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TThe IME*s Perspective

Viacreecenemic and financiall stannity.

suivenllance: multnateral and bilateral; policy.
recommendations

Vienetany and! Capital Markkets; Department:s
Glehal Einancral Stabrlity Report
(“risk transfer® series)



Key Points

Riskitrranster through the financial system—
increasingly shifted ter househnolds

Suirveys shoew! lack off heusehoeld knewledge: of
even hasic financial Issues

Financiall education shortcomingsiare not new,
pUL IRcreasingly’ urgent ter address

Gevernments nave amajor rolein raising
awareness anad financial literacy: off Individuals

he private sector has a key rele in previding
targeted,, guality advice and products



The Changing Risk Profile of
IHeuseholds

Risk filow: banks, Insurance: companies, pemnsion
flinds, heusenholds

Changing risk prefile—moere direct risk
EX|POSUrEs

Plespective chianges In healthcare Benehiits

Bottom line:

» Househeld sector more of a “shock absorber of last resort™?
s Household risk management capacity part of financial stanility



Heuseholds® Capacity to Manage
New RiIsks

Need for bhasic education anout rsks and
alternatives. Households:

s Oftendo not: take a comprenensive: approach

a Are slow! teradjust: thelr asset allocation as necded
s Underestimate reguired level oiff savings and risks
EXPErIEnCE: off previeus generations net a goed
guiae

Seme pepulation segmenis most: at risk?
(data/identification Issue)



Some Survey Results...

Sulveys fireguently shoew a sulstantial lack of:
knewledge: off households™ ewn arfangenments
for retiremenit savings:

s Netherlands: 65% oiff households are unakle te provide an
estimate of thelr pension INcome upen retirement:

n ULKS: 44%, of the population reported a hasic knowledge of
PEnsions; in 2004, down! firomi 53%;1n 2000

a ULS.: 47%) o workers Who have not saved at alliare confident
that they will have eneugh for retiremenit. Many counit on
empleyer-previded benelits that are mcreasingly unavailanle

s France: a majority of households consider themselves Ill-
equipped to choose an Investment strategy, and do not
compare investment products



Government Communication on
Prierities and Challenges

mportant fior puklic awareness and sUuccess o
pension (anahealith care) referms

Public debate and awareness ofiten still
nascent=—need for further rtatives

PDeveloeprbread and fernvard-Ieoking measures of;
the Impact off clianges in pensien and welfare
systems on heusenoelds™ wealthy (Including
distribution of risks across sulbgroups)




Ralsing| Awareness—Examples

UL K.: Pensions Commission Report

“Pensioners w

[l become poorer relative te the

rest: ofi seclety™ unless taxes or soclall Security
contribltions deveted to Pensiens Fise,
IRdiVidUzals save: more, or empleyees accepi:
lenger woerking lives

Sweden—new:

pulIC pPension system

Eellowingla hread infermatieon campaign,

SUKrveys have: s

1WA that the share of

pParticipanits w

10 Say. they de not Understana

the system has fallen from abeut: 30% i 1998 te

13% 1ni 2003



The U.S. National Retirement
Risk Index

A good example of how: complex risks
asseclated with retirement: saviing| can e
presenited relatively: simply.

Measures share: of Working age households, whne
ale “at nsk™ of being| unable to maintain therr
pre-retirement standard el living 1 retirement

AssUumingl mdividuals retire at age 65 and
annuiitize all” thenr: wealthy, 43% will be “at rsk*

G004 News: changing retirement and savings
pehavior can supstantially Improve the ouitlook
(e.q., retiring at 67 reduces share to 32%)



Percent of Households “At Risk”

(at Age: 65, by Birth Cehort and Income Group)

Income group All Early Boomers Late Boomers  Generation Xers
1946-1954  1955-1964 1965-1972

All 43% 35% 44% 49%
Top third 36 33 35 42
Middle third 40 28 44 46
Bottom third 53 45 54 60

Source: Munnell, Webb, and Delorme, A New: National Retirement Risk Index,
Center for Retirement Research, Boston College, June 2006



Househoeld “Financial Margin
(Sweden)

The Sveriges Rikshank has sought to assess
households’ financial margin relative to
anticipated future obligation (e.g., after
Interest expenditure and regular living costs)

DIStrBUTLIoN aCress INCoMmE categories

Fakes, Initoe account: petential venefii
adjustments or econemic shecks (e.g., a rise in
Interest cests and/or a decline iR Ineceme)

(Sveriges Rikshank, Einancial Stability Report, 2004:2)
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Information vs. Education

IRkermation cannoet substitute o) greater
neusenold financial literacy

Einanciall infermation may’ e accessinle;, hut
nouseholds ofiten make limited use: of It

ULS.: Increasedfinancial mifermation: for
consumers may not result 1 impreved financial
Management IR areas suchas mertgages and
Investmenit (lbehavioral economics and fnance)

Disclesure Vs, transparency/
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A Key Role for Governments in
Einancial Education

Gevermments may. come: Under growing pubklic
pressure to Intervene In support of the
nolsehold sector, for example:

= I the form off added public expenditure pressures
a1 the form off re-regulation off certain products: or SERVICES
s I order to deal wiithi waves; ofi litigation

A key ehjective for governments may. be to
strengthen hasic financial’ education pregiams
at schieol andlat the' werkplace—Indeed, such
efforts are underway: In senme countries
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Einancial Education and
Long-Trermi Saving Challenges

Saving fer retirement: Uncertainty ever returns
and costs, off systematic errors

Unecertainty/risks affecting ageing-related
liabilities (e.g., lengeviity risk)
Complexity/variety oif products;avaranie
(greater fer savings/investment preducts)

PUrpose of financial education (ot a single
approach; equip mdividuals to ask infermead
guestions and understand potentiall outcemes)
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Challenges in Einancial Education
Pregram Design

Define strategies to strengthen
hinancial education; programs

EGCUS (e.g., Nome: eWnership; savings
accumulation Vs. debt reduction; ete.)

lFarget audiences - need to reach different:
popuUlatien groups and levels el sephistication:

a Basic financial education In Scheols
s [eng-term planning fier the middlie aged
s Consideration off payout strategies during| later working life

s Need to identify the most vulnerable pepulatien categories

(requires detailed cohort data)
15



Challenges in Einancial Education
Pregram Design (cont.)

Delivery: channels (e.g., public/private,
different media, new technelegies)

Coordinate efferts terstrengthen: financial
education (e.g., U.K.”s ESA, U.S.” Office of
Einanciall Education)

Evaluiate the effiectivVeness, oif existing effiorts
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OECD Einancial Education Project

Leading mternational effierts teward
strengthening fiinanciall educatien programs

Prrevides an Inventory ol educationf inrtiatives
and a list- ol goed practices for financial
education programs

Allows terburld en: cross-country experience: in
the design oif financial education pregrams
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Government Policies and
Heusehold Savings Strategies

Governments can help households implement
e new’ approaches to savingst and Investment

that they increasingly need

Savings

s [axation

s Opt-In/opt-out schemes
= Vandatery savings?

Investment

s Lifecycle products

s Annuity preducts

s Equity release products
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Public/Private Complementarity

Gevermments and private Industhy have
comparative advantages In addressing
eusehoeld fiinancialineeds

Empleyers and hinancialfinstitutiens are well
positiened to deliver targeted filnancial
education and advice

Examples:
a Japan: role of banks
m U. S.: employer-supported seminars
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Role of Financial Institutions

Fhe finance mdustry isswell placedl ter previde
talloread advice onsaving and Investment
preducts, and financialfmanagement/stirategies

Fhe provision eff guality financial advice: shoula
prregress Withr that of financial education

A number off financial Istitutions, have: already.
started te Impreve the way: they operate in
relatien to heuseholds
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Incentives for Financial Advice

There may be a need to strengthen the
Incentives fior financial advisers to better
SUppert the needs off housenoelds

Avallability andfappropriateness of advice: may
9e anl Isstie

Househoeld reluctance: te pay for advice
2olicy considerations:

s Simple and stable tax and regulatory: regime
s Educatienal standards fier advisers
s More transparent commission/fee structures
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