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 Changing pension landscape 
 
 Low financial literacy 

 
 Behavioural biases 

 
       Turn behavioural biases into 
behavioural solutions 

Individuals are not well prepared to take more 
responsibility for their retirement 
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Moderador
Notas de la presentación
Changing pension landscape transferring more responsibility to individualsLow levels of financial literacy are prevalent, pension-specific knowledge also lowBehavioural biases can undermine people’s ability to take action and make appropriate decisions for their retirement at all stages of their lives



Participate in a retirement savings plan? 

Behavioural biases 
 Inertia 

• Present bias 
• Overconfidence 

 Procrastination 
• Complexity 

 Tendency to respond to 
immediate gratification  

Behavioural solutions 
 Automatic enrolment of 

formal employees 
 Financial incentives 

• Tax incentives, matching 
contributions, fixed 
nominal subsidies 

• Nudge self-employed and 
informal employees into the 
same scheme 

 Make it easy to save by 
using defaults 
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Moderador
Notas de la presentación
Because of present bias, individuals fail to commit to save for retirement. Many individuals postpone or avoid making the commitment to save for retirement even when they know that this is ultimately in their best interestRetirement planning competes with other short-term needs, especially at younger ages (e.g. buying a house, pay tuition fees, raising a family) -> immediate gratificationMany people have a misperception of their retirement preparednessBecause of complexity, people avoid choice just to avoid making a decision that they may come to regret



How much to contribute? 

Behavioural biases 
 Lack of self-control 
 Loss aversion 
 Inertia 
 Projection bias 

Behavioural solutions 
 Low initial default 

contribution rates 
• Reduce opt-out rates 

 Automatic escalation of 
contributions 
• Up to a pre-set level with 

possibility to stop 
• Linked to pay rises 
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Moderador
Notas de la presentación
Self-control: 68% of 401(k) participants think that their contribution rate is too low; 35% expressed an intention to increase their contribution rate in the next few months; 4 months later: only 14% actually increased their contribution ratePeople need the numeracy and financial skills to assess whether their contributions will translate into an income that will cover their needs in retirement. That assessment should be done given the level of retirement income that may be expected from the public pension system, which requires a good level of understanding of the rules used to compute public pension benefits



How to choose the pension provider? 

Behavioural biases 
 Procrastination and 

inertia  
• Stick with existing 

providers 
• Not shopping around 
• Not switching to better 

providers 
 Framing, persuasion and 

simplistic rules of thumb  
• Comparisons not based 

on most critical 
characteristics 

Behavioural solutions 
 Default provider(s) for 

those not choosing their 
own 

 Selected through a tender 
mechanism based on a 
range of criteria, not just 
fee levels 

 Combined with enhanced 
fee disclosure, education, 
and price regulation 
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Moderador
Notas de la presentación
Because of procrastination and inertia, pension plan members tend to stick with their existing plans, do not shop around, do not compare plans based on their most critical characteristics, and do not switch to better plansFraming, persuasion and simplistic rules of thumb may guide individuals' choice of the pension provider rather than thorough analyses of plan characteristicsReduce the effectiveness of traditional competition policiesThis should be combined with enhanced fee disclosure and members’ education, as well as price regulation, to make sure that all individuals get good value for money with any provider.



How to invest? 

Behavioural biases 
 Choice overload 
 Time-inconsistent 

preferences 
 Naïve diversification 

strategies 
 Framing  
 Overconfidence and over-

extrapolation 
 Loss aversion 

Behavioural solutions 
 Reduce the number of 

investment options 
 Establish a life-cycle 

investment strategy as a 
default 
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Moderador
Notas de la presentación
Framing: numbering and order Overconfidence is the tendency for people to overestimate their knowledge, abilities and the precision of their information. Over-extrapolation occurs when people make projections on the basis of only a few observations, implicitly believing that these observations suggest real patterns or trends (e.g. using the past year's return to guess on the future performance of an investment strategy). These biases mean that investment decisions may become based on conjectures rather than fundamental value. Loos aversion: under-diversified portfolios with an over-reliance on fixed incomeInvestment return guarantees alleviate the impact of market risk on retirement income by setting a floor on the value of accumulated assets at retirement, either in nominal or real termsWomen, older, low-income and less educated individuals are more likely to make “portfolio mistakes”



How to choose the post-retirement product? 

Behavioural biases 
 Loss aversion 
 Overconfidence 
 Framing  
 No good rule of thumb for 

drawdown programmes 

Behavioural solutions 
 Promote product 

innovation combining 
flexibility and protection 
against longevity risk 

 Consider introducing a 
default 

 Facilitate shopping 
around by using a 
platform to compare all 
options and bids 
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Moderador
Notas de la presentación
The biggest risk people face during retirement is to run out of money while they are still aliveThe design of the pay-out option needs to be determined in coherence with the overall structure of the pension system. The need to annuitize DC pension pots depend on how much is already received as an annuity from funded and PAYG DB plansFraming: life annuities are more attractive when presented in a "consumption frame" than in an "investment frame“Innovation: trends towards more flexibility (variable annuities, combine PW + DLA) and risk-sharing (participating annuities) in the design of annuity productsMandatory annuities can be provided by a centralised public institution (economies of scale compared to life insurance companies)



 Automatic features 
 Default options 
 Incentives 
 Simplification of information and choice 
 Education and information to increase 

engagement with respect to pensions 
 

       Improve retirement incomes 

Conclusion: Nudge and inform 
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