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poverty alleviation

different goals but mainly :
income replacement

Social
assistance

Property

different
for these goals different means Social means

security

What is a
pension?

Collective
or mutual
insurance

Life
insurance

for these means different techniques SNl dlffere_znt “S.ks depen_dmg o s
chosen financing techniques

Consequence is that the word the “pension” is used in many ways referring to different systems and techniques
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Pensions thus always entail a certain form of risk management

The individual

Society at
large
Political
instability

. i
Demographics The local sponsoring

community company

Several
W A branch of individuals

industry together

Bankruptcy / Outliving the

insolvency savings Investor / The pension

company, assetmanager provider

provider,
individual
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Pensions are often thought about in pillars or layers
Classically there were two models

World Bank International Social Security
orld Ba Agency and ILO
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|. Social security
obligatory nation wide pension scheme

ll. Occupational funded pension scheme via
company or branch of industry
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[1l. Individual funded scheme
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Clive Balley * Denis Latulippe
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Intermational Labour Office « Geneva

WORLD BANK, Averting the old age crisis: policies to protect the old International Labour Office, Social security pensions: development
and promote growth, Oxford, Oxford University Press, 1994, 402 p. and reform, Geneva, ILO, 2000, 769 p.
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Both models have been criticized

» Increased income inequality — Matthew effect
» Breaches of social contracts between the elder and the young (Musgrave disequilibrium)

» Higher than expected economic interdependency of the “pillars” or “layers”

> ...




World Bank model: great impact since 1994
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Easy recognition
Balancing of risk idea
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Meanwhile

.. de-risking and individualization in the sense that the

Individual carries more and more risks

DB to DC
Within DC lowering of the contractual guarantees made by pension providers
Less annuities and more hybrid or lump sums pay outs

Cutting of occupational pension rights in some EU member states (mainly eastern European
countries) whereby individual savings ( third pillar products) become more important

Lowering of indexed annuities whereby the index mechanisms are no longer lead by collective
Investment strategies

Calculation of supplementary pension on "average wages" instead of "last wages" whereby the
iIncreasing number of "broken careers" (instead of lifetime employment) leads to the need for
higher private savings



Simultaneously
1/ Increased attention towards financial literacy

* Financial literacy is important

* However
« Underestimation of the complexity of the system
* Risk of overestimation of capacity of savers (rationality of savers)
» Trade-off between clarity and precision
« Gap between expectancy and reality

Shift of responsibility towards individual




Simultaneously
2/ Increase In non-standard employement

* Different forms (temporary, part-time, platform, self-employed, ...)

 Low statutory pensions and difficult access to occupational pensions
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Simultaneously
3/ Decline in
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CURRENT RE-REFORM




SOCIAL SECURITY occupational INDIVIDUAL
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A new soclal contract?

Are we entering the era of Australia?
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