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Executive summary

Since 2003 the OECD has issued several policy rewmnmdations on financial education of
workers and households. Its work has gained intemma recognition including at the G20
level.

The need for greater financial education, particidahe current post-2008 crisis period, is a
direct consequence of the growing complexity anphstication of financial markets and
products, which in turn are by-products of pastefgilation and privatisation policies. The
case of pension privatisation reforms is tellinghis regard. It is also a consequence of the
change in the business model of banks, shiftingcpses from a “creditor culture” to an
“equity culture”. If financial products and servicdiave become more complex and less
transparent from a consumer perspective it is parfisst and foremost because of the trend
toward evermore “financial innovation” by banks anter financial services.

Trade unions are key stakeholders of financial atdo. Educating workers about their rights

— including their financial rights — is centraltteeir mission. They are also active in national

policy debates on financial education and consupnetection-related issues. Trade unions
should promote an alternative approach to finanetalcation based on the experience and
expertise accumulated by their members.

A few guiding principles are suggested in the papést, financial education should aim at
triggering policy and regulatory change to redres&l not support, the current trend toward
individualisation of financial risks (credit consption, mortgage, pensions, other saving
schemes). Second, financial education should [zetleas a means to achieve community
empowerment, including in the informal sector, émtielp reduce gender inequalities. Finally
trade unions should support greater role and resbpitities for consumer associations, NGOs
and other civil society organisation in the delivef financial education. This is all the more
needed given the overwhelming lobbying power ofkisaand their influence in current
international forums on financial education.
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The OECD work on financial education

1. Financial education became a stand alone p@ste at the OECD in 2003. The first
initiatives were conducted by the Insurance Consmitand its Working Party on Private
Pensions, as well as the Committee on Financialk®tay all of which fall under the
responsibility of the Financial Affairs Division dhe OECD Secretariat. In its first major
study on financial education — “Improving Finandigkeracy, Analysis of Issues and Policies”
published in 2005— the OECD defines financial education apeotess by which financial
consumers/investors improve their understandindirancial products and concepts and,
through information, instruction and/or objectivewace, develop the skills and confidence to
become more aware of financial risks and opportasjtto make informed choices, to know
where to go for help, and to take other effectietioms to improve their financial well-
being.” That same year the OECD issued its first policidguoce instrument on financial
education, the “"Recommendation on Principles andd3@ractices for Financial Awareness
and Education”.

Policy guidance since 2006

2. In 2006 the OECD work on financial education \wweknowledged internationally in a
statement by the G8 finance ministéid/e acknowledge the importance of better financial
education and literacy for improving the ability péople to use financial services and to
make effective decisions with respect to their gmesand future welfare. We welcome the
ongoing work in the OECD on the Financial Educati®noject and call for further
development of financial literacy guidelines basedest practices”

3. Since then the OECD has developed further palgiglance on specific aspects of
financial education. In June 2008 — weeks befoeeféitl of Lehman Brothers — the OECD
issued two sets of recommendations respectivelfFinancial Education relating to Private
Pensiondand Enhanced Risk Awareness and Education onanserlssu€s 2008 was also

the year of the launch by the OECD of the Inteoral Network on Financial Education

2 Improving Financial Literacy: Analysis of IssuasdaPolicies, OECD 20050.1787/9789264012578-en
% Official Website of the G8 presidency of the RassFederation in 2006
http://en.g8russia.ru/news/20060610/1153885.html

* http://www.oecd.org/insurance/privatepensions/4@&37pdf

® http://www.oecd.org/insurance/insurance/40537762.pd
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(INFE®) which has since gained recognition by the G20adulition, the OECD has held
several global and regional conferences on finhedacation and has integrated the topic in
its parallel Programme for International Studenséssment (PISA)

4, In sum, and until the fall out of the financalsis end-2008, the OECD approach to
financial education was to a large extent focussedraising awareness and promoting
communication tools to that end. The centre of ilyawas on households’ capacity to
understand, and arguably to accept the trend toreaee complexity of financial services and
products. Particular attention was brought to iasae and private pensions.

The post-crisis shift

5. Following the 2008 crisis, the OECD approach eehmat shifted toward greater
attention to consumegrotection not just education. And for cause. The subprim&scin
2007 exposed widespread abusive and deceptive smbegices by banks and their
middlemen, the opacity of lightly regulated credibrtgages and the lax consumer protection
legislation that prevailed in some of the mostisfgt OECD economies. Lack of financial
education suddenly became a threat not only toviddals and to households but to the
financial system as a whole. In 2009 the OECD salda new set of recommendations which
to some extent reflect this change of approach:Reeommendation on Good Practices on
Financial Education and Awareness relating to Gtedi

6. The OECD policy framework was broadened furineR010. It is now based on a
three-pillar model combining (i) financial educatiavith (ii) consumer protection and (iii)
financial inclusion. It also gained further recagm at the international level when the
Korean Presidency of the G20 selected the topiaisoBummit in Seoul in November 2010.
The OECD was then tasked to develop new G20 Piexip partnership with the Financial
Stability Board. The OECD Task Force that was e@aarly 2011 developed a set of High
level principles on financial consumer protectiohieth were disclosed and approved at the
G20 Summit in Cannes in November 281th August 2012 the OECD released High-level
Principles on National Strategies for Financial &tion'® which have also been by the G20.

Engaging with business groups

7. Within the OECD framework stakeholders of finahceducation span a broad

spectrum: ministries, central banks, other superyisuthorities, arms length agencies, as
well as final services and consumer associatiohs. rble of trade unions by opposition is
ignored.

8. Banks and business groups in particular havessigreat interest in the OECD work

on financial education. They took part activelytire OECD negotiations on the above G20
High Level Principles that took place in March-J@@11. Consumers International (Cl), the
London-based confederation of consumers organisafioesent in 115 countries, was also

®including a web portal, the International Gatei@yFinancial Educationwww.financial-education.org

" OECD PISA Financial Literacy Assessment

http://www.oecd.org/document/5/0,3746,en_2649 1893147225669 1 1 1 1,00.html

8 http://www.oecd.org/finance/financialeducation/48294.pdf

° Financial Consumer Protection

http://www.oecd.org/document/2/0,3746,.en_2649 3748355682 1 1 1 37463,00.html
Yhttp://www.oecd.org/daf/financialmarketsinsurana@ensions/financialeducation/OECD_INFE_High_Level
Principles_National_Strategies_Financial_Educath®EC.pdf
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consulted by the OECD during that period. TUAC camat a later stage during a public
consultation phase preceding the Cannes Summibueikber 2011.

10.  There is of course nothing wrong in involvingsimess groups and banks in policy
dialogue forums on financial education. After alinancial service providers have a
responsibility to be fully transparent about thetepdial risks associated their financial
products and services. In turn, that responsibilitght require some active communication to
facilitate education and informed decisions by rthetients. But the risks for conflicts of

interest are real as well.

Consumer groups and NGOs

11. NGOs and consumer associations are very aictitiee field of financial education.
NGO projects are often about local and regionahcay building initiatives on management
of household savings and debt, specific servicet s18 money transfers and remittances,
insurance products and consumption-related crétgy are addressed at a broad population
or they can be targeted at populations deemed fmak&ularly vulnerable to abuse such as
migrants, the young, the elderly, women, or at vgpgcific groups such as people with
learning disabilities or ex-convicts.

12.  The Latin American region provides for goodrapées of NGO financial education
projects. CI recently published a “counsellor’s dlamok™* for Latin American consumer
associations to help them monitor banking secttivities. The project was implemented with
the support of the UK Financial Education Fund.a®o develops communication tools in
Latin America, via internet, radio and TV, such‘Bgaling with Debt”, “Creating a financial
plan” and “Maintenance of credit under contfal’And as mentioned above Cl is also very
active in developing global policy advocacy in fora such as the G20, the FSB and the
OECD itself®. Another example in Latin America is Habitat fourdanity— an NGO that is
co-funded by Citi Group Foundation — has severgloreal programmes in Latin America
throughl4which more than 17,000 low-income familiesse received courses on household
finance.

13. US-based NGOs are particularly active in thklfof financial education. For example
the Global Financial Education Program, a jointtiative by US-based Microfinance
Opportunities and Freedom from Hunger, offers atin@nge of services and education tools
for local NGOs in the developing wotfd US NGOs are also active domestically through
numerous not-for-profit foundations and partnershigth public education organisations to
assist vulnerable groups as well as over indebtedt pouseholds. Example is given by the
“Jump$tart” Coalition for Personal Financial Liteyaand the National Endowment for
Financial Education. Academic research programmeslao active in the field of financial
education such as the Financial Literacy Centrachvis hosted by the RAND Corporation
and supported by the Dartmouth College.

1 Consumers International - Guia de Monitoreo decBare Instituciones Financieras
http://es.consumersinternational.org/news-and-mgglidications/qu%C3%ADa-financiera-ci-stgo

12 Consumers International - Nuestrotrabajo - Finarz&ducaciomttp://es.consumersinternational.org/our-
work/financial-services/key-projects/financial-edtion

13 Consumers for fair financial services - Consuntetsrnational
http://www.consumersinternational.org/our-work/ficéal-services/key-projects/g20-campaign

14 Financial Education -- Habitat for Humanity Int'|
http://www.habitat.org/lac_eng/participate/finariceducation.aspx

15 Global Financial Education Programimeép://www.globalfinancialeducation.org/index.html
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Why financial education matters

14. Consumers are facing a larger variety of prtgl@nd services than they used to
regarding consumer finance, housing and even pesisi@reater competition is itself the
result of past market liberalisation reforms. Thexeno doubt that liberalisation has made
access to credit and to savings more easy forishaids and households. But when combined
with a broader policy framework that favours laxpstvision (or even de-regulation) of
financial markets or that compress household soldemand (through cuts in social transfers
and wage growth policies) there are good reasoffsatothat liberalisation leads to growing
complexity, and opacity for consumers and to uriesnable rise in household debt financing.

Rising complexity and opacity fuelling abusive pices

15.  The growing complexity and sophistication ofaincial markets and products is a key
factor in fuelling greater demand for household cadion and awareness. The times when
households were offered simple products and serva@énance their needs are long gone. As
a result of both market liberalisation and privatiisns of previously publicly run collective
insurance schemes — such as pensions — individae¢s growing responsibilities in the
management of their personal financial balancetsfAé® risks rise exponentially for credit
and savings products that have long maturity andvfoch individuals may find challenging
to accurately assess the consequences of decistbimeestment choices over periods that
span 10-20 years.

16. Credit and savings liberalisation may also éehwuseholds and individuals facing a
greater risk of being caught by “predatory salesicpces. The 2007 ‘subprime’ crisis in the
US exposed the extent to which households coulgbbey informed or misled in purchasing
financial products that clearly were unfit for thpersonal financial solvency situation. Lack
of transparency may concern different aspects wigeg, such as the levels of fees taken by
the sellers, and the exposure to variable inteegstrisk, to exchange rate risk and to default
risk. Beyond the opacity of services and produciatket liberalisation and de-regulation has
also fuelled a rise in outright abusive practicdsereby inadequate or incomplete information
or advice is delivered to purportedly mislead indidal and households. Abusive practices
include: deceptive advertising, abusive collectiprectices, high-pressure selling techniques,
breaches of client confidentiality, post-sale gipreventing consumers from changing
products or switching providers, or from submittecigims or making complaints.

The changing business model of banks

17.  The rise of product opacity and of deceptiMessgechniques should be contemplated
in the broader context of a changing business motidlanking and of financial services.
There is evidence provided by the OECD itself, thaatks changed business model in the run-
up to the 2008 crisis, shifting from a traditiofiatedit culture” — i.e. what banks need to do:
giving priority to creditors and to customers —aio “equity culture” — one that prioritise the
interest of shareholders of the bafk§his shift in the banking culture, and the ri§é¢raders

in the top management organisation of banks (assgapto “real” bankers doing deposit and
loans activities) have laid ground to short-termseles strategies, seeking quick gains for the
banks to the detriment of the long term interestafsumers. This is the assessment shared by
unions in the banking and insurance sector. UNh@e for example deplores a changing
working environment that has become less condutovequitable and fair treatment of

' The elephant in the room: The need to deal withtwhaks do—Adrian Blundell-Wignall, Gert Wehinger
and Patrick SlovikDECD, January 2016ttp://www.oecd.org/datacecd/13/8/44357464.pdf
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consumers, with insufficient time for advice to tumsers, insufficient training as well as
increased “management pressure to sell productemvices that are against the interests of
the consumer”.

18. The cultural shift pre-crisis in the bankingtse is also exemplified by the trend to
“financial innovation” — always creating new complaroducts to supposedly improve market
efficiency and risk management. Rather than holdiregloans on their balance sheet until
maturity, banks have engaged in originate-anditligi®e model whereby debt is re-packaged
and transferred to less regulated shadow bankisigsy There is evidence however that the
prime motivation for financial innovation was ndfi@gency of the markets, but rather short
termist speculation. Academic research has showh that a minimum — one-third of
financial innovations that took place in the 20@abe was at least partly motivated by tax
and accounting arbitrage and/or regulatory arb#ragather than by efficiency
improvements’

Risk transfers from the community to the individual

19. As noted above, the OECD work on financial edioa in part has been driven by the
growing importance of pension pre-funded systemsd af individualised defined
contribution (DC) schemes in particular. The ri$ehese individualised DC schemes should
be seen in the context of past pension privatisagforms that the OECD - together with the
World Bank and IMF — have been pushing for sineelth90s and 2000s, particularly in Latin
America and in Eastern Europe. Most often theseypokcommendations have consisted in
substituting pre-funded schemes to tax financed tanglay-as-you-go schemes and, within
pre-funded systems, shifting from defined ben&i8) schemes to DC schemes.

20. These reforms have been far from neutral imgeof the risk sharing between
government, employers and workers. While tax fieahand PAYG schemes are most likely
to see the government retain the “pension riské (thcertainty about the level pension
income at retirement arising from political, invesint and longevity risks), pre-funded
schemes transfer that pension risk onto employes ta workers. Within pre-funded

schemes, DB schemes ensure that the pension riskllectively managed and is borne
primarily by employers. DC schemes by contrastdi@mthe pension risk onto the individual
worker.

21. Unlike DB schemes, DC schemes hence requiegrlg §ood level of understanding
by the individual workers of his or her exposureirtgestment risks and of pension asset
allocation. Under a DC scheme individual workers xe ones who most likely will have to
take decisions about how and when to invest and aoav when to change the portfolio
composition of his/her pension plan. They also rteddctor the ‘uncertainty’ regarding their
own life expectancy after retirement, as well agent and future earnings potential, and any
likely changes in their personal professional cargereality this is far from being the case in
most OECD economies as the OECD admits. DC worikefact often fail to manage plan
assets before retirement in a “rational way”

' A Financial Precautionary Principle: New RulesFimancial Product Safety — James Crotty and Gerald
Epstein, 200%ttp://www.wallstreetwatch.org/working_papers/wardgpaperl.pdf

8 OECD (2011), Improving Financial Education Efficiy: OE CD-Bank of Italy Symposium on Financial
Literacy, OECD Publishinghttp://dx.doi.org/10.1787/9789264108219-en

6/10



The gender dimension

22. Finally financial education can also be seeithi context of rising disparities and
inequalities within societies and the widening ¢&tween income groups, exposing specific
groups of population higher risk for financial sejuency. The gender dimension of financial
education is particularly important to bear in migglidence suggests that on average women
have lower levels financial literacy than men. Alsomen tend to be paid less than men and
have shorter job tenure, higher frequency of calesuptions, lower access to labour markets
and family issues such as childbearing. They areerlikely to be lone parents, and in some
countries they are disadvantaged in terms of Ipgaperty rights and access to financial
services. Increasing financial education of womemla not only make sense to protect and
promote women rights, and their economic pow#ghin the household, it would also from a
pure economic growth perspective because it woulwktmikely help increase female
participation in the labour market.

A Trade Union perspective

23.  Trade unions should be considered as an eakeatdkeholder in the delivery of

financial education of workers and households. Bffnition trade unions’ role is to protect

and uphold the rights of workers and to increasg thargaining power within the company,

at sector, national and international levels. Etdngaworkers about their rights is a central
pillar of that mission. Examples abound of tradéonned communication and awareness
campaigns and programmes on all occupational rsatihet affect workers. Financial issues
are no exception.

Trade unions are key stakeholders

24. Many trade unions across OECD and emergingosc@s have established education
programmes to inform and educate workers on varfimascial management issues, such as
pension management and occupational savings scherhey are partner of consumer

protection associations, and of course they areyaskakeholder in the education system at
large through the unionisation of teachers and rodtkication workers. They are a key

stakeholder at the other end of the spectrum, énblnking and insurance sector, which is
also highly unionised across major OECD and emgrgiconomies. As mentioned above,

UNI Finance is campaigning for working conditiomsthe banking and insurance sector that
are conducive of “responsible sales practices” ahabted a “Model Charter” in 2010 to be

signed by financial groups individually and in whiconsumer protection is a central

objectivée”®.

25. Trade unions have also been active in natipolty debates on financial education-
related issues. A good example hereof is the Safriban “Charter of the Financial Sector”

in 2004 which commits banks, insurance companied krokers to attaining specific
objectives with regard to the provision of finann@arvices to households and access to bank
accounts and insurance as well as financial edwéatiMore recently, the American labour
movement has been instrumental in ensuring consproggction remain a centrepiece of the
post-crisis financial reform process in the US. TAEL-CIO has been running a public
campaign in 2011 to support effective implementatioincluding appropriate funding — of
the newly created federal-level Consumer Finan&ladtection Bureau (CFPB). At the

http://www.uniglobalunion.org/Apps/uni.nsf/pageséice _orgEn

“ Trade Unions and Financial Inclusion The casecft$ Africa,Cédric Ludwig, Working Paper No. 51, Social
Finance Program, Employment Sector Internationlblia Organisation, Geneva, 2006
http://www.ilo.org/wcmsp5/groups/public/@ed_emp/doents/publication/wcms_106330.pdf
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international level, financial education and prtitat is a recurrent topic raised by Global
Unions in their statements to the G20 and to tmakgial Stability Board (FSB). Writing to
the FSB in May 2012, trade unions stated that warled households need to be better
protected against predatory sales practices.

A critique of the OECD Principles

26. Trade unions have been fairly critical of trevnOECD High Level Principles on
consumer finance protection. Following the adoptidrthe text by the G20 in Cannes in
November 2011, the TUAC stated that best the Principles will have very limited impan
the ground and, at worst, they could serve to umiee efforts to strengthen financial
regulation and supervision by giving uncritical gapt for self-regulation and voluntary
approaches The weak requirements contained in Principle® not meet the public’s
expectations regarding ‘the power of sanction, disclosure and transpareatyroducts,
working conditions within credit and insurance ihgions and their sales agents, and the
role of civil society in promoting financial consenprotectiori?’. The text lacks ambition in
ensuring proper protection for consumers and Isdfiwith caveats in favour of bankers’
interests. According to the Principles, bankers armattgage sellers shoulceideavour to
avoid’' conflicts of interest.

27.  Together with the ITUC and UNI, the TUAC callggon the texttd be reviewed and
improved to effectively empower consumers and enBnancial services providers adopt
responsible sales practic&s. Specific trade union proposals to rebalance tECD text
were made, included:
- Enhancing the powers of regulators, including tbegr of sanctioning;
- Developing higher standards for disclosure andsparency of financial products and
services to customers;
- Ensuring that working conditions within credit amdurance institutions and their sales
agents are conducive to equitable and fair treatimiecustomers;
- Recognising the role of trade unions in promotingricial consumer protection;
- Committing G20 countries to support independent aepresentative civil society
consumer groups;
- Ensuring that the Principles are binding on G2Qila&grs, banks and insuréts

Educating for rights and for empowerment

28. Moving beyond the critique of the OECD framekyawe can identify a few guiding

principles. First, financial education makes seifisé leads to effective empowerment of
workers, households and their communities. Empowatmn turn helps rebalance the
bargaining power in their favour, be it with empdoy or with their banks and other financial
service providers. Second, financial education khaim at triggering policy and regulatory
change to redress and not support, the currerd taemard individualisation of financial risks
at large and their transfer onto the shouldersdividuals and households.

% Trade Union Statement to Financial Stability BoRtenary Session, Basel, 10 January 2012
http://www.tuac.org/en/public/e-docs/00/00/0A/5@dment_doc.phtml

22 Statement by the ITUC, UNI & TUAC to the PlenamsSion of the Financial Stability Board (FSB) - lgon
Kong, 29-30 May 201 attp://www.tuac.org/en/public/e-docs/00/00/0A/FRédment_doc.phtml

2 Joint contribution by the TUAC, the ITUC & UNI Fince to the OECD public consultation on Draft G20
High-Level Principles on Financial Consumer Pratett30 August 2011
http://www.tuac.org/en/public/e-docs/00/00/09/7 tdment_doc.phtml
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29. These two principles — financial educationrfghts and empowerment of workers and
households, financial education to oppose indiMidagon of risks — are of key importance in
the current policy debate on pension reforms asudsed above.

30. Financial education as a means to communityograpnent also has special bearing
in the informal sector and the development of niinemce in developing and emerging. It
can help bring vulnerable groups back into the sdreconomic system. And it could prove to
be an important aspect of future gender policreduding reduce the gender wage gap. Trade
unions have in place many programmes on equal appbes but also on development and
decent work, where women are a central f6tu@n that there surely is considerable room for
improvement at the OECD. It is as late as in 20t the OECD’s INFE created a subgroup
on empowering women through financial awareness eddcation to review existing
literature and to Better understand the causes and consequencesffefirdj levels of
financial literacy by gend&f®. The OECD G20-endorsed High Level Principles agaph
2011 do not sufficiently address the case of viabler group®.

Promoting civil society-led financial education

31. Trade unions should also push and support egreale and responsibilities for
consumer associations and other civil society asgdions in the delivery of financial
education. By definition they are in close contaith communities and consumers which is
essential for assessing the particular financialcation needs of individuals and vulnerable
populations.

32.  The promotion of independent and well-fundedsciner associations is all the more
needed considering the overwhelming lobbying posteéhe banks. Private sector groups are
well represented and vocal in international forwndinancial education. Making the case for
free of conflict civil society-led financial edudtat programmes is particularly important

given the rising interest for increasing financiberary in schools. Private sector

representatives should not be able to participatefluence in any way the design of didactic
materials aiming at financial education which skiofirmly rest in the hands of teachers

themselves.

Moving forward

33.  The fact that financial education has beconggobal policy issue is to be welcome.
But policy discussion on financial education shoblel inclusive and involve consumer
groups, trade unions and other independent civiesp organisations on equal footing with
banks and business groups. This is all the mordatkeonsidering the potential conflicts of
interest of banks and financial service providerghe delivery of financial education as well
as the power of their lobby groups.

34. On substance, it is essential to make thebetlween education and empowerment and
from there, to help rebalance the bargaining pafevorkers and households in their favour.

24 Gender, Development and Decent Work: Building ax@mn Agenda — ITUC & TUAQttp://www.ituc-
csi.org/tuac-gender-development-and-decent.html

% Empowering Women Through Financial Awareness atatBtion — Hung, A., J. Yoong and E. Brown,
Working Paper No. 14, OECD 20b#p://dx.doi.org/10.1787/5k9d5v6kh56g-en

% An early draft version of the Principles includadstand-alone principle calling for vulnerable grsuo be
granted special access to education and protedfios.proposal however was opposed by business graug
bankers — on the ground that any such speciahtezgtcould weaken the “level playing field” and rcwunter
to free competition — and the text disappearetiénfinal version adopted by the G20 at the Summ@annes.

9/10



Education programmes should be designed in a watyhitlp oppose, not support pas trends
toward individual of risks .

35. To be effective financial education needs tohgad in hand with strong consumer
protection legislation but also with a change iae Business culture of the financial sector. If
delivery of financial education and protection ecbming a challenge for policymakers it is

in a large part due to the past decade drive tofwaadcial innovation fuelled by short-termist

speculative objectives. Banks need to go back & lhsics of what banking is about:

embracing a “creditor culture” that gives primaoydustomers, not to shareholders. It also
requires financial services providers’ remunerastmicture, working environment and sales
policies to be consistent with financial educatoinjectives.
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