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Pensions & the EU

Member States responsible for design and deliveryfo

pensions
Stronger EU competences in cross-border issues

But EU level framework of activities and regulatiors
that facilitates MS pension systems

Spanning from (pension) policy coordination in SPC
& EPC to Internal Market regulations
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EU support for pension reform

More than 15 years of pension reforms

March 2001 Stockholmthree pronged strategy for
dealing with ageing: Reduce debt, Increase
employment & Reform pensions

Dec 2001Laekenpension objectives: Adequate,
Sustainable & Adaptable (Modernised)

2002 — delay labour market exit by 5 years



EU pension monitoring

EPC- AWG: 3 Ageing reports — latest 2009

1 SPC-EPC Joint Report on Pensions 2003

SPC-ISG
1 Joint Report on Pensions 2006
4 Joint Reports on Social Protection

5 Reports on Pension Aspeci®iinimum, Private,
Prolonging Working Life, Theoretical Replacement Ra&es)
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Present Context

Reforms havechangedand renewedpension
systems in many EU Member States

Period ending with Crisis of unprecedented
scale & scope — large pension fund losses &
public budget deterioration

ransition from larger to smaller cohorts star-
ting: working age population shrinking 2012



Trends In reforms 1

Major improvements in long-term sustainability of public
schemes through stronger contribution-benefit links and lower
replacement rates at a given age and contribution record,

Extending working lives: pensionable age, contributory years,
career average, labour market measures;

NDC and point systems introduced in many countries;

All Member States: Increase in employment rates of 55-64
years from 37 to 47%, helped to compensate for reductions in
pension benefits;

Many but not all Member States promote supplementary
schemes to build additional entitlements:

Some Adequacy gaps addressed: coverage broadened, access
facilitated, minimum provision & gender equality improved
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Trends In reforms 2

LARGER ROLE FOR FUNDED SCHEMES
e But PAY-GO will remain dominant
e From classical DB to DC

 Modify DB (career average, conditional
Indexation)

e Expansion in semi/mandatory individual schemes
(mostly of DC type)

e Public tax and direct subsidies for Voluntary
Scheme ... Too generous? Distributional impact ?
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Rich variety after refor

MS

PAYG redistributive PAYG earnings-related Funded
Public Public Public Occupational Individual
DB DB (N)DC DC DB DC DC
PAYG Resdistributive PAYG earnings-related Funded Component 4
BE Minimum Earnings-related Occupational DC
BG Minimum Earnings-related Public DC
CZ Basic Earnings-related
DK Basic Occupational DC
DE Minimum Earnings-related Occupational DC
EE Basic Earnings-related Public DC
EL Minimum Earnings-related
ES Minimum Earnings-related
FR Minimum Public
IE Basic Occupational DC
IT Social assistance Notional accounts Occupational DC
CY Basic Supplementary
LV Minimum Notional accounts Public DC
LT Basic Earnings-related Public DC
LU Minimum Earnings-related
HU Minimum Earnings-related Public DC
MT Basic Earnings-related
NL Basic Occupational DB
AT Minimum Income tested
PL Minimum Notional accounts Public DC
PT Minimum Earnings-related
RO Points Public DC
Sl Minimum Earnings-related
SK Minimum Earnings-related Public DC
Fl Minimum Earnings-related
SE Minimum Notional accounts Public DC Occupational DB
UK Minimum Basic Occupational DB




A shift in pension systems
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Trends In reforms 3a

RECENT TRENDS IN PENSIONS: Examples

* Notionally Defined Contribution Schemes = NDC

e Automatic adjustment mechanisms (benefits or
pensionable age linked to life expectancy
developments; beneficiary/contributor balance;

pension scheme finance linked indexation of

penefits)

o Little difference between systemic
transformations or parametric reforms,
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Trends In reforms 3b

RECENT TRENDS IN FUNDED PENSIONS:

e Funded Defined Contribution Schemes =

FDC: mandatory, individualised funded
schemes;

e Automatic enrolment in funded schemes:

e design issues: annuity, risk adjustment over
life cycle and double payment problem;

e |ncentives: fiscal costs and who benefits?




Figure 2. Potential of WORKING LONGER :
Old-age dependency ratios under

different average exit age scenarios
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CRISIS SETBACKS

For funded schemes major but greatly variant losses 2008:
From 35% in IE to 14% in PL - Some bounce back, bumany
schemes still not solvent

So far current pensioners have generally been wabirotected
as great bulk of income from public PAYG schemes

But serious set backs in some member states withadeto
consilidate budgets lead to cuts in benefits;

Larger role for funded schemes will make future pesioners
more exposed = risk mitigations

Rising unemployment ... will impact on future rights
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Current EU Initiatives

Europe 2020 — new overall 10 strategy

Budget consolidation (excess deficit) coordination

Joint Pensions Review by the EPC and the SPC

Commission Green Paper on Pensions
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New strateqgy: Europe 202C

Smart Sustainableand Inclusive Growth

Head
- Em
. EU

Ine targets

nloyment rate to 75%
target to reduce people in risk of

poverty/social exclusion by 20 Mio;

New Guidelines: more emphasis on active
ageing and poverty reduction;



EPC-SPC Joint Review

Interim Report (adopted 7/8 June):

Take stockof progress in pension reform

Re-assess advancesthe light of crisis setbacks:

accentuated challenges of delivering in context éadwer
employment, lower growth, weaker financial markets,
accelerating ageing, and deteriorated fiscal posdns

Final Report (December):

updated agenda for securing adequate and sustainagbl
pensions translated in to country conclusion -
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EPC-SPC Interim ‘Messages

A - CHALLENGES AND ACHIEVEMENTS

Despite progress, reforms still bear considerablasks

Changes In pension systems make benefits more
contingent on labour and financial markets.

Important risks are if employment rates do not

Increase enough or if capital markets do not delive
as expected.

Also important old risks.
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Green Paper on Pensions

Review of EU framework on coordination and regulan

Adequate, sustainable and safe pensions

Broad consultation with open guestions in 3 areas:

Where should MS pension systems go and how can
EU help?

How to improve mobility of persons and pensions?

How to mitigate and share risk to obtain safer funed
nensions? Default schemes, investment strategy;

Governance? Transparency?




Thank you for your attention



Further information

All information about the European Union:
http://europa.eu.int

Social Protection Committee

Pension Studies & Reports & Joint SP-SI Reports

http://europa.eu.int/comm/employment social/soc-
prot/pensions/index en.htm

Economic Policy Committee

Reports on budgetary implications of ageing:
http://europa.eu.int/comm/economy finance/epc/epc ageing en.htm
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