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2. Structural challenges: design and political economy

3. First pillar (PAYG) reforms: the role of automatic
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default/automatic enrolment

06/11/2018



Population 65+/population 20-64 80:100

90.0

MAX PLANCK INSTITUTE FOR SOCIAL LAW AND SOCIAL POLICY

BabyBod
BustBust
transitio

T ES
Past lo

fertility
and
longevit

grrvrzeeves

High
current
fertility

06/11/2018



MAX PLANCK INSTITUTE FOR SOCIAL LAW AND SOCIAL POLICY

K

Need at least three different policy
instruments to tackle demography:
=  Baby boom/bust: pre-funding

(intergenerational redistribution; fiscal
consolidation)

=  Longevity: adjust working life

(retirement age up to maintain proportions)
= Fertility: quantity/quality

(not just #kids: education & health)
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1. Reforms to prevent poverty

Means-tested base pension

2. Reforms for the ,,normal” worker

a. Pay-as-you-go pillar

Retirement Replacement
age rate
Mandatory Voluntary
Life System (occupational, state) (individual)
expectancy  dependency
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2. Reforms for the ,normal” worker
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Currently

Hope

Danger

Actuarial adjustment factors at earliest age of
claiming benefits

Current legislati

Germany 3.6

5.0

Italy 2.3-2.9

Spain 6.0-7.5
6.0
4.1-4.7

4.8

6.67

The table shows the adjustment factors for statutory early retirement. Many countries have additional pathways not included here.
Source: OECD (2013) and Queisser and Whitehouse (2006).
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Trends in Males' Total Labour Supply: Treated vs. Synthetic Control
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a. Pay-as-you-go pillar
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Assets in private pension plans 2016
As a percentage of GDP
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Source: OECD Global Pension Statistics and Annual Survey of Public Pension Reserve Funds.
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Note: Direct subsidy/the tax advantage as a percentage of savings in form of the new supplementary pensions.
Source: Deutsche Bundesbank (2002).
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Are you eligible for a government subsidy?

Not eligible
(percentage of households)
- Own
Income quintile Law , assessement Diff
1 2 3
1 27,54 62.15 34,61
2 28,38 50.76 22,38
3 29,73 47.78 18,05
< 22,4 41.47 19,43
5 2135 20,54
Total 26,27 50.58 24,31

Source: Coppola
and Lamla 2013

Do you have an

occupational

pension?

Sources: Linked IAB data and SAVE survey

Do you know the =
contributions to your
occupational pension?
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Huge variation in administrative costs

Administrative costs (basis points)
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» Europe’s ageing challenges are large

= Political challenges of the sustainability vs. adequacy debate
= Additional funding too late for the baby boomers

» There are many good reform ideas in Europe

= Notional defined contribution systems
which adapt to population aging and
create a sense of actuarial fairness

= Automatic adjustment of retirement age to life expectancy
= Sustainability factor: Index benefits to dependency ratio

» Voluntary second and third pillar took up in Germany, but
still serious problems
= Wide-spread lack of information: employees and employers
= Markets failed to weed out costly pension plans

The
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