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Introduction
New pension flexibilities have brought an increased focus on issues around financial education and the
ability of individuals to make the necessary decisions.

After briefly exploring the pensions decisions that UK individuals are required to make, this note con-
siders some international examples of financial education (summarised in Chart 1) to illustrate other

approaches that could be adopted in the UK.

The international examples included in this briefing note are:
« Financial education during accumulation (Denmark)

e Pensions Dashboard (Sweden)

« Sorted website (New Zealand)

e Three Pensions Days (Netherlands)
o Auto-escalation (United States)

These examples are explored in more depth in the remainder of the Briefing Note along with points of

particular relevance to the UK.

Chart 1: Overview of approaches to
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communication taken by a selection
of countries

Country Approach taken to communication | Outcome
Denmark Provision of information such as An evaluation round the provision of information by
statements that includes less text the Danish Insurance Association found that 74% and
and jargon following the 66% of respondents were satisfied with the amount of
recommendations of the Money information that they received about their personal
and Pensions Panel pension and occupational pension respectively
Sweden Pensions Dashboard that enables No specific evaluation:
individuals to see all of their Sweden scores 81.6 on the integrity index for the Mercer
pension entitlements together Global Pension Index
New Zealand | Sorted website, with a familiar Reported saving rates in 2005 were at the highest level
tone, that covers pensions since 1995 with 72% of people surveyed saying that
alongside other issues they (or someone else on their behalf) were saving for
retirement (though this may not be due to the Sorted
website only)
Netherlands Three Pensions Days every October | No specific evaluation:
alongside the provision of Netherlands scores highly (89.4 compared to an average
information in a layered way of 71.9) on the integrity index (that includes quality of
communications) for the Mercer Global Pension Index
United States | Auto-escalation: Save More In one US 401k (DC) scheme with SMarT features,
Tomorrow initiative in which employees increased their pension contributions from
individuals sign up to increase 3.5% to 13.6% of salary over a four and a half year
their pension contributions in period. Take-up has tended to be higher where
future years individuals are provided with financial advice
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Decisions during accumulation
phase

Individuals might need to take
into account a variety of factors
during the savings or growth
phase. While some of these re-
late to financial factors such as
investment returns and risk, they
interact with other factors such as
the desired retirement date and
life expectancy to determine
what might be a suitable accu-
mulation strategy.

The use of defaults can be effec-
tive during the accumulation
phase to address, at least partial-
ly, certain factors such as under-
saving for retirement.

The emphasis of government pol-
icy has been on these defaults
rather than on financial educa-
tion, with an emphasis on the roll
out of pension savings via auto-
matic enrolment that relies on
inertia. This is based on the fact
that, for the target population,
making or increasing pension
contributions is likely to be in
their best interests but they are
unlikely to take action on this, if
left to their own devices.

Decisions around how to access
pension savings

Chart 2 shows some of the factors
that individuals might need to
take into account when deciding

how to access their pension sav-
ings in retirement.

While this phase has sometimes
been portrayed as a
‘decumulation’ phase, the pen-
sion funds of those individuals
using drawdown products are
still accumulating returns while
they have the ability to make
withdrawals. The pension flexi-
bilities mean that the transition
from the accumulation to the
decumulation phase may become
increasingly blurred.

Decisions during decumulation
take into account some of the
same factors as for accumulation;

Chart 2: Factors to take into
account when deciding how to
access retirement income
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life expectancy, investment re-
turns and risk. These also in-
clude other financial factors such
as the level of income that is re-
quired and when health issues
may occur. The combination of
all of these factors makes retire-
ment planning challenging.

For this reason, it is important
that individuals are either pro-
vided with good defaults to
nudge them towards decisions,
or to acquire skills that allow
them to address at least some of
the major decisions around re-
tirement.

Resources available to UK indi-
viduals
An overview of resources availa-

ble to a UK pension saver is
shown in Chart 3. The written
form (letters, pamphlets, anal-
ysis, etc.) about both the pen-
sion system in general and
about their own pension provi-
sion, has generally been the
medium used to convey infor-
mation. However, there is a
growing appreciation that this

the communication of the op-
tions available needs to engage
individuals with a wide range
of financial literacy if sub-
optimal outcomes are to be
avoided.

How do other countries ad-
dress the financial awareness
and education?

is not sufficient.

The developments in the pen-
sion world, where an increas-
ing range of retirement pat-
terns means that there is a
greater variation in how indi-
viduals approach and deal
with retirement, is generating
similar issues. This means that

This report uses the Mercer
Global Pension Index? to pro-
vide some insight into the effec-
tiveness of the approaches used
(where no formal evaluation has
been conducted). Specifically, it
uses the integrity sub-index,
which considers communication
amongst other areas such as reg-
ulation and governance.

professionals

Chart 3: Information sources
available to employers, pension
professionals and individuals
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Financial education during accu-
mulation — Denmark

Denmark is credited with having
an effective pension system,
made up of a state pension and
fully funded occupational pen-
sions based on collective agree-
ments, as well as private pen-
sions.

A Money and Pensions Panel,
was launched to increase
knowledge and interest about
financial matters, having specifi-
cally considered how best to
communicate information
around pensions. This found that
members preferred projections

not to include too much text.
They also preferred the phrase
‘expectation of pension pay-
ments’ to ‘projections’.?

There has been an ongoing effort
to engage individuals in terms of
their pensions through the provi-
sion of information that can be
adapted to their circumstances.
Two examples of these are shown
in Chart 4.4

An evaluation around the provi-
sion of information on private
pensions by the Danish Insurance
Association found that 74% and
66% of respondents were satis-

fied with the amount of infor-
mation that they received around
their personal pension and occu-
pational pension respectively.5

The following points are of inter-
est with respect the UK pension
system:

e Information around pensions is
available on the same website
as information around other
financial issues; which may
bring the topic of pensions to
the attention of someone initial-
ly looking for information on
another subject.

e There is an emphasis on both
practical arrangements and ade-

Chart 4: Examples of information
sources in Denmark
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when you retire

pensions

Danish Insurance Association website on private pensions and insurance
* Overview of types of pension savings, what happens when you change jobs and

* On-line tools such as “pensions meter’ that compares levels of saving with
desired retirement income, and exams that test individuals” knowledge around

* An overview of different pay-out options, e.g. guaranteed rate annuities

compared to market-based annuities
* Pensions ABC that providing an overview of pensions, including costs and tax
http:/ /www forsikringogpension.dk/pension/Sider/pension.aspx

Citizens website -

on pensions

¢ Includes information and interactive tools around pensions and early retirement
alongside other areas such as education, housing benefit and disability
» It covers areas such as expatriation and the pension, pension notification and tax

* On-line tools such as pensions calculator
https:/ /www.borger.dk/Sider/ pension-og-efterloen.aspx
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quacy of savings during the ac-
cumulation phase, e.g., what to
do when changing jobs or eval-
uating savings against desired
retirement income.

¢ As with some of the other coun-
tries considered in this Briefing
Note, it is possible for individu-
als to see consolidated infor-
mation about their own pension
entitlements, including state,
occupational and private pen-
sions.

Pensions Dashboard - Sweden

It has been highlighted in the UK
media that it will be difficult for
individuals to make decisions if

they are unable to access details
of all of their pension entitle-
ments—state and private pen-
sions — in one place.

The Swedish ‘Pensions Dash-
board’ has been suggested as one
potential solution.6  This dash-
board allows individuals to see
information about all their pen-
sions, both private and state enti-
tlement.

Individuals receive an annual
statement around their state pen-
sion, known as the ‘orange en-
velope’, which provides a projec-
tion of the state pension that an

individual might receive, de-
pending on when they retire. An
example of this statement is
shown in Chart 5.

Where individuals have occupa-
tional or private pensions, they
can supplement the orange enve-
lope, using the Minpension sys-
tem (translation: Mypension).

There has not been an evaluation
of the Pensions Dashboard; how-
ever, Sweden scores 81.6 on the
integrity index (that includes
quality of communication) for the
Mercer Global Pension Index.”

Chart 5: Example of statement used

in Sweden

Annual Statement 2015
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age 61

Your National Public Pension

According to our forecast, this is the amount of national public
pension you could receive per month, before tax. The amount may
vary depending on when you decide to retire.

age 65 age 68 and 4 months

age70

SEK 10 700

SEK 13 500 SEK 16 800

SEK 18 900

Do you have pension from several sources?

In addition to the national public pension, most individuals also have an
occupational pension from their employer. Some also have private pension savings.

Occupational pension

Private pension

Your entire pension
Log in and see your entire pension

www.pensionsmyndigheten.se/B3
Use electronic identification or your personal code
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The followings points are of par-
ticular interest with respect the
UK pension system:

e The dashboard enables individ-
uals to see all of their pension
entitlements, including state,
private and occupational pen-
sions, regardless of whether
these are DB or DC pensions.

e The information is updated on a
near real-time basis for most
pension funds.

e The service’s reach is wide—
over 2 million individuals of a
9.5 million population are regis-
tered.s

eThe ‘Minpension” portal is
owned by a subsidiary of Swe-
dish Insurance (the Swedish

insurance trade association), is
run and funded jointly by the
state and pensions industry.

Sorted website — New Zealand
This website is run by New Zea-
land's Commission for Financial
Capability (formerly the Retire-
ment Commission) with the pri-
mary aim of promoting saving
for income in retirement (Chart
6). The Commission realised that
people typically did not consider
retirement until their 40s, but
general information around fi-
nances is useful for people of all
ages. The website covers areas
such as starting work, managing
debt and pensions.

The language used on the web-
site is easy to understand and
informal. Users can personalise
the guidance which is interactive
and makes use of games and cal-
culators. The website also pro-
vides a blog and other ways of
accessing information such as
seminars.

While it is not possible to impute
any increases in saving directly
to the activity of the Commission
or the Sorted website, reported
saving rates in 2005 were at the
highest level since 1995 with 72%
of people surveyed saying that
they (or someone else on their
behalf) were saving for retire-
ment.®

Chart 6: New Zealand Sorted website
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Similarly reach and usage of the
website has been impressive with
20% of New Zealanders saying
that they had visited the website.
69% of visitors using the Sorted
website said they considered it
likely very likely that they would
take some action or change the
way they are managing their
money.10

The heavy reliance on internet

resources reflects the high pro-

portion of internet access of New

Zealand’s population. However,

the Commission did complement

this with other approaches such

as:

¢ Printed booklets;

e Partnerships with professional
services firms; and

eThe sponsorship of money
management programmes in
secondary schools.

A Freephone pilot was also held
in one region in mid-2005 but this
was not developed as there was
no evidence that telephone-based
services would be effective.

The service is heavily advertised,
for instance, on other websites
and portals. In 2005, 75% of its
budget was spent on advertising.

A PPI report!! outlined the fol-
lowing reasons for the Retire-
ment Commission’s success:

e It provides guidance to help
people make financial deci-
sions, e.g. it provides individu-
als with a list of questions that
they might ask.

o It provides advice around life-
time financial planning rather
than focusing on pensions.

oIt is user-friendly, trusted and
personalises information.

e The website is complemented
by other approaches.

Pensionedriedaagse —
Netherlands

Three days every October’ Pen-
sionedriedaagse’ (Three Pensions
Days) occurs. Pension providers,
employers and advisors work
together to inform the public
around their pensions.

In addition, every pension
scheme member is provided with
a ‘Uniform Pension Overview’,
in a consistent format. This is
complemented by an on-line
tracking system that allows
someone to view their state and
private pension provision togeth-
er in one place.

There has been no specific evalu-
ation of this approach; however,
the Netherlands scores highly
(89.4 compared to an average of
71.9) on the integrity index (that
includes quality of communica-
tion) for the Mercer Global Pen-
sion Index.12

The following points are of inter-

est in connection with the UK

pension system:

¢ The Pensionedriedaagse can
act as a trigger for people to
consider their pension ar-
rangements.

¢ Information is provided to in-
dividuals in a layered way,
meaning that relatively
straightforward information is
provided in the first instance
and, should they wish, indi-

viduals can access more com-
plex and detailed information.

¢ Individuals are encouraged to
consider changes in their cir-
cumstances and the ways in
which these affect their pen-
sion position.

e Pension providers of work-
place pensions play a large
role in the provision of infor-
mation to members.

Auto-escalation — United States
While this is not an example that
focuses on financial education, it
is included here because of the
role of advice in influencing indi-
viduals” choices around auto-
escalation.

In the US, it has been recognised
that inertia may lead most indi-
viduals who are automatically
enrolled to save at the statutory
minimum. There is a perceived
risk that increasing contribution
rates could lead people, particu-
larly lower earners, to opt out
because members might feel they
could not afford to invest more.
Increasing opt-out rates would
undermine the aim of the auto-
matic enrolment policy.

In the US, the Save More Tomor-
row” (SMarT) initiative uses in-
terventions based on behavioural
economics, with the aim of en-
couraging individuals to save
more without increasing opt-out
rates.

The SMarT initiative commits
scheme participants when they
join a scheme to increase pension
contributions after each pay rise.
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Unlike automatic enrolment in
the UK, individuals opt in to
the scheme rather than opting
out. Once signed up, the indi-
vidual no longer has to make
an active decision on increas-
ing pension contributions, as it
happens automatically.

In one US 401k (DC) scheme
with SMarT features, employ-
ees increased their pension
contributions from 3.5% to
13.6% of salary over a four and
a half year period.’® Take- up
has tended to be highest where
individuals are provided with

financial advice. In 2009
around 59% of large US com-
panies’ DC schemes had

SMarT features.14

The following points are of in-

terest in connection with the

UK pension system:

eldeally these pre-
commitment devices are in-
troduced at a time of steady
earnings growth—unlike the
period that has recently oc-
curred in the UK.

e Administrative changes
would be required to payroll
systems and software. How-
ever, if a large enough num-
ber of employers requested
an auto-escalation facility the
payroll industry may re-
spond positively.

Conclusion

The approaches of the countries
considered here share particular
approaches that could be consid-
ered in the UK:

e The inclusion of information
around pensions with infor-
mation around other financial
topics.

Provision of consolidated infor-
mation around an individuals’
state and private pension enti-
tlements. The intricacies of the
state pension along with the
move to the single-tier pension
however may complicate this
in the UK.

Calculators that compare sav-
ing with desired level of retire-
ment income. Some calculators
are already available in the UK,
however, a wuseful addition
might be one that enables an
individual to take into account
all elements of their retirement
assets and income.

The provision of information in
a layered way so that individu-
als can access more complex
and detailed information if
they wish.

The tailored illustration of how
a change to a retirement age
can influence an individual's
level of retirement income.

[llustration of the impact of life
events on the retirement sav-
ings.

Co-ordinated approaches, such
as that provided by the
‘Pensionedriedaagse” where

For more information on this topic, please contact
Melissa Echalier, Senior Policy Researcher

020 7848 4245 melissa@pensionspolicyinstitute.org.uk
www.pensionspolicyinstitute.org.uk

providers, employers and advi-
sors work together to inform
the public around their pen-
sions.
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seeing retirement differently
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