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IOPS: Challenges (1) 

1) Low level of financial literacy of pension 

 scheme members: 

• members dependent on third parties  

• pension products difficult to comprehend, 

complexity of pension-related decisions 

• behavioural problems  

(perception of short life span on retirement, 

passiveness etc.) 
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IOPS: Challenges (1) 
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Shopping around  - example of UK (2013) 



IOPS: Challenges (2) 

2) Inadequate information 

• not (easily) available/disclosed to members 

• low quality (misleading) and/or difficult to 

comprehend (jargon, size) 

• poor perception of life annuity 
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IOPS: Challenges (3) 

3) Low quality and integrity of intermediation 

• low level of skills and knowledge of sales forces 

• business conduct (misselling, “own product” bias 

or unintended effects of commission incentives) 

6 



IOPS: Challenges (4) & (5) 

4) Undesired effects of other government policies 

• entitlements to social security benefits or different 

taxation of pay-out products can potentially lead  

to suboptimal consumer choices 

 

5) Pay out markets still very young/non-existent 

• lack of supervisory experience 

• high entry costs (esp. for annuity providers) 
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IOPS: Possible remedies (1) 

Low level of financial literacy of pension scheme members 

• campaigns, school curriculum 

• mandating or defaulting “appropriate” products 

 

 

 

 

 

 

• comparison and transaction websites 
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Product Mandatory Default 

Lump sum Hong Kong (Mandatory Provident Fund); 

Mauritius (National Savings Fund) 

Thailand (provident fund) 

Programmed 

withdrawals 

Bulgaria (mand. professional funds)  Dominican Rep., Kenya, Macedonia, Nigeria 

Life annuity Armenia (vol.), Austria (vol.), Bulgaria 

(mand. personal), Iceland (mand. occup.), 

Israel (mand. person.), Mauritius 

(National Pension Funds DB), 

Netherlands, Poland (mand.) 

Czech Rep. (suppl.personal vol. pension 

insurance), Hungary (mandatory), India 

(National Pensions Fund), Jamaica (vol.), 

Mauritius (vol.), Portugal (vol.), UK 

Other   --- permanent rent: Costa Rica (mand.) 



IOPS: Possible remedies (1) 

Low level of financial literacy of pension scheme members 
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1. Requests pension 

quotes through an AFP, 

Insurance Company or a 

Pension Adviser 

Member Participants System 

5. Informs the 

member 

Member 

• Make another consultation 

• Select an offer 

• Request an external offer 

• Decide not to retire 

• Request an auction 

6. Once the offers have been received, the member opts for one out of 

the following options: 

Processes and certifies the 

validity of the request 

Receives offers, 

processes and certifies 

validity 

AFPs 

Life Insurance 

Companies 

Pension Advisors 

2. Participant transmits 

the request through the 

system 

3. System sends request 

and member’s details to 

all suppliers 

4. Suppliers send 

offers to the System 

Suppliers 

AFPs 

Life Insurance 

Companies 

Comparison and transaction platform in Chile – life annuities 

SCOMP (Sistema de Consultas y Ofertas de Montos de Pensión) 



IOPS: Possible remedies (1) 

Low level of financial literacy of pension scheme members 
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Comparison and transaction platform in UK – life annuities 

The Money Advice Service 



IOPS: Possible remedies (2) 

Inadequate information 

• simpler disclosure contents 

• legal requirements to provide accurate, timely, 

abridged and clear information 

• comparative sites (info + transaction) 

• workshops with industry to prevent misinformation 

and misselling 

• mandated or default retirement products  

 

 

 

 

 

 

 

• comparison and transaction websites 
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IOPS: Possible remedies (3) 

Low quality and integrity of intermediation 

• licencing, training, periodic evaluation 

• monitoring of conduct business quality 

(mystery shopping, market conduct authorities, 

ombudsman, disclosure of complaints and 

supervisors’ actions to public) 

• efficient complaints and redress mechanisms (e.g. 

compensation from miss-seller) 

• regulations to cap fees or to re-align incentives (e.g. 

Australia’s new model of independent advice and fees 

for service) 
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IOPS: Possible remedies (3) 
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IOPS: Possible  

remedies (4) & (5) 

Undesired effects of other government policies 

• analysis of policy (side-)effects 

• use of good practices etc. (e.g. OECD Road 

Map for the Good Design of DC Pension Plans) 

Pay-out markets still very young/non-existent 

• research, exchange of information, use of 

behavioural economics and consumer protection 

tools (e.g. effective approaches in the 

G20/OECD High Level Principles of Financial 

Consumer Protection) 

• set-up of state-based markets/institutions? 
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Lessons learnt 

• The main problems noticed by IOPS supervisory 

authorities relate to low financial literacy of 

consumers, inadequate information and low 

quality of intermediaries’ business conduct 

• Supervisors have an important role in fostering 

financial literacy but there is also a need for well 

designed mandated or defaulted products. 

• Creating consumer awareness of ability to “shop 

around” is essential. This may be helped with 

the use of comparative / transactional websites. 
 

15 



Lessons learnt 

• Electronic platforms 

– can help to access information, induce more active 

behaviour, reduce transactional costs, and likelihood 

of inclining to an improper advice. 

– do not solve all decision-making problems faced by 

consumer (e.g. which product is appropriate or when 

to purchase an annuity). 

• Key issue is to assure appropriate quality of 

information disclosed and professionalism and 

integrity of intermediaries. 

• Monitoring the business conduct and proper 

claims and redress mechanisms are essential. 
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