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A. Background:
The crisis In Germany (vs. US/UK)

» In Germany neither housing price bubble nor implosion
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B: Simulation model
Effects of the financial crisis on private
pension wealth

Basis:
e Portfolios of approx. 2500 SAVE-Households in 2008

Multiplied with:

e Historic rates of return of the portfolio-component
(counterfactual)

e Collapse of rates of return due to the crisis 2008-09
(crisis scenario)

Result:

e Pension wealth at different points in time
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By age:

e Share of stocks
« Smoothing

By income:
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By age:

Differences in wealth
at the end of 2008
between reference
und crisis scenario

By income:
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1. Short-term: One year wealth losses
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mea 2. Long-term: Life-time rate of retLunMe
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maa 3. Comparison to public pensions
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mea C: SAVE-Data June 2009  (une 2010
Self-assessment of being affected

1. Affected by losses in wealth and income, unemployment
and general uncertainty

2. Reactions in saving and portfolio choice behavior
3. Reactions to stimulus packages

4. Financial literacy and the crisis
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: 1. Losses in wealth saye

self-assessed measure

23% affected 77% not affected
mediaﬁ:' loss
5.000€ average loss
E%‘ 13.153€
o M/v
(I) 10(|)OO ZO(I)OO 30600 40600 50(|)00

losses in EURO

Source: SAVE 2009, not imputed and weighted.
Observations up to the 95% Percentil included.
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1. Losses in wealth save
self-assessed measure
23% affected 77% not affected
SN~—— -
I

Average loss about 2.500€
(Simulation: 2,600€, Bundesbank: 3.100€)

— average loss in total net financial wealth: 3,6%

— 1,7% of gross financial wealth
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1. Losses in wealth saye

self-assessed measure

9% of all households

Financial Wealth

—

at least losses of 10%

at least losses of 50%
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mea
. 1. Losses in wealth save

self-assessed measure

low income
low wealth
joung people
worker

high income

high wealth

older people
self-employed, civil servant

ou/sak paloayje

“mea VERSITAT >
MANNHEIM



Ammwf
-
llfw%ﬁ

o]
=
-

sayve

o
L
L

-
-
-
o
i
§
L
e
L
e
£
P
i
£

Ja

-

-

.
.
-
=
.

-

-

e
i
o

-
-
.

i

-
-

.
.
-
.
.

o
i
.
.
-

)
e

- l::)
mn sy
. -
- .
-
-
-
-
-
.
-

-

o
-
=

=
e

-
-
.
.
.
-
-
.
-
.

-

=
-

-

|

i
L
-

74,6
Nein

11,6

INSecure

80+
70
60
50+

-
.

-
o

““““ .‘EﬁQWﬁaﬁwﬁﬁﬁﬁﬁﬁﬁﬁﬁ%ﬁ
“““““ %%iiiiiyiiiiii
“““““““ .
s
e .

% 40-

d

-
e =
e =

.
.
.
o
e

.
.
-
-

.
-
-

-
-

n

.
=
-
.
-
-

-

.

-
.
.-
o

-
.
e

-
.

-
-
-
.

- .
.
.
.
. .
. .
e -

o - .
- -
Y s
T
i
1
:

-
-
-
.
.

-
.
-
-
-
-
.
.

-
"
-
e
.

-
.

o

L]
-
.

.
-
-

-
.

-
-
.
.
.

i
o
.
i
"

i
£

=
i

-
-

-

.

.
i

- G G

.

situation

INncoOme an

Loss of

—i

» low income
» low wealth

15

tsplatzes

Verlust des

Arbe

Kurzarbei
verluste

Einkommens-

Unsicherer
Arbeitsplatz

UNIVERSITAT
MANNHEIM

©
mea



1. Loss of income and insecure job

situation SaMe
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2. Reactions to the crisis save

» 25906 of households sold assets which were
affected by loss in value

» Especially low income households spent the sales returns for
consumption

» 8%06 of households changed their portfolio
(regardless of actual loss in value).

» Mainly towards ,,safe & liquid assets” such as saving
accounts, checking accounts und cash.
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3. Reactions to policy measures  SAY@

» About 65% of households claim that they did not
profit from the stimulus packages

» Pensioner versus households with children

» At most 74% of households claiming to profit from
the stimulus packages spent the additional income
mainly on consumption.

» Thus the saving rate from this additional income is most
likely higher than the normal saving rate (26%).
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4. Financial literacy and the crisis

Tabea Bucher-Coenen

early summer early summer early summer
2007 2008 2009

>

A

3 financial qugnitive reflection test

' |
| |
' |
| |
literacy ! | — _
questions : | _{ 1 financial literacy
I -~ |questions
FOCUS : ,’/‘I : -basic
| // I
: R : -advanced
' 24 I . _
~ -public pension
start of the finhncial | P P
crisis | | .
| I
N P {asked in 2009
loss in 2008  |--eeeeens
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mea
Financial Literacy SAVE 2007

» Suppose you had €100 in a savings account and the interest rate was 2% per
year. After 5 years, how much do you think you would have in the account if
you left the money to grow?

» More than € 102

» Exactly € 102 correct answer (sample 2007): 90%
» Less than € 102

» Imagine that the interest rate on your savings account was 1% per year and
inflation was 2% per year. After 1 year, would you be able to buy more, less or
exactly the same as today with the money in this account?

» More than today

> Bxactly the same correct answer (sample 2007): 89%
» Less than today

» True or false? Buying a company stock usually provides a safer return than a
stock mutual fund.

» True
» False
» Do not know / refuse to answer all correct: 54%

“mea  UNIVERSITAT )
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Financial Literacy 2007 and losses in wealth

conditional on loss
Financial Literacy 2007| | losses yes| mean of share of | mean of share of
all answers right in % losses  wealth lost losses | wealth lost
No (46%) 10.9% 761 1.3% 7424 I 13.0%
Yes (54%) v 28.9% 4164 2.2% 15040 7.9%
Total 20.5% 2562 1.7% 13153 9.2%

» Higher financial literacy is positively correlated with
the probability of a household to be affect by wealth

losses.

» If a household suffered wealth losses, higher financial
literacy is correlated with a smaller share of wealth

lost.
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Cognitive abilities
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» A bat and a ball cost 110 cents In total. The bat costs 100
cents more than the ball. How much does the ball cost?

naive answer: 67%
correct answer: 21%
» If it takes 5 machines 5 minutes to make 5 widgets, how

long would it take 100 machines to make 100 widgets?
naive answer: 33%
correct answer: 42%

» In a lake, there is a patch of lily pads. Every day, the
patch doubles in size. If it takes 48 days for the patch to
cover the entire lake, how long would it take for the patch
to cover half of the lake?

naive answer: 33%
correct answer: 46%

22
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Losses Iin wealth and cognitive abilities

» Same correlation found for cognitive abllities:

losses yes share of

CRT in % | |wealth lost*
0 14.1% T 10.4%

1 18.9% 13.4%

2 29.4% 8.8%

3 v 29.2% 3.9%
Total 20.5% 9.2%

*conditional on loss

» ... and extensive financial literacy questions in 2009.
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What did you do with

Financial Literacy 2007
all answers right

Financial Literacy 2007 and realized losses

the assets that lost value? No (46%)| Yes (54%) Total

I/we kept the assets [ 64.1% 78.9%] 75.2%

I/we sold some of the assets «11.6% 11.6% 11.6%

I/we sold all of them | 24.4% 9.5%| 13.2%

Total 100.0% 100.0% 100.0%

What did you do with CRT

the assets that lost value? 0 1 2 3 Total
I/we kept the assets 69.8%  75.6%  77.5%  79.3% 75.2%
I/'we sold some of the assets «9.8% 8.7% 12.4% 15.6% 11.6%
I/we sold all of them 20.5% 15.7% 10.1% 5.1% 13.2%
Total 100.0% 100.0% 100.0% 100.0%| 100.0%

» Higher financial literacy / cognitive abilities are
negatively correlated with the probability of a
realizing wealth losses.

UNIVERSITAT
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Probit ,.financial loss*

Observations

2012

2012

1 2 3
Cognitive abilities 0.12 0.06 0.06
[0.03]*** [0.03]* [0.03]*
Financial Literacy 07 0.61 0.46 0.45
[0.07]*** || [0.07]*** ||| [0.08]***
Age: 35 and younger -0.04 -0.06
[0.12] [0.12]
Age: 51-65 0.22 0.23
[0.09]** [0.09]***
Age:66 and older 0.21 0.23
[0.09]** [0.09]**
Ln financial wealth 0.13 0.12
[0.02]*** | [0.02]***
Risk preferences 0.09
[0.01]***
Gender., east, income, rural, NG Ves Ves
education
2012

Dol

Sk

Sk

1. Households with high financial literacy report losses more

frequently, holding demographics, wealth and cognitive ability equal.




L
]

‘mea

UNIVERSIT

OLS: Loss in 2009/wealth in 2007

OLS 1 OLS 2 OLS 3
Share of bonds -0.03 -0.04 -0.01
[0.03] [0.03] [0.04]
Share of stocks 0.1 0.09 0.1
[0.04]** [0.04]** [0.04]**
Share of other assets -0.02 -0.02 0.00
[0.05] [0.05] [0.05]
Cognitive abilities -0.02 -0.02
[0.01]** [0.01]**
Financial Literacy 07 -0.03 -0.03
[0.03] [0.03]
Low schooling Ref.
Intermediate schooling -0.03
[0.02]
High schooling 0.00
[0.02]
Financial Advisor -0.02
[0.02]
Gender, east, rural, age No No Yes
Observations 417 417 417

2. Individuals with high financial literacy lose a smaller
fraction of their wealth.

MANNHEIM
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Ized loss
1 2

Cognitive abilities -0.05 -0.05

[0.06] [0.06]

Financial Literacy 07 -0.37 -0.36
[0.16]** [0.16]**

Age: 35 and younger 0.21 7 0.23

[0.26] [0.26]

Age: 51-65 0.18 0.18

[0.19] [0.19]

Age: 66 and older 0.44 0.45
[0.20]** [0.20]**

Ln financial wealth -0.03 -0.03

[0.03] [0.03]

Risk preferences -0.02 -0.02

[0.03] [0.03]

Budget Restriction 0.12

[0.19]

Unemployment -0.4

[0.51]

Gender, east, income, rural,
Yes Yes

education

|

Ar=o

their losses more frequently.

3. Individuals with low financial literacy report to realize




Conclusions
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» The crisis has permanent effects on both private funded and
public pay-as-you-go pension wealth

The effects are, in principle, symmetric
Private wealth declined by between 3 - 8%
Public “pension wealth” declined by 5,5 - 8%

Vil vy Vv WV

German households realized little of this:
a majority of more than 60%b6 of the German households
claim to be not affected at all by the crisis.

» Only few households reacted by changing saving and/or
portfolio behavior

» The stimulus packages did not “arrive” at the majority of
households; if so, they increased savings more than in proportion

» Financially literate households were more often affected by
losses, but lost less (given a loss) and didn’t sell at bottom of
trough
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