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RAND research focuses on improving financial decisionmaking
related to retirement
• The ability to make sound financial decisions affects
individuals over the life course, but it particularly affects the
elderly as they move toward retirement.
– Our researchers explore how people collect information, how they
think about risks and rewards, and how well they match their
financial decisions to their preferences and interests.

• The decrease in defined benefit pension plans use, coupled
with an increase in the life span, has motivated researchers to
investigate how households save for retirement, invest their
savings, and spend down their assets in retirement.
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We also research other aspects of financial decisionmaking
• Building Financial Health amongst the Economically
Vulnerable
– Our researchers design, implement, and evaluate interventions
targeted at helping individuals build savings, improve credit,
reduce debt, and strengthen financial literacy and capability.

• Bringing Together Government Policymakers, Academia,
and Industry
– The RAND Behavioral Finance Forum is an annual conference
and webinar series for government, academic, and industry
leaders on behavioral finance topics such as retirement security,
consumer financial protection, and financial advice.
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Recent RAND work on retirement and pensions
• Designed and evaluated, with the government of Yucatan, Mexico,
a noncontributory pensions program for older persons.
• On the Road to Retirement: Investigating Retirement Planning
Decision-Making and the Evolution of Individuals’ Retirement
Planning Decisions over Time
– A multi-year project for the Department of Labor to develop and field a
long-term panel survey that follows Americans as they save, plan, and
enter into retirement, with a focus on asking about financial advice that
they seek and receive on their road to retirement.

• Building a structural model to evaluate potential reforms to the
National Pension Service in Korea.
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How prepared are those in the U.S. for retirement?
About 80% of persons aged 65-69 adequately prepared
• No simple rule-of-thumb possible (such as 80% income
replacement rate)
• Many factors influence income requirement at older ages
– Spending declines
– Widowing: single person needs less than a couple
– No longer exposed to risk of unemployment
– Some work past traditional retirement ages
– Lower taxes in retirement
– Universal health care insurance

• Stochastic simulation of life-cycle type model
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Shaping

Fiduciary Standard$

in the Financial Advice Market to
improve financial decisionmaking
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Motivation for our research
• As part of the rule making process, the U.S.
Department of Labor (DOL) is required to conduct
a cost-benefit analysis of their proposed rule.
– DOL Agency: Employment Benefits Security
Administration (EBSA)

• RAND conducted a series of projects for the
Department to help support and inform their
regulatory impact analysis.
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We conducted a series of projects:

REGULATORY IMPACT ANALYSIS

2011-2015
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We conducted a series of projects:

REGULATORY IMPACT ANALYSIS

2011-2015
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Are financial advisors influenced by
COMPENSATION SCHEMES?

• We reviewed existing research on whether
financial advisors who earn commissions are
influenced by their compensation schemes.
• We found that there is substantial empirical
evidence that commissions do influence the
recommendations that brokers make.
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Does this influence harm investors’
FINANCIAL WELLBEING?

• And we found that these recommendations
have a negative impact on investors:
– investors who purchase through brokers who earn
commissions earn lower returns than investors who
invest on their own.
– brokers display a bias towards actively managed
funds (typically higher fees).
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We conducted a series of projects:

REGULATORY IMPACT ANALYSIS

2011-2015
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Do financial advisors
INFLUENCE SAVINGS BEHAVIOR?
• However, one common objection that the
Department received regarding the proposed rule is
that advisors provide nonmonetary benefits. We
investigated the question of whether financial
advisors influence savings behavior.
• There is much research that shows financial advice
usage and savings are correlated, but causality is
unclear.
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Causal relationship is unclear
• Working with a financial adviser may lead to
improvements in financial behavior, resulting in
increased savings.
– Direction of causality may run the other way—those
with greater savings are more likely to seek out
financial advice.
– Same underlying characteristics may make an
individual more likely to seek out financial advice and,
simultaneously, more likely to save.

• In our review, we find that using a financial adviser
does not increase savings.
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We conducted a series of projects:

REGULATORY IMPACT ANALYSIS

2011-2015
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Would disclosures to the customer
INFORM DECISIONS?
• Another common argument that the Department of Labor
received is that rather than imposing a fiduciary duty on
financial advisors, the department could require disclosure
to investors about the differences between fiduciary duty
and suitability or about conflicts of interest (such as
commissions) that brokers may have.
• We analyzed the literature on consumer disclosures in the
financial industry.
• We found that disclosure does not provide sufficient
support in helping investors make more informed decisions.
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Would disclosures to the customer
INFORM DECISIONS?
• When conflicts of interest in financial advice are disclosed, many
investors fail to adjust their behavior sufficiently, if at all.
• Disclosure may in fact have the opposite effect: investors may
feel “burden of disclosure” to follow the advice. An investor may
feel obligated to follow his advisor’s advice if he knows that she
would earn a commission if he follows that advice.
• Advisors may respond to the disclosure by providing even more
biased advice. They feel almost as if disclosing the conflict of
interest has given them license to put their own interests ahead
of the client’s. This results in even worse outcomes for investors.
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Additional Projects
• We conducted three additional projects:
– Trust and Financial Advice: A project that analyzed the
interaction between trust and willingness to follow advice
– Financial Advice Markets: A Cross-Country Comparison: A
project that summarized the impact of rules in the UK and
in Australia that are similar to the proposed DOL rule
– Potential Economic Effects on Individual Retirement
Account Markets and Investors of DOL’s Proposed Rule
Concerning the Definition of “Fiduciary”: A project that
assessed the impact of the proposed rule on the IRA
market
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April 2016: Finalized ruling
RETIREMENT ADVICE
Avoid payments that create
conflicts of interest

Act as fiduciaries

Make recommendations
only in best interest of
customer and charge
reasonably
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In April of 2016, the Department issued their
FINALIZED RULE

• Rule expands the “investment advice fiduciary”
definition under the Employee Retirement Income
Security Act of 1974 (ERISA).
• Those providing retirement investment advice must:
– avoid payments that create conflicts of interest (or comply with
the protective terms of an exemption issued by the Department)
– act as a fiduciary
– make recommendations in the best interest of the customer
– charge only reasonable compensation
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Current uncertainty surrounding the fiduciary rule
• February 3, 2017 memorandum by U.S. President
directing the DOL to:
– “examine the Fiduciary Duty Rule to determine whether it
may adversely affect the ability of Americans to gain
access to retirement information and financial advice.”
– “prepare an undated economic and legal analysis
concerning the likely impact of the Fiduciary Duty Rule.”
– aim for “rescinding or revising the Rule” after reviews.
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The rule is delayed (at the least)
• On March 10, 2017, the DOL issued a memorandum, clarifying
the possible implementation of a 60-day delay to the fiduciary
rule.
• After 15-day comment period (with a vast majority of the nearly
200,000 comment letters opposing the delay), DOL sent its rule
regarding the delay to the Office of Management and Budget
(OMB) for review.

• After review by the OMB, the DOL released an official 60-day
delay to the fiduciary rule's applicability date to June 9, 2017,
with compliance of some conditions delayed to January 1, 2018.
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On the policy horizon
• Final fate of the fiduciary rule is uncertain.
• On a related note the Consumer Financial Protection
Bureau (CFPB) has also come under severe pressure.
• Presented research applicable to contexts beyond the U.S.
– As defined contribution systems grow the appropriate
regulation of advisors is crucial
– As people live longer, the preparedness of people for
retirement becomes important
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Applicability to Chile
• Could assess the net benefits in welfare of pension
advisors through a cost-benefit analysis.
• Economic preparation for retirement:
– Hard to evaluate because the lack of longitudinal data on
detailed spending.
– Funded through the SSA and NIH, RAND collaborated with
the Chilean government in the design and piloting of a new
survey linked to the social protection survey, EPS, collecting
data on: a) Detailed spending, b) Time use, 3) Psychosocial
well-being.
– Budget for baseline survey has been approved but the
implementation is still uncertain.
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The Chilean Policy horizon
• Evaluation of the Pension reforms
– Lopez-Garcia and Otero (2017): Working paper that uses a life-cycle
household decision model to estimate the the impacts of the 2008
pension reforms on retirement savings, self-employment, and labor
informality using the EPS survey.
– Lopez-Garcia and Otero (2016): MRRC working paper that estimates
the effect of the 2008 pension reforms on mental health, subjective
well-being, household expenditures, poverty, and labor market
participation.
– Methodologies could be extended to simulate the effects of ongoing
policy changes such as the 5% increase in contributions, or the
gradual increase in retirement age and their equalization by gender.
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