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What is pension information?

The worl dés al il eorgespdnidence sobkoplade éns1862hm &rench author Victor
Hugo had gone on vacation as his big ndwe$ miserablevas published. But Hugo could not refrain
himself from writing to the publisher to ask how it went. The letter reads and the publs her s6 r ep
«!»,

Pension information around the world falls shc
efficient communication; almost no ink, yet precise and comprehensive transfer of inforMatiors this
so?

Compared to otheconsumermproducts, pensions exhibit a set distinguishingcharacteristics that
increase the difficulty to provide efficient product information

The pension product is a contract, about money in the future, for money paid now. Typically,
individuals are used to ling products or services and use contracts to do thisafeutnused to uag
contracts to buy money in the future.

The long time horizorspecifically, then u mber of year s between fApurche
inherent difficultiesin understanihg the product. In most countrieshe contributions and pension
weighted averagwaitt i me b et we dir. pdympentrofctdx/acntebatigrand delivery of pension
benefit is around 33 yeafsThis is probably a record when it comes to consumer prsdaohsumer
savings

Pensions are sizable and play a crucial role in providing retirement income security for most
individuals. In Sweden, the total amount of public earniedgted contributions and contributions to
occupational pensions and privateyisions amount to 30 percent of the wage sum. Pensions are for most
individuals their single largest asset. However, they are seldom perceived as such, probably because public
schemes in general ar e cambe d¢anpaved {forced aaninys. The éorceip u r ¢ h
payments, however justified, add to the problem of providing efficient pension information.

Furthermore, most products and services, like toothpaste, butter, cars, haircuts or vacations, can be
consumed, appreciated and evaluated lopeone. Rtirement income in general comes from several
sources. In many countries the retirement income system is described as-lagtedestool: public,
occupational and private planghus, information and education about pensions involve seve@akac
What matters for consumers is the sum of all pension benefits, costs and characteristics of the different
pension policies. N some sense, it is all or nothibgcauseetirement income and purchasing power is
decided by the last Euro.The differat providers have an interest, right and obligation to provide
information about their own policies, while consumers are concerned with the sum which, on the other
hand, is not known by any single actomhelvalueof pension informatioris severely diminised if
information is only available on two of three plans.

Recent trends in pension reform around the world are likely to increase individual need for
information about pension plans as well as the need for general financial literacy. Many countries are
moving from defined benef{DB) plans to defined contributigfidC) plans in both their public and private
systems. In reforms of defined benefit plans, the choice of retirement is becoming more flexible; for

! From Tor Nérretrandersleerk verder{1991), G/ldendal.Who cites Guinness book of records (1989) for the record
short correspondence.

2 Settergren & Mikula 2005



example, countries with fixed retirement aga®e introducing the possibility of early withdrawal.
Compared to defined benefit plans, defined contribution plans put more of the responsibility and risk to
plan for retirement on individuals because they often require decisions about contributists)enteand
withdrawal of funds at retirement. Furthermore because of the increased financial pressures of aging
populations, pension reforms often result in a reduction in replacement rates anccdddceompel
individuals to save on their own for r@mentunless they are willing to accept lower pension benefits

Considering the economic and social importance of pensions, any improvement in the efficiency in
the design of pension information i s i nep.blowt ant
much income workers will have in retirement depends on a range of dedidiams how much to work
and save to when to retire. In making sound decisions about retirement, savings, and portfolio allocation,
adequate knowledge about the charadtesi®f pension plans is crucial.

A definition of pension information

Pension information can be defined as data on what an insured person can expect to receive from a
pension plan that he or she has contributed or contributes to. Also important aon datatributions
(taxes) paid by or on behalf of that individual. Both &in@ountof pensions and contributions are a kind of
faccountingd information t hat theissured ercirswwenamaling b ut r
well-informed decisionsTo aid insured and insurer make well informed decisions pension information
needs to be more ambitioimsits attempt to be clear

Pension information is timely data on the effect of a course of events or action/inaction by an
insured on the expected siaf the pension benefit and the contribution.

To bring this ambitious definition a step further into mystery, we might add that:

Further, pension information should include information on the expected variation
confidence interval around the expeetl value that is associated with a particular course of
events or action/inaction.

Thus, pension information includes a scale of increasing sophistication that can be summarized as:
Accounting information

Action course of event information

Uncertainty (rsk) information

Most existing pension information deals with all three levélecusis generally given tdevel one,
while providing information on the uncertainty or risk in pension income is less common. However, many
countries provide a mix of accoumg information and how pension benefits vary with different actions or
course of events.

This ambitious definition argues that the salient features of pension information is to provide data on
how various actions or eveydffect the expected economictoome, whether in terms of pension benefits
or contributions, or both. For example, information that would fit the description would be

- how does a change in income change the size of my pension?
- how does a change in retirement age change the size ofrsipipe

Although it appears straightforward, this type of information could be difficult to convey or present if
it requires a lot of extra information about the scenario. Pension information messyte communicate
to a | arge and uWmereg & eargd oiutp md s th cloadibiity. a r easonab



Pensions are complex consumer products

Expected pension outcome and or contributions are a function of long term economic and
demographic development that are notoriously difficult to prealiceeveral important aspects. Table 1
summarizes the variables that determine the siieedfenefit/contribution.

Table 1. Factors that affect the size of pensions benefits and/or costs

Factors that affect Different providers
pension benefits and costs and schemes
) Pay per hour ) °
Earnings growth per Productivity Public Occupa| | =
capita (often tional 2
Hours worked several I
. different
Nativity plans and
Labor force growth Net migration benefits) R
Labor force participation Consumel_'s
total pension
- . benefits.
Individual earnings
Retirement age Contnb_utlons/ta)g
to provide benefit,
Life expectancy surplus/deficit
Return on funded assets
Administrative costs
Inflation

Over a very long time horizon

It is well documented that individualdten have limited financial knowledge and know little about
the characteristics of their public and occupational pension plans or how much to expect in retirement
benefits® As a consequence workers run the risk of reaching retirement with inadequatee®sma may
have to postpone retirement acceptlower consumption in retirement. Several studies have confirmed
that financial literacy and planniftave a positive effect asavings and retirement outconfdadividuals
who approach retirement withoptanning have lower savings. Similarly, individuals with little financial
knowledge are less likely to be successful planners and SaStrdies have also shown that knowledge
about pension benefits affects retirement behavior. For example, workersdérestimate their benefits

% See for example Mitchell (1988), Gustman and Steinmeier (2004) and Lusardi and Mitchell (2007b)
* Ameriks, Caplin and Leahy (2002) and bugi and Mitchell (2006; 2007a).
® Ameriks, Caplin and Leahy (2002) and Lusardi and Mitchell (2006; 2007a).



are less likely to retire early than those who overestimate their beériBfiesexperience with 401(k) plans

in the United States provides evidence that funded individual accounts introduce further difficulties for
workers andthat financial illiteracy can negatively affect outcomes.possible reason for the lack of
financial knowledge is that learning about pensions is difficult. The complexity involved makes the costs
of collecting information appedo begreater than thedmefits of understanding the ptanThe retirement
process is something individuals only go through once and they can therefore not learn from their mistakes.
In addition,for some individualsetirementcan beviewed as something unpleasant and a charseorry,

which means that learning about pension systems and retirement can involve psychological costs.
Furthermore, participants may not appreciate the benefits of collgmimgoninformation because they
expect that the public pension system pilhvide adequate benefits.

This report will discuss the challenges for pension informaticpmwoactthe brevity and precision
of the worldbés shortest mail conversatiiotweleThe r ¢
OECD countries. As atarting point for the comparative analysis, the next section disahesesntent of
pension informationThe following section compares individual pension information across countries. The
final section draws on the conclusions from comparative asalggirovide guidelines for best practice in
the area of pension information

The Content of Pension Information

Pensions are complexin order to make decisions about retirement and savings, individuals need
information abouthe salient feature®f pensons. Many pension schemes also require workers to make
decisions about participation, level of contributions, investment allocations and how to withdraw funds at
retirement. When considering how various pension characteristics affect information néedsaportant
to keep in mind that the different plans involve different types of risks. For example, the level of future
benefits wildl depend on a pensi on-asygugd (enfuided abi |
schemespnd partially funded defed benefit plans are sensitive to demographic cleaageé many of
these systems have projected financial deficits. s@financial pressures can be remedied by reducing
benefits or increasing contribution rates and this creates uncertainty aboutethef l&xture retirement
benefits. On the other hand, individuals who are covered by funded, defined contribution schemes are
subject to financial risks since benefit levels will depend on the rate of return in capital markets.

Following the definition 6 pension information in the previous section, this section discusses the
content of pension information on three levels: accounting information, action/course of event information
and uncertainty (risk information). The type of pension schiedefined kenefit, defined contribution, or
a hybrid plari as well as the financing of the scheme will affect the information needs on each level.

Accounting information

The most basic information for participants is on coveragarticipants need to know whetharnot
they are covered by a pension plan and how much they have contributed. Account information includes
information on the components that affect partici
and administrative costs. Account anfnation helps make a pension system transparent which can
contribute to building trust in the system. Furthermore, account information helps communicate that
pensions to a large extent are savings: by presenting the account balance (in a definedaroptaht
contributions and earnings history in a defined benefit plan; further, it becomes clear that pension rights
and pension capital are built up continuously.

® Gustman and Steinmeier (2001) and Chan and Huff Stevens (forthcoming).

" See for example Munnell and Sundén (2004) and Beshears et al. (2006).



Account information needs to be comprehensiwmpfe often have coverage from publicvesl as
occupational schemes. In order to get a full picture of the level of benefits at retirement, workers need
information from all sources and to assemélieh information is a legal and technical challengenay
also be something that pension pd®rs, unions and employers might object to for other reasons than the
legal and technical problems that the task provides.

Action/course of event information

On the next level, participants need to know how various actions and events affect future pension
benefits.Knowledge of the level of benefits and how it varies with the choice of retirement age is maybe
the most important piece of information for making decisions about when to retire and how much to save.

The first issue is how to present the lewkbenefitsIn atraditionaldefined benefit plan, benefits are
often determined by some combination of earnings and years of service and the benefit formula makes it
possibleto expresshe projectedenefits as a replacement ratpecifically,how mud of the final salary
the pension benefit will replacélhe advantage of providing a replacement rate is that it is relatively easy
to compareto the type of advice that is often provided by financial planners about how much-of pre
retirement earnings shbtu be replaced to maintain livings standards in retirement.

In contrast, in a defined contribution plan benefits depend on the total amount contributed to the plan
and the rate of return on those contributions. At retirement, the account balanceesisecbtovan annuity
or in some cases paid out as a lump sum. Because benefits are not defined but will depend on
contributionsand theirreturnb ot h t he benef it in absolute val ue a
more uncertain factors. Thus, thecertainty of the projection increases.

The next step is to show how expected benefits vary with retirementDafieed benefit plans
usually specify a normal retirement age at which workers are eligible for full benefits and an early
retirement age at ich workers can leave with reduced benefits. The benefit formula, combined with the
specified retirement ages, means that defined benefit plans usually provide information such as: benefits
will be 60 percent of earnings if retirement is at age 65 angbet2ent if retirement is at age 60.
Furthermore, the formula often provides strong incentives to retire at the specified ages.

In principle, this makes it easy for workers in defined benefit plans to understand how much they will
receive and at what agln practice, however, this is not always the case. One problem is that it may be
difficult to convey that the replacement rate at the early retirement date depends on the normal retirement
age and that increasing the normal retirement age will affeefiteif drawn early. For example, in the
United States a large share of workers starts withdrawing benefits as soon as possible at age 62. The
normal retirement age was 65 until 2000 but has been gradually increased since then and will be 67 for
peoplereaching age 62 in 2022 (Tallg Forthosewho reachd age 62 in 2004, the normal retirement
agewas65 and 10 months. The early retirement age will continue to be agéh@jradual increase in
the normal retirement age is equivalent to a benefiand those who continue retiring early will receive a
lower monthly benefit. So far, workers have not begun to withdraw benefits later but the normal
retirement age haso farincreasedi o n byyl® months and it will not be until workers born in thee la
1950s and early 1960s reach retirement age that the full effect of the increase in retirement age will
become clear.

In Germany the minimum age for claiming @de benefits will be increased gradually for
individuals born after 1947 so that it will B& for those born in 1963.

8 In the United States the replacement rate for an average worker retiring at age 65 is projected to decrease from 41
percent in 2000 to 36 percent in 2030.



Defined contribution plans need to specify a minimum retirement ageeledt notspecify a normal
retirement age. But because of the difficulty in converting the account balance to a monthly benefit it may
still be difficult to figure out how the benefit will vary with the choice of retirement age. Furthermore, in
converting the benefit to an annuity, life expectancy matterthe Swedistmotional defined contribution
schemeas well as in the premium pension systdmanefits a& computed using life expectancy at
retirement. This means that when the account balance is converted to a benefit, the annuity depends on the
remaininglife expectancy at t he partici panftdrs tcthe skeein eafgiec iodr y
for a given retirement age, say 65, annual benefits will decrease as individuals live longer. In order to
receive the same replacement rate, an individual has to work longer.

Table 2. Normal retirement age

USA Germany  Sweden *
Age cohort Year + months
1937 65 65 65
1938 65+ 2 65 65+ 2
1939 65 +4 65 65+ 2
1940 65+ 6 65 65+ 3
1941 65+ 8 65 65+ 3
1942 65 + 10 65 65 +4
1943 66 65 65+5
1944 66 65 65+ 6
1945 66 65 65+ 8
1946 66 65 65 +9
1947 66 65+ 1 65 + 10
1948 66 65+ 2 66
1949 66 65+ 3 66+ 2
1950 66 65+ 4 66 + 2
1951 66 65+5 66 + 4
1952 66 65+ 6 66 + 6
1953 66 65 +7 66 + 8
1954 66 65+8 66 +9
1955 66 + 2 65+9 66 + 10
1956 66 + 4 65 + 10 66 + 11
1957 66 + 6 65+ 11 67
1958 66 + 8 66 67
1959 66 + 10 66 +2 67 +1
1960 67 66 + 4 67 +1
1961 67 66 + 6 67 + 2
1962 67 66 + 8 67 +2
1963 67 66 + 10 67 +3
1964 67 67 67 +3
1970 67 67 67 +7
1980 67 67 67 +11
1990 67 67 68 + 2

Source: Orange Report - Annual Report of the Swedish Pension System 2007



How pension benefits are affected by job mobility is another important factor in estimating the
expected benefit at retirement. The benefit formula in a defined benefit plan often replaces earnings just
prior to retirementwhich means that a job ahge could have a negative impact on benefits. In a national
scheme this is less of a problem because workers are covered by the sameeggduehess of where they
work but many traditional defined benefit plansase benefits on earnings just prior ¢b jtermination.
Defined contribution plans do not have this problem

Uncertainty (risk) information

Making projections about retirement benefits is difficult. On the one hand, projections should include
enough detail to provide the best possible praactand on the other hand they should be simple enough
to communicate to participants. Furthermore, by providing a single amount, the projection gives an
appearance of certainty although outcomes are very uncertain. A stochastic projection wouldhenvey
uncertainty but would be difficult for participants to interpret.

In funded @fined contributionplans individuals manage their own financial accounts, and make
decisions about investment allocation and changes in the allocation over time. Ttitipap&s bear the
enire risk of their investmentsThis requires knowledge about financial markets and how to balance risk
and return, something that can be difficultn order to make investment decisions participants need to
understand how future befits will vary with choice risk, in particular, pension information needs to
convey the variability of benefits.

Most public pension schemes are funded on aasawyu-go basis and many countries face khagn
financing deficits in their pension schesneFor a defined benefit plan this means that benefits will either
have to be reducedetirement age increased contributions increased for the plan to meet its obligations.
For example, the retirement age in the U.S. Social Security system is yréeirad increased arid spite
of this decision to improve the financial balance of the scheiseyssion of Social Security reform has
been on top of the political agendar over a decade In the case of financial imbalance, pension
information needdo convey thathat benefits or contributions have change in order to sustain the
system.

Country experiences

The changing pension landscape has prompted government agencies, firms, and pension
administrators to engage in increased financial educati@h informationcampaignsto participants.
Across countries, pension plans put more responsibility on participants to make decisions about pensions.
In this section pension information in Australia, Canada, Chile, Finland, France, Germany, Italy, Japan,
Mexico, SingaporeSweden,the United Kingdom, andhe United States is analyze@ihe focus is on
pension/account statements but we will also discuss other pension information, in pahieulae of
websites.

The starting point for the analysis is the élish Orange Envelope. The Orange Envelope was
introduced in 1999 in connection with the Swedish pension reform and is the cornerstone of
communication to participants about the pension system. The pension reform changed the provision of
public pension besfits in a fundamental way and redefined the benefit prothisethe new system,

° Participants often face a large number of investment options in defined contribution plahg Swedish PPM
system, participants have more than 500 funds to choose from. In the United States, workers in large
401(k) plans on average have 38 different investment options.

1 For an overview of the Swedish pension reform, see Sundén (2006)



benefits are closely linked to contributions and lifetime earnings will determine benefits. The reform
recognized the impact of increased life expectancy on the finandiditgtaf the system and built in an
automatic adjustment of benefits in response to changes in longevity. The design means that additional
responsibility is put on participants. The new system also puts increased responsibility on individuals to
plan forretirement through the introduction of a funded individual account component.

The Orange Envelope is sent out annually and includes account information as well as a projection of
benefits. In addition to providing information about expected benefits, theg® Envelope summarizes
how the new pension system works and highlights to participants that benefits are determined by lifetime
earninggThe Orange envelope is shown in Appendix 1)

In addition to the public scheme, occupational pension plans comgpigximately 15 percent of
retirement incoméor individuals with average earnings Sweden and in order to judge whether benefits
will be adequate, participants need projections of total retirement inddraedemand for comprehensive
information was kear from the reactions from participants when they received their fist statements.
Therefore, the Swedish Social Insurance Agency and the Premium Pension Authority together with the
insurance companies for the occupation plafter about four years ofegotiations and worldaunched
the websitewww.minpension.sén 2004. The websitpresentsandividual projectionsof both the public
pension and occupational pension bengiitd presents the total projected pension as well its components.

For the funded individual account component, the Premium Pension Authority (PiPAhe
government agency that administers the plan and acts as a clearinghouse for fund selpctioides
information on fund choices, investment risk, and fees and has its own website palncipants can
review and manage their accountBhe funds are listed by type (interestrning, mixed, lifecycle, and
equity funds), and for each fund the catalogue provides information on the rate of return for the past five
years, the risk (meased as the standard deviation of returns for the past three years), and the fee.

The contenof the Orange Envelope is used as a reference point in the comparison across countries.
To collect information a questionnaire was sent to all countries. Thi@ueaire included questions on a
wide range of issues related to pension information. (The questionnaire is presented in Appendix 2). In
particular, we have collected the following information for the comparative analysis:

- Type of statements, target gps and frequency
- Information goals
- Information included inthe statement

Table3 summarizes the information content across countries

10



Table 3. Information in Pension Statements in Selected OECD Countries

Sweden Chile Finland France Germany USA Canada Mexico UK Japan Singapore | Australia Italy
Type of scheme | DC DC DB Mixed DB Mixed Mixed DB DC DC Mixed
Retirement age | Flexible from | Women 60| 62-68 years From age 60 6367 years| 62-67 years| Flexible from | From age 60 Women 60 ** 60 /63 62 years Women 6365*** Women 60
age 61 (cf.| years (cf. Table2) (cf. Table2) age 60 Men 65 years Men 65 years years
Table?2) Men 65 years Men 65 years
Target group All with | 20 years and| All aged 1867, | Year 2008*: From age 27 if| From age 25 Contributing All (5 age é All All insured
pension credits | older but not to| Born in 1950, | atleast5 yearg citizens groups) members
pensioners 1951, 1958 and| of contributions
1963
Frequency Yearly Yearly Yearly Yearly Yearly Yearly Yearly Twice a year Yearly Yeaty Yearly Yearly Yearly
Is the system| Yes No Yes No Yes Yes Yes No Yes No No No
described in the (in appendix)
pension
statement?
Includes No No No No Yes Yes No No No No No No
information on
system stability
Are other old | No No No No Yes, invalidity | Yes, invalidity | Yes No N/A
age benefits benefits and sur
reported on tle benefits
statement?
Information on | Yes Yes Yes Yes Yes Yes Yes Yes No Yes Yes Yes
contributions,
credits and fund
development
How are | Total from | Previous Not stated Income per year Zﬁ:i Wgﬁ(f;:ibgg?::r Pensionable Contributions No
contributions previous balance, and earned| . w?m com,?bu,mns income per year| per year
(payments) to| statement + las{ detailed pension credits | of the employer +
the pension ye a r _S 0 mom,hly, EZ'JtI'?I‘I‘IbUUOn paldott‘:qoenrw
system stated? | contribution = | contributions, third side = total
accumulated fees deducted contributions  during
total and current working career
balance
Covered Covered No Yes Yes Yes from age| Yes Yes No Yes No No Yes No
earnings/ eanings but no 55
earnings record | earnings history
Projection Projection from| Projection from| Projection from| Projection to| Yes Yes Yes No Projections for| No No No
age 28 age 30 age 50 those born in two groups:
1950 and 1951 unde and over
age 50.
Different
mailings to men
and women
Are projections | Yes Yes Yes Yes Yes Yes Yes N/A N/A N/A N/A
given in current
monetary value?
The future | Same as lates| Same as lates| An average of| Same as lates| An average of| Same as lates| Average Same as lates| N/A
income income in 0| income the income the| income the income the| income income  since income
development of| percent growth last 5 years last 5 years 1966 or age 18
the insured scenaio
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Same as lates

General wage

income + 2 growth by 1
percent per and 2 percent
annum in 2 respectively
percent growth
scenario
I's Agual| Yes No No N/A No No Yes N/A N/A N/A N/A
pensiono
included in the
projection?
(Return on| 35 percent| 5 percent| N/A N/A N/A N/A
capital (real) in 0| annual real rate
assumptions) percent growth| of return
assumption
5.5 percent
(real) in 2
percent growth
assumption
Legal document | Yes No No No No No No No No NO No
Cost per| 0, 50 G No data 3 0,71 No data 0,24 0.72$/1.44$ | Nodaa No data No data No data No data No data
statement

12
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Type of statements, target groups and frequency

All countriesprovide personalized statements to participants. The information is provided annually
with the exception of Mexico where information is provided at least twice a year.

Personal statements are a relatively new phenomenon. In Chile, statements wereemtimd981
but in the remaining countries, most automatic statements were introduced in the late 1990s or early 2000s.
In many cases, the individual statements are introduced in connection with a pension reform.

Pension benefits are determined by parfcant s6 | i feti me careers, yet
think about throughout their lives. The need for and interest in planning for retirement varies with age. For
a young persoin finishing school, planning for a family and buying a house etigities that are likely to
be the focus. In addition decisions early in life could affect benefitsr example in many schemes
lifetime earnings determine benefits so entering the labor market late could have negative consequences.

One question of particular interestis whether all participants should receivannual pension
information or if the information should be targeted to certain groups. Different solutions are found across
countries when studying whi ch fi C ot std dangetr Songer o u p s
administrations send statements to all participants, while others choose to target specific age cohorts or
Ailife eventso. The reasoning behind the different
the information preseet in the statement.

The Orange Envelope is sent to all participants as soon as they have started to contribute to the
scheme. This is also the case in Canada, ltaly, Singapore and the United Kingdom. A few countries also
continue sending statements afteparticipant has started to withdraw bengfits example, thérange
Envelope provides information to retirees about their benefits. In the Swedish system, it is possible to
withdraw partial benefitsfor example,a participant can withdraw 50 perceofttheir benefits and can
continue working 50 percerand for this group the Orange Envelope continues to provide information on
how benefits vary with labor supply.

Several countries have chosen to target certain age groups. In Chile, statementsoartetaéhose
20 years and older, in the United States statements are distributed to participants 25 years and older. In
Germany, participants need to be age 27 and have contributed to the system for five years. France started
sending out statements dugirR007 and is phasing in the statement distribution (see table 4). All
individuals from age 35 will receive statements every five years get a statement showing their pension
credits.

In Mexico, changes to the pension system implemented by March 200&aquille changes to the
pension statement. Most workers are covered by a defined contribution pension in which investment
options differ by age. In view of these changes, five different statements will be mailed to participants
based on age.

Japan sends atements to participants aged 35, 45, and 55 but plan to send statements to all
participants staring in April 2009.

When pension statements were introduced, it was common that participants had to request the
information. In the United Kingdom, individugdension forecasts issued on request were introduced in
1988. In Canadastatements were introduced in 1966, but had to be requested until 1985 when participants
started to receive them every five to seven years. Beginning in20889 statements are mailéo all
participants. Canada also foeg#s information on certain lifestage events, for examphhen individuals
start working and contributing to the Qataemmdnd Pens

13



is sentto people nearing reément age. The approach is dubbed SmartSOC and has been developed in
order to make mailings more targeted and personalized. For example, participants aged 70 to 99 who have
not yet applied for benefits will receive a statement, a letter inviting therpply &or their benefits, a
simplified application and an information sheet detailing the supportive documents required and a pre
addressed return envelope.

iEverything should be made a%s simple as possible,

Age is the most common factosed for segmenting pension information. Young individuals are
excludedfrom receiving personalized statemgnh several countries. The rationale is that personal
information is less relevant for young individuals because they are far from retiremdravandnly few
pension credits.

Another reason for targeting information is that some customer groups can be difficult to reach. In
some countries participants may be difficult to reach because they reside in remote areas or because of low
educational legl. Chile has put a lot of effort into simplifying the information in the statement, and making
the information accessible/understandable for all participants. To this end, the statement was tested in
focus groups with participants from different seemmomic groups. The different groups assimilated the
information in very different ways and as a result the Chilean pension administration gave up the aim to
reach all pension earners, and have settled on the avecagee earner as the typical target parso
Instead of persevering in an impossible task, the Chile administrators focused on the design of the pension
system. The Chilean pension system is fully funded and requires participants to make fund choices. In
order to make it easier for participantise default option should provide a good choice for all and not
require extensive financial knowledge.

Paper statements via regular mail is the preferred communication channel and not surprisingly still
regarded as the most reliable channel of informatstribution. Most countries however, complement
with online services. As the Internet generation ages and computer accessibility and literacy mature, online
information is likely to increase. Finland, which will send out statements for the first tisngetir (2008),
has put forward a bill aiming to let the individuals choose their preferred communication channel. Civil
servants do not get a statement via regular mail but get access to the information via Internet.

Information goals

The overall informabn goals are similar across countries: to provide information on contributions to
the system and expected benefits. An important information objective is to trigger participants to think
about retirement, consider how their life choices affect benefdsn@ake informed choiceggarding the
need foradditional savingso providefor an adequate retirement income.

Many of the countries included in the stuldsverecently reformed their pension systems, or are
likely to in the future. A personalized peosi statement can fulfill many information objectives in
connection with a refornsuch asnforming about the new schenandestablising trust. Similar to the
Swedish casepersonal statements have been introduced in connection with pension reform in many
countries. In Sweden, the Orange Envelope was the cornerstone in the information campaign when the
new pension system was implemented and therefore, the design and color of the envelope was important.
The choice of using the Orange Envelope as messéagesuccessfully branded the color orange and the
envel ope as an fAambassadoro for the new scheme.
has inspired other countries to follow suit. In France, the envelope is blue and in Germany d@ws yell

! Quote canmonly attributed to Albert Einsite

2 Ingrid Kindahl, article for the Swedish Pension System Annual Report 2007
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Finland feared a brightly colored envelope would be mistaken for advertising, and chose white as it has an
official connotatior?

In Germany, the pension scheme has been reformed in several steps since 1992 and as a result
replacement rates have dexsed. An important goal is therefore to provide such information that the
participant can estimate if additional retirement savings are needed. The United Kingdom, where
retirement income comes from several sources, has a similar goal and the stateruelas ian
accompanying leaflet with information on different savings options. In Mexico, a 1997 reform replaced
the defined benefit plan with a defined contribution plan with individual accounts and the goal has been to
inform workers on choosing funds.

In addition to providing account information and information on projected benefits, statements
therefore typically include information on the pension system and how it works. The Orange Envelope
presents the systemds ma atrthe petirament incorheecemesafrom segelas o p
sources. In the U.S. statement, the system information includes a description of the projected financial
short falk and the required remedies to restore balance so that individuals can gauge their benefits. Othe
countries choose to refer to websites for system information.

A few countries have legal requirements to provide pension information, for example Sweden and
Francehave an objectivdor participants to check that their earnings and contributions arectotn
several countries (Finland, USA, Canada, France, Australia) the statement urges participants to check that
their information is correct. In Sweden, part of the Orange Envelope is a legal document. This is also the
case in Australia. One of thegss includes a statement of the yearly contribuéiod participants are
expected to check that the contribution is correct iimatherwise make a formal complaint within a
certain time period.

All countries agree that the information needs to be tamesp and easy to access. The Orange
Envelope presents the most important informaiioexpected pension benefits and how they vary with
retirement age on the first page of the stateme
important informéion on one page. In Australia the purpa$¢he personal statement is to reduce requests
for information from participants. By providing information automatically and easily accessible customer
satisfaction is improved and the administrative buidéassened.

Information on earned pension credits

Most statements include information on how much participants have contributed to thethgstism
most statements include the first level of information and accounting informakioa information diffes
between defined benefit and defined contributions schemes. In a defined contribution scheme, providing
information on contributions is straightforward. In defined benefits plans, the information is often less
transparent because contributi@msltaxesmay not be recorded for each participant.

The Swedish system is a defined contribution scheme: the contribution rate is 18.5 percent of earnings
up to a ceiling 16 percentage points are contributed to thegsmyou-go portion of the schenmendthe
Notional Defined Contribution (NDC) schemehile 2.5 percentage pointgpoesto the funded individual
account, the Premium Pension.

In the Orange Envelope, effort has been put into providing transparent account information. The
envelope therefore includespsgate account information on the NDC account and the Premium Pension

® Ingrid Kindahl, article for the Swedish Pension System Annual Report 2007
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account. The account information shows the beginning balance, contributions during the year, the rate of
return, administrative costs and outgoing baldnEer the funded individual @ount, information is
provided on the selected funds; howewbe Orange Envelope does not provide information on how to
pick funds. This information is made available through other information channels.

Thus, participants are given a full picture oéithpension accounts to date. The presentation makes
clear each partici pardnpasingtbel parisiom account toladdanls accoung tine By
Orange Envelope helps communicate to participants ttetpublic pension system is savings for
retirement.

The defined contribution schemes in Mexico and Chile are fully funded and provide information on
account balance and the transactions during the year.

In Singapore the statement (Statement of Account) consists primarily of transactional iiviotimeiti
members can check against their own records. The statement has more similarities to an account statement
from a bank thamthe statement content thather countries usually choose to include. What is specific for
the Singaporean statement is thHe tlesignated space for personalized messages takes up about half the
available space.

In the United States where the public pension plan is a defined benefit plan, information is provided
on participantsd earni ngs hd te theosysiem.sSimdas inforneatioh is a s t
provided in the Canadian statement and in Germany, where the statement includes information on acquired
pension entitlements. In the United Kingdom, no individual information on contributiotexes is
provided.

Anecdotal evidence in several countries shows that participants often mistrust the pension system to
fulfill its obligations. By makinghe connection between pension contributions and savings, the individual
statement can contribute to the understanttiagithe pension system is a contract between generations and
that participants have a claim on the system.

Information expected benefits

A projection of future pension benefits and how it varies with retirement age is necessary information
in order tomake decisionaboutwork and savings. In defined benefits plans, the benefit formula usually
specifes the level of benefits as a replacement rate, so participants may have a fairly good grasp of the
level of benefits through general knowledge aboutpiresion system. However, benefit formulas can be
complicated and in many defined benefit schersirement age is being raised. In a defined contribution
plan with fixed contributions, a projection is necessary to inform about expected benefits.

Most countries provide projectienin their statements. Thus, in addition to providing account
information (level 1), most countries also provide action or course of event informdtiareneral, the
projections also show how benefits vary with retirememt &g the Orange Envelope, this information is
presented on page one. Pension benefits for participants under the age of 60 are shown at the earliest age
they can be withdrawn (age 61), at age 65 and age 70. The purpose is to show that working longer will
result in higher benefits. The statement for persons 60 and older, show benefits for additional ages
bet ween 61 and 70, whi ch ages depend on the par
provides detailed information on how benefits will vargh retirement age for individuals in the process
of planning their retirement.

* A history of contributions were provided in the first Orange Envelope.
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In the United States, the annual statement provided a projection of benefits at the normal retirement
age. Because the normal retirement age is increased gradually, ialdividoeive a projection for the
normal retirement age for their cohort (see tablé 3)r example, for those born in 1956 the normal
retirement age is 65 years and 10 months. By giving calpexific information, it becomes clear that the
new normal rérement age of 67 is being phased in gradually.

The United Kingdom, pension projections for the state pension are given for the normal retirement
age in the United Kingdom, currently 65 for men and 60 for womdrus, the projections differ for
women &ad men. The information accompanying the projection differs by age. For men and women under
the age of 50, the focus is on the need for additional savings and the statement includes a range of question
on future employment, earnings, coverage by othesipa plans, and the possibilities to save out of
current income to aid the participant. For individuals over age 50, the message is focused on retirement
planning and the statement urges participants to take stock of current savings and consider regspenditu
during retirement. The U. K. stat ement contains
contributions than other countrieget it includes practical tips on how participants should use the
information often absent in other statements.

In order to project benefits, pension administrators have to make assumptions about future earnings
specifically, wage growth and rate of return. The assumptions in the forecasts are surprisingly similar
across countries. Future earnings are usuallydbasecurrentincome,whereasn Finland and Germany
an average of the last five years is used. Typically, the assumption on wage growth is 1 or 2 percent.
Because the projection presents benefits in the future, participants need to know how thentsnpred
the future amount. In the Orange Envelope, two scenarios are presented: O percent wage growth and 2
percent wage growthThe rate of return on the funded individual account is assumed to be 3.5 percent
higher than earnings growthin the 0%scenario, the projected benefit can be interpretethecurrent
price and wage levgparticipants can compare the projection with their current earnings to get an estimate
of the replacement rate. The projected benefit in the 2 percent scenario hasomopaged to future
earnings, and although final earnings are presented at age 65 in the ervalopgmon mistake is to
compare the projection in the 2 percent scenario to current earridygsroviding different scenarios, the
statements indicate thbaéenefits will vary with economic growth but because all projections are static they
do not convey the uncertainty involved.

The further from retirement, the more uncertain the projection becomes. For an individual in her or
his 20s and 30s, the projectioan be considered as an example of a possible outcome. Future earnings are
uncertain and the purpose of providing a forecast for this group is to encourage them to think about how
the labor market antthe futurelabor supply can affect benefits. Fonsmone in his or her 4@s early 50s,
the projectioris more on target. The prirrege group is established on the labor market and their earnings
are more stable. For this group, the projection is an important tool when considering if additional savings
are needed. For individuals approaching retirement, the projection is to a large extent based on actual
earnings and only the last few years need to be predicted. In this case, the forecast provides information on
how benefits vary with retirement age.

In the Orange Envelope projections are provided to participants 28 years and older. By that age, most
individuals are established on the labor market so a projection is useful. In the Chilean system, projections
are given from age 30.

Finland has chosamt to provide projections to participants under age 50, as they fear the high risk of
inaccuracy will be misinterpreted and taken as an incentive not to work, the implication being it does not

® Retirement age for women will be gradually increased to age 65 betweei2@20.0
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pay to work. The disadvantage is that it may be too lagtatt thinking about additional savings during
the last 1615 years before retirement.

Mexico and Japan do not provide projections; in Japan it is possible to request a projection. In
France, the statement includes projections to those born in 1950%hd 1

Information on other benefits

In the United States, Canada and Germany, the statement provides information on disability benefits
and survivor benefits. The statements in all countries only provide information on public benefits, although
retirementncome generdl comes from several sources. This is a disadvantage; participants may wrongly
conclude that retirement benefits are lower than they actually are. In the Orange Envelope, an additional
information sheet has been included during the lagblecof yeas to direct participants to a website that
includes information on both their public and occupational benefits.

Systerdlevel information

The Orange Envelope gives a short description of how the pension system works. The focus is to
highlight the type of information that is most relevant to participants in order to make decisions about work
and savings.

The U.S. statement informs participants that the systenstebd changed (cut in benefits or higher
taxes) in order to be financially sustable. The accompanying text clearly spells out that the benefits
presented in the statement are not guaranteed. The German statement informs participants that public
pension benefits may not be sufficient in the future to maintain their standard ngf dwvid advises
participants to consider private and occupationasjoenplans. These are the only statements that provide
risk information on a system level.

In the United Kingdom, the information about the state pension clearly informs participarietea
benefits will be insufficient. The U.K. statement also introduces a topic often absent in pension
information: how much income is needed in retirement? Because expenditures often change as individuals
age (no longer have to support child@rpay off mortgage etc.), retirement needs are likely to differ and
the statement provides a set of questions so that participants can evaluate what an adequate retirement
income is.

Cost per statement

An important factor to consider when deciding the bmsians of disseminating information is
naturally the cost.

Using Sweden as an example, having sent out statements under the new scheme for almost ten years,
the cost has been minimized and is today less per statement than standard letter postage. demne€2008,
six million envelopes have been distributed.

Production is initially ost heavy with additionalcost reductiorbeing dependentn the level of
atomization, evaluation and consequent development from year to yean dine specific information
goak of the statement
Web Applications

Almost all countries offer the possibility to make or request a projection online. The exceptions are
Germany and Australia, although German participants can receiveranCith a program to calculate
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their future pasion. The projections in the statement provide one or two scenarios (see Table 4). The
services on the web range from the possibility to request a projection that will be sent by regular mail, via
interactive projections when feeding a calculator déiférvariables to advanced applications that aggregate
public, occupational and private pension schemes.

Sweden and Denmark (not included in this study) are forerunners in web applications where
participants can adapt his/her forecast according to vafémtisrs, such as income growth, fund growth,
retirement age, etococcupational and private pension schemesks@ncluded to give the total retirement
income.

The Swedish website MinPen sits meceptiongn DécBmbgr 2G04 n s i oI
attracted more than 660,000 registered users, the number of visits per day ranges from 10,000 %o 20,000.
The site is the result of collaboration between public and occupational pension providers. The site is
marketed in several ways to draw traffic to Hite and raise awareness of the tkiee pension system.

To this end, a sheet describing the site has been appantszl Orange Envelope during the past two
years. Furthermore, the collaborating partners display a link to the website on theiravebsite

The United States provides a calculator to project benefits under various scenarios. Singapore has a
suite of online tools and calculators to help the insured plan the use of their savings. Mexiaeehas
page with a calculator where, accordinghe variables of commissions and returns, a projection is made
for the pension that will be obtained.

In addition to the internet, some countries are introducing new media in their pension communication.
Some countries are set lesstgalaynbscauseuos (pencgivedian eal) seowity i a o
issues, or privacy concerns.

Others countries (Mexico) battle distrustlire pensiorscheme, administration and financial systems.
Using what may be perceived as intrusive media would in such sitsiatit enhance public trust in the
legitimacy of the system.

Singapore sends emails to members who subscribe
latest updates. Members can choose what topics they are interested in. Singapore is currently
contemplating the possibility of using interactive media such as podwasisims, to communicate with
members.

Japan offers a service that provides a brief summary of the calculation of the future pension benefit to
mobile phone users.

Australia uses tedmessages (SMS) to contact customers who need to get in touch with Centrelink for
one reason or the other.

The Need for Financial Capability

The changing pension landscape together with other developments in péreorehas increased
the need for fiancial capability. New financial instruments, easier access to credd. increase the
number of financial decisions individuals have to make and the complexity of many of the products makes
increased financial knowledge necessary. The introductidonofed individual accounts in public and
occupational pension schemes means that many individuals have to make investment decisions for the first
time. To make rational investment choices requires knowledge about financial markets, risk, return etc.

8 March, 2008.
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Because participants bear the risk of their decisions, the lack of knowledge may have a negative impact on
retirement income.

A possible reason for the lack of knowledge is that pensions are cofmaagial instrumentgnd
learning about pensions is ddtilt. The complexity involved makes the costs of collecting information
appear greater than the benefits of understanding the plans. Furthermore, the retirement process is
something individuals only go through once; participants do not have the beneéitrahg by doing. In
addition, old age is often viewed as something unpleasant and a cause for worry, so learning about
pensions and retirement can involve psychological costs. Finally, participants may not appreciate the
benefits of collecting informatiobecause they expect that the public pension system will provide adequate
benefits.

The widespread lack of financial knowledge about pensions has prompted policy makers and
employers to provide more information about pension plans through informatiomigas@and financial
education programs in the workplace. Financial understanding is crucial in order to make rational choices
in schemes that are moving from state involvement to individual and personal responsibility. In the United
Kingdom, a nationaltgategy for financial capability has been launchéa.Sweden and other countries,
introducing financial education in schools is being discussed.

Singapore undertakes several initiatives to increase awareness for educational pprpnists
corporatenewsletters in major newspapers, run traditional media campaighewganie road shows and
other events.

Doesthe Information Work?

In order to gauge the effectiveness of communication with participants, a few countries have
conducted surveys.

Sweden

The Swedish Social Insurance Agency conducts an annual survey about the Orange Envelope to
examine how participants use it and how well it communicates information about the pension system. The
survey has ben conducted annually since 199he sample is 000 individuals between the ages 18 and
62 and interviews are conducted by telephone. The survey asks respondents to rate their knowledge of the
pension system and indicate to what extent they read the information provided in the Orange Envelope. It
asonhcl udes questions to test participants6 knowl e
and economic background variables such as age, gender, marital status, education, and income. In 2006,
the average age of respondents41 and slightly morevomen than men answeztthe survey. About 30
percent oftheserespondents have a college degree and most respondents have incomes in the range of
17,000 to 25,000 SEK. Slightly more than half have private pension savings.

Most people know about the Orangavelope; Figure 12.1 shows that the share of participants who
know that they have received the envelope has held steady at around 90 percent. But those who made use
of it are a much smaller percentage. Roughly toeeths of all participants say theyvJeopened the
envelope and about half report reading at least some of the content.
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Figure 1. Share of participants that know about the Orange Envelope
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Source: Survey of the Orange Envelope.

Not surprisingly, older participants read the contents ofatange Envelope to a greater extent than
younger participants, but the differences are quite small with the exception of those younger than 25 (not
shownin figure 1. The data also show that lemcome individuals are less likely to examine the
E n v e | mgbedals.sParticipants who have private pension saviagexamplean individual retirement
account, are more likely to open and read the Envelope. Only 20 percent of all participants had compared
the information in the current Orange Envelope withgheevi ous yearsdé content.
most likely to read and examine the materials corresponds to the group of participants who are most likely
to already have some financial literacy. The pattern has changed little since the introductien of th
Envelope, so it is not clear whether the Orange Envelope has attracted less interested participants.

To help participants translate their account balances to monthly benefits at retirement, the Orange
Envelope includes a benefit projection. The benefifgetion calculates the expected monthly benefit at
three different retirement ages: 61, 65, and 70. Because it is difficult for participants to make these kinds of
calculations on their own in a defined contribution plan, this information is clearlyriampon order to
assess whether retirement benefits will be adequate. The results show that among thosenadibe
Envelope, about 70 percent looked at the benefit projection during the first years the Envelope was sent
out. By 2005, the share had ieased to almost 80 percent.

The Orange Envelope has been successful to the extent that almost everyone knows about it and also
reads at least some i$ contents. The question is whether the Orange Envelope has improved knowledge
about the pension systeBecause the survey is a cross section and no information is available on the level
of knowledge about pensions before the Envelope was introduced, it is not possible to link the use of the
Orange Envelope to how knowledge about the pension system hesdevidowever, in addition to self
reported knowledge, the survey includes some ques
that can give an indication of how well participants understand the system and to what extent the Orange
Envelge has contributed to that knowledge.

Selfreported knowledge about the pension system is fairly low and more than half of participants

view their knowledge as poog&elfreported kowledge peaked in 2002 when 48 peragntespondents
reported that theydd a good understanding of the system. By 2088 share had decreased by 10
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percentage points. The share of participants who report that they do not understand the new system at all is
less than 10 percerthisshare has decreassgimewnhat in the lagéw years.

Men view themselves as being more knowledgeable than women and formal education and income
appear to be positively correlated with knowledge about the pension system. One measure of financial
literacy could be previous experience with saving ritirement. About half of the respondents in the
Swedish survey have private pension savings such as an individual retirement account, an indication that
they have spent at least some time thinking about retirepa@inigs Having a private pension appgdo
be correlated with slightly higher setported knowledge about the public pension sydtesbout50
percent of respondents who have private pensions report that they have poor knowledge of the system
compared to 60 percent among those without saeimgs.

Among those who have read at least some parts oDthegeEnvelope, the fraction that reports
having good knowledge of the system is about 13 percentage points higher than among those who had not
read the contents. In recent years, the shar&asfet with poor knowledge or no knowledge at all has
increased somewhat.

The survey also includes a set of questions to gauge actual knowledge of the pension system. Perhaps
the most important piece of information about the pension system for participdhtd benefits depend
on lifetime labor supply. The share of participants who know that lifetime earnings determine benefits
peaked in 2000, the year after the new pension system was introduced and an extensive information
campaign was conducted, whenghlly more than half of participants correctly answered a survey
guestion to gauge this knowledge. Among those who read at least some of the Orange Envelope contents,
the share is only slightly higher and follows a similar pattern over time. Overall, meso@ewhat more
likely than women to have knowledge about the basic principle of the pension system. Not surprisingly,
income and education are also important determinants of actual knowlgmgécipants in the highest
income class and with college degs have better knowledge of the system than participants with low
incomes and fewer years of education.

Knowledge of the pension system can also be measured by how well participants know the
components of the systefhe results indicate little understiing of the system. Overall, 75 percent of
participants cannot name any part of the pension system. Only about 10 percent of participants can
accurately namehe rotional defined contribution schem{@®DC) benefit, the main component of the
system. It is &o surprising that so few participants know about the guarantee benefit; a possible
explanation is that few workers in the future will depend on guardbteefits.

Much of the public debate about the pension system has evolved around the PremiumdPension
investment decisions. Anecdotal evidence indicates that participants have a skewed view of the importance
of the Premium Pension and believe that investment decisions will determine ntlostehefits. Tls
view is confirmed by the surveyf the Oraige Envelope; participants are much more likely to know about
the Premium Pension than about the NDC component. Again, participants who have read the contents of
the Orange Envelope are slightly more likely to be aware of the different parts of the Essémm. A
possible explanation is, of course, that individuals who open and read the envelope are the ones that are
interested in and have previous knowledge of the pension system.

To summarize, most people know about and read the contents of the Orametmp&nStill, only
about 40 percent understand that lifetime earnings determine benefits, one of the most important
characteristics of the pension system. Even fewer know the different components of the system. But
although selrated and actual knowledge somewhat low, participants have confidence in the system.
More than onehird of participants are very confident about the system and almost half have at least some
confidence in the system. The share that has no confidence in the system has diecre&@gdercent at
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the time the new system was introduced to about 13 percent in 2006. The level of confidence could
indicate that the overall information campaign has been successful in communicating that the pension
reform has created a financially stlslystem.

In 2008, the Swedish National Audit Office evaluated the information in the Orange Envelope and the
efforts by the Swedish Social Insurance Agency and Premium Pension Agency. They concluded that the
Orange Envelope contained too much informatod recommended the government review its contents.

In particular, the Audit Office thought too much information was provided on details that are not directly
associated with decisions on work and savings, such as administrative costs.

Evaluations in CECD countries

Finland has studied the Swedish experience with the Orange Envelope and has to date only conducted
some smaller customer surveys to analyze the understandability of the information (the results showed that
the participants did understand théormation and foundt useful).

The German pension statement was evaluated during the yéarimplementation. In general,
respondents reported that they understood the information: only 2 percent thought the statements was too
complicatedi a surpisingly low percentage for almost any type of information and even more so for
information on pensionsAmong those interviewed, 75 percent reported that the pension statement was
important for their calculation of retirement income.

The Department for W& and Pensions in the United Kingdom has eat@d the State Pension
forecast{The Automatic State Pension Forecasts discussed in this §tiidg.purpose was to analyze the
impact of sending out forecasts, evaluate the understanding of the Staten Bgsston and retirement
pl anning and to collect participantso6é views of th

The results showed that engagement with the pension forecast, as measured by recall and readership
levels, was poor. Only orthird of respondents remembered the statémeprompted. Those most likely
to recall or read the statement were those who were more likely to have pension provision beyond the State
pension as well as thogeéth higher levels of selfeported knowledge. However, views on and perceptions
of the stéement were generally positive among those who engaged with it.-Ghaeers of those who at
least glanced at the letter found it useful (equivalent to 38 percent of all recipients). Most respondents who
could recall receiving it (49 percent of all reeipts) reported that it had improved their understanding of
pensions.

The analysis in the United Kingdom found no significant differences in actual pensions knowledge or
retirement planning actions (including increasing savings) taken between the staterdecontrol
samples, implying that the statement had little or no impact on knowledge of the State Pension system or
likelihood to take action to plan and save for retirement. Further analysis showed that although readership
of the statement seemed tavie some (secondary) influence on actual pension knowledge; it was not one
of the key factors associated either with actual knowledge or with taking retirement planning action(s). The
main factors associated with actions taken were-replirted knowledgeof pension issues and the
incidence of private pension provision, while selported pension knowledge and age were the primary
factors associated with most areas of actual knowledge examined.

Canada has conducted mail surveys to evaluate their penfiomation. According to the survey
the mailing has been well received by participants. A recent evaluation (2006) showed that approximately

" Bunt and BarlowZ007)
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70 percent or participants read and filed their statements. The documents received high marks in terms of
clarity and importance. In addition, 36 percent visiteelService Canada Website.

Australia undertakes frequent and widaging research concerning the usefulness and clarity of
Centrelink publications. Research is conducted with focus groups -aiegth inerviews and the feedback
is used to guidéurtherproduct development.

In Mexico, in connection with a pension information campaigansion information was evaluated
for the first time in 2007. The survey asked about how the information was perceivadeasured
knowledge of the pension system. Among respondents, 80 percent declared that they had received their
statement; 73 percent reported that they always review their statemidlg 22 percent said they
sometimes do. Knowledge about the pensistesn varies, for example only 28 percent of respondents
knew about rate of return.

Conclusions
The analysis in this paper has shown:

9 Personal pension statements are being introduced across OECD countries to provide information
on pension benefits. Persd statements are often introduced in connection with pension reform
and are regarded as an important tool in communication about the new pension system. In some
casesthe information carrief being the most tangible part of the abstract product/seivinaes
become a symbol for pension sysgem

1 Statements are typically mailed to participants annually; most countries also provide additional
information on their websites. In particular, the web sites give participants the option to do their
own projectons and receive additional information about the pension system.

1 The information goals are similar across countries: to provide information on contributions to the
system and expected benefits. An important information objective is to trigger partidipants
think about retirement, consider how their life choices affect benefits and make informed choices
about if additional savings are required for an adequate retirement income.

1 Most pension statements include information on contributions and some couynrtiéde
information on participantsd earning records.
onindividual accounts much like a bank account. This increases the transparency of the pension
system.

1 The projection of benefits and how expecteddfits vary with retiremerdgeis one of the most
important sections of the personal pension statement in order to plan for retirement. In the
Orange Envelope this information is provided on page one. Some countries only provide
projections for participats approaching retirement. By definition, the projection is uncertain for
young individuals; however it provides useful information for thinking and planning for
retirement. The risk of only providing projections for individuals close to retiremeiheis t
information needed to make savings decisions comes too late.

1 In Germany and the United States, the pension statement is used to provideleystem
information about the financial status of the pension system. The U.S. statement warns
participants thabenefit cuts or tax increases are necessary and that such changes are will affect
retirement income.
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9 Several countries have evaluated their pension information. However, additional research is
needed to show the effectiveness of pension informatio®. d€kign of the current studies does
not allow for conclusions about causal effects.

T Both the wusefulness and fAunderstandabilityo
significantly reduced in countries where workers receive pension benefits fuemalsgources.
This fact does not imply that we find such information irrelevant.

1 Internet services promise to be the most important tool to providing more comprehensive,
individualized and thus relevant pension information services in the future. Telpieent of

such services is a difficult endeavor. They involve public, private and often social partners and
are often both legally and technically challenging.

Best practices
Principles

How much income workers will have in retirement depends on a @irdgeisions from how much

to work and save to when to retire. Pensio
knowledge so that they can make sound decisions about retirement, savings, and portfolio
allocation.

Pension information should trigggarticipants to think about retirement, consider how their life
choices affect benefits and make informed choices as to whether additional savings are required
for an adequate retirement income.

Pension information should contribute to the transparefi@ension systems. Pension information
plays an important role in connection with pension reform.

Retirement income in general comes from several sources. Participants need information on the sum
of all plans. Pension providers should therefore bewaged to provide pension information in
a similar way. Providers should also be encouraged to collaborate in providing information
through a common channel, for example a website.

Good Practice

1. Pension information should be sent to all participantawthey start contributing to the scheme.
Individual statements should be provided to all participants annually. The annual statement
should be complemented by online services in order for participants to collect additional
information. This informationt®ould provide tools to evaluate the level of income needed in
retirement.

2. The design and presentation of the informatiornthe annual statememshould be carefully
considered. Using color or a certain design can create a brand egntlee( Orange Envepe)
that can help create attention around pension information and make it easier to reach participants.

3. The pension statement should provide information on pension rights. In a defined contribution
plan this mean<ontributions and earned pension ctedio date in a defined benefit plan
covered earnings In the case of defined contribution plans, account information detailing the
various components.€. contributions, rate of return, cosédc.) provides transparency.
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10.

11.

The annual statement shoulitiude summary information on investment outcomes in funded
individual accounts. Information on rate of return, administrative fees and money management
fees should be provided. Detailed information on how to make investment decisions should not
be preseted in annual statement but in accompanying materials or on a website.

Information should include expected benefits and how they vary with retirement Hue.
statement should provide information on how to interpret the projection. If several scanarios
presented, they need to be digtiished and clearly explained. The statement also should include
information on the uncertainty in the projection. Online tools to make additional projections and
vary assumptions on income growth, fund growth, aticereent age should be available.

Information content flsould be segmented by age group.particular, projections of pension
benefits should only be provided to participants who are established on the labor market.
However, only providing projections tparticipants approaching retirement does pgite
adequate information to make savings decisions

Information shald be targeted to certain livents In many pension schemes benefits depend
on life events such as marriage, having children, becomingidaw/widower. Pension
information should target events that are particularly important for benefits. If the pension
scheme provides pension credits for parents with young children, specific information should be
provided for individuals about to haveilchnen. Information should be targeted to individuals
approaching retirement. Participants who do not apply for benefits by a certain age should
receive a letter inviting them to apply for benefits.

The statement should encourage participants to consilleretirement income and seek
information on other pension plarmd should provide information on where to find such
information Preferably, information on total retirement income (public, occupational and private
plans) should be available from thense source.

Information on other benefits closely related to theaud benefitsi.e. survivor and disability
benefits,should be presented in the statement.

The pension statement should include important syktgel information for exampldf benefts
are likely to change in the futubecause of financial deficits. In such cases wherefit cuts or
tax increases are necessdhge statement should waparticipants that such changes will affect
retirement income.

The effectiveness of the pensistatement to provide information about pension benefits should
be evaluated continuously. A plan for evaluation should be a part of information campaigns.
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APPENDIX 1. THE ORANGE ENVELOFE

The Social Insurance Agency and ’
the Premium Pension Authority

Matti Mikinen
Vigen 21
SE-453 21 Landsorten

Estimate of your public pension

This is an estimate of what you will receive in public pension. The estimate
is based on the SEK 918 457 you have earned toward your public pension
(see your pension account, page 2), plus your annual income until you retire.
The calculations assume that you will have the same pension-qualifying
income as year 2004, that is SEK 239 goo (see Decision, page 4).

Age at retirement 0 % growth 2 % growth
61 SEK 9300 per month SEK 14 600 per month
65 SEK 11900 per month SEK 20200 per month
70 SEK 16700 per month SEK 31300 per month

Your public pension at age 65 and 0 percent growth (SEK 11900 per month) consists of:
SEK 9 600 inkomstpension and SEK 2300 premiepension before taxes.

You can receive pension from several sources
Occupational pension from your employer is not shown here. At
www.minpension.se you can obtain an estimate that also includes
occupational pension.

A growth of 0 percent means you can compare the amount in the estimate with your income today.
The change in value of the premiepension funds is assumed to be 3.5 percent annually.

A growth of 2 percent means that salaries in Sweden, including your own, are assumed to grow

by 2 percent each year. The change in value of the premiepension funds is here assumed to be

5.5 percent annually.
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Matti Mikinen
Vigen 21
SE-453 21 Landsorten

Your pension accounts

Changes in your accounts during 2005 in SEK

Inkomstpension

Premiepension

Value 31 December 2004 786184 48,863
Pension credit for 2004 + 45504 + 7110
Survivor bonus + 398 + 28
Discount on fund fees. = + 34
Administration costs - 435 -110
Change in value + 22 768 + 8113 *

Value 31 December 2005 854419 64038

* Change in value of funds and interest on pension credit for 2004 are included in this amount.

Total balance for your accounts:

Changes in your accounts since the beginning

SEK 918457 kr

Since 1985, you have earned SEK 626 417 in pension credit toward
your inkomstpension. The amount has increased by SEK 228 002 and

the current value is SEK 854 419.

Since 1995, you have earned SEK 2 878 in pension credit toward
your premiepension. The amount has increased by SEK 11160 and

the current value is SEK 64 038.
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