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1 – What is the Issue?

• Australian retirees have flexibility in the decumulation of their
assets.

• BUT:
• Little choice of retirement income products
• Most retirees take ABPs and withdraw at minimum drawdown rate

(Chomik et al. 2018)
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1 – What is the Issue?-II

• Demand side: annuitization puzzle (Brown et al. 2008, 2011, 2013)

• Recent policy focus on decumulation (Australian Government, 2018 )
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1 – Research Questions

Question 1

Does disclosure affect choice? If yes, how?

Question 2

Do consumers understand the information the Fact Sheets provide?
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1 – Our Contributions to the Literature

• As far as we know, we are the first to examine how different Fact
Sheets influence the stated choice of retirement income products.
• We test participants’ understanding of information items used in

those Fact Sheets.

• We test whether standardized disclosure can reduce product
complexity and increase product awareness and (stated) demand for
annuity products.
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1 – Methodology

• Online discrete choice experiments in September-October and in
November 2019

• N=1,007
• Aged between 55 and 67
• Needed to have a super account in accumulation

• 52% male, 60 years old on avg., 58% eligible for Age Pension, 23%
self-funded
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1 – Methodology - II

• Participants make 12 pair-wise choices between four different
products:

1. Immediate lifetime annuity
2. Account-Based Pension (ABP)
3. Annuity/ABP (80% annuity, 20% ABP)
4. ABP/Deferred Annuity (annuitized income from age 85 onwards)

• We have measurements of

1. stated choices between retirement income products
2. the understanding of the Fact Sheets and products
3. a variety of characteristics and preferences of participants
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1 – What is on the Fact Sheets?

• Treasury proposes five information items:

1. Average Annual Income (net of fees and taxes)

2. Product Rating measuring the combined downside market, inflation,
and longevity risks on a scale from 1 to 7- calculated as per AGA
(2018)

3. Potential Income Shape of annual income throughout retirement (at
the 5th, 50th & 95th percentiles)

4. Access to Capital if a consumer decides to sell the product

5. Death Benefit
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2 – Experimental Design
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2 – Treasury Table
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2 – Treasury Graph
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2 – Text Only
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2 – Product Security
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3 – Consumers Chose the Annuity/ABP 34% and the
Annuity 33% of the Time. ABP was Least Preferred (13%)
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3 – The Text Only Treatment Makes the Annuity Less and
the ABP More Favourable

T-Table T-Graph Text Only Product Sec.

Annuity 34.14% 37.6% 26.2% 33.2%
Annuity/ABP 35.2% 34.1% 32.8% 31.1%
ABP/Deferred Annuity 18.1% 21.0% 19.6% 21.0%
ABP 12.5% 7.3% 21.3% 7.3%
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What Drives these Results?
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3 – Knowledge about Information Items

Questions Correct Answers Don’t Know

Annual Income= Income of First Year? 65.5% 8.0%
Product Rating- Secure Income?* 68.1% 6.9%
Product Rating- Three Type of Risks 57.5% 15.1%
Withdrawing Money Without Selling? 32.5% 10.9%
Death Benefit= Access to Capital? 78.9% 12.6%

* participants in the Product Security did not answer this question

Out of four questions, participants answered 2.35 questions correctly
(SD=1.11)

7.05% answered no questions correctly, 14.30% had one correct answer,
29.99% two, 33.57% three, and 15.09% all four questions correctly.
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3 – Differences in Knowledge between Fact Sheets

Treasury-Graph

Text only

Product Security

-.5 0 .5
Marginal Effects, Treasury-Table as Baseline

Information Item Knowledge
Knowledge: Annuity
Knowledge: Annuity/ABP
Knowledge: ABP/DA
Knowledge: ABP
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3 – Differences in Product Perceptions

• We run regressions on product perceptions of understanding, risk,
and control

• We regress on Fact Sheet type, information item knowledge, product
knowledge, graph literacy, and superannuation knowledge

• We also control for male, age, having long-term relationship/being
married, having a bequest motive, financial risk preference, financial
literacy, numeracy, being eligible for Full or Part Age Pension, and
being a member of a DC pension plan
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3 – Differences in Product Perceptions - II

Perceived Understanding

• #DK’s: information item knowledge negatively, product knowledge
and being a DC member positively correlated

• Being eligible for Full or Part Age Pension negatively correlated for
ABP/DA & ABP (5% significance level)

Perceived Risk

• T-Graph negatively correlated with perceived risk of Annuity/ABP
& ABP/DA

• Text Only positively correlated with perceived risk of Annuity &
Annuity/ABP

• Product Knowledge negatively correlated with perceived risk of all
products except ABP/DA

• Numeracy negatively correlated with perceived risk of Annuity &
Annuity/ABP
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3 – Differences in Product Perceptions - III

Perceived Control

• Text Only positively correlated with ABP, Product Security
positively with ABP/DA

• Information Item Knowledge & #DK’s information item knowledge
negatively correlated with perceived control of all products (effect
twice as large for ABP than for others)

• #DK’s Financial Literacy negatively correlated with perceived
control of all products

• Men are more likely to perceive control of ABP higher than women
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3 – Impact of Information Items

T.Table T.Graph Text Only Product Sec.

Annual Income, per $100 0.02*** 0.01*** 0.03*** 0.02***
(0.00) (0.00) (0.00) (0.01)

Product Rating 0.06*** 0.05*** 0.03*** 0.03***
(0.00) (0.00) (0.01) (0.01)

Access to Capital, per $1,000 0.00*** 0.00 0.00*** 0.00
(0.00) (0.00) (0.00) (0.00)

With Income Shape 0.02 0.03** 0.01 0.01
(0.01) (0.01) (0.02) (0.03)

Perceived Understanding 0.03 0.12*** 0.07*** 0.11***
(0.04) (0.03) (0.03) (0.04)

Perceived Risk -0.03*** -0.03** -0.08*** -0.01
(0.01) (0.01) (0.01) (0.03)

Perceived Control 0.05*** 0.07*** 0.06*** 0.11***
(0.02) (0.02) (0.01) (0.03)

Product Knowledge -0.01* 0.00 0.01 0.01
(0.01) (0.01) (0.01) (0.01)

Info. Item Knowledge 0.01 0.01 0.00 -0.00
(0.01) (0.01) (0.01) (0.02)

Pseudo R-Squared 20.77% 32.32% 13.66% 22.73%
Observations 3,588 3,576 3,660 1,260
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4 – Discussion and Next Steps

• Annuity & Annuity/ABP preferred in experiment, in contrast to
revealed preferences

• Fact Sheets impact product knowledge and perceptions of risk and
control

• Product Rating impacts choice, dependent on salience
⇒ needs to be carefully designed!

• Perceptions very important for choice

• Follow-up:
• starting with a clean sheet: what do people need to know?

• How do Fact Sheets affect decision-making in the field?
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Looking forward to feedback and questions!

Inka Eberhardt
i.eberhardt@unsw.edu.au
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(AGA, 2018)
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5 – Treasury Graph
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5 – Treasury Graph
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5 – Treasury Graph
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5 – Treasury Table
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5 – Text Only
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5 – Treasury Table
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5 – Text Only
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5 – Treasury Table
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5 – Text Only
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