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for Finance in Europe” — is a cooperation of the Center for
Financial Studies and Goethe University Frankfurt. It is
funded by the LOEWE initiative of the State of Hessen
(Landes-Offensive zur Entwicklung wissenschaftlich-oko-
nomischer Exzellenz). SAFE brings together more than 40
professors and just as many junior researchers who are all
dedicated to conducting research in support of a sustainable
financial architecture. The Center has two main pillars:
excellent research on all important topics related to finance;
and policy advice, including the dissemination of relevant
research findings to European decision makers from the
realms of politics, regulation and administration.

In order to promote a fruitful exchange with interested par-
ties from politics, academia, business and the media, SAFE
issues a newsletter on a quarterly basis. This aims to provide
an overview of the Center’s ongoing research and policy ac-
tivities. The SAFE Newsletter succeeds the House of Finance
Newsletter, which was published between 2009 and 2012.

SAFE is based at Goethe University’s House of Finance,
however extends beyond by drawing on scholars from other
parts of Goethe University as well as from fellow research
institutions. The Center builds on the reputation of the House
of Finance institutions, serving as an interdisciplinary think
tank on the issue of finance.
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Inequality has always been an important aspect of economic
research. In the last decade, it has gained additional momen-
tum due to the work by Thomas Piketty and his co-authors
as well as the relatively low interest rates and the adverse
effects they may or may not have on trends in inequality. In
the macro finance area of the Research Center SAFE, we plan
to analyze this topic more closely, in particular with respect
to financial markets.

There are two main lines of research on inequality: i) inves-
tigating the sources of it, and, once these are understood,
ii) analyzing appropriate policies to mitigate trends in
inequality or, in a broader sense, to improve welfare. This
should be defined by a criterion which encompasses both
inequality and inefficiency, as policy measures that fight
inequality usually have negative consequences for the effi-
ciency of the market economy.

There are a number of research projects in SAFE on both
aspects that have recently started. With Nicola Fuchs-
Schiindeln and Zhao Jin, | investigate whether a high edu-
cational background of parents, who invest into their
children in terms of money and/or time, is adding to trends
in inequality. As we observe that highly educated people
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increasingly marry alike, this effect might amplify inequal-
ity. A second project with Dirk Krueger and Fabian Becker
looks at the types of early and late educational policies that
are needed in order to create more equal opportunities.

A project with Ctirad Slavik and Alexander Monge-Naranjo
analyzes whether financial market liberalization has added
to the trends in inequality that we observe in recent decades
because liberalization has made it easier for some parts of
the population to expand their income by becoming more
productive.

Last but not least, a larger team of researchers will look at
how retirees are affected in their income positions by low
interest rates as well as by the high unemployment periods
that we observed in Germany in the 1980s. Depending on
the exact precautions that people have taken with regard
to their old age provision, these developments might be a
big risk to many households that are going to retire within
the next decades. The question is whether —and, if so, how —
we need to redesign the pension system in order to reduce
trends in inequality, in particular old age poverty.

I will report on the findings of these projects in later issues
of this newsletter. In this issue, the topic is touched on in
an interview with Andreas Hackethal on financial advice
(p. 8) as well as in a guest commentary by the Hessian
Finance Minister Thomas Schdfer on his proposal of a
“Deutschland-Rente” (p. 14).

Yours sincerely,
Alexander Ludwig
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Grigory Vilkov
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Regulation of financial markets is often
motivated by the desire to enhance
stability, to rule out anti-competitive
behavior and to limit negative exter-
nalities, such as destabilizing effects
on the markets by the behavior of an
individual investor or institution. The
recent financial crisis, which caused
intensive negative feedback from fi-
nancial markets to the real sector, has
raised concerns about the ability of
financial market regulation to stabilize
financial markets and improve macro-
economic outcomes. In this paper we
analyze the intended and unintended
consequences of various regulatory
measures aimed at reducing fluctua-
tions in financial as well as real markets
and improving welfare.

We concentrate on three measures that have
been implemented or proposed by regulators
in response to the financial crisis: borrowing
(leverage) constraints, the Tobin financial trans-
actions tax and portfolio (short-sale) con-
straints.

Which measure is the most effective?

We evaluate these three regulatory measures
within the same dynamic, stochastic general
equilibrium model of a production economy with
endogenous growth to compare within a single
economic setting both the intended and unin-
tended effects of the different measures on the
financial and the real sectors. We address the fol-
lowing questions: Of the three regulatory mea-
sures we consider, which one is the most effect-
ive in stabilizing financial markets? What exactly
is the channel through which each measure
works? What will be the impact —intended or un-
intended —of this measure on other financial vari-
ables and the spillover effects on real variables?
Would more tightly regulated markets be more
stable and increase productivity and welfare?

The model we develop to address these questions
has two central features. The first is the presence
of two distinct motives for trading in financial
markets: (i) hedging of labor income risk, i.e. in-
vestors use financial markets for risk-sharing; in
this case, financial markets improve welfare; (ii)
speculation because investors are uncertain
about the current state of the economy and dis-

agree about its expected growth rate. This specu-
lative trading increases the volatilities of bond and
stock returns as well as investment growth, raises
the equity risk premium and reduces welfare.

The second central feature is that we model an
additional risk that originates in financial mar-
kets itself, over and above the risk originating in
the production system. This additional risk aris-
es from the disagreement amongst investors: in
the eyes of each investor the behavior of the
other investors seems fickle so that itis seenasa
source of risk. The setting with endogenous pro-
duction allows us to analyze the feedback from
this financial market risk to the real sector and,
hence, the impact of financial market regulation
on the real sector.

We examine the changes that occur when we
introduce a particular regulatory measure to this
calibrated economy. Specifically, we study the
way the introduction of borrowing (leverage)
constraints, a Tobin tax on stock transactions or
portfolio (short-sale) constraints influences vari-
ous financial and macroeconomic quantities,
including welfare. To understand and illustrate
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Figure 1: Changes in welfare in percent due to different levels of regulatory measures, for economies with and without disagreement

the effects of the regulatory measures on opti-
mal risk-sharing we also consider an economy in
which agents always agree on expected future
growth, so that all trading is motivated by risk-
sharing rather than speculation.

Implications for welfare

The main finding of our paper is that all three
regulatory measures we consider have similar
effects on financial and macroeconomic vari-
ables: they reduce stock and bond turnovers as
well as the risk-free rate of return and increase
the equity risk premium, stock-return volatility,
real investment and output growth. However,
the regulatory measures have very different im-
plications for welfare.

We depict the welfare changes for different
levels of the three regulatory measures, for
economies without disagreement (where
agents involve in trade only to share the labor-
income risks and dividend shocks) and with
disagreement (where agents disagree on the
state of the economy and hence also trade
for speculative reasons). The main reading
from Figure 1 is that only measures that limit
speculative activities without impairing risk-
sharing substantially improve welfare. For ex-
ample, a borrowing constraint limits speculation
by restricting access to funds needed to imple-
ment speculative trading strategies. However,
because borrowing is not essential for risk-shar-

ing, the “normal trading” is not impaired too

much, and benefits from reducing the specula-
tive behavior overweigh the reduction of utility
due to trading restrictions. As a result, in the
economy with disagreement, the welfare in-
creases for all ranges of implemented borrowing
constraint.

Similarly, a transaction tax improves welfare
in the economy with speculation because, while
it allows for small frequent trades to hedge
labor-income risk, it makes large and erratic
speculative trades less profitable. In contrast, a
limit on stock holdings, such as a short-sale ban,
can lead to a decrease in welfare as it limits risk-
sharing severely, while reducing speculative
trading only partially.
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Thus, to effectively regulate financial markets
it is important to identify the motivation
that leads investors when using different mar-
kets, such as risk-sharing or speculation. Also,
it is important to recognize that, even though
financial regulation may have the unintended
consequence of increasing volatility in financial
and real markets, this increase in volatility could
still be associated with an improvement in
welfare.
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Over the past decade commodity futures
markets were the focus of an intense
debate in the public and in academia.
The reason is that commodity spot and
futures prices, especially those for vari-
ous food commodities, oil and gas, had
increased to all-time highs. Equally, long
positions in these contracts held by
financial speculators who often trade
in index products written on a basket
of commodities increased sharply. The
volume of index-linked commodity in-
vesting went up dramatically from the
beginning of 2006 until the end of 2007
and the same happened with futures
and spot prices. Against this background,
the activities by financial speculators
on commodity markets were perceived
as harmful from a welfare perspective,
especially with regard to food commodi-
ties. In this paper we look into this issue
more closely.

Within this context, the term “financialization”
describes the phenomenon that commodity
contracts are traded for purely financial reasons

and not for motives rooted in the real economy.
Recently, financialization has been made respon-
sible for causing adverse welfare effects espe-
cially for the poorer parts of the population, in
particular in emerging countries, who have to
spend a large share of their income for commod-
ity consumption and cannot participate in finan-
cial markets. Consequently, it was suggested that
futures markets should be regulated tightly via,
for example, position limits (Schumann, 201).

Does financialization increase commodity prices?
Nevertheless, the debate about a potential
causality going from commodity investing to
excessive price increases is still ongoing, with
evidence both for and against the hypothesis.
One reason for this mixed picture is probably
that the empirical analyses are still plagued by
a number of problems. First, the financialization
phenomenon in the sense of strongly increasing
position sizes held by financial investors can only
be observed from 2004 onwards, i.e. over a rela-
tively short sample. Second, the data do not usu-
ally exhibit the quality needed to reliably study
potential causal effects. For example, it is often
hard to distinguish financial speculators from

other types of investors, such as agricultural
producers who trade for hedging reasons, and
to obtain their exact trading positions (Sanders,
Irwin and Merrin, 2010).

In this paper, we want to answer the question
of whether and under what conditions the basic
fact that commodity price risk becomes tradable
on financial markets leads not only to a price re-
action but, more importantly, to a welfare loss
for those agents who are prevented from par-
ticipating in these markets. In contrast to other
papers dealing with financialization from a pure
financial markets perspective, our model focus-
es explicitly on the double role of a commodity
as a source of consumption utility and as an in-
put into a production process.

A production economy with heterogeneous
agents

We analyze a general equilibrium model with
two types of goods and four types of agents.
The two goods are the basic commodity, which
represents a basket of basic commodities like
energy and food, and a “non-commodity” good.
Furthermore, there is a production technology



which can be used to convert the basic com-
modity good into the non-commodity good. The
four agents are an agricultural and an industrial
producer, a financial speculator and a commod-
ity consumer. The agricultural producer and the
commodity consumer are meant to represent
an emerging economy with agriculture as a key
sector and some basic commodity as the key ele-
ment of the consumption bundle. The industrial
producer and the agricultural producer derive
utility from the commodity good and the non-
commodity good. The financial speculator only
consumes the non-commodity good, while the
commodity consumer derives utility from the

commodity good only. The production technol-
ogy for producing the non-commodity good is
exclusively available to the industrial producer.

To analyze the equilibrium effects of financial
markets in this setup we compare different
scenarios with respect to the agents’ access to
them. In all versions of the model we retain the
assumption that the commodity consumer can-
not trade financial products. The quantities of
interest we compare across the different scenar-
ios are the agents’ wealth, consumption levels
and volatilities, spot and futures prices and their
volatilities as well as the reaction of all these
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Figure 1: Assets under management in commodities

key quantities to shocks in the sources of risk in
the system.

Benefits from financial market access

The main findings of our model with respect
to the role of financial markets are as follows:
First, access to financial markets is always ben-
eficial for the agents because it reduces their
consumption volatility. From a welfare point
of view it is important that commodity risk is
tradable, i.e. that the agricultural producer has
access to financial markets. Once she and the
financial speculator can trade on financial mar-
kets, not only do their own consumption growth
volatilities decrease but also those of the indus-
trial producer and the commodity consumer, so
that in this case all agents benefit. Furthermore,
compared to a benchmark case without financial
markets, spot price volatility is much lower. This
is no longer true when the financial speculator
only trades with the industrial producer. In this
case only the two financial market participants
enjoy a reduction in consumption volatility,
while we find the opposite for the agricultural
producer and the commodity consumer.

To sum up, while access to financial markets is al-
ways beneficial for the participating agents, the

SAFE « Research « Quarter 2/2016

effects for those who face severe hurdles in their
access to these markets are not uniformly clear.
Overall, our analysis provides new insights on
the role of financial markets in a setting where
agents have different consumption bundles and
where one group of agents in particular does not
have the chance to smooth consumption over
time and states via trading products like com-
modity derivatives, stocks or bonds.
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How to Help People to Make Better Investment Decisions?
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Andreas Hackethal is Professor of Perso-
nal Finance at Goethe University Frank-
furt’s House of Finance and Program
Director of the Research Area “Household
Finance” at the Research Center SAFE.
His empirical research is on individual
investment behavior, financial innova-
tions and the role of financial advice.
Hackethal is a member of the advisory
council of the German Financial Super-
visory Authority BaFin and a member of
the Exchange Experts Commission which
advises the German Federal Ministry of
Finance. He maintains a video-blog on
financial literacy and co-founded the
FinTech company vaamo.

Which are the most common mistakes you find
when analyzing private investors’ portfolios?

In Weber et al. (2015) we analyze eleven promi-
nent investment mistakes and find that three of
them lead to the highest costs for some 5,000 in-
vestors in our sample. The first is over-trading:
many investors trade too frequently which results
in excessive transaction costs. The second mis-
take is when people invest in small, illiquid stocks
- “lottery stocks” —that promise high returns but
put most of the investment at stake. The third
and most common mistake is poor portfolio
diversification, e.g. investors essentially place
bets on single companies, industries or countries
and bear specific risk that carries no return
premia. Overall, we find that private investors
on average lose four percent each year in risk
adjusted returns due to investment mistakes
(see Figure 1). This is a lot.

How can we help people to make better invest-
ment decisions?

There are at least three potential fixes. One is
financial education: to teach people the most im-
portant investment rules, such as diversification

and cost containment. However, most people

are already aware of these basic rules but still
feel tempted to chase extra returns by trading
on peer recommendations, opinions and techni-
cal rules. So, it seems that lack of willingness to
follow the prescriptions of text book finance
orthe lack of self-control are the main culprits. In
accordance with this view, many empirical
studies found that conventional financial educa-
tion programs are too weak to change behavior
(e.g. Fernandes et al., 2014).

Another possibility is to narrow down the choice
set of investors. For example, you could offer
investors only certain products such as Exchange
Traded Funds (ETFs) which are, in principle, high-
ly diversified at low costs. However, in a recent
paper (Bhattacharya et al., 2014) we observe
that investors apply the same poor investment
patterns when trading ETFs: they trade ETFs on
narrow indices instead of buying and holding
the “right” ETFs. Other investment default solu-
tions, such as the German “Riester-Rente” come

with other, by now well-known caveats.

The third possibility is personal financial advice
or automated investment guidance. In Bhatta-

charya et al. (2012) we analyzed different forms
of personal financial advice and addressed the
questions: Who seeks advice? And: Does good
advice help to improve portfolio performance?
We find that investors who needed advice the
most, did not seek it while those who sought
advice adhered to the recommendations only
partially and, as a result, did not improve their
portfolio performance. This means that good
advice is a necessary albeit no sufficient condi-
tion for better investment behavior.

When people do not follow given advice, do
they not trust the adviser?

One explanation is indeed that private investors
fear that the adviser is biased because of prod-
uct commissions or specific orders to sell certain
products. This fear was fuelled by the revela-
tions in the aftermath of the financial crisis.
Therefore, in ongoing work, we analyze what
happens when advice is not conflicted. We con-
ducted a field study with a bank that, next to
traditional commission-based advice, newly of-
fered to its clients a novel form of advice where
advisers are paid a flat fee and where any prod-
uct commissions are reimbursed to the client.
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Figure 1: Risk-return profile of 3,400 portfolios of German online brokerage clients (2003—2012). More than 80% of clients
experience a risk-adjusted return gap compared to portfolios composed of government bonds and the German DAX

(red line).

Everything else remained the same: there were
the same advisers who had the same menu of
products to offer, who used the same tools and
advised the same clients. The adherence rate to
the advice increased substantially with the new
compensation scheme from below roughly one
in two to over two in three. With positive effects:
we observe a significant increase in portfolio
diversification and performance.

If fee-based advice is so successful, it should
be offered more frequently. Has the market
already responded to these insights?

Many incumbent financial institutions are cur-
rently introducing fee-based advisory models.
Also, so called FinTechs or Roboadvisers intro-
duce new business models to the market where
remuneration is almost exclusively fee-based.
These providers of automated investment
guidance face the same challenges as banks:
how to make people adhere to the guidance
provided? In response, they narrow down the
investment choice set to preconfigured sound
portfolios, so that clients can no longer trade
on opinions but, by default, attain broadly
diversified portfolios at low cost. These new

models also come with a radically simplified
investment process. It is no longer necessary
to educate clients on various product types
and submarkets but to reduce the level of
complexity of the decision process down to a
level which can be fully understood and han-
dled also by first time participators in capital
markets.

But how can investors tell good financial advice
from bad?

In Hackethal et al. (2011) we advocated that
financial institutions should be obliged to report
to their clients how their portfolios performed.
Specifically, they should disclose past portfolio
returns before and after costs and the historical
risk profile of the portfolio. Ideally, portfolio risk
is compared to the risk level that investors actu-
ally planned to bear. However, there is evidence
that people might be tempted to misinterpret
this information. Telling good or bad invest-
ment decisions from plain luck or a bad market
situation is extremely difficult and people tend
to mistake one for the other. So, too much infor-
mation might confuse recipients. In my opinion,
smart disclosure is very important but, to maxi-
mize learning effects, it must be tailored and
timed according to investor needs and prefer-
ences. What specific kind of smart disclosure
helps individual investors adapt their behavior
in the right way is still an open question which
we address in ongoing research projects.
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One key lesson EU legislators have
learned from the financial crisis of
2007/2008 and the ensuing sovereign
debt crisis is that prudential regulation
has to compel private sector loss-partici-
pation when banks fail. Private sector
participation would enhance the risk
sensitivity of investors as they can no
longer rely on government bail-outs if an
institution comes under financial stress.
Hence, banks would be exposed to
market discipline again and have to re-
finance themselves on terms that better
reflect their specific risk-profiles. This
would dampen banks’ appetite for risk
and enhance the financial system’s re-
silience. Moreover, making bank failures
an essentially private event also cuts the
link between banks and sovereigns and
thus puts a halt to the mutually re-
enforcing downward spiral that can re-
sult from bail-outs in the financial sector.
In this expertise we analyze whether the
new European regulation on bail-in can
live up to these objectives.

Bail-in instruments: not for everyone

Despite these elaborate regulatory precautions,
the ability of the bail-in tool to perform as in-
tended may still be inhibited if the demand-side
preconditions for its functioning are neglected
in the legal framework. First, investors in bail-in-
able instruments need to be able to understand
the risk of bail-in, charge adequate risk premi-
ums and thus exert meaningful market disci-
pline on banks. Second, the same investors need
to have sufficient loss-bearing capacity to incur

a loss when their debt is bailed-in, i.e. written-
down or converted into equity. Third, a bail-in
shall not propagate risk from one financial insti-
tution to another and a bail-in of debt holders
must not endanger the financial health of other
financial institutions, triggering a systemic crisis.

Taken together, this implies that investors in
bail-inable debt are ideally (1) sophisticated in-
vestors, (2) outside of the banking sector who (3)
hold assets and liabilities that are matched with
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Figure 1: European banks’ aggregate subordinated debt in proportion to their home countries GDP



regards to their maturity. In contrast, the sale of
bail-in instruments to other banks or to unso-
phisticated retail investors would call the objec-
tive of this regulatory instrument fundamental-
ly into question, and the efficiency of the bail-in
tool would be compromised in all dimensions.

Meaningful restrictions missing

However, meaningful restrictions on the sale of
banks’ subordinated debt holdings are not estab-
lished under the current legal framework: nei-
ther the BRRD nor any other prudential regula-
tion effectively prevent banks from selling their
bail-inable securities to unsophisticated (retail)

investors; similarly, banks’ holdings of bail-inable
instruments can be limited only if they pose a risk
for the holding institution’s resolvability (BRRD,
arts. 44(2) subpara. 5, 17(5)) or violate the large
exposure limits under art. 395 CRR which allows
only to remedy the most glaring deviations from

the social optimum in this regard.

In order to assess the magnitude and severity of
the problem we screened the amount of total
outstanding subordinated debt levels of Euro-
pean banks licensed in the countries that partici-
pate in the Banking Union. Although the scope of
the bail-in tool is much broader, we focus on sub-

Subordinated Debt / Total Liabilities in %

Common Equity Tier1in %

‘x T

30 35
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Figure 2: Relationship between subordinated bank debt (the critical balance-sheet position subject to a bail-in) in percent

of total liabilities and Common Equity Tier 1

ordinated debt because this represents the criti-
cal balance-sheet position subject to a bail-in.

Banks with less equity issue more subordinated
debt

We find that European banks rely to a large
extent on subordinated debt financing with sub-
stantial heterogeneity among banks across
Europe (see Figure 1). Furthermore, we observe
that banks with less equity tend to finance them-
selves more with subordinated debt (Figure 2). As
less equity may indicate that these banks are
more fragile, this suggests that the subordinated
debt of these banks is also more likely to be bailed
in. Interestingly, banks issue about one third of
their subordinated debt via affiliates, which adds
a further level of complexity and makes it
more difficult for investors to determine the
likelihood of a subordinated bond to be bailed in.

Examining reports from systemically important
institutions regarding their holdings of other fi-
nancial institutions’ subordinated debt suggests
that some banks may be relatively large hold-
ers of these bail-inable bonds. Further empirical
evidence on the investment behavior of retail
investors across European countries suggests
that households are also invested in banks’ sub-

ordinated debt. To ensure the power of the bail-
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in tool it is important to examine whether the
holdings of banks’ subordinated debt by house-
holds and other banks is thus not too large.

Resolution authorities should monitor the
placement of bail-in debt

We conclude by making the case that existing
EU market regulation insufficiently addresses
mis-selling of bail-in instruments to retail inves-
tors or their equally undesirable subscription by
other banks. Private enforcement is generally
inapt to effectively prevent mis-selling, which
constitutes a major impediment to an effec-
tive functioning of the bail-in instrument. Public
enforcement thus provides the superior option,
also because it can counter detrimental acqui-
sitions of bail-inable instruments by both retail
investors and banks regardless of classical mis-
selling. As a consequence, the relevant compe-
tences should not lie with market supervisors
but with those authorities that administer the
bail-in tool in all other dimensions and thus dis-
pose of all relevant bank-level information need-
ed to identify undesirable placements of bail-
inable debt early, namely resolution authorities.

The full paper is available as SAFE Policy White
Paper No. 35 at:

http://safe-frankfurt.de/implementation-of-bail-in

m
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Christine Lagarde Gave IMF Curtain Raiser
Speech at the House of Finance

On 5 April, Christine Lagarde gave a
speech on “Decisive Action to Secure Dur-
able Growth” at the House of Finance.
The Managing Director of the Inter-
national Monetary Fund (IMF) outlined
the priorities to be discussed by policy-
makers at the 2016 IMF Spring Meetings
in Washington the week after. It was the
first “curtain raiser speech” of this kind
held in Germany. The lecture was jointly
organized by the SAFE Policy Center, the
Center for Financial Studies (CFS) and
Deutsche Bundesbank.

After introductory statements by Birgitta
Wolff, President of Goethe University
Frankfurt, and Jens Weidmann, President
of the Deutsche Bundesbank, Lagarde
stressed that the world still faces global
challenges even though much progress
has been made since the great financial

12

crisis. The global economy has weakened
further and many downside risks have
remained or even increased, she said.
Furthermore, economic risks have been
exacerbated by social and political risks
such as terrorism, epidemics and the
refugee crisis. Lagarde pointed out that a
three-pronged approach on country level
is needed to overcome the current prob-
lems: structural reforms, fiscal as well as
monetary policy measures have to be im-
plemented jointly, she said. At the same
time, international cooperation is needed
to deal with global challenges such as
climate change and corruption.

Following her lecture the IMF Managing
Director was available for questions from
the audience, moderated by CFS Presi-

dent Otmar Issing.

Caroline Fohlin takes over Visiting
Professorship of Financial History 2016

Professor Caroline Fohlin, Emory University, USA, takes over the
Visiting Professorship of Financial History this year. This professor-
ship was endowed by Metzler Bank and the Edmond de Rothschild
Group on the occasion of Goethe University’s centennial in 2014.

Caroline Fohlin’s research blends historical analysis with current
methods in financial economics, with an eye towards problems faced by contem-
porary policy makers. She investigates, for example, how financial markets, insti-
tutions and systems have developed around the world over the long run, and
how the organization of financial intermediaries influences their performance
and potentiallyimpinges on economic growth. During her stay in Frankfurt, Foh-
lin will give a seminar in the Ph.D. program of the University’s Graduate School
GSEFM. Also, as part of the visiting professorship, an international research con-
ference on comparative financial system history will take place on 17 June 2016.

Consequences of the ECB’s Monetary
Policy for Switzerland

In a SAFE Policy Center Lecture on 23 February, Thomas Jordan,
Chairman of the Governing Board of the Swiss National Bank
(SNB), explained the consequences of euro area monetary policy
for neighboring countries, in particular Switzerland. He distin-

guished several phases of monetary policy in Europe since the on-
set of the financial crisis, ranging from interest rate cuts and massive provision
of liquidity to a further easing of monetary policy and the implementation of
quantitative easing. Jordan welcomed that the unconventional monetary policy
measures have given central banks more room to maneuver. However, he de-
manded that these instruments be periodically assessed. If an instrument, after
a change in prevailing conditions, no longer achieves the desired effect, mone-
tary policy should be adjusted. In this regard, not only the short-term costs and
benefits should be taken into account but also the long-term consequences.

SAFE Researchers
advise EIOPA

Raimond Maurer, Professor of
Investment, Portfolio Manage-
ment and Pension Finance at
Goethe University Frankfurt,
and Loriana Pelizzon, SAFE Pro-
fessor of Law and Finance, have
been appointed academic mem-
bers of the stakeholder groups
of the European Insurance and
Occupational Pensions Author-
ity (EIOPA).

Maurer is a member of the
Occupational Pensions Stake-
holder Group and Pelizzon of
the Insurance & Reinsurance
Stakeholder Group. Members of
the stakeholder groups submit
opinions and advice to EIOPA
on any issue related to its task.
Additionally, the stakeholder
groups are expected to notify
EIOPA of inconsistent applica-
tion of European Union law as
well as inconsistent supervisory
practices in the different Euro-
States. Each
Stakeholder Group consists of

pean Member

30 members, appointed for two
and a half years.
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The “Deutschland-Rente”

Thomas Schafer
Minister of Finance,

State of Hessen

In a few years, the generation of the
baby-boomers will retire and the massive
decrease in birth rates after 1965 in
Germany will become perceptible. Mean-
while, life expectancy has been increas-
ing for many years. Inevitably, this will
lead to a huge burden for the German
pay-as-you-go pension system.
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The legislator has already started to decrease
the standard pension level by around 20 percent.
In order to achieve a pension level in the future
which is comparable with today, the gap that
results from the lower state pension level has to
be closed with an occupational or private pen-
sion scheme. However, the distribution rate of
the additional old-age provision is completely
insufficient. The complexity and high costs of
many of the occupational and private pension
products discourage particularly small com-
panies and their employees.

It does not make sense to simply expand the
existing state subsidies. Today, the state already
pays up to 93 percent of the contribution of
a family with two children born after 2008
and corresponding income. Similarly, solutions
achieved under collective wage agreements are
often not applicable for small companies and
their employees who are particularly affected
but usually not bound to wage agreements.

Finally, we cannot just stop the reduction of
the pension level that was agreed on at the
beginning of 2000. Those who are against a

further reduction of the statutory pension level,

at the same time demand contribution rates
higher than 22 percent even before 2030. In
the long run, contribution rates would rise to
more than 30 percent. This is irresponsible and
simply a betrayal of the younger generation
which would have to pay with higher contribu-
tions for a short postponement of the pension
level reduction without benefitting itself.

Therefore, we have to think about new ways:

The state has to alleviate the widespread fear
of the complexity and high cost of additional
retirement provisions, especially among small
companies and employees who are not well
versed in this issue. Therefore, for all employers
and employees, who do not want to take action
themselves, we need a straightforward, cost-
effective and transparent standard product or-
ganized by the state: the “Deutschland-Rente”.
Employers would have to pay the contributions
for this standard product to an autonomous and
independent fund, similar to the contributions
for the statutory pension scheme. This so-called
“Deutschlandfonds” operates as a non-profit
organization at cost price.

Atthe same time, the present “opt-in” mechanism
should be replaced by an “opt-out” scheme, i.e.
employees always get an additional retirement
provision as long as they do not actively ask their
employer to opt out. This way, also young employ-
ees would automatically obtain an early and easy
access to an additional retirement provision.
Other countries reach distribution rates of around
90 percent with an “opt-out” scheme. In Germany
we cannot forgo this “gentle” pressure if we ser-
iously want to fight poverty among the elderly.

The “Deutschlandfonds” could invest in a broad-
ly diversified portfolio, e.g. with a larger propor-
tion of shares than many other pension prod-
ucts. Its long-term investment horizon as well as
the possibility to broadly diversify due to its size
will reduce the investment risk considerably
and, at the same time, provide higher returns.

With this package of measures, we strengthen
the confidence in additional retirement provi-
sion, create useful competition for straight-
forward and cost-effective pension provision
products and, as a result, make an important
contribution to preventing a massive increase in
poverty among the elderly in Germany.
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