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WORKING FOR PENSIONS IN EUROPE

CHRIS VERHAEGEN1

The EFRP is the European umbrella federation of national
federations of pension institutions. In total our federation covers
29 Member Associations across 16 EU Member States and 5 in
non-EU Member States2. Our core membership are privately
funded institutions which are financing pension schemes arranged
through the work place, either at corporate level or at industry
level. In addition, the professional associations of liberal
professions like doctors or dentists have also industry-based or
professional-based pension institutions.

75 million of EU citizens rely on EFRP membership for their
supplementary retirement income. In 2005 our members were
managing a total of 3.6 Trillion Euros (= 4.47 trillion US$ in 2005
value).

We are doing representative work and lobbying work with the
European Union Institutions. We work closely together with the
European Commission where we sit on different expert and
consultation groups. One of them being the Pension Forums of the
European Commission which is a responsibility of the “DG” of the
Employment and Social Affairs.

We are observers in OECD (Organisation for Economic
Cooperation and Development) and IOPS (International
Organisation of Pension Supervisors).
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I would also like to point out that EFRP has embarked on an
initiative that may interest this audience. In October 2006 our
General Assembly decided to establish a CEEC Forum (Central
and Eastern European Countries) that had its first meeting in
Bratislava in March 2007. This Forum should bring together new
EU Member States that have implemented pension reforms such as
those described at this conference. We want to address their
concerns since they now have joined the European Union. We have
to deal with this fact, or, they have to deal with the EU. It depends
on how you want to put it.

The mission of my federation –our political statement– is as
follows:

• we want to promote affordable pensions for large sections of
the population, meaning a maximum of coverage of working
population.

• helping to maintain living standards throughout the retirement
period.

• while providing a degree of intra- and inter-generational
solidarity.

• which are administered by funding institutions that can benefit
from a European Passport. This means they can provide
services throughout the European Union.

All this taking into account the EU principle of subsidiarity3 and
national diversity in pension provision.

3 Subsidiarity was established in EU law by the Treaty of Maastricht, signed on 7
February 1992 and entered into force on 1 November 1993. The present formulation is
contained in Article 5 of the Treaty Establishing the European Community
(consolidated version following the Treaty of Nice, which entered into force on 1
February 2003):
“The Community shall act within the limits of the powers conferred upon it by this
Treaty and of the objectives assigned to it therein.”
“In areas which do not fall within its exclusive competence, the Community shall take
action, in accordance with the principle of subsidiarity, only if and in so far as the
objectives of the proposed action cannot be sufficiently achieved by the Member
States and can therefore, by reason of the scale or effects of the proposed action, be
better achieved by the Community.”
“Any action by the Community shall not go beyond what is necessary to achieve the
objectives of this Treaty.”
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Our basic job is to ensure that pension institutions can develop
across the EU in order to provide adequate and affordable
supplementary or occupational pensions.

The EU is currently a block of 27 countries. We have to consider
there is much diversity in the pension systems across the Union
but all the Member States are facing similar challenges such as:
the aging of societies, budgetary deficits in some Member States.
In some Member States the debt ratio to GDP are still a point of
concern, though low economic growth seems to be improving. We
have had some years of continued low growth figures, especially
in the “old” Member States, which is really a problem. Also, in the
old member states rigid labour markets are not helpful. We need
more flexible labour markets. This is a desperately needed reform
and we don’t see much movement. Globalisation is of course a
challenge for all, also for Europe. Looking at all those challenges,
there is a need for action and we are looking at the European
Commission for taking this leading role. I will leave it to Ms
Paserman to explain how the Commission is trying to make
proposals to generate debate and if possible action to achieve
reforms.

While discussing pensions policy or pension systems, EFRP thinks
that there should be a preliminary discussion on the “EU-27
pension model” before any further legislative initiatives can be
tabled. We did have, more or less, an agreed model when we were
at “EU 15”. Now there are 12 new Member States, that are on a
different model, which is based on the World Bank model. So we
are asking ourselves: how we model the EU-27 as to pensions
policy?

I will not speak out the word “convergence”4 because that would
amount to too much. Yet what we must achieve is a reference or
model so that we know what we are speaking about when we are
discussing private pensions within the European Union.

4 Convergence: strives to achieve commonly agreed outcomes through concerted
action, where each Member State contributes towards raising the European average
performance. There is no Treaty definition nor article on this concept.
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So I have here outlined, just to remind you, what this EU-15 multi
pillar model was about. We have a state organised (statutory)
pillar, always and everywhere. It is interesting to note that all of
12 “old Member States” have, organised this as a “Pay as You Go”
publicly-financed system claiming those pensions would deliver
pensions at sufficiently high rates of replacement. It has been
acknowledged, more and more lately, that they will have difficulty
in keeping the value of those promises and some reforms have
decreased the replacement rate to face financing problems.

Table 1
EU-15 MULTI-PILLAR MODEL

Source: Prepared by the author.

The origins of the private pension provision dates back from
before “World War II” but only its real boost after the war. Many
industries and companies voluntarily started to build up a “second
pillar pension”. These are privately-managed schemes organised at
industry or at company level or at professional organisations level.
The financing vehicle can be a life-insurance company or a
pension institution, pension funds or similar.

The next pillar is the voluntary “third pillar” which we view as an
individual based pension provision or old age saving.
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Let us now look at what is already under reform in the 15
countries. What do we see?

We see that more funding is coming into the first pillar and those
assets are managed by market based institutions. Governments are
taking some measures to decrease the increase of expenditure –due
to ageing population– within the statutory first pillar; demographic
reserves are just one example of a technique to avert unsustainable
pressure on public finance in the future. Another technique which
in fact has come back are the mandatory “individual accounts”
which are funded by part of the social security contributions. In
fact, there is a split up of contributions to the first pillar: one part
is directed into the PAYG statutory pensions and one part is
channelled to individual accounts that are managed by market
based institutions. The latter are under a special supervisory
regime.

Also, another reform which is related to parametrics, and not
funding, is the increasing of retirement ages. Although very
unpopular, it is politically wise; but there are some countries that
have taken that decision and so this is important to state.

Table 2
EU-15 MULTI-PILLAR IN REFORM

Source: Prepared by the author.
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Within this first pillar among the EU-15 Member States some have
introduced a “notional DC” scheme tying the benefit more closely
to the contribution such as Italy.

In the EU-15 second pillar where we have already some tradition,
we see there is a shift from “DB” to “DC”. Also we note that
having a tradition in occupational pensions does not warrant high
coverage of population in second pillar although Governments do
want it. Currently, the coverage in second pillar doesn’t exceed
60% of the working population which is too low for adequate
coverage but considered ‘high’ in voluntary second pillar systems
of those Member States.

Our governments are also taking some initiatives: in the “UK”
with the personal pensions, personal retirement savings accounts
in Ireland, the “Riester Rente” in Germany which you can use
either in second pillar (with maching employers’ contributions) or
in the individual third pillar. We see more diversity developing in
those 15 Member States.

Looking at the EU-12 new Member States we have tried to model
their pension system as well. I apologise if I have made any

Table 3
EU-12 (NMS) MULTI-PILLAR MODEL

Source: Prepared by the author.
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mistakes. However simplicity should be our objective if we want
to make ourselves understood.

What we see in common is the statutory first pillar pension:
mandatory and financed through public expenditure in Pay-As-
You-Go. There are also EU Member States with “notional DC”
schemes in this first pillar.

The main differences between EU-15 and EU-12 are to be found in
the second and the third pillar. In the EU-15 (‘old’) Member States
both the second and third pillar are considered ‘voluntary’ whereas
in the EU-12 the second pillar is mandatory and the third pillar is
voluntary. The voluntary second pillar in the EU-15 is work based
and can be organised at industry level, professional organisation
level or company based.

The second pillar of the EU-12 we would describe as a split part of
the first pillar since part of the mandatory social security
contribution has been re-directed towards this second pillar which
is managed through individual accounts with private pension
management companies. In fact, part of the statutory first pillar is
privatised whereas in the EU-15 the second pillar is a voluntary or
quasi-voluntary supplement to the first pillar. This is what we
think the main difference is. Whether the EU-15 first pillar will
deliver adequate income is another issue.

The third pillar is voluntary both in EU-12 (new) and EU-15 (old).
It is purely individual in EU-15 whereas in EU-12 it can also be
company based.

When you look at the models comparatively, we see the feasibility
of finding some common terminology. We even see the possibility
to build an “EU 27” model. EFRP is promoting a solid three pillar
model for Europe.

I think we all can agree there is in each Member State a first pillar
that should provide a basic state pension based on PAYG schemes
or a phased in ‘notional DC’ over time. This pillar is financed by
public expenditure (tax or contributions to social security
institutions).
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The second pillar should contain all private pension schemes with
a link to employment or a professional occupation. You can say
“Look, this is tied to your career, it mirrors your working life.”
This pillar is pre-funded through employer and/or employee
contributions or through contributions paid by self-employed

Table 5
EFRP PROPOSAL EU-27 PENSION PILLAR TERMINOLOGY (1)

Table 4
EU-27 DIVERGENCE - CONVERGENCE
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workers and professionals. It is privately managed by a diversity
of financial institutions (i.a. Institutions for Occupational
Retirement Provision, life-insurers, pension fund management
companies)

This second pillar can be voluntary, quasi-mandatory or
mandatory. As a matter of fact, some governments of the EU-15
(old) Member States are wondering how they can increase
coverage of the working population and although there is
outspoken reluctance to make second pillar mandatory, some
voices advocate doing so. The whole art is to know how making
second pillar contributions mandatory without it being seen as an
additional tax or social security contribution.

It is noteworthy that in some EU-15 (Old) Member States social
partners5 play an important role in managing the occupational
pension schemes. In the EU big multinational companies want to
streamline their corporate pension benefits across the 27 countries’
block. This has been made possible through the Pension Funds
Directive6 which introduces the European passport for pension
institutions while the pension scheme has to comply with the
social and labour law of each Member State into which those pan-
European pension institutions provide pension schemes.

The third pillar throughout the EU-27 would then be understood as
individual pension provision. This means that the individual
deliberately and voluntarily purchases specific retirement savings
products to top up second pillar provision.

Our proposal is pragmatic and acknowledges the diversity in
second pillar pension provision throughout the EU. If we can agree
on the terminology then debate will  be furthered and
misunderstandings avoided.

Please allow me to repeat my key messages:

5 For example : Belgium, Denmark, Italy, Netherlands, Spain, Sweden, UK.
6 Directive 2003/41/EC on the activities and supervision of Institutions for

Occupational Retirement Provision – IORPs.
7 European Federation for Retirement Provision.
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• EFRP7 is the European industry representative focusing on
funded and work place pension provision.

• The EU-enlargement with 12 new member states has increased
diversity in EU pension systems

• Europe should reflect on a “European Pension Model” by
combining the pension systems of EU-15 (old) and EU-
12(new).




