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MONEY MATTERS
CAN YOU AFFORD TO RETIRE IN BALI?

-Or anywhere else for that matter!

Over the years I have met westerners of all ages who have fallen in love with Bali and decided this is where they will spend the rest of their lives. Many have married locally and this has turned their wishes into more of a commitment and has limited future choices. In many cases the dream works out. Those who have made careful provision for retirement can indeed live their lives out in a warm climate with friendly people and enjoy less stressful twilight years than might be the case ‘back home’. 
But there are drawbacks
Perhaps the biggest of these is access to quality medical care at an affordable price. In the working days of an expatriate’s life such care was assured by taking out international medical insurance, an absolute must for a person with family responsibilities. And for those still working or running a successful business it is affordable. BUT, and it’s a big BUT, all that changes as you approach and pass the age of 65. Insurance companies that have provided cover for you up to age 65 will generally continue to offer cover but the premiums start to rise exponentially. Hardly surprising when you consider that insurance companies are in business and have obligations to their shareholders. If you are not already among the one in three people statistically to have suffered one of the main critical illnesses, namely heart attack, stroke or cancer by the age of 65, then for sure each subsequent year increases the likelihood of such an event and they can be very costly ones. 

The difficult choices

I have had this discussion with many clients over the years as they contemplate how they will address the issue as they get older. Unless they are very wealthy and have an unlimited budget for future medical care or can cope with very high premiums I tell them they have three basic choices:

1. Self-insure. At the earliest possible time, well before retirement, start to build up a reserve pool of savings or dedicated investments strictly for the purpose of future medical treatment. This takes a lot of self-discipline as there will undoubtedly be many temptations to dip into the fund.
2. Return to their ‘home’ country which in most cases where westerners are concerned will honour their right as a citizen of that country to access free medical care. 

3. Remain in Bali but accept that they will no longer have access to international standard medical care. 
If Option 3 is the chosen way to go and you are able to join the Indonesian government scheme BJPS then that should provide a degree of comfort although experience of the scheme so far has been mixed and premiums will have to rise if the scheme is going to be sustainable. It is a very ambitious and well-meaning attempt by the government to provide healthcare for all but in terms of providing a full service it is an impossible dream. Healthcare is a major political issue everywhere. Political parties fight over the issue, particularly in the US where not everyone believes the better-off should subsidise the less well-off. The reality is that with ageing populations medical care takes a massive chunk of a country’s budget. 

Medical considerations apart, will your income be sufficient?
If you are over fifty, the chances are that you are better prepared for retirement than younger people will be when they get to retire. Millennials (the ‘avocado and latte’ generation) have grown a reputation for enjoying life today and showing scepticism for saving for the future. Perhaps that will change as they get older but they risk delaying saving to a point where they will need to allocate a very large portion of their income to build up a retirement fund. According to a paper issued by the UK’s Financial Conduct Authority half of all 20-29 year-olds have no retirement savings. However there are schemes now in the UK and elsewhere that ensure people allocate part of their earnings to a pension fund.
But these schemes apply only to those living in their home countries. Expatriates are particularly disadvantaged as no-one obliges them to join pension schemes. Some are drawn to savings and pension plans offered by the big life companies. In the absence of viable alternatives they have served a useful purpose over the years but their restrictions, high charges and surrender penalties now make them very outdated. Technology has allowed better and cheaper options to take their place. 

How much will you need to save to provide a given income?
To provide an example I will use US Dollars as it is the world’s dominant currency. The problem with using the local currency is that its history is one of rapid devaluation against the dollar so calculations would be very hit-and-miss. 
Although some could get by on $500 a month while others would contend they would struggle on $10,000 a month let’s take a modest figure of $2,000 a month and assume that you have a paid-for property that you live in. That equates to $24,000 a year. Now how will you invest to generate such an income? A bank deposit or US Treasury Bonds? You would be looking at around 2% a year at most at present interest rates. Therefore to generate an income of $24,000 you would need to have a savings pot of $1.2 million! Even then, to maintain the same standard of living you would need at some point to start dipping into the capital.  
There are of course better alternatives to cash or government bonds to provide income. A million dollars would buy a much larger annuity but the capital would be lost on death and there is no provision for inflation unless you accept a much lower starting rate. Investment property is an option but it comes with many risks. A diverse investment portfolio is probably the best way to go but that too must be carefully managed. There is no single ‘best’ solution that fits all.
We have covered the subject of how much you might need to retire. But how do you get to that point if you have only 10 or 15 years left to retirement and your savings fall far short? Panic is not an option as it can lead to unwise decisions. But there are some practical and flexible options which I will cover in the future. At this point I would simply advise not to get locked into any commitments like fixed term savings plans and avoid at all costs any investment products that offer high returns.

There is a film doing the rounds in cinemas called Countdown. Its advertising blurb asks if you could find out exactly when you’re going to die would you want to know. And it suggests that there is an App that will tell you! That could be quite helpful in retirement planning. And it brings us to the ultimate piece of wisdom, namely that perfect financial planning entails living life to the full by drawing down your savings such that they run out on the day you die and the cheque you left for the undertaker bounces. Happy retirement!
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