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I.    Annuities (types, costs, regulation)
On annuities, we recommend the following recent sources:

1) Mackenzie, George A., 2006, Annuity Markets and Pension Reform, Cambridge University Press.
2) Rusconi, Rob, 2008, National Annuity Markets: Features and Implications, OECD Working Papers on Insurance and Private Pensions, No. 24, OECD Working Papers on Insurance and Private Pensions.
3) Cannon, Edmund, and Ian Tonks, 2008, Annuity Markets, Oxford University Press.

A number of factors have prevented the development of annuity markets in many countries. Among these factors are individual myopia, liquidity constraints, precautionary savings, distrust on financial institutions, lack of understanding of the instruments, adverse selection, and the existence of relatively large, annuitized social security programs. Additionally, the lack of high quality mortality data and the lack of financial instruments to back annuities are also generally seen as obstacles to the developments of annuities (James and Vittas, 2000; Mackenzie 2006). 

However, with the projected growth of fully funded, defined contribution plans, the market for annuities is likely to grow in the future. Pension reforms in many countries would diminish the role of the life annuity from traditional public pension systems. To offset these changes, countries have generally introduced incentives to increase private savings, usually through funded defined contribution accounts. In many countries, the rapid growth of these accounts is expected to result in a more developed annuity markets.

Annuities can be supplied by the government or by (regulated) private insurance companies. The important question is how the risks surrounding annuities are shared across individuals, governments, and the private sector. Annuities also differ by the degree compulsion (no requirement for annuitization, a minimum value required, or fully mandatory); duration (simple life, term); level (fixed, variable); response to inflation (nominal, real); coverage (single life, joint and survivor); treatment of genders (using unisex or gender-specific mortality tables).

When the private sector is the provider of annuities the following questions are of relevance (Mackenzie, 2002). How much liberty should the annuity providers have in pricing their products? Will the regulatory framework be adequate for a large annuities market? Should the government offer guarantees to protect annuitants from the financial failure of the provider? Would there be differences in the tax treatment of state pensions and private annuities? What new procedures or institutions are required to ensure the proper provision of income for the retired?
  
Today, the most conventional type of annuity is an immediate annuity (Figure 1). This type of annuity, generally purchased at retirement, is prevalent in the United Kingdom, Canada, United States, South Africa, Ireland, and Chile. Deferred annuities are more common in Denmark, Germany, Belgium, and the Netherlands. Other types are common in Switzerland, Singapore, Mexico, and Sweden. The figure below shows the taxonomy of annuity markets from Rusconi (2008). 

Figure 1. Schematic Representation of Selected Annuity Markets

Source: Rusconi (2008).

Studies of annuities moneys’ worth ratio (MWR) suggest that charges and fees generally are between 5 and 10 percent of the value of the annuity (Table 1). These studies also discuss evidence the role of adverse selection—the MWR for annuitants are much higher than for the rest of the population.

Table 1. Money’s Worth Ratios for Nominal Annuities

Source: Mackenzie (2002).
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II.    Management of Fully Funded Systems (“Profit oriented” versus “non-profit oriented”; comparison of costs of FF systems with regard to different guarantee of investment risk to the participants in the system, with regard to size of assets under management, with regard to different regulations)
For issues of industrial organization of fully funded systems, we recommend the following recent sources:

4) The forthcoming book New Policies for Mandatory Defined Contribution Pensions: Industrial Organization Models and Investment Products by Gregorio Impavido (IMF), Manuel Garcia-Huitron (World Bank), and Esperanza Lasagabaster (World Bank) (pre-ordering available at https://extop-workflow.worldbank.org/extop/ecommerce/catalog/product?context=drilldown &item_id=9684329). 
5) OECD Complementary and Private Pensions throughout the World 2008 (and the online database available at [http://www.issa.int/aiss/Observatory/Social-Security-Databases/Complementary-and-Private-Pensions].
6) Tapia, Waldo and Juan Yermo. 2008. Fees in Individual Account Pension Systems: A Cross-Country Comparison, OECD Working Papers on Insurance and Private Pensions, 27.

Administrators of fully-funded systems are generally sole-purpose firms operating under a regulated environment. Regulations generally require a legal separation between the assets of the firm and the assets under management. This separation reduces conflict of interest and increases transparency of the assets of the pension fund. 

Administrators are often private (financial companies, insurance companies), but some countries also allow public pension firms (Argentina, Costa Rica, Uruguay, Mexico), and mutual associations. 
 
Pension firms typically provide an array of services characterized by economies of scale. These services include the collection of contributions, record-keeping, asset management, payment of benefits, insurance, provision of information, and marketing. These services are often bundled although a few countries unbundle the services with high fixed cost to increase efficiency and reduce administrative fees. For example, Sweden centralizes collection and record keeping (which offer clear economies of scale) and separates these services from asset management (low barriers of entry, highly competitive). 

The dispersion of fees across countries is large across and within countries. Countries typically charge uniform fees applied to a given base (generally earnings or asserts). See Table 1. The heterogeneity in the fee structures makes them hard to compare across countries. On recent comparison, which estimates “equivalent fees”, shows that in Latin America average fees range between 53 (Bolivia) and 135 (Argentina) basis points with standard deviations of up to 20 basis points (Mexico). See Impavido et al. (forthcoming) and Waldo and Yermo (2008) for a comparison across emerging countries.


Table 1. Fee Structure in Funded Systems

Source: Waldo and Yermo (2008).

The difference in fees is explained by a number of factors. These include the size and maturity of the system, the structure of the market, the level of competition, the investment strategy and the regulatory environment.

	Fees and Maturity of the Systems
	Fees and Number of Pension Companies


Source: Waldo and Yermo (2008).
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III.    Cross-country analysis of household savings rate, including the allocation of household savings.

On the analysis of household savings rate, we suggest:

1. Baldacci, Emanuele; Callegari, Giovanni; Coady, David; Ding, Ding; Kumar, Manmohan S. ; Tommasino, Pietro; Woo, Jaejoon, 2010 “Public Expenditures on Social Programs and Household Consumption in China,”  IMF Working Paper No. 10/69.

2. Loayza, N., K. Schmidt-Hebbel, and L. Servén. 2000. What Drives Private Saving around the World. World Bank Policy Research Working Paper 2309, Washington, DC.

3. Bosworth, B., and G. Chodorow-Reich, 2007, “Saving and Demographic Change: The Global Dimension,” Working Paper, Center for Retirement Research at Boston College.

On the allocation of household savings and pension reforms, we suggest:

4. Larrain Rios, G. (2007), "Portfolio Investment in an Intertemporal Setting: Assessment of the Literature and Policy Implications for Latin American Pension Systems", OECD Working Papers on Insurance and Private Pensions, No. 10, OECD Publishing.

5. BIS Committee on the Global Financial System, 2007 “Institutional investors, Global Savings and Asset Allocation,” Report submitted by a Working Group  established by the Committee on the Global Financial System, CGFS Papers No 27,  February 2007.

6. Broadbent, J, G Grande, C Thompson and F Zollino (2006): Main structural drivers of private savings: a review of the available evidence, Reserve Bank of Australia, Bank of Italy
Household savings

Existing empirical studies suggest that a number of factors determine saving behavior such as income growth, demographic change, financial development, and/or precautionary saving. There seems to be a significant variation across economies in the determining factors of households’ saving behavior. Quantitative estimates of the impact of ageing on savings are quite controversial, also because of the complex interaction of the population structure with the characteristics of social security systems and other determinants of savings. Other factors driving savings behavior include possible cuts in public pension systems and growth of funded retirement saving.

Over the past decade, household savings ratios in most OECD economies have tended to decline reflecting population ageing. Demographic trends, and the ensuing adjustments in social security systems, will continue to be one of the main influences on household saving over the next decades. With governments finding it increasingly difficult to maintain state pension policies, a larger proportion of household savings is likely to be placed in privately funded pension schemes and life insurance policies, providing more funds to institutional investors. 



Savings allocation

There are major international differences in the composition of assets, resulting from different influences on household behavior such as market structure, regulation, and cultural preferences (Davies and others, 2006). Households’ allocation of savings is first determined by their choice between financial and nonfinancial investment. Non-financial investment is mainly devoted to housing and it presently takes the lion’s share in the wealth structure of households. Real property are more important in less advanced economies with less developed financial institutions. There are also striking differences in the types of financial assets owned. Savings accounts feature strongly in transition economies and in some rich Asian countries, while share-holdings and other types of financial assets are more evident in countries like the UK and USA which have well developed financial sectors and which rely heavily on private pensions. Private pension saving incentives had little if any
effect on household savings
Asset Composition 					Composition of Financial Wealth 

Source: J.Davies, S. Sandström, A.Shorrocks and E. Wolff (2006).
The impact of the financial turmoil on household assets is being gradually reversed as funds return to riskier assets. The global financial turmoil has dealt a major blow to the trend of diversification of CEE households’ wealth accumulation started in the years immediately before the crisis. The climate of uncertainty and rising risk aversion which dominated financial markets until the end of 2008 forced massive redemption of sophisticated instruments such as equity and mutual funds in favour of safer asset classes. The stabilisation of financial markets and the gradual restoration of confidence observed at the beginning of 2009, however, contributed to some reversal of the trend, thus supporting some gradual transfers of money back to riskier instruments (Unicredit Group). 

Source: CEE Household’s Wealth and Debt Monitor, “Navigating Troubled Waters,” Unicredit Group, January 2010, 
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Household Savings Rates

Country 2001A1 2002A1 2003A1 2004A1 2005A1 2006A1 2007A1 2008A1

Australia            11.30 7.95 7.73 8.17 9.68 11.84 12.72 13.01

Austria 12.95 12.93 13.96 14.12 14.42 15.45 16.03 16.70

Belgium 16.41 15.79 14.66 13.27 12.62 12.89 13.67 .

Canada               7.93 6.57 5.73 6.25 5.25 6.37 5.34 6.58

Chile 10.63 10.70 10.23 10.87 10.65 11.09 11.15 .

Czech Republic 7.41 8.05 7.43 5.74 8.10 9.12 8.80 .

Denmark              8.83 8.79 9.43 6.33 4.52 6.37 5.13 5.67

Estonia              3.06 0.46 -1.61 -4.77 -3.80 -3.03 0.84 .

Finland 6.74 7.17 7.90 8.85 7.31 5.51 5.84 6.36

France 15.73 16.83 15.72 15.83 15.01 14.99 15.54 15.33

Germany 15.21 15.71 15.98 16.13 16.29 16.36 16.83 17.23

Greece 1.69 1.13 1.56 1.52 0.74 1.19 . .

Hungary              13.52 11.41 9.28 11.79 10.95 12.38 9.87 .

Ireland 15.63 10.29 10.61 13.73 11.59 10.34 9.15 .

Italy 16.03 16.82 15.97 16.01 15.83 15.23 14.53 15.07

Japan                11.74 11.61 10.65 10.24 10.32 10.08 9.58 .

Korea, Republic of 9.70 5.10 9.71 13.32 11.38 9.50 7.39 7.29

Latvia -0.98 1.09 2.67 4.43 1.45 -3.46 -4.19 0.82

Lithuania 4.88 4.74 2.95 1.18 1.21 1.08 -5.28 -1.28

Netherlands 14.49 13.69 12.97 12.99 12.18 12.17 13.87 12.98

New Zealand -3.9 -10.3 -9.7 -8.2 -12.8 -14.2 -11 -13.7

Norway 8.18 12.75 13.33 11.79 14.50 5.54 5.91 7.46

Poland               14.17 10.44 10.03 10.08 9.77 8.63 8.82 .

Portugal 10.93 10.57 10.55 9.73 9.24 8.09 6.65 .

Romania 1.60 -1.36 -9.69 -6.57 -12.05 -13.98 -11.54 .

Russian Federation . 14.29 14.55 12.65 12.81 13.27 . .

Slovak Republic      9.28 9.17 7.31 6.13 7.10 6.48 8.18 8.95

Slovenia 15.51 16.05 13.87 15.36 17.01 17.13 16.37 .

Spain 11.08 11.36 11.98 11.28 11.32 11.11 10.00 13.41

Sweden 11.82 11.55 11.44 10.30 9.49 10.50 11.72 14.66

Switzerland          17.14 16.07 14.82 14.42 15.42 16.64 17.76 .

United Kingdom       6.04 4.80 5.12 3.70 3.95 2.87 2.15 1.75

United States 6.88 7.74 7.76 7.82 5.99 7.06 6.42 7.27

Source: OECD National Accounts; Eurostat and DXTime
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