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“The costs of global ageing will be far beyond the means of even the
world’s wealthiest nations - unless retirement benefit systems are

radically reformed.

Failure to do so, to prepare early and boldly enough, will spark
economics crises that will dwarf the recent meltdowns... ”
Peter G Peterson, 1999

“I keep thinking there is bound to be something else. | could hear it

sometimes, but | couldn’t play it.”
Charlie Parker, 1920-1955
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Pensions: resourcing



PENSIONS: RESOURCING

Paying for pensions

*  Collectively, pensions are pay-as-you-go...

« ...ietheyare not stored (“saved”) provisions, but transfers
 Theyareresourced from contemporaneous output

e  Qutput=f (inputs, productivity)

* Transfers =f (dependency) =f (demography, labour utilisation)
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PENSIONS: RESOURCING

Dependency and labour utilisation

Not working/Working = (Retired + Inactive + Unemp. + Children) / Employed
. Demography understates level (Not working > old, working < not old)...

. ... but overstates change (rise in Not working < rise in Old)

. Non-participation into work: numerator to denominator

. Unemployment into work: numerator to denominator

. Retirement age: 1 year = 2% working life.

. Workweek: 1 hr=3%



Demographic timebomb defused (viewpoint: 2012)
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UK participation and employment rates (%)
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PENSIONS: RESOURCING

Some UK perspective

Dependency in 1981 had been higher than it was projected (in 1999, at unchanged
utilisation rates) to be in 2031. Inactivity today: 9m. Inactivity in 1983: 9mn.

Since | last looked at the arithmetic...

* UK populationin 2041: +2 million (3%)
* Participation rate + 3pp (to 79%));
 Employment +5pp (to 75%);

* Unemployment -4pp (to 4%)

Since 2010, higher retirement ages add 6% to working life - which is still perhaps a
fifth shorter, proportionally, than in Hard Times

These changes mean less room for manouevre now, but there is still some flexibility
left (hours, retirement age, productivity) - and we have been coping



PENSIONS: RESOURCING

Measured growth has slowed, not stopped
GDP per capita, %, 25yr CAGR
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Source: Rothschild, DataStream Data to 2024
Past performance is not a reliable indicator of future results



Pensions: administration



PENSIONS: ADMINISTRATION

Pensions: administration

Public or/and private

* If public: notional “funding” or unadorned transfers?
 [f“funded”, DB or DC - whose risk? If DB, how to “match”?
e Theroadto DC: Maxwell, dotcom bubble, FRS17

* Does pension administration affect economic growth?
(Strong prior belief: for big countries, no)



Duration: bond

PV
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Duration: stock
Present value of cashflows

attaching to a stock with a market
value of 100, and a starting
dividend of 3% growing at a fixed

rate and discounted as "risky":
7 duration = approx. 30 years
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PENSIONS: ADMINISTRATION

Relative return: equities/gilts
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Securities markets



How might demography affect security values?

Do long-term valuations and returns reflect flows or “fundamentals”?

Link between flows & demography - unclear

Link between fundamentals & demography (I): growth, profitability - unclear
Link between fundamentals & demography (II): discount rates — unclear

Re: discount rates, what can we say about time preference (impatience, future

generations, living standards), and the production frontier (return on capital)?
Conclusion?

Too many moving parts to say
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SECURITIES MARKETS

US savers (% population) and aggregate savings (% disp inc)
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SECURITIES MARKETS

US elderly, real bond yields and stock valuations

35
30

-

20

15

10

5

1950 1960 1970 1980 1990 2000 2010 2020

——US stocks trailing PE (10-year avg), LHS
—US inflation-adjusted 10y bond yield (10-year avg), %
—Total population aged 65+, %

Source: Rothschild & Co, Robert Shiller, Datastream, UN Population Division Data Portal

20%

15%

10%

5%

0%

-5%

20



SECURITIES MARKETS

UK government debt and gilt yields: a long view
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Bond yields and trend GDP growth: US (LHS) and UK (RHS), %
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SECURITIES MARKETS

Stock “fundamentals” (US): is this why PEs went up?

US return on equity (RoE) and proxied cost of equity (CoE), net of inflation: 10-year moving averages, %
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SECURITIES MARKETS

What we make and consume: the changing nature of output
% of US GDP accounted for by:
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Intangible output is more elastic, harder to measure, less capital intensive

Source: Rothschild & Co, BEA 24



Stock and bond returns

At “fair value”:

= Expected stock return: starting dividend yield plus growth, DY + G
= Expected bond return: starting yield matches growth, BY =G

=> Equity return less bond return: (DY + G) - G = DY

If dividends grow into perpetuity, stock returns exceed bond returns by an

amount equivalent to the starting yield

s this a “risk premium”? Is (DY + G) “riskier” than G?
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Postscript



POSTSCRIPT

“The biggest big business in America is not steel, automobiles, or

television. It is the manufacture, refinement and distribution of
anxiety.”

- Eric Savareid, 1964

“The serious problem for humanity is that the left hemisphere is
prone to see the world this way and to ‘go it alone’. Not knowing
what itis it doesn’t know, it tends to be overconfident it is right.”

- lain McGilchrist (“The Matter With Things”, 2021)



Important information

This document is strictly confidential and produced by Rothschild & Co for information purposes only and for the sole use of the recipient. Save as specifically agreed in writing by Rothschild & Co, this
document must not be copied, reproduced, distributed or passed, in whole or part, to any other person. This document does not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product. Nothing in this document constitutes legal, accounting or tax advice.

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original investment. Past performance should not be taken as a
guide to future performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you change your outlook concerning your
investment objectives and / or your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes in rates of exchange may
cause the value of the investment, and the income from it, to go up or down. Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning
returns are derived from both capital appreciation or depreciation as reflected in the prices of The Portfolio’s investments and from income received from them by way of dividends and coupons. Holdings in
example or real discretionary portfolios shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this document, they must not be considered as a
solicitation or recommendation for separate investment.

Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no
responsibility or liability is or will be accepted by Rothschild & Co as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this document or for
any reliance placed on this document by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice.

This document is distributed in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this document in certain jurisdictions. Accordingly,
recipients of this document should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this document nor any copy thereof may be
sent to or taken into the United States or distributed in the United States or to a US person. References in this document to Rothschild & Co are to any of the various companies in the Rothschild & Co
Continuation Holdings AG Group operating / trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside the UK
are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections provided by the UK regulatory system
for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this document, The Portfolio or any elements of
our services, please contact your client adviser.

The Rothschild & Co Group includes the following wealth management businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 04416252. Registered office:
New Court, St Swithin’s Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority for the provision of investment services. Registered as an Investment Adviser with the US
Securities and Exchange Commission. Rothschild & Co Bank International Limited. Registered Office: St Julian’s Court, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the
Guernsey Financial Services Commission for the provision of Banking and Investment Services. Company number 01088. Rothschild & Co Bank AG. Registered Office: Zollikerstrasse 181, 8034 Zurich,
Switzerland. Authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA to provide banking and securities dealer services.

Where data in this presentation are source: MSCI, we are required as a condition of usage to advise you that: “Neither MSCI nor any other party involved in or related to compiling, computing or creating the
MSCI data makes any express or implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties
of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or
any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even
if notified of the possibility of such damages.

No further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent.
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