
OVERCONFIDENCE, KNOWLEDGE OF THE RETIREMENT
INCOME SYSTEM, AND RETIREMENT PLANNING

This paper examines how confidence—and overconfidence—in one’s financial ability
and knowledge of the retirement income system relates to retirement planning and
saving. It focuses on three questions: whether confidence affects perceived and
actual retirement preparedness differently, how overconfident individuals perceive
and respond to inflation, and whether they learn from repeated survey participation. 

To do so, the authors use data from the 2024 wave of an annual online survey
conducted by the Retirement and Savings Institute at HEC Montréal, covering 2,159
non-retired respondents aged 35 and above across all Canadian provinces. The
survey combines objective tests (financial literacy and retirement-system knowledge)
with self-assessed measures. Overconfidence is defined as the extent to which self-
assessed knowledge (relative to the sample average) exceeds demonstrated
knowledge on objective tests. 
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RESEARCH HIGHLIGHTS 

This working paper finds that:

Overconfident individuals are 4.8 percentage points more likely to report having a
retirement plan, while underconfident individuals are 12.9 percentage points less likely
to make such claims.

Overconfident individuals are no more likely to have an employer-sponsored pension
plan, but they are less likely to hold individual registered retirement savings (RRSPs or
TFSAs).

Overconfident individuals hold, on average, $11,548 less in accumulated retirement
savings than individuals with well-calibrated beliefs.
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Answers to knowledge questions

Overconfident respondents expect income replacement rates that are 7.2 percentage
points higher than the reference group; this pattern is consistent with higher expected
replacement rates being associated with lower private saving.

The effect is primarily driven by overconfidence in knowledge of public old-age security
programs (OAS and GIS), consistent with those individuals expecting government
programs to make up a larger share of their retirement income.

Overconfident individuals are 5.8 percentage points less likely to correctly identify the
previous year’s inflation rate and they are less likely to report taking actions in response
to inflation, including being 10.7 percentage points less likely to decrease savings,      
9.7 percentage points less likely to reduce their standard of living, and 8.4 percentage
points less likely to increase spending.



CONCLUSION

The results indicate that overconfidence in knowledge of the retirement income system is
associated with higher perceived preparedness (e.g., stating that one has a plan) but lower
observed private saving in registered accounts and lower accumulated balances. The
patterns are consistent with a mechanism in which overconfidence increases expected
income replacement rates, which—within a standard consumption–saving framework—
reduces the incentive to save privately. The findings also show that overconfident individuals
are less accurate about inflation and report fewer behavioural responses to it. Finally,
evidence from repeated participation suggests that overconfident individuals’ objective
scores decline over time, while underconfident individuals show improvements, pointing to
potential differences in learning and updating.

POTENTIAL POLICY IMPLICATIONS

The findings suggest that improving retirement saving outcomes may require approaches
that address confidence calibration in addition to information provision. Information
campaigns alone may be insufficient if overconfident individuals are less likely to update
beliefs or engage with new information over time. Interventions could be designed to help
individuals better align perceived and demonstrated knowledge of the retirement system and
key macroeconomic factors (including inflation), and to encourage review of expected
retirement income sources and replacement rates. Further work could assess how employer-
provided financial education affects both objective knowledge and confidence calibration
among plan participants.


