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Future Pension Decisions

In the future it is very likely that we have to make (more) 

individual pension investments decisions



Investment decisions

Making appropriate investment decisions is difficult

• Importance of fees

• Risk assessment 

• past return chasing as a result of

– cognitive limitations and/or behavioural biases

– marketing activities and increased search costs



How to de-bias the investment decision making process?

• Increase decision making capabilities in complex world (e.g. 

increasing financial literacy) 

• Simplify information environment in which decisions are taken

– Limit information quantity (few items on 2 pages)

– Improve quality (include tables and graphs)

European Legislation – Key Investor Information Document (KIID)

Investment decisions



Mandatory items 

• Objectives and Investment strategy of the fund

• Risk and Reward Profile (includes a risk picture – 7 point scale)

• Charges/Fees (include table of charges)

• Past Performance (includes histogram of past returns)

Questions

Usefulness of the tables and pictures? i.e. cheaper investment and 

better risk ‘assessment’

KIID
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Improved investment decision?

1. Simple graphical representations lead to a reduction of 

preventable fees up to 20 percent

2. SRRI is important to recognize funds are similar in risk

3. Higher probability to minimize fees – although not 

statistically significant, economic effects are large

4. Effects are solely for students sample, but not for the 

investor sample

Infographics lower portfolio fees for vulnerable group, do not 

affect (knowledgeable) investors

Preview of Findings



Investors take suboptimal decisions and incur unnecessary 

fees due to behavioral biases

• Bailey et al. (JF,2011), Agnew and Szykman (JBehF,2005), 

Benartzi and Thaler (AER,2001; JEP,2007)

Limit information quantity

• Beshears et al. (2011), Choi et al. (RFS, 2010)

Psychology-guided information disclosure 

• Bertrand and Morse (JF, 2011), Bertrand et al. (QJE,2010)

Empirical Research



Focus on representations in line with industry standards

Graphical Representations



1. When confronted with the text-only disclosure (TG1) (i) 

higher deviations of risk assessment and (ii) incur higher 

preventable fees

2. When confronted with graphical risk indicator (SRRI)  (TG2) 

(i) lower standard deviations of risk assessments and (ii) 

incur lower preventable fees

3. Individuals who view the net expected return graph (TG4) 

incur lower preventable fees

4. Individuals who view the graphical risk indicator (SRRI) (TG5) 

and the net expected returns graph have (i) lower standard 

deviations of risk assessments and (ii) incur lower 

preventable fees

Research Questions



Methodology

Basic setting inspired by Beshears et al. (2010)

• Experimental survey among students and Dutch Investors

• Participants are asked to invest (virtually) $500 ($10,000) in 3 

MSCI Europe Index Funds

• These funds differ only by their fees and thus the optimal 

strategy is to minimize costs by allocating all the available 

wealth to the cheapest fund



• Incentivized digital survey among students (TiU)

• Survey among Dutch investors facilitated by AFM

• 1 control group and 5 treatment groups

• 509 (352 first year/157 graduate) student respondents

• 592 (341 own investments/241 delegate) investor 

respondents

• Average age (20/50), women (30%/40%) 

Methodology and sample
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• Gender

• Cognitive Level

• Risk Aversion Level 

• Financial Literacy

• Education

• Investment Experience/Invest yourself

Control Variables – individual demographics



Control Variables – Importance Factors



Preventable Fees corrected for individual characteristics
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Preventable Fees corrected for individual characteristics and 

importance factors
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• If respondents recognize that risk is the same for all funds

• If they realize that the benchmark is a well diversified 

investment fund 

• Theory: A well-diversified portfolio only contains 

systematic risk

• Same risk, same E(R)…. Rational investor should 

minimize fees

• Do investors recognize that risk is the same across funds?

What about Risk perception?



Risk Standard Deviation corrected for individual characteristics
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Risk Standard Deviation corrected for individual characteristics 

and importance factors
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• Rational investor should minimize fees

• What is the probability that respondents make the 

optimal decision?

What about making the optimal decision?



Minimized Fees corrected for individual characteristics (probs)
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Minimized Fees corrected for individual characteristics (probs) 

and importance factors
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Improved investment decision?

1. Simple graphical representations lead to a reduction of 

preventable fees up to 20 percent

2. SRRI is important to recognize funds are similar in risk

3. Higher probability to minimize fees – although not 

statistically significant, economic effects are large

4. Effects are solely for students sample, but not for the 

investor sample

Infographics lower portfolio fees for vulnerable group, do not 

affect (knowledgeable) investors

Conclusion



1. Adding confidence bounds to graphs to make consumers be 

aware of the risk that are involved

2. Eye scanner research to investigate where consumers are 

exactly looking at – text, tables, figures 

3. Use knowledge in a more direct-pension related application –
UPO, Webportals for DC decisions etc.

Current Research


