.
MB

Steven, I think the really interesting point that Andrew mentions there is about your
life driving your finances as opposed to the other way around. A lot of these choices
are very individual, aren’t they?

SH

Yes. I think that’s right. One of the themes that comes through from Andrew’s book,
which is a really interesting read, is the need for individual responsibility in terms of
your life and taking charge of it and getting your finances to work for you. We’ve got
much more pension freedom than we used to have. It is about the individual
understanding how they’re going to want their finances to work for them during their
life and how they’re going to be able to achieve that through their different
investments.
The second big point there is that we need to have an awful lot more flexibility in
terms of how we invest and for our retirement and how we think about that. The
investment and savings products that we’re able to access to help us through that
period need to really improve in terms of how they’re described to people, how
they’re explained to people, and how they do the different jobs that people will need
them to do in order to fund that longer retirement.

MB

Are we saving enough for a longer life?

SH

I don’t think we are. No. I think the amount the average person is saving is woefully
short of what’s required. Part of the answer here is to save more. That in combination
with working a bit longer in different ways and having the right investments and the
right investment approach is what is going to get us to the point where people can
enjoy a long and happy retirement.

MB

What are the different mix of assets that we should be thinking about for the longer
life?

SH

It really does hinge on those growth assets, and equities are the primary growth
asset. So, for me, it would be a case of keeping your pension pot invested in equities
for as long as you possibly can. As they talk about in the book, equities have
traditionally delivered something like 6 per cent return over and above inflation
whereas fixed income has delivered about 2 per cent above inflation. I think there’s a
lot of doubts about whether even that number would be able to be achieved in the
next ten to 20 years.
When it comes to the point when you are looking to get a bit more stability, then you
will be introducing other assets. I would personally question whether some parts of
the fixed income market that traditionally played this role are as suitable going
forward. Certainly, in the current environment, it doesn’t feel that they’ll be playing as
good a role given gilt yields are so close to zero. Although there are parts of the fixed
income market that can still play a role.
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Who knows how this will change over the next 30 or 40 years? One of the things I
would also add is that you will be looking, at some point, to start generating an
income from your portfolio. Traditionally this has been done through buying an
annuity. This is so expensive to do that it just does not make sense for people, in my
opinion. I think we will not be able to afford these longer lives and longer retirements
by doing that. So, it’s about generating a natural income from your portfolio and
there’s lots of different ways of doing this. There are some great assets that we think
we can put in portfolios instead of your traditional government bonds or corporate
bonds.
Things like infrastructure, where you have very steady, regulated streams of cash
flows - they’re not 100 per cent guaranteed like on your fixed income side - but we
believe they’re very steady and can be extremely good income producers while
holding value in real terms. So, there are other options there. As you approach that
point in life where you need to get an income from your portfolio, it’s important to
have a mix of assets, so that you have good diversification across the portfolio to be
able to meet your spending needs over time.
MB

So without annuities, how can investors generate a stable income?

SH

Of course, the traditional way has been an annuity and it’s something that is
important for people, to feel comfortable that they have that reliability of income
during their retirement. I know from my dad’s experience. He does have some
annuities, or an annuity from a previous pension, but relies on an investment portfolio
mainly of UK equities to supplement his income. What we’ve seen in the last three to
six months has been a fairly huge dividend crisis in the UK, with almost 50 per cent
of UK companies stopping their dividend.
This has had quite a big impact on him, in terms of his income flow that he’s
expecting this year. I feel this first-hand because we both go to the rugby together.
We go to watch Glasgow Warriors and he normally pays for my rugby season ticket,
very kindly. But this year, he came to me and said, “do you know what, the income
I’m going to get from these investments is going to fall so much, would you mind
paying for it yourself this year?”
Of course, I said, “that’s absolutely fine”, but it does illustrate that you really do want
to have that reliability. An annuity gives you that, but given how expensive an annuity
is these days, we have to think about what could act as an annuity replacement, that
would give enough stability of income but wouldn’t be as expensive as an annuity?
That’s where you need to think about income-producing assets that can be blended
together to give you a diversified source of income.
If you’re very reliant on UK equities to pay your income, then you may suffer. But if
you can blend together a global equity portfolio, with infrastructure assets or some
property, and some bits of the fixed income market such as emerging market or
corporate bonds where you get a decent yield, then even if one of those areas does
suffer some lower income, you have other bits of income which can supplement it.
People can build their own portfolios to do this or invest in a multi-asset income
portfolio, but what you need to have is a stability of income. We are really looking for
those types of investments that will offer a resilient and stable income. We know that
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people can tolerate a little bit of volatility in their income, but any more than, say, a 10
per cent fall in income would be too much for people to tolerate.
MB

I think what’s interesting here is the psychology. It’s very easy for us to judge what
we need here now, but it’s much harder to judge what we need in the distant future.

SH

Yes. I think that’s right. There’s widespread evidence in academic literature about
how much people think they will need in their retirement. Interestingly, what Andrew
and Lynda say in the book is that they think people should aim for 50 per cent of their
last working income for retirement. It’s a fairly conservative number. They think that
should more-or-less take account of your spending needs. But you’re right, there’s a
huge variation. Some people think they need 100 per cent of their pre-retirement
income. Other people think they can survive on much less. A number, maybe, around
50 to 60 per cent is probably what people should think about, in terms of the amount
of their pre-retirement income they will need as they go into their retirement.

MB

How do you view this personally, Steven, in planning for your longer life?

SH

It’s an interesting one. To put it into context, I’m just approaching 50. So, yes, these
things do come to mind. I have six children, so there’s not as much opportunity to
save as I would like at the moment. Certainly, once I’m in my 60s, I would think much
more about flexible working. Maybe scaling down my hours in the investment job.
Something I’ve always been very interested in is in psychology and counselling.
Maybe I’d do a bit of training and counselling as part of my working week. I’m also
really interested in bikes and bike mechanics, so perhaps working in a bike shop or
helping to repair or recycle bikes would be something that I’d quite like to do.
So certainly, I have ideas of what I could do to generate a bit of income. Maybe less
than during my main working career, but something that can help me to not go into
my pension pot as early, and therefore leave my growth assets for as long as
possible. Then, once I’m in my 70s, maybe mid-to-late 70s, and I’m not wanting to do
much of even those types of jobs, I will scale down my work commitments. I would
think I would be switching into income-producing assets at that point, into assets
such as infrastructure or those equities that do provide a good income, and
something that’s diversified and more stable. That would hopefully provide enough
income for me to live off.
Then, as you move into the later years, when you’re in drawdown phase, I probably
will want my assets to be in something much more stable. Like fixed income, where
I’d just be drawing down that capital over the last years of my life. It’s a fascinating
topic and it’s something that I do think about quite a lot.

MB

Thanks very much for joining us on the podcast, Steven, and I hope you’ll join us
again soon.

SH

Thank you.

MB

But before we go, let’s go back to Andrew Scott, who we kicked off this podcast with,
to have the last word. I asked him, is the 100-year life a blessing or a curse?
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AS

A child born today in the west has a very plausible chance of living to 100, but there’s
all sorts of debates about whether it’s 500 or whether improvements are slowing
down. So, the question then is, what do you do with your time and how healthy are
you? The more you can invest in that future, the more you prepare your finances,
your skills, your relationships, and your sense of purpose, it should be a blessing.
However, if we carry on behaving as if we’re going to live to 70 and we live to 100,
then it isn’t a blessing. That’s the reason why that longevity insurance is so important,
making sure that you don’t outlive your assets, relationships, purpose, and health.

MB

Andrew Scott, ending our podcast.
And many thanks to Lord of the Isles for the music. The track we’ve used is called
Horizon Effect, which was released on Permanent Vacation. If you’re listening at
home, stay well and we look forward to bringing you more insights in our next
podcast.

This recording contains information on investments which does not constitute independent
investment research. Accordingly, it is not subject to the protections afforded to independent
research and Baillie Gifford and its staff may have dealt in the investments concerned.
This communication was produced and approved in July 2020 and has not been updated
subsequently. It represents views held at the time of writing and may not reflect current
thinking.
Investment markets and conditions can change rapidly. The views expressed should not be
taken as fact and no reliance should be placed upon these when making investment decisions.
They should not be considered as advice or a recommendation to buy, sell or hold a
particular investment.
Important Information
Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the
Financial Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised
Corporate Director of OEICs.
Baillie Gifford Overseas Limited provides investment management and advisory services to
non-UK Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly
owned by Baillie Gifford & Co. Baillie Gifford & Co and Baillie Gifford Overseas Limited
are authorised and regulated by the FCA in the UK.
Persons resident or domiciled outside the UK should consult with their professional advisers
as to whether they require any governmental or other consents in order to enable them to
invest, and with their tax advisers for advice relevant to their own particular circumstances.
Baillie Gifford Investment Management (Europe) Limited provides investment management
and advisory services to European (excluding UK) clients. It was incorporated in Ireland in
May 2018 and is authorised by the Central Bank of Ireland. Through its MiFID passport, it
has established Baillie Gifford Investment Management (Europe) Limited (Frankfurt Branch)
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to market its investment management and advisory services and distribute Baillie Gifford
Worldwide Funds plc in Germany. Baillie Gifford Investment Management (Europe) Limited
also has a representative office in Zurich, Switzerland pursuant to Art. 58 of the Federal Act
on Financial Institutions ("FinIA"). It does not constitute a branch and therefore does not
have authority to commit Baillie Gifford Investment Management (Europe) Limited. It is the
intention to ask for the authorisation by the Swiss Financial Market Supervisory Authority
(FINMA) to maintain this representative office of a foreign asset manager of collective assets
in Switzerland pursuant to the applicable transitional provisions of FinIA. Baillie Gifford
Investment Management (Europe) Limited is a wholly owned subsidiary of Baillie Gifford
Overseas Limited, which is wholly owned by Baillie Gifford & Co.
Hong Kong
Baillie Gifford Asia (Hong Kong) Limited 柏基亞洲(香港)有限公司 is wholly owned by
Baillie Gifford Overseas Limited and holds a Type 1 licence from the Securities & Futures
Commission of Hong Kong to market and distribute Baillie Gifford’s range of collective
investment schemes to professional investors in Hong Kong. Baillie Gifford Asia (Hong
Kong) Limited 柏基亞洲(香港)有限公司 can be contacted at Room 3009-3010, One
International Finance Centre, 1 Harbour ViewStreet, Central, Hong Kong. Telephone +852
3756 5700.
South Korea
Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in South
Korea as a cross border Discretionary Investment Manager and Non-discretionary
Investment Adviser.
Japan
Mitsubishi UFJ Baillie Gifford Asset Management Limited (‘MUBGAM’) is a joint venture
company between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford
Overseas Limited. MUBGAM is authorised and regulated by the Financial Conduct
Authority.
Australia
This material is provided on the basis that you are a wholesale client as defined within
s761G of the Corporations Act 2001 (Cth). Baillie Gifford Overseas Limited (ARBN 118 567
178) is registered as a foreign company under the Corporations Act 2001 (Cth). It is exempt
from the requirement to hold an Australian Financial Services License under the
Corporations Act 2001 (Cth) in respect of these financial services provided to Australian
wholesale clients. Baillie Gifford Overseas Limited is authorised and regulated by the
Financial Conduct Authority under UK laws which differ from those applicable in Australia.
South Africa
Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with
the Financial Sector Conduct Authority in South Africa.
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North America
Baillie Gifford International LLC is wholly owned by Baillie Gifford Overseas Limited; it
was formed in Delaware in 2005 and is registered with the SEC. It is the legal entity through
which Baillie Gifford Overseas Limited provides client service and marketing functions in
North America. Baillie Gifford Overseas Limited is registered with the SEC in the United
States of America.
The Manager is not resident in Canada, its head office and principal place of business is in
Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio
manager and exempt market dealer with the Ontario Securities Commission. Its portfolio
manager licence is currently passported into Alberta, Quebec, Saskatchewan, Manitoba and
Newfoundland & Labrador whereas the exempt market dealer licence is passported across
all Canadian provinces and territories. Baillie Gifford Investment Management (Europe)
Limited (‘BGE’) relies on the International Investment Fund Manager Exemption in the
provinces of Ontario and Quebec.
Oman
Baillie Gifford Overseas Limited (“BGO”) neither has a registered business presence nor a
representative office in Oman and does not undertake banking business or provide financial
services in Oman. Consequently, BGO is not regulated by either the Central Bank of Oman
or Oman’s Capital Market Authority. No authorization, licence or approval has been
received from the Capital Market Authority of Oman or any other regulatory authority in
Oman, to provide such advice or service within Oman. BGO does not solicit business in
Oman and does not market, offer, sell or distribute any financial or investment products or
services in Oman and no subscription to any securities, products or financial services may or
will be consummated within Oman. The recipient of this document represents that it is a
financial institution or a sophisticated investor (as described in Article 139 of the Executive
Regulations of the Capital Market Law) and that its officers/employees have such experience
in business and financial matters that they are capable of evaluating the merits and risks of
investments.
Qatar
This strategy is only being offered to a limited number of investors who are willing and able
to conduct an independent investigation of the risks involved. This does not constitute an
offer to the public and is for the use only of the named addressee and should not be given or
shown to any other person (other than employees, agents, or consultants in connection with
the addressee’s consideration thereof). Baillie Gifford Overseas Limited has not been and
will not be registered with Qatar Central Bank or under any laws of the State of Qatar. No
transactions will be concluded in your jurisdiction and any inquiries regarding the strategy
should be made to Baillie Gifford.
Israel
Baillie Gifford Overseas is not licensed under Israel’s Regulation of Investment Advising,
Investment Marketing and Portfolio Management Law, 5755-1995 (the Advice Law) and does
not carry insurance pursuant to the Advice Law. This document is only intended for those
categories of Israeli residents who are qualified clients listed on the First Addendum to the
Advice Law.
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