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Introduction

he landscape of employer-sponsored

retirement plans has changed greatly
over the past few decades. As the major-
ity of Baby Boomers with pension plans
reach the age to receive full Social Secu-
rity benefits and enter retirement, a new
chapter is beginning in terms of how these
future retirees receive retirement income.
Currently, only 15% of the employees who
work for private companies have access to
defined benefit plans.! Members of Gener-
ation X, who begin to retire in the next de-
cade, will be the first generation to manage
their retirement income independently.

This explains why people who are approach-
ing retirement age today must grapple with
a profound concern—the fear of outliving
their savings. The prospect of potentially
enjoying two or three decades in retirement
is both a blessing and a financial challenge.
The risk of running out of money looms
large, especially as life expectancy continues
to rise, healthcare costs soar, and inflation
erodes purchasing power. Defined con-
tribution (DC) plans can help participants
navigate these challenges, allowing them to
convert at least a portion of their retirement
assets into guaranteed lifetime income.

However, similar to the introduction of au-
to-enrollment to DC plans, a feature that
took legislators, plan sponsors, and par-
ticipants many years to embrace, in-plan
lifetime income is still a new concept. Both
plan sponsors and participants are hesitant
to make decisions before the industry pro-
duces more facts and guidelines. Through
this Decoding Retirement study, we seek to
gain a better understanding of retirement
plan participants’ preferences toward dif-
ferent annuity products, their financial
and annuity literacy levels, and how they
relate to their choice of annuity products
and their overall financial well-being.

Retirement is not a one-size-fits-all scenar-
io. Personalization of retirement income
decumulation solutions is essential to ad-
dress the diversity of retiree needs and
help institutions design plans that maximize
retirees’ financial security and align with
their preferences. Through this research
study, we hope to provide more empirical
evidence to help the industry better under-
stand the preferences of different retire-
ment plan participants and how to design
corresponding personalized solutions to
improve their retirement security. PL
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Methodology

he survey questionnaire was designed by Pacific Life Insurance

Company (referred to as Pacific Life) and independent academic
researchers. In partnership with Qualtrics, the survey was conducted
online between March and April 2023, with 2000 current retirement
plan participants. The participants in this survey were full-time em-
ployees, 21 years of age or older, who were participating in either
a DC or defined benefit plan. Qualtrics recruited respondents with
diverse social-demographic backgrounds to represent the national
population distribution in the United States. Pilot tests were con-
ducted separately within Pacific Life and the University of Arizona
before implementing the survey with the full sample group. PL
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Key Insights

Defined Contribution plan participants face the
uncertainty of outliving their retirement assets

Few plan sponsors currently offer lifetime income
annuity options to address this concern

For plan sponsors who do offer lifetime income
options, low participation rates can be attributed to
a lack of education and demographic factors

Financial well-being is dynamically linked to financial
literacy, age, and demographics

Participants are receptive to the concept of
annuities depending on how the options and
benefits are presented
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The Current Landscape of
Lifetime Income Options

urrent DC plan participants face a high level of uncertainty about

whether they will outlive their retirement assets. While various in-
plan income options are available on the market to help them manage
their retirement income, we are aware of plan sponsors’ concerns, such
as fees, fiduciary liability, and administrative burdens, which may result
in a lower rate of in-plan annuity options offered to participants.

According to The Evolving DC Landscape survey,? out of 155 plan
sponsors with DC plans, only 5% currently offer in-plan annuities as a
retirement income solution. Thirty-four percent of plan sponsors indi-
cate that they are in the process of evaluating such products and con-
sidering adding them in the future. As shown in Figure 1, stable value
and income funds in a target date fund, which are not designed to

address the longevity risk that retirees may face in retirement, are the
top choices that plan sponsors offer to support retirement income.

PARTICIPANTS ARE NOT PARTICIPATING

Another challenge is participants’ low adoption rate of in-plan annuities
when they are available. According to the Guaranteed Income Invest-
ment Options in DC Plans report from LIMRA,? in 2020, 3.65 million
participants were covered under plans offering in-plan annuity options,
but only 131,000 participants elected the lifetime income option, an
adoption rate of about 3.5%. Almost 70% of participants with in-plan
annuities are under larger plans with at least $200 million in assets. It
is nearly impossible for small-plan participants to access in-plan an-
nuities to ensure secure and reliable life-long retirement income. PL

70% RETIREMENT INCOME SOLUTIONS
OFFERED OR CONSIDERING ADDING
46% CURRENTLY OFFER CONSIDERING ADDING
34%
25% 25% 24%
WAZ 22% 2% 21% .
10% 12% o )
10% 10% 6% 5%
STABLE VALUE INCOME FUND LONG NON-GUARANTEED MANAGED MANAGED ANNUITIES ANNUITIES
IN A TARGET DURATION RETIREMENT ACCOUNT THAT PAYOUT FUND (OUT-OF-PLAN) (IN-PLAN)
DATE FUND FIXED INCOME SUPPORTS
SERIES INCOME OPTIONS* DOCUMENTATION
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*FOR EXAMPLE: TARGET DATE FUNDS, RISK-BASED FUNDS
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Financial Health
& Retirement

n the United States, retirement plan participants’ financial well-be-

ing can be measured using the U.S. Consumer Financial Protection
Bureau’s (CFPB) Financial Well-being Scale.* The scale uses 10 key
questions to measure these four aspects of financial well-being:

1. Having control over one’s finances.

2. Having the capacity to absorb a financial shock.

3. Being on track to meet financial goals.

4. Being able to make choices that allow one to enjoy life.

The scale ranges from 0 (lowest) to 100 (highest). In this
study, the minimum, maximum, median, and average well-be-
ing scores were 14, 95, 54, and 53.79, respectively.

FINANCIAL WELL-BEING: KEY FINDINGS

We examined how wealth relates to financial well-being by analyzing a
logistic regression model that considers social-demographic variables
and predicts financial well-being scores across all ethnic groups.®

There were several key findings:

Respondents with more than $150,000 in investable assets had
significantly higher financial well-being scores across all ethnic
groups. These respondents reported 5.48 times higher financial
well-being than those with investable assets below $50,000.
However, we did not see a linear increase in financial well-being as
investable assets increased.®

There were no significant differences in financial well-being scores
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Financial Health
& Retirement

between White and Black groups across entire investable assets
groups, while Hispanic and Asian groups report a slightly lower score.®

Additionally, we found that financial well-being is also impacted by

participants’ age and their financial literacy.

« Financial literacy is positively related to financial well-being. Those
with the lowest financial literacy report a 20% lower financial
well-being score than those with the highest financial literacy.®
Age is also positively related to financial well-being. Participants
aged 50 and over are more likely to report higher financial well-be-
ing than those aged 20 to 34.°

O The Financial Well-
Being Score for the
bottom financial literacy

group compared to the

LOWER ==

RETIREMENT: WORDS THAT COME TO MIND

We asked participants the first word that comes to mind when they
think about retirement planning. Figure 4 shows the words most fre-
guently mentioned by respondents.

Saving for retirement is reported as the top priority for retirement
planning, at the same time, participants are looking for stability

and security in retirement.

Most participants have very favorable expectations for their re-
tirement life and acknowledge the importance of saving. For the
retirement industry, the critical question is how to help participants
make a safe decumulation strategy over a lifetime to achieve their
retirement goals and increase their retirement satisfaction. PL
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Financial & Annuity Literacy

his study utilized two sets of questions to test DC participants’ fi- ~ THE ANNUITY MINDSET
nancial and annuity literacy. In addition, we asked the participants = We found that groups with different demographic backgrounds

to rate their financial and annuity knowledge levels and compared exhibited a variety of financial and annuity knowledge levels.

their perceptions with testing scores. * In general, males showed a higher level of financial and annuity lit-
eracy than females. Specifically, we found that females were 73%

We measured financial literacy using the “Big Five” questions relating more likely to report low financial literacy than males.®

to compound interest, inflation, bond pricing, mortgage payments, + Among all respondents, White, Hispanic, and Asian males gener-

and risk diversification. Correct responses were added up to obtain
the respondents’ financial literacy scores, ranging from 0 to 5. We
further grouped the financial literacy scores into two categories: FINANCIAL / ANNUITY LITERACY WITH ETHNICITY / GENDER
low and high literacy. Financial literacy scores exceeding the medi-
an were classified as high financial literacy, while scores equal to or
below the median score were classified as low financial literacy.

HISPANIC
We measured the participants’ annuity literacy using nine ques- o MALE
tions regarding their basic and advanced knowledge about an- 8
nuity products. Some questions related to using annuities for re- g ¢
tirement planning (e.g., insurance against running out of money g ':‘AiALE
in old age). Other questions focused on the features of annuity T O/
products, such as protection (e.g., what happens to a person'’s an- 5 .“_/— OTHER RACES
nuity when the insurance company goes bankrupt?), illiquidity - WHITE MACE
(e.g., whether unexpected expenses can be financed with annu- > IASIA:EMALE
ities at any time), and death benefits (e.g., whether the annuity can <Z( FEMALE
be paid to a beneficiary when the annuitant dies). We compiled
all the correct responses to obtain an annuity score ranging from LOW ANNUITY
0 to 9. Additionally, the annuity literacy score was regrouped as LOW FINANCIAL

low or high literacy. Scores exceeding the median annuity litera- FINANCIAL LITERACY SCORE
cy were classified as high, and all others were classified as low.
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Financial & Annuity Literacy

ally fell into the high annuity literacy and high financial literacy
groups. Correspondingly, Asian and White females had high finan-
cial literacy scores, with all female groups recording low annuity
literacy scores.”

FINANCIAL LITERACY ISN'T JUST IN OUR HEADS

In addition, we found that the participants’ annuity literacy was

positively related to their financial literacy and asset levels.

* The relationship between financial literacy and annuity literacy
was positive. Increasing the financial literacy score by one resulted
in a 0.38-point increase in annuity literacy, with all other factors
being constant. On average, a one-unit increase in financial liter-
acy resulted in an increase in annuity literacy between 0.31 and
0.45 points.

*  We found a trend where the average annuity literacy score in-

ANNUITY LITERACY SCORE WITH INVESTABLE ASSETS
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creased as investable assets increased. Compared to those with
less than $5,000 in investable assets, the average increase in an-
nuity literacy for those with more than $5,000 in investable assets
was between 0.24 and 1.13 points. A lack of financial resources
may explain why certain groups had lower annuity literacy.

« Financial literacy is crucial for participants to better understand
the decumulation option of in-plan annuities. The ability to make
informed decisions likely plays a considerable role in their in-
creased participation. Historically, the financial services industry
has focused on developing solutions to help participants under-
stand the importance of accumulation. To overcome enrollment
hurdles and low participation, a common approach is enrolling
participants in specific in-plan income solutions by default. How-
ever, with limited knowledge, participants may not feel confident
making significant decisions about their retirement income.

FINANCIAL KNOWLEDGE:

WE DON'T KNOW WHAT WE DON'T KNOW

Previous studies found that individuals have biases regarding their

own financial knowledge. People are either overconfident or un-

der-confident about what they think they know, and this bias impacts

their financial decisions and willingness to receive systematic financial

education.? In this study, we tested how well participants’ subjective

financial/annuity knowledge aligned with their objective financial/an-

nuity literacy scores.

« For both financial and annuity literacy, we examined whether the
respondents’ perceptions (subjective knowledge) aligned with real-
ity (objective knowledge) using four mutually exclusive outcomes:
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Financial & Annuity Literacy

25%

429 FINANCIAL CONFIDENT
LITERACY

13% . LESS CONFIDENT

NO CONFIDENCE

1. Low objective-high subjective (overconfident)
2. High-objective-high subjective (confident)

3. High objective-low subjective (less confident)
4. Low objective-low subjective (no confidence)

*  We found similar evidence for annuity literacy: over half of the
respondents (51%) were described as not confident, and only 18%

could be considered confident in their annuity knowledge.
Overconfident or less confident indicates that perception and ob-
jective reality are misaligned. Confident or no confidence indicates
the alignment of perception and objective reality.

* More than half of the respondents’ perceptions and objective

(3 PACIFIC LIFE

PERCEPTION VS. REALITY

10%

OVER-CONFIDENT

18%

o, ANNUITY
Sl1%  LITERACY

reality were aligned in terms of financial literacy (55%): 42% of the
respondents were described as not financially confident, and only
13% of them could be considered financially confident.
Participants with a higher level of financial literacy are more

likely to understand in-plan lifetime income products, resulting

in a higher adoption rate. It is critical to help participants with no
confidence gain financial confidence through financial education
so they feel comfortable making important decisions. To increase
participants’ engagement with financial education programs, plan
sponsors must also manage overconfident participants, helping
them to increase their awareness of their actual knowledge and
encouraging them to continue their financial education. PL
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

For this study, we designed several hypothetical scenarios to under-
stand the participants’ preferences between immediate vs. ladder-
ing lifetime income options, including tests for different payout ages
(age 65 vs. 70), granular premium amount intervention, and employer
incentives.? Respondents who were qualified for the testing module
were randomly assigned into two payout age scenarios so that we
could compare their preferences for different lifetime income prod-
ucts accordingly.

Here is an example of how we describe the immediate and laddering
lifetime income options to participants:

IMMEDIATE OPTION: At age 65, you can invest $X in product A,

which:

* Provides $Z annual payments starting now (the amount is around
X% of your future annual Social Security retirement income, as-
suming a normal retirement age)

* Will last for the rest of your life (adjusted for inflation)

* Your beneficiaries would receive a lump-sum payout of your initial
investment less any payments received

LADDERING OPTION: Instead of investing $X one time at age 65

in exchange for a stream of lifetime income, you can choose product

B, which:

* You would make an annual contribution $Y between the ages of
55 and 65 to product B

* Product B will provide the same annual income $Z (adjusted for
inflation) starting at age 65 for the rest of your life

(3 PACIFIC LIFE
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FIG. 8 SHOWS TO WHAT EXTENT EACH SEGMENT GROUP IS INCLINED TO CHOOSE THE
LADDERING INCOME OPTION WHEN THE PAYOUT AGE IS 70 COMPARED TO AGE 65.

Overall, age 70 is a more attractive payout option than age 65 for
laddering lifetime income products. While people carry more un-
certainty for a longer deferral period, the lower annual premium
amount and the higher total lifetime payout make it more advan-
tageous.

Certain segment groups, such as African Americans and people
with an annual income between $50,000 and $100,000, show a
more significant preference for using the laddering lifetime in-
come option when the payout begins at age 70.
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Introduction to the Defined Contribution
Lifetime Income Products Preference Study

PREFERENCE OF USING LADDERING OVER IMMEDIATE

LIFETIME INCOME WITH DIFFERENT PAYOUT AGE RESPONDENTS CHOICES OF

LIFETIME INCOME PRODUCTS
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The choice to use laddering lifetime income over immediate lifetime payout age of 70 was even more popular than the immediate life-

income differed across age groups. time income with a payout age of 65.

« Under both payout age testing scenarios, younger respondents
(under age 40) chose the immediate lifetime income option (below In addition to testing the preferred payout age for adopting laddering
0%), while respondents over the age of 40 preferred the laddering lifetime income products, we explored the participants’ preferences
lifetime income option (above 0%). for different types of lifetime income products.
Young participants in their 20s and 30s are not candidates for » In general, the respondents’ preferences for immediate and lad-
lifetime income products. Hence, simple product structures and dering lifetime income products were almost evenly distributed,
immediate benefits may be more attractive to them. contrary to theoretical model predictions that individuals would
For respondents in their 50s, the laddering lifetime income with a prefer lifetime income products with a deferral period because
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Introduction to the Defined Contribution
Lifetime Income Products Preference Study

of the increased welfare gain with a deferred payout at a later life
stage.”®
Certain groups leaned towards the laddering lifetime income

option, including individuals with an annual income less than
$100,000, some investable assets, mortgage payers, and
white-collar skilled employees (refer to Table 1 in the Appendix).

INFLUENCES ON LIFETIME INCOME PARTICIPATION
We predicted the probability of lifetime income options based on
financial/annuity knowledge scores.

Respondents with the lowest level of financial knowledge had the

highest probability of not using any lifetime income products.

Financial education appears to be a primary contributor to choos- O
ing lifetime income products.

The choice between immediate and laddering lifetime income

products did not differ across financial knowledge scores. How-

ever, the probability of using immediate lifetime income options Compared to those with the
was significantly higher for respondents with the highest annuity highest financial literacy,
knowledge scores. individuals with the lowest
Participants with a higher level of annuity knowledge may have an financial literacy are 200%
increased awareness of uncertainties during the deferral period,
potentially reducing the adoption of long and complex deferral
period of lifetime income products. Conversely, it appears that
individuals with low knowledge, who are unfamiliar with those un-
certainties, may not have reservations about the same products.

more likely to not utilize any
lifetime income products.
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Introduction to the Defined Contribution
Lifetime Income Products Preference Study

The respondents had various preferences regarding the trade-off Time preferences for certain groups of people are relatively con-
between spending today and saving for the future. People who are sistent over time," and studies have shown that individual time
future-oriented tend to plan for the long term. Using two measure- preferences have a strong impact on individuals’ financial deci-
ments of time preference, we predicted the probability of lifetime sions, such as retirement savings and the use of credit cards.”?
income choices for “savers” (future oriented) and “spenders” (present According to the 2023 The State of Employee Financial Wellness'® re-

oriented). port, only 11% of the human resources departments interviewed
* Spenders and savers tend to choose different lifetime income understood the financial well-being of employees in their organi-
products. Spenders are more likely to use immediate lifetime in- zation to a great extent (Figure 13). In addition, plan sponsors had
come over laddering lifetime income, and vice versa. blind spots in understanding their participants’ patterns related
Future-oriented individuals are generally more patient about mak- to major financial decisions, such as their time preferences and
ing long-term financial decisions, and the structure of laddering planning horizons.
lifetime income fits them better and is easier to adopt. However, plan sponsors are aware that conversations with partici-

PREDICTED CHANCE TO USE LIFETIME INCOME PRODUCTS /

LIVE FOR TODAY PREFER TO SPEND NOW PLAN FOR TOMORROW PREFER TO SAVE FOR TOMORROW
SPENDERS SAVERS
IMMEDIATE LIFETIME INCOME ‘ LADDERING LIFETIME INCOME
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

PERCENTAGE OF HR DEPARTMENTS THAT UNDERSTAND We further conducted a latent class model to explore the character-
EMPLOYEES' FINANCIAL WELL-BEING istics of potential in-plan lifetime solution users/non-users. We found

446% that our respondents could be classified into three groups:

» Lack of external help and financial resources to plan for retire-
ment income

+ Self-directed retirement income planner

* Hands-off solution user

Figure 14 shows the characteristics of each group. It does not appear
that people with the most assets and relatively good financial knowledge
NOT AT ALL ALITTLE, BASED ON SOMEWHAT BASED ON TO A GREAT i in- i i i i _
R e T TN AR are certain users of in-plan lifetime income products. Rather, being ex
INVESTIGATIONS posed to information about in-plan lifetime income products by either a

AND METRICS
financial advisor or their employers may be the key to this choice.

pants regarding financial education need to be personalized, pref- MENTAL BARRIERS TO SAVINGS COMMITMENT

erably in a one-on-one meeting format.'* Therefore, we see that Previous research studies have proposed introducing savings pro-
the personalized participant experience should be built based on grams using smaller dollar amounts to help reduce the “psychologi-
a better understanding of participants’ characteristics, not solely cal pain” people may experience when enrolling in a regular savings
by recommending various products. program. Similar to regular savings contributions, when purchasing

LACK OF EXTERNAL HELP SELF-DIRECTED RETIRE- HANDS-OFF SOLUTION
AND FINANCIAL MENT INCOME PLANNER USER
RESOURCES TO PLAN FOR - Adequate financial resources + Adequate financial resources

RETIREMENT INCOME - Do not rely on external help to plan - Rely on external help to plan for
for retirement income retirement income

- High financial and annuity literacy + High financial and annuity literacy

Lack of financial resources

- Lack of external help to plan for . )
retirement income . Less worried about running out of - Worried about running out of

money money

- Unlikely to use in-plan lifetime - Highly likely to use in-plan lifetime
income solution income solution

- Low financial and annuity literacy

- More worried about running out of
money during retirement

- Unlikely to use in-plan lifetime
income solution
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

laddering lifetime income products, participants must temporari-

ly give up access to the premium amount and “deposit” it until the

payout age. Therefore, we designed an additional testing scenario for

respondents who previously chose either immediate lifetime income

or no lifetime income. Instead of presenting the larger annual pre-

mium amount, we switched to a smaller monthly amount and asked

respondents again whether they would like to choose the laddering

lifetime income product.

* Like previous research findings, the smaller, more granular
amounts appear less psychologically painful for respondents of
the laddering lifetime income products. Overall, 58% of the re-

SWITCH FROM NO LIFETIME INCOME TO LADDERING LIFETIME INCOME

INCOME GENDER

spondents switched to laddering lifetime income products after
the intervention. However, we see the switch to laddering lifetime
income products is even more profound for those who previously
chose immediate lifetime income products, than those who chose
not to use any lifetime income products (63% vs. 35%).
Low-income (annual income less than $50,000) and Asian groups
are disproportionally more sensitive about the smaller month-

ly amount than other groups when considering lifetime income
products

Mental accounting is a common behavioral bias, and past studies
show that when individuals mentally set a budget period, this peri-

YES ' \[e]

SPENDER
VS SAVER

TODAY VS
RACE TOMORROW
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

od affects how much they will spend and therefore, the amount of
resources they will budget in the future.” For employees, the most
common budget period is their paycheck period. The personaliza-
tion of participants’ decumulation experience should further be
expanded to the design of targeted communications and product

information materials for different groups. Ideally, when introduc-
ing laddering lifetime income products, the premium amount would
match the frequency of participants’ paychecks, making it easy for
them to relate the premium amount to their budget period.

For example, over 76% of employers pay their employees weekly or
biweekly. In the construction industry (with an average annual in-

come slightly above $50,000), over 80% of employers pay weekly.'®
It is more psychologically comfortable for participants to be pre-
sented with a smaller weekly premium instead of a larger monthly
premium, as it aligns more with what they are accustomed to.

OVERCOMING PARTICIPATION HURDLES

We were also interested to see whether participants are willing to
increase their investment for laddering lifetime income products
with a hypothetical employer match. Employer matching has been
widely used in DC plans to encourage participants to save more
for retirement. Past studies have reported mixed findings regard-

SWITCH FROM IMMEDIATE LIFETIME INCOME TO LADDERING LIFETIME INCOME ves @ o
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

INCREASE INVESTMENT IN LADDERING LIFETIME
INCOME OPTION WITH EMPLOYER MATCHING

ing whether employer matching can effectively help raise retire-
ment savings, especially for low-income participants.'”®

* We asked those who initially chose laddering lifetime income
products and those who switched to laddering lifetime income
products after the monthly premium intervention whether they
were willing to increase their monthly premium amount by 30%
if their employer would match the increase dollar for dollar. Over
70% of the respondents indicated they would be willing to utilize
employer matching and increase their purchase amount.

« We found that certain groups fell slightly behind the average, in-
cluding various racial groups, blue-collar workers, and people with
low accumulated assets. This highlights a similar problem when
using employer matching to increase retirement savings: The most
vulnerable groups with liquidity constraints cannot take advan-

(3 PACIFIC LIFE

tage of employer matching.

We also found that age and time preferences were significantly
related to the effectiveness of employer matching. Controlling for
respondents’ social-demographic and financial differences, we
plotted the predicted probability of increasing laddering lifetime
investment with employer matching.

The younger respondents showed a higher tendency to take
advantage of employer matching. Participants’ planning horizons
become shorter as they get older, leading them to become more
rigid in their financial decisions and less motivated to adopt lad-
dering lifetime income products with a deferral period. Although
participants typically do not consider investing in lifetime income
products until close to their retirement age, a window of opportu-
nity begins as early as their late 40s, when they may be receptive
to lifetime income products.

PROBABILITY OF INCREASING LIFETIME INCOME
INVESTMENT WITH EMPLOYER INCENTIVE
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Introduction to the Defined Contribution

Lifetime Income Products Preference Study

PROBABILITY OF INCREASING LIFETIME INCOME
INVESTMENT WITH EMPLOYER INCENTIVE
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| FIND IT MORE SATISFYING TO SPEND MONEY THAN TO SAVE IT FOR THE LONG TERM

We also found that the predicted probability of increasing laddering
lifetime investment was significantly high (nearly 90%) for “spenders”
with employer matching. As previously noted, present-oriented par-
ticipants are hesitant to adopt laddering lifetime products because of
the longer deferral period, preferring to receive immediate benefits.
However, it is possible to help incentivize them. Employer matching
benefits can help motivate them to increase their investment in lad-
dering lifetime income products, thereby helping spenders enjoy a
similar level of lifetime income as future-oriented participants.

CHOSE TO USE LADDERING LIFETIME
INCOME WITH EMPLOYER MATCHING

26%

=S

NO

74%

respondents who still did not choose a laddering lifetime in-
come product after the monthly premium intervention. We
asked them if they would choose the laddering lifetime income
product if their employer matched every dollar of their invest-
ment up to 30% of the total monthly premium amount.

About 74% of the respondents indicated they would switch to
laddering lifetime income products with employer matching. We
also found that certain racial groups were more sensitive about
this additional employer benefit. For example, 90% of the Asian

FREE MONEY IS (ALMOST) THE PERFECT MATCH
Finally, we tested the same employer-matching scenario for the

respondents reacted to employer matching, while the num-
ber of Hispanics and other groups was below average. PL

(3 PACIFIC LIFE
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Conclusion

& Findings

s DC plans are the dominant type of employer-sponsored re-
Atirement plan, they should give participants the ability to turn
some of their plan balance into guaranteed lifetime income to pro-
tect against the risk that they will outlive their retirement assets. At
the same time, there is a need to address the challenge of helping
participants realize how lifetime income will help them achieve their
retirement expectations. This study provides insight into participants’
financial and annuity knowledge levels as well as their preferences
regarding purchase frequency, when to start income payments, and
incentives. Participants with a higher level of financial literacy were
found to be more likely to understand in-plan lifetime income op-
tions, resulting in a higher election rate. This suggests that the first
step in the process should be boosting participants’ financial literacy.
The findings from this study can be leveraged when making decisions
about providing financial education resources, personalizing commu-
nications to participants, and selecting lifetime income products for
defined contribution plans. PL

DESTINY LARA

AVP Financial Education and Participant Experience * Pacific Life
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Appendix

TABLE 1/ RESPONDENTS’ CHOICES OF LIFETIME TABLE 2/ INCREASE INVESTMENT IN LADDERING TABLE 3 / SWITCH TO LADDERING LIFETIME
INCOME PRODUCTS LIFETIME INCOME OPTION WITH EMPLOYER MATCHING INCOME OPTION WITH EMPLOYER MATCHING
| di Ladderi N i
PR NpSeoF Tifetime.  Lifetime: Lifetime Percentage of Respondents Percentage of Respondents

Income Income Income

Yes No

47% 43% 10%

Yes No
" ooomosmon | on | o |
INCOME INCOME

$150,000+ <$5000

$20,000 - $50,000 $20,000 - $50,000

$50,000 - $100,000 $50,000 - $100,000

INVESTABLE ASSETS INVESTABLE ASSETS
$100,000 - $150,000 - $100,000 - $150,000

INCOME

INVESTABLE ASSETS $100,000 -

$150,000

White 72% 28% White 73% 27%
Black 72% 28% Black 78% 22%
White 44% 47% 9% ETHNICITY Asian 73% 27% ETHNICITY Asian 90%* 10%
Black 42% 52% 6% Other Races 68% 320 Other Races 58%% 2%

MORTGAGE

Hispanic 51% 39% 9% T — 28% Mortgage Payer
MORTGAGE -
MORTGAGE Payer

9%
S

White-collar Less Skilled 70% 30% White-collar Less Skilled 71% 29%
White-collar .
More skilled ~ 40%" el o JOB OCCUPATION Blue-collar More Skilled 70% 30% JOB OCCUPATION =gl e Sdled 78 27
White-collar 48% 43% 9% Blue-collar Less Skilled 69% 31% Elue-qalllr Less Shallld 7 22¥b
ress Silled Other-Industries 71% 20% Other-Industries Lo Sk
Blue-collar
JOB OCCUPATION More Skilled 44% 46% 10%

Low Financial Knowledge Low Financial Knowledge
Blue-collar

Skl co 0% 9% FINANCIAL/ANNUITY | High Financial Knowledge FINANCIAL/ANNUITY | igh Financial knowledge
Less Skilled LITERACY
LITERACY Low Annuity Knowledge Low Annuity Knowledge

High Annuity Knowledge High Annuity Knowledge

Other

Industries 2% A &
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Disclosure

Pacific Life, its affiliates, its distributors, and respective
representatives do not provide tax, accounting, or legal advice. Any
taxpayer should seek advice based on the taxpayer’s particular
circumstances from an independent tax advisor or attorney.

Pacific Life is a product provider. It is not a fiduciary and therefore
does not give advice or make recommendations regarding insurance
or investment products. Pacific Life, its affiliates, its distributors, and
respective representatives do not provide any employer-sponsored
qualified plan administrative services or impartial advice about
investments and do not act in a fiduciary capacity for any plan.

Pacific Life refers to Pacific Life Insurance Company and its subsidiary
Pacific Life & Annuity Company. Insurance products can be issued in

all states, except New York, by Pacific Life Insurance Company and in

all states by Pacific Life & Annuity Company. Product availability and
features may vary by state. Each insurance company is solely responsible
for the financial obligations accruing under the products it issues.
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