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Plan early 
for a secure 
retirement

Financial security and peace of mind 
during retirement should not be left to 
chance. Investing early for the future to 
supplement CPF savings will help fulfi l 

aspirations of enjoying the golden years.

Don’t leave retirement planning 
too late! If there is one thing 
everyone should know about 
getting ready for the golden 
years, that fact is probably the 

most fundamental and critical. 
Where Singaporeans are concerned, a 2016 

Global Investor Survey of 20,000 people in 28 
countries by asset management fi rm Schrod-
ers found that residents of the city-state were 
hindered by three investment traits that un-
dermine retirement planning. These are having 
unrealistic income expectations, short-term in-
vestment horizons and, fi nally, over-confi dence 
in their investment understanding.

The three traits merit further explanation 
to fully understand their impact. First, the av-
erage Singapore investor is unduly optimistic 
about the returns from investment. Surveys 
show that he expects a minimum return of 
9.2% per year compared with a global stock-
market yield of 3.8% for 11 stock indices.

The second trait is the prevalence of 
shorter-than-recommended time frames for 
investing. Most Singaporeans stay invested 
for only 3.06 years on average compared with 
the minimum period of fi ve years advocated 
by asset managers. Not staying invested for a 
suffi  cient time period will hamper investment 
returns in volatile markets.

Finally, there is high confi dence among 
Singapore investors in their personal ability to 
understand investing. That confi dence may 
be misplaced. More than half or 55% of Sin-
gaporeans surveyed describe themselves as 
having a higher-than-average understanding 
of investments, while only a small minority 
of 11% admit to lower-than-average under-
standing of the markets. 

The three traits compound the challenge 
of ensuring early preparation for retirement. 
Schroders research also fi nds that many work-
ing adults in Singapore may be complacent 
about retirement security due to compulsory 
savings in the Central Provident Fund (CPF) 
scheme. However, many are not fully aware of 
how much they need in their CPF in order to 
fi nance retirement needs adequately.

CPF is one leg of retirement security
Some facts are worth noting. Data published 

from 2013 revealed that half of active CPF 
members did not even possess a CPF Re-
tirement Sum of $161,000 by the age of 55. 
This Retirement Sum is the amount that is 
believed to deliver an adequate income for 
sustenance in retirement paid from annuity 
income by a scheme known as the CPF Life-
time Income For The Elderly (LIFE).

But in fact, the median cash balance of 
active members aged 55 in 2013 was only 
$126,000 before accounting for savings used 
to pay for housing assets. As a result, Singapo-
reans who do not meet the Retirement Sum 
have to accept a much lower payout than the 
projected amount of $1,220 to $1,320 per 
month from the CPF LIFE Standard plan by 
the time they receive their payouts.

Even for those able to meet the Retirement 
Sum of $161,000, the payout from CPF LIFE 
Standard plan is estimated to yield roughly 
32% of their last-drawn monthly wage before 
retirement. This is below what academic 
studies have established to be an adequate 
replacement rate of 50% to 66% of last-drawn 
wages that retirees have to receive in order 
to enjoy a comfortable lifestyle in retirement.

Another factor to consider is that the 
distributions from CPF LIFE may be subject 
to change, although the payouts are guar-
anteed for life. The amount distributed may 
vary according to the investment returns of 
assets pooled from retirement accounts of 
CPF members. Furthermore, the payouts are 
not indexed to changes in the infl ation rate, 
creating the risk that the purchasing power of 
recipients may be eroded over time.

With these facts in mind, how should Sin-
gaporeans secure their retirement? Part of the 
solution is early planning for savings and in-
vestments to make up for potential shortfalls. 
The key is to begin saving early for as much 
as possible. According to Susan Soh, country 
head of Schroders Singapore, the average 
investor in Singapore only starts to save for 
retirement in their fourth decade of life, from 
the age of 31-1/2 years. Other data from the 
2016 Global Investor Survey also reveals that 
they set aside only 14.9% of their income every 
year as retirement savings.

“This may mean that some investors will 
not have accumulated sufficient funds to 
support their desired retirement lifestyle,” she 
notes. “We also encourage investors to think 
long term when they invest.”

Thinking long term is vital because a realistic 
risk-adjusted return is usually achieved if inves-
tors remain invested in a diversifi ed portfolio for 

a period of at least fi ve years. “Any period shorter 
will often prove insuffi  cient to counteract the 
volatility associated with various investment 
types such as equities,” she explains. 

Over and above that, Soh advises that 
investments should be managed actively in 
order to mitigate risks and capture opportuni-
ties eff ectively. By investing through a skilled 
active manager, investors are better able to 
capture excess returns beyond the overall 
market, or alpha returns. 

Invest actively to grow your nest egg
Soh gives greater insight into how Schroders 
tailors its investing strategy as an active man-
ager to help clients achieve their long-term 
goals. “During the early phase of a working 
lifetime, investors are encouraged to take on 
more risks to generate a higher return,” she 
says. “This will allow growth to be generated 
substantially to beat infl ation. As they pro-
gress closer to retirement, they should steer 
away from risky investments given the limited 
time they have to make up for earlier losses.”

As a fi rm, Schroders has been in the busi-
ness of asset management for more than 200 
years with rich experience in designing prod-
ucts that cater to specifi c needs whether retire-
ment or long-term savings. Soh highlights how 
Schroders developed a family of multi-asset 
funds as product off ering for clients across 
all types of market cycles and risk scenarios.

“Multi-asset funds off er investors a risk-con-
trolled way of achieving their desired outcome 
despite a low growth environment,” she says. “By 
investing in a range of assets across multiple 
markets, investors are able to maximise their 
risk-adjusted income in a diversifi ed portfolio 
of equities, fi xed income and alternative assets.”

Investors simplify the asset allocation 
process by delegating decisions to Schroders’ 
fund managers to manage a portfolio of as-
sets under their care. They monitor markets, 
analyse economies and parse through data 
across diff erent asset classes to strive for an 
adequate return after infl ation. “In doing so, 
we deliver long-term, quality and steady 
growth for our clients,” adds Soh.

For more information, visit 
schroders.com.sg/RetireSmart

Soh advises that investments should be 
managed actively in order to mitigate risks 

and capture opportunities effectively
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