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Research context

A The provision of consumer information about financial and
Investment products is an essential aspect of consumer protection
legislation.

A The intention of providing financial information to consumers is to
make the product specifications clear to them so that they can
compare products and make informed investment decisions.

A However, regulators and the market sometimes doubt the
effectiveness of the provision of financial consumer information.
Some question how thoroughly consumers read the information,
and even if the information is read, and how well consumers
understand what is being conveyed.

A Through this project, the Retirement Commission want to better
understand I nvestorsd needs for | N
them to make informed investment decisions.
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Research purpose and objectives

Overall aim:

To understand customerso I nformati o
decisions, and to provide guidance on how to best present
iInformation in disclosure statements.

Specific research objectives:
AUnderstand retail investorsd infor

A Understand what information is useful and not useful at the time of
making the investment decision.

A How this information should be made available.

A What the optimum amount of information is that investors require to
make prudent financial choices.

A Test with retail investors potential formats of information.
Retirement Commission
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Who are retail investors?

This research included a range of the following types of investors:

A Experts o they do their own research and rely on their own ability and
judgement to make a wise decision.

A Prudent Direct Investors & they do some of the research and rely strongly
on the information provided by companies with financial products.

A Prudent Investors with Advisors & they try to do some research and
partly rely on the advice and recommendations of an advisor.

The following investors were not included in this research:

A Professional Investors & they manage their portfolio of investments,
which are their main source of income.

A Brokers/Financial Advisors & they invest on the advice of a trusted
broker or advisor and do not rely
iInformation to make their decisions.
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What did we do?

A We undertook four focus group
discussions and 12 individual
In-depth interviews among
retail investors in Wellington
and Auckland

A The fieldwork took place in
September 2009

A The sample structure among
iInvestors is outlined in the
following tables
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What did we do?  continued

Group discussions

Lower income, lower to medium confidence levels* Wellington 1

Higher income, medium to higher confidence levels Wellington 1

Higher income, lower to medium confidence levels Auckland 1

Lower income, medium to higher confidence levels Auckland 1

Total 4 group discussions

* Confidence |l evels refer to the respondentds self rated confi de

Individual in -depth interviews

Lower to mid range income 4

Mid range income

Higher range income 2

Total 12 interviews

Income levels are broadly defined as:
0 Low to medium range = Up to $100,000; Medium to high range = Over $100,000

Brunton
- = h—hthihiih ek b -ttHr it ..., ——_———— .S S O ——_™SMDW .

* Retirement Commission



What did we do? Continued

Across the group discussions and interviews we ensured a range in
the type and number of financial products held by each retall
Investor: (property investments are excluded)

A High interest call account

A Term deposit/term investment

A Other deposit accounts

A Unit trust or managed fund

A Shares

A KiwiSaver (government superannuation scheme)

A Other work -based superannuation or retirement savings
A Personal retirement savings or superannuation
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What did we do? Continued

We also ensured we included a range of demographic criteria:
A Age (20 to 75 years old)

AVariety of ethnicities and cul tur a
Pacific Peoples, Asian and European/New Zealand European)

A Variety of family situations (e.g. single, partner, with children)

To

Main or joint decision -making process in the household
A Gender

*." Retirement Commission
Brunton e



12

Factors impacting on
l nvest or s0
making process

*. Retirement Commission



Introduction

This section explores the factors that influence the way that investors
make their financial decisions.

While several factors influence investment decisions, two key factors have
however emerged from the interviews as being prominent in the decision -
making process. They are:

A Being an emerging or a mature investor,
A Making a passive or an active investment.

We start by exploring the first factor (emerging -mature investor), which is

rel ated t o an-peraeived IsvelofrcanBdenseawhdn making a
financial decision.

This is followed with an outline of the second factor (passive -active
l nvest ment ), which iIs related to an inv
making a financial decision.

We also identify the other influencing factors.

Retirement Commission
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The first key dimension is about the type of investors

One key dimension influencing the way in which investors make
a financial decision is their self -perceived level of confidence

EMERGING INVESTORS MATURE INVESTORS
These investors have limited These investors have some/a
knowledge and lot of knowledge and
understanding of financial understanding of financial
matters. They also have matters. They also have
limited exposure to and some/a lot of exposure to
experience of financial and experience of financial
investments. investments.
These investors have a low These investors have a
level of confidence: they relatively high level of
feel unsure and insecure confidence: they feel
about making an familiar with and self -assured
investment decision, they about making a good
need support and investment decision with little

reassurance. support.
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Exposure to and learning about financial investments

leads to increased self -perceived confidence

Education process:
search for verbal and/or
written information and
knowledge

+

Hardly any exposure to
and experience of

financial investments over Higher self -
: time -
Lower self -perceived or - perc_:elved
confidence Some/a lot of exposure to confidence
EMERGING INVESTORS and experience of a MATURE INVESTORS
(very little knowledge variety of different (some/a lot of
: financial products over
and experience of fime . knowle.dge and
financial investments) or experience of
Some/a lot of exposure to financial
and experience of the investments)
same financial products
over time
No education process Lower self-perceived
and harqlly any exposure ‘ confidence
to/experience of

EMERGING INVESTORS

financial investments

Brunton




Self-perceived confidence is influenced by information on,

and experience of, managing financial products

Aself-r at ed confidence | evel does not |
knowledge/experience of financial investments:

A Investors with relatively high exposure  to and management of financial products
tend to rate themselves the highest.

A Investors with some exposure to and management of a variety of financial products
tend to rate themselves medium to high

A Investors with very limited exposure to and management of financial products over
time tend to rate themselves  relatively low .

A Investors managing a narrow range of financial, low  -risk products may rate
themselves highly (they repeat the same investment procedures, therefore they
believe they know it all, but they may not actually be that knowledgeable).

SelFfawareness on financi al matters i s subject
perceived confidence is reasonably accurate, it is not always accurate for some
investors who repeat the same basic investment procedures on an ongoing basis.
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The second key dimension is about how investors make

thelr decision

The second key dimension influencing how investors make a financial

decision is their involvement in the decision

These investors show a very
low level of personal

involvement in the decision -

making process. They take out
financial investments on
someone el sebd

recommendation, but they let

their I nvest ment

t hhemsel vesd.

These investors do not feel a
strong sense of ownership of
and responsibility towards
their investments, which is
consi dered a 0o6bo

e

-making process.

ACTIVE INVESTORS

These investors show a

relatively high level of
involvement in the decision -
making process. They select
their investments carefully in
view of the information and
knowledge they have. They

actively manage their

investments.

These investors are committed
to the success of their
investments and feel a sense
of ownership of and

h edBponsibility towards them.

*" Retirement Commission
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The 1 nvestorso | evel of

circumstances surrounding the acquisition of the investment

| nvest orso reactions are different
themselves or if they take it out on the strong recommendation
and advice of somebody close to them:

A Investors who actively select a financial product show their commitment and effort
to making the best decision possible at the time. They feel some ownership of and
responsibility for both the investment decision and the type of product invested
into. These investors are more inclined to learn about the investment.

A Investors who are convinced by a trusted person to take out an investment, and
do not check it out themselves (passive investment), may not feel the same level of

ownership and responsibility towards the i
after itselfd, and investors accept that t
return. These investors show a low level of involvement in managing their
investment and learning more about it.

A However, l nvestors who take out a financi a
recommendation do not necessarily remain passive. They may be motivated to
learn about it and manage the investment to make it grow.

An i nvestoros 1 nvolvement I n their

Retirement Commission
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There are ot her factors th

decision-ma ki ng process

A Level of risk associated with financial products d some investment
products are perceived to have higher levels of risks than others. For
example, shares are riskier than term deposits, because their rates of return
are not guaranteed. All investors think about the risk factor when deciding
on an investment, and in the worst case scenario, if they can afford to lose
all their investment. Investors who treat some of their investments as
Opocket moneyd may be more inclined toc

on their investments as a source of income.

e | § nNvest.
io_The rlsk_needs :to‘b?obecalggnﬂoleYogThey
Investment companies] really | need to have a
need to show what the real risk
portfolio to eliminate

is and it should be an | i ,
. th szks 0
|l ndependent assessment

_____________________________________________

__________________________________________________________

ol want to knoiw t he ri
where the money is goin

I ] :.:_'5_5 ) . )
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There are ot her factors th

decision-ma k1 ng pr oc e S S Gontindedn

A When making a decision, investors look at level of risk in conjunction
with the purpose and duration of the investment. They try to strike a
balance between short -term safe investments, short -term risky
investments, long -term safe investments and long -term -risky investments.

A When making a decision, investors also take into account the
diversification of their investment in order to spread the risks (e.g. having
one investment may be riskier than having a portfolio of different
Investments)

oWe prefer to have a
for safety. We have shares, to have a
dabble, with three different companies. We
spread the portfolios. We can sell them if |
extra cash is required inthelong -t er m. &

nission




There are ot her factors th

decision-ma ki ng pr oc e S S GontindedN

A Personality of the investor & some investors like
taking risks and see financial investments as a
gamble, while other investors believe that financial
Investments should be guaranteed and provide a
known return. The former investors acknowledge
that financial investments may contain a level of
risk and therefore may be more inclined to take
out products involving higher risks. However, the
latter investors may be more inclined to take out
less risky products.




Some factors do not influence the ways in which investors

approach financial investments

The foll owing factors seem to play
decision -making process:

A Gender 8 both men and women make financial decisions based on
factual information and personal emotions.

A Ethnicity & whatever their ethno -cultural background, investors try to
make the best financial decision possible.

A Age &younger and older investors alike want the best return for their
Investment. However, it can be argued that:

0 Younger investors make riskier/more aggressive investment decisions, as they
are potentially able to recoup their losses through the rest of their life (e.g.
young adult entering the labour market vs superannuitant)

d Older investors have a lot of knowledge and experience about financial
investment, therefore they are able to make riskier yet good financial decisions

o1 would do the leg % olf youdre young, Vyou
share the final decision. Since we are You can have a more aggressive
both income earners it would be a joint i [investment] strategy:.

idecision as to whose you canot afford it




Some factors do not influence the ways in which investors

approach financial investments, Continued

A Income level & in theory, people on a lower income tend to
have smaller/less investment than people on a higher income,
due to the availability of money.

d Furthermore, it can be argued that lower income investors may
have less incentive to know about finance and be interested in
financial decisions, as they are limited in their investment potential
and therefore financial returns.

However, it is not the income level per se that influences
|l nvestorsod®6 behaviour towards i nve
Investment in proportion to their income.

0 Some investors strongly rely on the amount invested for a later stage
in their life (e.g. retirement), therefore every dollar counts. Other
investors may be in a better financial position to suffer an
investment loss.

Retirement Commission
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Some factors do not influence the ways in which investors

approach financial investments, Continued

A Family situation & single investors, couples with children and
couples without children/grown  -up children aim to make the
right investment decision for themselves and their family.

*." Retirement Commission
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Information that investors want
to know when making a
financial investment decision.

Depending on the type of
Investor (emerging or mature)
and depending on the way
they acquire their investments
(passive or active), these
Investors have different
iInformation needs.

Introduction

INVESTORS




What investors want to know when making investment decisions

N depends on the two key dimensions that influence their decision

PASSIVE ACTIVE

No research
(information
comes to them)

EMERGING

Very little, or no

research today,

but used to do

research in the
past

MATURE

" Retirement Commission
Brunton i



Emerging investors 0 Passive investment .

Emerging investors who take out financial investments on

someone el seds recommendation but
Investments do not take an active part in the management of

their products.

Their knowledge, experience and understanding of financial
Investments is minimal.

___________________________________________________________




Emerging investors 0 Passive investment .

They may not look for information about their investments or
throughout the duration of their investments.

They may come across some information related to their
Investments that they may read/discuss, but this is not planned,
structured or goal -oriented.

_____________________________________________________________

_____________________________________________________




Emerging investors & Passive investment, continued .

K{0]

| I

Emerging investors think that they should know about financial
matters and be more involved in the management of their
Investments, but they feel insecure about their lack of knowledge
and experience. They do not want to appear ignorant, so they
do not like asking many questions or looking for information.

Once prompted with different types of financial information that
could be available, they want to know about:

The interest rates of the product,
The level of risk associated with it,
The duration of the investment and
How much profit they could earn

To To Io T

Emerging passive investors have a limited interest in and
knowledge/experience of financial investments



Emerging investors 0 Active investment

Emerging investors want to make the best financial decision and
look for information, but they generally have little knowledge,
experience and understanding of financial investment.

They do not understand the financial jargon used by experts or in
financial documents, or only very little of it (e.g. PIE and MER).

Their knowledge of financial mechanisms and financial products
I's |1 mited . 0. does Or i

excited about |
really know how

Emerging active investors have a limited knowledge and
experience of financial matters, but they are keen to learn and
manage their asset base




Emerging investors 0 Active investment, continued

32

Once prompted with different types of financial information that
could be available, they want basic information that explains in a
simple way the main characteristics of the products:

A Information about the company:
Company name
Address of the head office

Contact details (e.g. phone number of general inquiries, phone number of
Omaking a complaintdo, fax number)

Internet address
Companyods history (starting
Reputation of the company
- oDonodot know who i .
, 't omorrow at 9 aknowwhatu |
want to i{know t herustis. How can you identify |
contact details so | . companies within companies? Hard to
can find more i . ascertain who you are dealing with
i 5 someti mes.




Emerging investors 0 Active investment, continued

KX]

A Information about the directors and trustees:
Names of all the directors and trustees
Their experience in managing investments
Their contact details (e.g. DDI, mobile phone number, fax number, e
address)
Their photograph

A Information about the investment manager:

d Name
0 Contact details (e.g. DDI, mobile phone number, fax number, e -mail address)

0 Photograph

oOoHavi ng names
directors/ manageris],
personal, more trustworthy. They put |
r name




Emerging investors 0 Active investment, continued

34

A Information about the investment:

ox

Explanation/definition of the product

Definitions of other terms in a glossary

Basic, simplified explanation on the financial mechanism related to the product
Current performance of the product (and past history)

Comparison with five or six similar products

Terms and conditions .

When and how the product can be taken out try
Fees to set up the investment through them.
Duration of the investment Real |y

0
0
0
0
0
0
0
0

EOReturn. Ho w Stronb tihey)lart?y W%Wska
long they have been going. How . information but a lot of i
. established. Financial report of last that fine print is really

2 € hard to




Emerging investors 0 Active investment, continued

35

A Information about the investment (continued):

When and how the money can be retrieved from the investment
Fees for breaking the investment before term

Hidden fees/costs, as well as situations/events when the investor may be
charged extra (all these need to be listed)

Interest rates/rates of return
If the interest rates are guaranteed, or not

Mi ni mum and maxi mum amounts t hat need t
bracketsodo that determine a different [

Fees and process to transfer ownership of the investment to another person
Fees and process to invest more money in the same account/investment
Reminder when the investment term falls due

Regular updates on the product in general and the investment in particular

(e.g. statements)

Variety of numerical examples (e.g. small, long -term investment with a positive
return; large, medium -term investment with a negative return) d specific
information (percentages and $)




Emerging investors 0 Active investment, continued

36

A Information about the investment (continued):

0 Risks associated with the product/investment

d If the investment is in a portfolio of different products, all the above
Information need to be available for each product (e.g. risks,
interest rates, fees) d the percentage proportion of each product
needs to be made clear in the portfolio

0 Application form at the end of the document

. . OHow much experl
think the mainit hitegv é St oy own dneeresdt a

to write it for the lowest common § . believe in making a decision

denominator, a lot of people § . right then. Sometimes | can

need to see such as x dollars will . carry it for 6 im

. equal y after z years. | think a lot § . believe | can understand the '
. of prospectuses to a lot of people | i paperwork rig h t
' will go over t hiei k-heado 6




Mature investors 0 Active investment

Mature investors, who make an active investment, require the
same type of information as the emerging/active investors.

However, mature investors require this information in more depth. They want

the finer, technical information surrounding the investment (e.g. who are the

mai n sharehol ders, what 1 s the company
few years and what is the projected return of the product).

OWhat you real | to know i s

what are they investing in? |
What 6s the exposur L Whr-a-t-

they investing? That info is hard . oPast perfor ma n L
to get hold of .10  rerymsto expect. Exit
' strategy on




Mature investors 0 Active investment

They understand more of the financial jargon, as well as typical financial
mechanisms and products.

They have accumulated their knowledge, experience and understanding of
financial investments over time (through casual, opportunistic experience or
through a desire to educate themselves about finance).

. 0l t O0s 0 F ! SOOKMEOW! & digle, someone

. tell you everything in 5 . | craft, a professional. When | fly | want

. minutes but you need to i the worl dés highest

. do more research from . | guy first year out of school. He may have

. what they have said, then . i the information on how to fly but | want .

. do more rese@rehedguy with knowledge




Mature investors 0 Active investment, continued

As with the emerging active investors discussed previously, the
mature active investors also want basic information about the
company, its directors and trustees, the investment manager, and
the 1 nvest ment 1 tself (refer
needs for detail).

Mature active investors also want to know the following:

A Information about the company and the directors/trustees:
Legal structure of the company and its ownership structure

Their CVs, detailing their qualifications, professional career and experience
In managing investments

Their role (what do they do exactly?)

A Information about the investment manager:
d CV (experience of managing financial investments) of fund manager




Mature investors 0 Active investment, continued

A Information about the investment:

Projected returns
Tax implications

Possibility of switching to another product with the same company, or
to another product with another company, or to the same type of
product with another company

Implications of switching products (e.g. in terms of fees and financial
mechanism involved)

Any change, or alteration to the product/investment (and subsequent
contractual obligations)

Risk/security rating for the product, as well as the exact meaning of
the rating

Who determined the rating (e.g. independent financial organisation
or government agency), and according to what criteria/rules

Sustainability of the fund
Code of practice
Expert financial analysis and comments from finance professionals




Mature investors o Passive investment

Mature investors who take out a financial investment on someone
el seds recommendati on already have
financial products.

However, they will look into the investment more specifically in
order to understand its precise terms and conditions, as well as the
companyo6s obligations.

In addition to the information explained in previous slides for
mature active investors, these passive investors also want to know
the following:

A Information about the company and people involved in the fund
management:
0 Background information on the company and fund managers

A Information about the investment:
0 Specific terms and conditions of the investment



What type of information is considered

unnecessary for investors?

For emerging investors , there is a large gray area between necessary
and unnecessary information:

A Before being prompted, given their limited knowledge and experience,
as well as their lack of understanding of financial jargon and
mechanisms, these investors are not sure about what they should know
when investing and what is peripheral information.

A They consider that all the information provided through basic
documents, investment statements and prospectuses is necessary, but
Is aimed at different types of investors, not necessarily them (e.g. basic
brochures are aimed at themselves while prospectuses are aimed at
financial experts).

A The basic document contains all the I :

information they currently need and 8The stuff ¢th
understand, and when they become more g understood is not ’
familiar with finance and investments they | needed [in the .
will be able to understand more complex | brochurel] .io

documents, although they may not
necessarily want to.

______________________________________________



What type of information is considered

unnecessary for investors? continued

Some emerging investors mentioned that documents should
avoid information that is irrelevant to the product described in
the document (ono paddingd, su
and OA helping handodé in the |

______________________________________________

OWhen you get
up in things that are .
i rrelevant, i

______________________________________________




What type of information is considered

unnecessary for investors? continued

Mature investors are somewhat vague about the nature of
unnecessary information:

A Given their existing knowledge of various products and companies, they
only read sections of interest to add to their knowledge. So, for them, the
sections they do not read are unnecessary, although they acknowledge
these sections are useful for others.

.f A Mature investors, who look for technical and
\ = specific information, tend to read detailed
2N materials (e.g. investment statement and
\":’ prospectus rather than basic brochure).
pZ Therefore these documents need to provide
“'7. detailed information, which may be

\‘ considered unnecessary by other investors.
)




Ways investors access
Investment information




Emerging and mature investors rely on different

EMERGING INVESTORS

Talking with family members,
close friends and work
colleagues (if they are in the
same situation)

Talking with bank manager
or financial advisor

Searching the internet (e.g.
Googl e and bank
compani esdo webs

Reading brochures,
pamphlets, advertisements
(more appeal if these are
personally addressed and
sent to the household)

sources of

MATURE INVESTORS

Talking with financial experts
(e.g. broker/bank manager,
solicitor)

Talking with family and
friends if they are
knowledgeable enough

Searching the internet (e.g.
€oogl e and bank
compani esdo webs

Reading investment
statements, prospectuses
and other material from the
finance companies/banks

*." Retirement Commission
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Emerging and mature investors rely on different

EMERGING INVESTORS

al ways think
family who you are able to talk
to in a more relaxed
environment .

tend to have

friends. | will go to the person
who | think will know most

about t he i

| ooki ng at.

| O m goodle sur

everythi

OFrom the compan
have a pamphlet. Something

| can | ook at

NV e 3

ng. (

sources of

MATURE INVESTORS

o | seek knowl
information. | want knowledge
from an

0d speak to s
done it (an investment) and
done 1t

seek advi ce
advisors. Word of mouth in the
legal and accounting
fraternity

o(l 6d get
NBR, independent. Not the
information put out by the company.
They present the information in the
best light. A lot of these finance
companies were saying that
everything was fine and then they
coll apsed. 0

f

e (

0)

Il nf or mat I

expe

Ssucce

r

pl a




M-~

But they

EMERGING INVESTORS

The primary source of trust is
the I nvestor
(verbal information).

Networks are consulted to
help the investor decide.

These investors want
reassurance and
education.

gl ve them a

MATURE INVESTORS

The primary source of trust is
othre ldacumentation (written
information)

Documents help them
decide 0 they then ask their
networks for confirmation.

These investors want
technical information.

*." Retirement Commission
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Introduction

This section discusses how

communications materials
can most effectively be
presented to investors.

— We explain some general
principles around written
communication, followed by
an analysis of specific
examples of graphics and
written text.




Emerging and mature investors are sensitive to the way

that financial information is communicated to them

For investors to receive financial information openly and treat it
seriously, written communications materials need to convey the

following:

————————————————————————————————————————————————

. Transparency and honesty 8 investors
. want to know that companies are !
' able to provide all the information
" they require to make their investment
. decision. They have to rely on the
information provided by the :
' companies. Some of this information is
. complex and investors, especially the
. emerging ones, need to be able to
. critically assess the accuracy and :
'validity of the comp:
If a company does not trade
transparently or provides
. dishonest/misleading information, :
' investors become suspicious about
the overall management of the
investments.

————————————————————————————————————————————————

Objectivity & when companies report
on their products, they need to be
neutral and fair, and not biased or

misleading.

O
anyﬁl’ﬁ‘ gr‘,miat i on.
\
o
&
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Education i nvestors are wary .
advisors paid on commi ssi
perceived as being a o0sal e
formative knowledge rather than a
demonstration of the superiority of a certain
product.

____________________________________________________

Real, practical information & documents
need to provide investors with real and
practical information. Although general
information enables them to put their :
investment into context, they also need
specific, numerical examples related to the
selected product.

Investors are concerned that if documents do not convey a sense of

professionalism and knowledge , they reflect badly on the company, and
therefore on the management of the investment.
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For both types of investors, an effective document is one that
takes into account the following aspects:

Structure of the document with a table of contents

Language used

Overall layout of the sections (e.g. level of detail and headings)
Font

Visual information through graphs/charts and tables

To o Io Do To I

Other information mentioned by investors

A detailed discussion of each of these aspects follows.
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STRUCTURE

Strengths
\/' A table of contents enables readers to
kn OW Wh a.t the dOCU ment |S abOUt, PART A Summary of the Key Features of this Investment p3-4
espeC|a| Iy |f they are u nfam | I |a-r Wlth PARTB Explanation of the Investment PS5
financial documents e e =
at will happen to my money if | invest? P
V' Readers are able to go straight to the ekl pe
. . . Is this a long term or a short term investment? p6
section they want instead of going What will my returns be like? p6
What are my investment options?
through the whole document e e’
What is the worst case scenario? 11
How much do | pay? Z 11
Can the investment be altered? p12
How do | cash in my investment? p12
Weaknesses What are the charges? p13
. Who is involved in providing it for me? p14
X When the docu ment IS too Short (eg . Who do | contact with inquiries about my investment? p16
- Is there anyone to whom | can complain if | have problems p16
four pages) It seems unnecessary to llh the investmeit?
InCI ude a table of ContentS, althou g h What other information can | obtain about this investment? p16
some investors may find it useful

X If the table of contents is too
extensive, readers may be lost in the
detail
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Strengths
V' Investors see at one glance the

Weaknesses

X

STRUCTURE

readers to quickly find the information they want, Continued

main characteristics of the product
d this one -page summary is
important for emerging investors, as
it gives them an idea of what to
focus on in the later sections if they
want more information

The oversimplification of the
information is confusing and
misleading (even more so for mature
investors who have already some
knowledge)

The content needs to be spaced and

not have thick frames around each

secti on, as i1t I s too 6enclosedd and
heavy
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