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. Why the OECD launched
a far -reaching project on
financial education



@ A atizagigiren dcninplermpddsl

Greater transfer of risks Evolution of
to households the financial landscape
U Decline of welfare policies
U Growing range of risks affecting U More financial products
households at macro and micro

U More complex products
levels

U More providers

U Impact of increased life ) _
expectancy U New technologies

i Enhanced individual U More flexible regulation

responsibility in financial and (i Overload of financial disclosure
pension risk management -
U Recent financial crisis

U More households investing more
iIncome in financial assets

AKeyimpact of householdsd6 financ

A Power imbalance between market players and households
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Adverse -effects - Lowlevelof
financial literacy and
) . _ _ capability
U Massive rise in consumerso
indebtedness ) _ _
U Financial issues related to U Lowlevel of financial
retirement UnderStandlng
U Misselling for particular U Underestimation of needs
~ complex products | Lack of self  -awareness of
U Undercoverage  of risks low financial education
with severe consequences i Vulnerable and
U Higher costs for disadvantaged  groups

disadvantaged groups

U Lack of trust in financial
Institutions U Resilient passive behaviours

U Little shopping around
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Enhanced
financial markets
efficiency and
competitiveness

Reduced
public
spending

Improved
|l ndi vi d
standards of

leaving

Economic
growth



A 2003:-OECD launcheda comprehensive
harizontal project.onfinancialreducation

serviced by two OECD 'Committees

(the: Committee ~ on Financial  Markets and
the Insurance  and Private Pensions Committee )
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Il Main achievements of and
lessons drawn from
the OECD project on Financial
Education
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Main outputs

International analytical framework on
financial education

Principles and good practices for financial
education and awareness

Dedicated work on financial education
relating to private pensions and insurance

Enhanced international awareness , co -
operation and policy dialogue



(@ 1. Firstinternationaia nalytical
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Definition of financial education

NFinancial education is the process by which financial
consumers/investors

a) improve their understanding of
financial/insurance products and concepts;
and,;

b) through information, instruction and/or objective
advice develop the skills'and confidence to
become more aware of (financial) risks and
opportunities to make informed choices, to know
where to go for help; and,

c) take other effective actions to improve their

\Tncial well -being and protection 0

J

INTERNATIONAL FINANCIAL EDUCATION

framewonk on

financial awareressrand<education

Improving
Financial
Literacy

ARALYES OF IB5UES
AND POUICKS

a 1st issue of the )
OECD

International
Financial

\Education News 10




«‘ 2. Principles and Good practices for Financial

OCDE Education and Awareness
Key messages(1)

/ DESIGNING PROGRAMMES

V Adapt to national circumstances

V Assess the needs and gaps in financial
education

V Identify clear and realistic policy
goals

V Prioritize target audience

V Assess efficiency and effectiveness

\

J
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Key messages(2)

STAKEHOLDERSO ROLE

V Governments as coordinators/facilitators

V Specific requirements for financial institutions
U Financial education is part of good governance

U Accountable and responsible for:
A Provision of information and advice
A Promotion of financial awareness

U Enhanced requirements  for long -term products

V Involvement of a variety of partners
(NGOS, private and local networks and actors)
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Key messages (3)

APPROPRIATE TOOLS

V Focus on oquality disclosure 0
V Start as early as possible and at school

V Ongoing, life  -time and continuous
process

VTeach the fnteacherso
V Use a variety of channels and medias

V Use simple and engaging messages
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«‘ 3. Dedicated work on financial education and
OCDE awareness for pensions and insurance

A Complement the OECD general framework on financial
education

Developed by the OECD Insurance and Private Pensions
Committee and Working Party on Private Pensions

A
A Involved wide public  consultation s
A

Adoption by OECD Governments iIn 2008
2 Recommendations on Good Practices for :

U Financial Education relating to Private Pensions

U Enhanced Risk Awareness and Education on Insurance
Issues

Improving Finsscial
Education and A
o Imsurince

and Private Ponsions Publication of
Improving Education and Awareness
on Insurance and Private Pensions
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‘ 3.GoodPracticesconsFinancial-Education
relatingto Private \Pensions(1)

Rationale:
U Unique nature of the pensions products makes financial
education particularly i mportanté

A Long-term nature of contract and complexity of products (longevity, inflation,
investment, fiscal policies, assumptions on future income

A Wide social coverage and low risk tolerance

T

Large number of pension schemes and potential impact on financial markets
and economy

é. Combi n e demuagraphit and systematic trends
Increased longevity and shorter working lives in most countries

Decline in public pensions

Shift from DB to DC schemes

S S N S

Increased individual choice
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«‘ RATIONALE (cont.)

OCDE _ _ . :
U Lack of financial knowledge relating to pension

A Lack of understanding of :
A The changing retirement environment
A The need to save and level of saving required to meet expectations

A Investments and other key elements (e.g., inflation, interest rate, longevity
implication, fiscal policies)

A Pay -out phases options and modalities (lump -sum, annuities)

T Chile 71 lack of basic understanding of pension system 25 years after launch

T USA 1 around 50% workers do not participate in occupational pension scheme, even
when employers match contributions i blaming lack of information on the scheme or
the importance of saving

T UK T survey (Barclays) showed people expecting $32,000 retirement income I savings
actually deliver $11,000

T Australian survey found only 37% had determined how much they need to save for
retirement

A Learning from behavioural economics : passive behaviours

A Lack of trustee and fiduciary capability

0 UK_Myneréport highlighted A amateurismd amongst pensio
governance hole at the heart of our investment iIinduwygtr



reidting foPrveate Pensions (2)

Key messages
U Role of governments
A Develop and coordinate wide public awareness campaign

A Explain the interaction between public and private sources of
retirement income

A Inform on pension reform and increasing individual responsibility

A Ensure the provision of sufficient, practical and simple information
on pension issues and on pensions projection

A Establish dedicated school programmes
U Specific needs of members of DC schemes

Role of key stakeholders . plan sponsors, pension funds,
fiduciaries, intermediaries and social partners
U Limits of Financial education . regulation of pension scheme

A Importance of appropriate disclosure on pension products

A Automatic enrolments and default options, framing and limiting
choice
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