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Abstract

In June 2017,hte European Commission proposed a framework for a-Bamopean

pension product (PEPP) designed to give EU citizens a new option for good value and safe
voluntary supplementary pension saving. This could support pension adequacy and at the

same time providenother source ofongterm investment funds and so help to meet the

objectives of thecapital marketsunion (CMU)Together with a proposal for @gulation
for a panEuropean personal pension producthe Commissionalso presented a

recommendation to enourage Member Stas to grant the same tax treatment to PERPs

as they grant to similar existing national personal §ien products

On 11 January 2018, the Conference of Presidents ofutt@pEanParliamentauthorised
its Committee on Economic and MonejaAffairs (ECON) to draft a legislatioven-
initiative reporton the Tax treatment of pension products, including the gauropean

personal pension product 2018/2002(INL) to be prepared by the rapporteu

Sophiain't Veld (ALDEhe Netherlands)- seethe proposal for anotion for a resolution

=

in Annex 1 All legislativeown-initiative reports are automatically accompanied by a

Europeanadded value assessment (EAVAThe purpose ofan EAVAIs to support a

European Parliamentegislative initiative by providing an assessment of the potential

added value of taking action at EU level.

Two European Parliament draft reports have been prepared g@opthe process leading

to a decision regarding the European Commission PEp¥posal and
PEPRPecommendation. The first draft report covers the PEi¢posal and the secon
the PEPPecommendation. ThisEAVA analysesboth the PEPP proposal anthe
recommendation and provides information in support of the mmi tditaferepbrison
the Commissiols PEPRecommendation

There exists cleaevidencefor the Europeanadded value to be achieved through the

PEPPAs thePEPP facilitates crebsrder mobility byproviding a simpler pensigoroduct
for peoplewho have worked owho plan to work in several Member Stateas would
contribute to the free movement of peoplén economic dimension derives from the fa

that supranational operatios deliver greater benefits to Members States (increased

12

ct

voluntary pension savings), savers (better and cheaper products, larger variety of

products) and service provideflarger customer bas simplified legislatiorfewer cross
border transaction costs).
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Executive summary

The population of the European Union, having grown strongly, is now stagnating whil
continuing to age dramaticallpwingto lower birth ratesand increasing life expectancy. In
2006 there were four people of working age ({b564) for each person aged 65 aver— by
2050 this ratios projected to be just two to onéhis has put pressure on pension systems
giventhat it is (largely) the taxes and contributions @frrent workersthat pay for current
pensions. Reforms to improve the sustainabilitpefisions have been successfuinitigating
rising costsOverall EU spending on public pensions as a percentagessdomesticproduct
(GDRis now expected to be similar in 2060 to totalevel. However it is not cleget what

the impact on pensioradequacy may be and much will depend on pedpédslity and
willingness to workmore andlongerto compensate for later and lower pension provision.
Various kinds of supplementary pensions may also play a role in supporting pension adequacy
in some cases.

Against this backdropn June 201%he European Commissigeroposed a framework for a
pantEuropean pension product (PEPP) designed to Bi¥ecitizensa new option forgood

value and safevoluntary supplementary pension saving.he Commission proposal and
recommendationcould support pension adequacy and at the same time provide another
source oflongterm investment funds and sbelp to meetthe objectives of thecapital
marketsunion (CMU). Th&uropean Commissigsupported bythe European Insurance and
Occupational Pensions AuthoritiZlOP» developed the proposal over a number of years.
PEPPs will be authorised by EIOPA and will be transparent in terms of charges, use modern
digital communication channels by default and allow switching of fund choices and providers
periodically at areasonablécost.

A keysuccesdactor is the tax treatment of the PEPRn order to address the taxation issue,

the Commissioasalsopresented aseparaterecommendation to encourage Member States

to grant the same tax treatment to PEPPs as they grant to similar existing national personal
pension productsAs xationis acompetence of the Member Statesny EUlevel action
regarding taxation necessitates a unanimous decision in @oencil of Ministers.
Consequently th&europeanCommission may have assessed thatasnot likely to obtain
unanimity in the Councilon a tax proposal and therefore opted to make aeparate
recommendation instead of a proposal for legal action.

Two draft reports have been prepared the European Parliamerds part of the process
leading to the decision regarding the Europeaddommission PERoposal and
PEPPecommerdation. The first draft report covers the PEfBposal and the second draft
reportcovers the PERfecommendationThis Europeaaddedvaluereport analyses the PEPP
proposal and recommendation and providedormation in support ofthe draft report on
Commissiols PEPPecommendation.

To address the issue of different national rules on personal pension prodbetspncept of
‘national compartmentswas establishetb ensure PEPPs could thesigned in such way as
to be compliant with the (different) national rules to be granted national tax relief

Another important pointér a PEPBaverwill be the impact of charges over the loteym
period when pension savings are accumulated. Cdsts annual, performance,



management etc.) @n add up to significant amounts over the savings perithdough
compound interest effectsTherefore, a key succedactor for a PEPRvill be the
management of costs.

There exists &onvincingcase for Europeaadded value in the context othe PEPPIt
should contribute to the free movement of people as the PEPRwill facilitate cross
border mobility by providing a simpler pensipnoduct for those who have worked or
plan to work in several Member StateéBhe eonomic dimension derives from the fact
that supranational operatios deliver larger benefits to Member States (increased
voluntary pension savings), savers (better and cheaper products, larger variety of
products) and service provideflarger customer bas simplified legislatiorfewer cross
border transaction costs). Indirect impacts and possible leverage achieved through the
better allocation of financial resources in the contextlod capital marketunion hasthe
potentialto enhan@ Member StateSeconomic activity thus contributing to GRfPowth,

which in turn has apositive impacton the sustainability of Member Stategiscal
situations, allowingthe sustainable financing gdublic (secalledpillar 1) pensions For

more details on different configurations of pension products gemex2 — Pension
glossary and taxonomy of thimper.



1 Background

1.1 Demographic developments - a dramatically ageing EU28

The EW population has grown strongly recent decadefrom a little over 400 million
people in 1960 to over 500 million todayan increase of around a quarter. Howeveisth
growth has nowslowed downand in the future it is expectethat the populationwill
stagnate and then decline somewhdthe main reasoffor this is the &lling birth rate,

which has droppedrom an EU28 average of about 2.5 children per woman in 1960 to
under 1.6 today. EU citizens are also living longer, on average, than in the past. EU citizens
born today can expect to live around an exti@years on average, comparedth those

born in the earlyl960s. Combined, thincreasng longevity and faihg birth rate have

also had and wiltontinue tohave a dramatic impact on the age structure of the EU28
population, leading to a much older EU. The working age population (aged 15 to 64)
shrank for theifst time in 2010 and is expected to decline every year to 2060. In contrast,
the proportion of people aged 80 or over in the 28 population is expected to more
than double by 2050, reaching #P4%. In 2006 there were four people of working age (15
64) for each person aged 65 or oveby 2050 this ratio is projected to be just twarking

age peopleto each person aged 65 plu$his outlook is essentially sftr the shorter

term, meaning the focus is on smoothing and adapting to older populations. &@r im
depth information seéDemographic outlook for the European Unién

1.2 EU-level pension policy - securing adequate and sustainable pension
systems

EUlevel competence on pension systemdimited as these are largely for the Member
States to determine. Nonetheless, thén atEU level is to ensurthat pension systems

are both adequate and sustainable. The thigh-level policy prescriptions set out in the
European Commissits12012white paper a1 pensionéwere to encourage and enable
people to achieve a better balance between time spent in work and in retirement and to
give EU citizens better opportunities to save in safe and good value supplementary
pension schemes. These ideas were generaljcamed, including by the European
Parliament in itsresolution on thewhite paper® and Council conclusiofishighlighted
similar themes.

1 Demographic outlook for the European Unj&PRS, European Parliament, 2017.

2 European Commission white papeAn agenda foradequate, safe and sustainable pensions
COM(2012)55February 2012.

3Resolutiorof 21 May 2013 on an agenda for adequate, safe and sustainahigipns European Parliament.

4 Council ConclusionResponding to demographahallenges through enhanced participation in the labour
market and society by alds adopted by EPSCO on 21 June 2012.



http://www.europarl.europa.eu/thinktank/en/document.html?reference=EPRS_IDA(2017)614646
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52012DC0055
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http://register.consilium.europa.eu/doc/srv?l=EN&f=ST%2011639%202012%20INIT

1.3 Sustainability of pension systems - reforms taking effect for the
future

Against the ageing demographic backdrop, pensions systems have come under serious
pressure. Most pension income for most EU citizens comes from pavigiongreferred

to as'pillar I —see Annex for an explanation bpension taxonomy). These pensions are
pay-as-you-go (PAYG) meaning that current contributions of social insurance and tax paid
by workers pay for the pensions of people who have already retired. This becomes harder
to sustain as there are fewer people wbrking age supporting increasing numbers of
people who are retired. It is also harder to sustain ever longer retiremeggsiifing from
increasing longevity) paid for by a fixed period of working life. Hence many Member States
have responded by reformingension systems to make them more sustainable both now
and in the future. These efforts mean that overall EU spending on public pensions as a
percentage of GDP is now expected to be similar in 2060 to tdayel, despite
demographic ageing, accordiniget European Commissia2015 Ageing Repart

In general,the centrepiece of national efforthas been amattempt to increasethe
effective retirement age (that is the actual age at which people retire, which is often
earlier than the statutory pension age). Specific measures behindatieigenerally
aligned with themes emerging at EU level and help to ensure pensions are more
sustdnable, whié seeking at the same time to protect adequacy. For instance, requiring
longer contribution periods for a full pension, tightening up early retirement schemes and
increasing statutory retirement ages (including equalising wom@ension ages it
men's), in some cases linking to longevity changes in the future. Alongside these are
efforts to support active and healthy ageing, difmg learning and older peopke
employment, including combining work with drawing a pensiail designed to supt
adequacy and sustainabilityy enabling longer working lives. Some Member States hit
hard by the economic crisis also cut pensions in payment, increased taxes or réideiced
indexation of pensions in order to support sustainability, albeit at sometoaaiequacy

in some cases.

1.4 Pension adequacy - potentially at future risk

While the sustainability of pensions in the face af ageing population has, through
reforms, been put back on track (at least on average at EU level) the adequacy of pensions
remans a concern. The European Commissi@fil5 Pension Adequacy Repddoks at
pension adequacy now and projected into the future. In short, on average, current
pensioners have broadly seen their living standards maintained, albeit this hides
considerablevariance between and within Member States. Some groups (women, older
pensioners, pensioners living alone, those who had atypical careers) in particular remain
at risk. Womets average pension income is lower than rsein all Member States and

for the EU a a whole the gender pension gap is4qweighted average).

Measuring future adequacy is difficult. However, one key adequacy medbaa@ étical
replacementates— TRRs) shows a decline in PAYG public pensions (pillar 1) in 22 Member

5The 2015 Ageing ReppiEconomiand budgetary projections for the 28 EU Member States (Z0I60),
European Commission, March 2015.

6 The 2015 Pension Adequacy Report: current aridré income adequacy in old age in the EWolume |
and Volume I, European Commission, October 2015.



http://ec.europa.eu/economy_finance/publications/european_economy/2015/pdf/ee3_en.pdf
http://ec.europa.eu/social/main.jsp?catId=738&langId=en&pubId=7828&visible=0&

States in 2053, copared to today. For an average wage earner, reductions of more than
five percentage points (p.p.) are projected in 16 Member States, with 15 p.p. reductions
in six Member States. This may be at least partly compensated for Huped statutory
pensionschemes (known as pillar Ib schemes) in eight Member Stateg, aebilpational
(pillar 1) and personal (pillar 111) pensions will also helpmitigate public pension
reductions in a further four Member States. Sagure 1 below.

Figure 1 — Percentage points difference between 2013 and 2053 in gross TRRs, by type
of pension

Percentage point difference,
2013-2053 Average wage earner

35 4 r 45
30 - ] - 40
25
20
15
10

BG DK LT DE CY EE IT SK AT CZ SI HU LV BE MT UK ES HR NL IE LU PT FI FR SE RO PL

M Public pay-as-you-go  EPublic pre-funded  [Private occupational and other pre-funded schemes =Total

Note: 2013 data foGreecenot available Wheregender differences existl, results for merwere reported
in thisgraph
Data source: 2015 Pensi Adequacy Report, 2015.

This implies that meeting the aim @dequate and sustainablpension systemmay be

in doubt, at least as far as adequacy is concermédch will depend on peopléeability

and willingness to work more and longer to compensate for later and lower pensions.
Various kinds of supplementary pensions may also play a mitigating role in tackling
adequacy concerns in some cades

7 The EPRS briefitituropean Uniompension systemsAdequate and sustainabldis more information on
the adequacy and sustainability of EU pension systems, European Parliament, November 2015.
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2.1 Commission preparatory work, studies and impact assessment on
the PEPP

In 2015, the Commission publishedraen paperon 'Building a Capital Markets Unich

A specific consultation question wa&'ould the introduction of a standardised product,
or removing the existing obstacles to crdssrder access, strengthen the single market in
pension provision?

The subsequent Commissiaation plan® confirmed that the Commission woulexplore
ways to increase choices for retirement saving and build an &Watfor personal private
pensiongthat pension providers could opt for when offering private pensions across the
EU. This approach was supported by the accompanyfiggdbackstatement on the
green paper "Building a Capital Markets Unfgrnwhich noted that a large number of
respondents supported the ideaf a PEPP. Consumer organisations called for value for
money, certainty and mobility, with transparency and some choice in investment and
withdrawal options. The investment fund industry was strongly in favour of the PEPP.
Personal pension providers feéttneeded careful assessment, and that the PEPP should
be explicitlyretirement-focused and so be a loAgrm investment product with restricted
early withdrawal, and include the possibility to purchase cover for longevity°risk.

Building on the earlier wix undertaken by itself and EIOPA, on J2iy2016 the
Commission launched apecific consultationto help assess the case for a ipgl
framework to establish European personal pensions. Views were soudgpossible EU
action in order to offer personal pensions to individuals which are simple, affordable,
transparent and provide better returhsThe consultation, which includegablic hearing

held on 24 October, closed on 31 October 2016, having attras8&dresponsefrom
individuals, consumer organisations and stakeholders. A summary was ultimately
published in Annex 2 of the impact assessment (see belaegording to this, there was
support from all stakeholders on the need to complement public and occupational
pensions with personal pensions.

Retail investors supported the idea of simple transparent personal pension products
whilst consumer organisatis pointed to the low quality of existing PPPs and lack of
transparency of costs and feeShe preferred option of providers was for a PEPP
framework andthe leastfavoured optiorof professional respondents to the consultation
wasthe harmonisation of gisting legislation on PPPs.

The proposalfor a regulation on a pa&uropeanpersonalpensionproduct (PEPP) was
made on 29 June 2017 and the Commissilso published aacommendatioron the tax
treatment of personal pension products, including the gauropeanpersonalpension
product. Onthe same datethe European Commissitinternal think tank, the European

8 Green paper omuilding a Capital Markets UnioBOM(2015)63, European Commission, February 2015.
9 Communication on theAction Plan on Building Capital Markets UnignCOM(2015)468, European
Commission, September 2015.

10 Feedback statement on the green paper 'Building a Capitakés Union, SWD(2015) 184 final, European
Commission, September 2015.

11 See theConsultation document Capital markets unionaction on a potential EU personal pension
framework the public hearingand theconsultation response€uropean Commission, October 2016.



http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/summary-of-responses_en.pdf
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/summary-of-responses_en.pdf
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https://ec.europa.eu/info/events/fisma-events-collectoin/public-hearing-personal-pensions-towards-pan-european-pension-product-2016-oct-24_en
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http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502120416024&uri=CELEX:52017PC0343
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-recommendation_en.pdf
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/green-paper_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015DC0468&from=EN
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/summary-of-responses_en.pdf
http://ec.europa.eu/finance/consultations/2016/personal-pension-framework/docs/consultation-document_en.pdf
http://ec.europa.eu/finance/consultations/2016/personal-pension-framework/docs/consultation-document_en.pdf
https://ec.europa.eu/info/events/fisma-events-collectoin/public-hearing-personal-pensions-towards-pan-european-pension-product-2016-oct-24_en
http://ec.europa.eu/finance/consultations/2016/personal-pension-framework/index_en.htm

Political Strategy Centre, published a ntdepanEuropean Pension Produefilling the
pension gap and refinancine economy.!?

The proposed regulation and the recommendation were accompanied bynpact
assessmenfand summary and also aStudy on the feasibility of a European Personal
PensiorFramework(andsummary, which had been ordered by the Commission to assist
with developing the PEPP propo$al.

2.2 EIOPA studies on the PEPP

At the behest of the CommissiorEIOPA publisheddiscussion papesn 16 May 2013on

a possible EMingle market for personal pensiogproducts, seeking comments by

16 August 2013. As part of this, a public event was held in June 2@t8lirinary report

to the Commission was published by EIOPA in Feb@@i¥. Following this report, the
Commission issuedaall for adviceon personal pensions to EIOPA on 23 July 2014. This
sought further advice and evidence from EIOPA, includiveg possible prudential
regulation and consumer protection measures for an-vidtde framework for the
regulation and supervisn of personal pension products.

On 3 July 2015, taking account of the focus inEueopean Commissitsgreen paper,
'‘Building a Capital Markets Unioiel OPA issuedc@nsultation papeon 'the creation of
a standardised PaBuropearpersonalpension product (PEPPJhe consultation ran until
5 October 2015. Having considered this feedback, EIOPA publisfiedliesdviceon the
PEPP on 1 February 2016, afthal reporton the publicconsultation was published on
11 April 2016°

2.3 Description of the proposed PEPP

The PEPP proposgfOM2017343) put forward in June 2017, setait a framework

within which PEPP products can be designed and sold. PEPPs will be voluntary personal
pension products (i.e. a type of pillar Ill pension) giving EU citizens a new option for
making complementary savings fatirement. It could be offered by a broad range of
financial companies such as insurance companies, banks, occupational pension funds,
certain investment firms and asset managditse proposed PER#fers the following ky
features:

i PEPPs will be voluntary and complementary (i.e. they will not replace or
harmonise national provisions) contracts between individual pension savers and

12 proposéfor a regulation on a paf&uropean Personal Pension Product (PER&ommendatiorion the

tax treatment of personal pension products, including gas+European Personal Pension Product’, European
Political Strategy Centre notk parEuropean pension produetfilling the pension gap and refinancitiue
economy European Commission, all June 2017.

13 Impact assessmer@nd Summary, andStudy on the feasibility of a European personal pension framework
and Summary European Commission, June 2017.

14 EIOPAdiscussion pap€epn a possible Eldingle market for personal pension products', May 2ERRA
preliminary reportto the European Commission, Febru28l4. European Commissi@all for adviceon
personal pensions to EIOPA, 23 July 2014.

15EIOPAconsultation paperon 'the creation of a stasardised PafEuropean Personal Pension product
(PEPP)", July 2015. EIQiRAl adviceon the PEPP, February 2016, dindl reporton the public consultation,
April 2016.
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https://ec.europa.eu/epsc/publications/strategic-notes/pan-european-pension-product_en
https://ec.europa.eu/epsc/publications/strategic-notes/pan-european-pension-product_en
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017SC0243&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=SWD:2017:244:FIN
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study_en.pdf
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study-summary_en.pdf
https://eiopa.europa.eu/Publications/Discussion%20paper/20130516_EIOPA_Discussion_Paper_Personal_Pensions_def.pdf
https://eiopa.europa.eu/Publications/Reports/EIOPA-BoS-14-029_Towards_an_EU_single_market_for_Personal_Pensions-_An_EIOPA_Preliminary_Report_to_COM.pdf
https://eiopa.europa.eu/Publications/Requests%20for%20advice/Personal_pension_EIOPA_Anexx_-_CfA_EIOPA.pdf
https://eiopa.europa.eu/Publications/Consultations/EIOPA-CP-15-006-Consultation-paper-Standardised-Pan-European-Personal-Pension-product.pdf
https://eiopa.europa.eu/Publications/Consultations/CP-16-001%20EIOPA%20Personal%20pensions.pdf
https://eiopa.europa.eu/Publications/Reports/EIOPA-16-341-Final-Report-PEPP-fin.pdf

PEPP providers with arexplicit retirement objective providing capital
accumulation until retirement wit only limited early access, and pravig an
income on retirement.

PEPPs will be authorised by the European Insurance and Occupational Pensions
Authority (EIOPA) and providers wishing to apply for PEPP authorisaliiored

to be financial undertakingalready authorised at EU level by the competent
authorities under the applicable sectal legal instrument.

PEPPwill bea panEuropean product and hence saverdl be able tokeep their
PEPP when moving to another Member State (portability of the s&rvi
However, given the very different national regimes across the EU, PEPPs will
operate as a series of national compartments, each compartment being
compliant with national rules, for instance to allow them to obtain tax relief.
Anyone offering a PEPP stumake savers aware of which national compartments
are available with the product and must all cases ensure compartments are
available to cover all Member States three years after the entry into application
of the regulation.

PEPPs will beansparen with electronic communicatioras the default A key
information document (KID) will be produced for each REEfNng out specified
standard information, building on existing rules in the PackaBethil and
Insurancebased Investment Products (PRIIPS)  Regulation
(RegulationEY N0 1286/2014. This will include information on any guarantees,
switching, portability, and environmental, social and governance factorsiand,
contrast to PRIIPRegulatiorrules, providers will also have to set out information

on past performance over at least five years, or the maximum available.

The proposal distinguishes between PEPP providers and PEPP distributors. The
former will be expcted to conduct a suitability and appropriateness test of
potential PEPP savers, although savers may waive their right to receive advice if
they opt for the default option.

Regular PEPP benefit statements, based on similar criteria set out diiréiatve

on the activities and supervision of institutions for occupational retirement
provision (IORP IIP(rective 2016/2341/E)) must be provided, giving specified
information on accrued entitlemeds or accumulated capital and any guarantees
applicable.

Investment policies must follow thé&rudent persoh provision. Up to five
investment options are to be offered, one of them being a defthdt protects

at least the capital invested. The investmiehoice can be changed free of charge
once every five years. The Commission is given powers through delegated acts to
set the riskmitigation technique for the default options and alternative options.
Other accumulation criteria, such as age limits, mmaxn amounts of
contributions and early redemption rules are for Member States to set.

PEPPs are allowed to offer the option of coverage for biometric risk (i.e. longevity,
disability and death).

PEPP savers can switch providers once every five year§edsanablé cost,
capped at 1.%8% of the PEPP positive balance.

Most rules relating to the decumulation (payt) phase are for Member States

to determine, including: setting the retirement age; a mandatory link between
reaching retirement age and thstart of the decumulation phase; a minimum
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period of belonging to a PEPP scheme; a maximum period before reaching
retirement age for joining a PEPP scheme; and redemption rules in case of
hardship. Payut forms offered by PEPP providers may be one or nujre
annuities; lump sum; drawdown payments; or a combination of these.

EIOPA is required to monitor pension schemes established or distributed in the
territory of the EU, to ensure the designation PEPP is only used by those
authorised under the proposeakgulation.

The European Commission is given the power to adopt delegated acts in the areas
of: standardised format fothe distribution of information to aid consumer
understanding of riskand the making of comparisons; how to comply with
distribution rles for nonadvised PEPPs, including information to be obtained to
assessthe appropriateness of PEPPs for consumers, and certain criteria for
default funds not requiring advice; assumptions for benefit projections,
information standards for reporting toational authorities and specifying risk
mitigation techniques for default and nesfefault fund options.

Figure 2 (below) is a graphical representation of how the PEPP compartments will work.
Note that where a Member State has more than one nationalhnegthere may be more

than one national compartment offered by providers. Money is saved in national
compartments meeting the national requirements for tax relief on pension savings,

including the payout rules, for instance on the earliest age at whicheymaran be
accessed or the form in which payouts are possible (e.g. lump sum or arffiuity).

16 More information on the PEPP proposal is available in the EPRS legislative Briefireyvork for a pan
European personal pension product (PEMRyopean Parliament, October 2017.
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Figure 2 — Proposed PEPP structure

PEPP compartments are necessary to get tax relief
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2.4 European Parliament briefing and appraisal of the PEPP

European Parliamen®olicy Department Apublisheda study on EU pension schemes
aimed at providing the Employment and Social Affairs NIP) Committee with
information about the risks andeplacement rates of different pension schemd@se
study concluded that large variations exist in the approach to pensiadhe BUMember
Sates. Vulnerablegroups are less likely to contribute to individual planstleird-pillar
schemes, which comphtes a shift in replacement rates frguillars1 (aimed at avoiding
old age poverty) and 2 (occupational schemespitiar 3. Pillars 1 and 2 should ensure
pension adequacy, leavimgjlar 3 as a tool fomdividuals to enhance their replacement
ratest’

In addition to that, theEuropeanParliamentaryResearchSrvice (EPR$ublished the

first edition of its legislative briefingon the PEPBNd aninitial appraisal of the European
Commissiols impact assessmenbn the PEPIh October 2017The legislative briefing
stated thatEuropés population is ageingn account ofpeople living longer and having
fewer childrenputting increased pressure on pension systems. This has led to reforms to
make publigpensions more sustainableand dten less generous in future. This leads

to a needto develop third pillaiof voluntary pension savings in Eurofie.

Theinitial appraisal concludes thahe Commissiols impactassessmenprovides useful
input on the potential implications of the creation of a p&aropean pension product.
Theinitial assessment observed thawhile the elements provided are generally logical,
some parts of the analysis lack consistency aadld have been more complete. For
instance, a clearer definition of the problems could have provided raolid ground for
the analysis- even more so as th@ampact assessmentioes not provide operational
objectives and features lanited range of options.

2.5 European Parliament draft reports

TwoEuropean Parliament draft rep@have been prepared as part of tpeocess leading
to the decision regarding the European Commission PRRPosal and PEPP
recommendation. Théirst draft report'® covers the PEPBroposal andhe seconddraft
report® covers the PEPlecommendation.

The draft report regarding theCommission PEPRecommendation contains three
suggestions, namely

1 granting the same tax relief tthe PEPP athat granted to national personal
pension products, even in cases where PEPP features do not fully match all the
national criteria;

9 granting specific tax relief tilhe PEPP, harmonised at Union level, to be laid down
in a multilateral tax agreement between Member States;

17 Pension Scheme#®olicy Department A for Economic and Scientific Policy, European Parliament, August
2014.

18 Framework for a paituropean personal pension product (PERR) Initial Appraisaof the European
Commission's Impact AssessmeBPRS, European Parliament, botitober 2017.

19 European Parliamerdraft report on the proposal for a regulation of the European Parliament and of the
Council on a PaBuropean Personal Pension Product (PEPP)

20 Draft report with recommendations to the Commission on tax treatment of personal pension products,
including the parEuropean Personal Pension Product.
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http://www.europarl.europa.eu/RegData/etudes/STUD/2014/536281/IPOL_STU(2014)536281_EN.pdf
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http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-618.225%2b01%2bDOC%2bPDF%2bV0%2f%2fEN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2f%2fEP%2f%2fNONSGML%2bCOMPARL%2bPE-618.076%2b01%2bDOC%2bPDF%2bV0%2f%2fEN

1 granting a specific subsidy or premium to PEPP savers, in the formixada f
amount or fixed percentage.

The suggd®ns support and develop the Commission recommendation:

'Member States are encouraged to grant PEPPs
the European Parliament and of the Council the same tax relief as the one granted to

national PPPs, once these PERFslaunched on the personal pension market, even in

those cases where the PEPPs product features do not match all the national criteria
required by the Member State to grant tax relief to PPPs.

'Where Member States have more than one type of PPP, theyeacouraged to give
PEPPs the most favourable tax treatment available to their PPPs.

'In order to accelerate the creation of a single market for personal pensions, Member
States are encouraged to exchange best practices regarding the taxation of PEPPs and
PPPs, with a view to aligning their national criteria for granting tax incentives as much as
possible and facilitating the portability of such products

2.6 Other EU institutions' views

The European Economic and Social Committee (EESC) adopipihiibg on the PEPP
proposal in October 201Fapporteur Philip VomBrockdorff (Workers- Groupll, Malta)).

It recognised thathe Europeanpension landscape is fragmented andglcomed the
attempt to encourage EU citizens to bendfitly from the single market by making
adequate provision for their retirement years. However, in the same opinion, the EESC
recaledthe need to preide consumers/savers with clear information as well as to ensure
capital protection under the default lowisk option?!

2.7 National parliaments’ views

No national parliaments issuedreaasoned opinioron the grounds of subsidiarity by the
27 October 2017 deadlin&painhad important information to exchange, with political
dialogue on the proposal in Italy, Portugal and Roméahia.

2.8 Other studies and views

Some key stakeholder reactions and views on pensions and on theiiiiRfé those
from:?3

1 Insurance Europ@epresenting Europs insurance and reinsurance companjes)
whichpublished arinsight briefingand aposition papelin January 2018

1 PensionsEurop@he representative of European pension fundshichpublished
aposition papemon the PEPP in January 2018

21EESC opinioRanEuropean personal pension produePEPP October 2017.

22 SeelPEXThe platform for EU Interparliamentary Exchange.

23 The previously mentioned EPRS legislative briefing summarises stakeholders' initial reactions to the PEPP.
Links to full stakeholder positions and other key information areehesurance Europénsight briefingand

position paperPensionsEuroppress release angosition paper EFAMAflyer andposition paperAviva note

Mind The GapCFA InstituteBetter FinanceAFME Finance WatchOECD stocktakingensions at a glance

2017 Pension markets in Fogusuropean Commission European semester thematic factshdetjuacy and
sustainability of pensions
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http://www.eesc.europa.eu/en/our-work/opinions-information-reports/opinions/pan-european-personal-pension-product-pepp
http://www.ipex.eu/IPEXL-WEB/dossier/document/COM20170343.do#dossier-COD20170143
http://www.ipex.eu/IPEXL-WEB/scrutiny/COD20170143/escor.do
https://www.insuranceeurope.eu/sites/default/files/attachments/Insight%20briefing%20-%20The%20PEPP%20must%20be%20a%20true%2C%20long-term%20pension%20product%20that%20provides%20value%20for%20citizens.pdf
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https://www.eesc.europa.eu/en/our-work/opinions-information-reports/opinions/pan-european-personal-pension-product-pepp
http://www.ipex.eu/IPEXL-WEB/dossier/document/COM20170343.do
https://www.insuranceeurope.eu/sites/default/files/attachments/Response%20to%20EC%20proposal%20for%20a%20Pan-European%20Personal%20Pension%20Product.pdf
https://www.insuranceeurope.eu/sites/default/files/attachments/Insight%20briefing%20-%20The%20PEPP%20must%20be%20a%20true%2C%20long-term%20pension%20product%20that%20provides%20value%20for%20citizens.pdf
https://www.insuranceeurope.eu/pan-european-pension-product-pepp-key-messages
https://www.pensionseurope.eu/system/files/Press%20release%20%20-%20PensionsEurope%20welcomes%20the%20EC%27s%20proposal%20on%20PEPP%20-%202017-06-29.pdf
https://www.pensionseurope.eu/pensionseurope-publishes-position-paper-pan-european-personal-pension-product-pepp
http://www.efama.org/Pages/EFAMA-welcomes-Commission-legislative-proposal-on-pan-European-Personal-Pension-Product.aspx
https://www.efama.org/Publications/PEPP_flyer.pdf
https://www.aviva.com/social-purpose/thought-leadership/europe-pensions-gap/
https://www.cfainstitute.org/about/press/release/Pages/06292017_134981.aspx
http://us13.campaign-archive2.com/?u=0c162b0ad766345af04242e59&id=ab9f4cf27c#mctoc1
https://www.afme.eu/en/news/press-releases/2017/afme-welcomes-proposals-for-a-pan-european-personal-pensions-product/
http://www.finance-watch.org/component/content/article/110-languages/french/1429-pepp-proposal-comments-fr
http://www.oecd.org/pensions/Stocktaking-Tax-Treatment-Pensions-OECD-EU.pdf
http://www.keepeek.com/Digital-Asset-Management/oecd/social-issues-migration-health/pensions-at-a-glance-2017_pension_glance-2017-en#.Wnw99U2GMy8
http://www.keepeek.com/Digital-Asset-Management/oecd/social-issues-migration-health/pensions-at-a-glance-2017_pension_glance-2017-en#.Wnw99U2GMy8
http://www.oecd.org/pensions/private-pensions/Pension-Markets-in-Focus-2017.pdf
https://ec.europa.eu/info/sites/info/files/european-semester_thematic-factsheet_adequacy-sustainability-pensions_en.pdf
https://ec.europa.eu/info/sites/info/files/european-semester_thematic-factsheet_adequacy-sustainability-pensions_en.pdf

i the European Fund an Asset Management AssociatiofcFAMA, which
published dlyeronits views on the PEPP and in September 2Qdasdion paper

1 Aviva, an global insurer and asset managdtichpublished a noteéMind the Gap

quantifying the pension savings gap in Eurapdshowing that Europs pension

savings gap remains subst—aequivaleatto1l36sur passin

of Europes GDP

the Chartered Financial Anal\{§&FA)nstitute;

Better Finance

the Association for Financial Markets in EurodEME

Finance Watch(Finance Watch is an independent nprofit Members

association set up in 2011 to act as a public interest counterweight to the

powerful financial lobby)

1 the OECDwhich published atocktakingof the tax treatment of funded private
pension plans in OECD and EU countiiesisoissueda publication'Pensions at
glance— 2017 highlighing the pension reforms undertaken by OECD countries
over the last two years. Moreover, one spécihapter focuses on flexible
retirement options in OECD countries and discusses peoesferences
regarding flexible retirement, the actual use of these programs and the impact on
benefit levels TheOECD publicatio®ension markets in Foce2017 covers 85
countries and gives an overview of private pension systems worldwide and
outlines latest developments. It assesses the amount of assets in funded and
private pension plans, describes the way these assets are invested in financial
markets, and loks at how investments have performed, both in the past year and
over the past decade

1 the European Commissiowhich issued &uropean semester thematic factsheet
on the'Adequacy and sustainability of pensians

3¢lLEFGAZY

Together with theproposal for aPEPP Regulation, the European Commission adopted a
recommendation that concerns Member Statapplication of tax rules to individuals who
qualify as PEPP savers. In this recommendgfittime Commission encourages Member
States to grant PEPPs the samettaatment asthat granted to national personal pension
products (PPPs). the event thatMember States have more than one type of tax regime
for national PP® (e.g. a Member State could grant beneficial tax treatment at the
accumulation phase and/or dugndecumulation phase), they are encouraged to give
PEPPs the most favourable tax treatment available to their national PPPs.

= =4 -4 A

Astudy on the feasibility of a Europeaersonalpensionframework? requestedby the
European Commissipidentified 49 different pension products in 28 Member States
were voluntary, non-state based (excluding first and second pillar pensions) retirement
financial products. Each of tee49 productscould be taxed differently based othe

24 Taxation belongs to the competence of the Member States. Aryetl action regarding taxation
therefore necessitates a unanimous decision in the European Council of Ministers. Consequently the
Commission may have decided that it was not likely to obtaianimity in the Council and therefore opted

to make a recommendation instead of a proposal for legal action.

255tudy on the feasibility of a European PersdPghsion FrameworlEuropean Commission, 2017.
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specificities ® each Member State pension system. In schematic terms, taxation can
occuronthree occasions, hamely during the accumulation phdseyield phase anthe
decumulation phase. There are eight different taxatmmmbinations based on these
three phases.

Table 1 - Different taxation options

Combination Accumulation Yield Decumulation
1 (EEE) Exempt Exempt | Exempt

2 (EET) Exempt Exempt | Taxed
3(ETT) Exempt Taxed Taxed

4 (ETE) Exempt Taxed Exempt
5(TTT) Taxed Taxed Taxed

6 (TTE) Taxed Taxed Exempt

7 (TEE) Taxed Exempt | Exempt

8 (TET) Taxed Exempt | Taxed

Sourcetable compiled by the athor.

Consequently there is a very high number of possible combinations of tax treatments
across all Member States. Further swdriations are possibleas, for instancetax
exemptions can take different formsuch adirect tax reductionareduced tax baser

tax credit.

Each Member State has selected a-taatment based on national preferences, and in
order to get a tax advantage, striobrditions need to be followedlhe most significant
parametersare retirement age and oupayment modalities.

The arrent minimum age (and other conditions) to access PPPs varies considerably across
the Member Sates. Thepillar | pensionable age (retirement age) is often set to increase
in the coming years anithe pensionable age for national PPPs is also increasisgme
cases as explained by the Finn@mntre for Pensions® According to theErnst& Young
study on the feasibility of a European Personal Pension Frametdrks possible to
identify the following
Accumulation phase
1 7 productsaretaxed insixMember States.
1 39 productsare classified as partially exempt in 24 Member States.
Yield phase
1 12 products out of 49 are subject to taxation on yield.
9 37 productsn 23 MemberSatesare exempt.
Decumulation phase (see detailsFgure 3 below)

26 Retirement ages in Member Statdsinnish Centre for Pensiorz17.
27 Study on the feasibility of a European Personal Pension Framewonkt & Young for the European
Commission, June 2017.

16


https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study_en.pdf
https://www.etk.fi/en/the-pension-system-2/the-pension-system/international-comparison/retirement-ages/
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study_en.pdf

Mandatory unique option for

Figure 3 — Taxation options during the decumulation phase

Decurnulation tax regirme

No mandatery unigue aption
outpaymEnts for outpayments
{Ennuities) |

With default option Without default option

Taxed Taxed or axampt Taxed Taxed Depends on decurnulation aplion Exernpt
& 3 & 1% 2 11
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France_Medelindgr Netherlands_RAlnsD Croatia_OPF Germany_Rlester Romania_SPP Cyprus_IIF Bulgaria_PvRF
Denmark_RP Netherlands RBSA Denrmark_Alder Garmany PP Slovenla VEP Crach Republic SSP
Finland 1P France PERP [raland BAC Cpsln_1PP Denmark_Akérsap
Garmany_Rlrup Maltz PPPa Irelend PRSA  Spain MP Ectonia VSF
Swedan [PS Maltz PPPra [taly PIP Spain_ PPA Gregce PRSP
[taly OFF Uit Mungary PRS
Latvia_FRF Kinpdorm_SIPF Lithusnia_VF
Lunembourg_IPS United Poland_IKE
Poland_IKZE  Kinpdom_Stakeh Poland_PPE
Portugal_Lifelnsa Clovak Republic PPF
Portugal LifelreH
Portugal PF
SourceErnst& Young study.
3.1 Taxcritical elements defining national PPPs

In order to have a common PEPP taxation regime across 28 Member States, there is a
need to create a produdhat presentsan averageof the characteristics of all existing
products. While this is technically possible, it is questionable whether Member States
would grant a tax benefit to a PERRt provides better conditions than national pension
products. For example, if the PEREre toset65 asthe minimum age at which benefits
couldbe accessed/lembers States where benefiteuldbe accessed later than 65 would

not grant tax relief for contributions paid to the PEPP.

The minimum agdor accesBg benefits varies considerably across therivteer States
and hence setting an average age would mean thahose countries with a lower age
congumers will not useéhe PEPP wéreasin those countries with a higher age consumers
may prefer the PEPRhis wouldhoweverundercut national policiedor instance, those
aimed atencouragng people to work longer and retire later.

The same reasoning is applicable to other elements of the definition of a national PPP,
such as whether outpaymentshould take the form of an annuity, a lump sum, or a
combination of both. Member Statdblat require an annuity or a combination of lump
sum and annuity do so because they wish to ensure that their citizérsave an income
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when they grow old, so thdhe citizens can take care of themselves and are less likely to
call on the social security systems for help. These Member States will not grant tax relief
for contributions paid to a PEPP allowing for 200ump sum outpayments.

On the other hand, if thaingle PEPRere only to allow annuities or a combination of
annuities and lump sum, it would not be able to compete with national products that
allowed a 10®6 lump sum outpayment, since pension savers generally prefer products
with lump sum outpayments.

These are just a few examplekere are many more tax critical elementdefining
national PPPshat might also prevent Member States from granting tax relief to the PEPP
if its characteristicsvere different from the national PPPs. Examples are theimam
amount of annual inpayments and the requiremeninotto provide a guaranteed return.

In the framework of the European Semesters, most Member States have received
country-specificrecommendations (CSRs) on pensions calling for reforms to modernise
pension systems by raising and aligning the pensionablaageowing life expectancy;
reducing early exit pathways; promoting complementary retirement sayiragsl
underpinning pension reforms with measures enabling men and women to work longer.
Based ontie European Semester recommendations, which have been accepted by all
Member States (Council adopts and European Council endorses), a specific PEPP case
might in theory be possiblduildinga PEPP product in which the pensionable age is set,

for exampleat 67 years (higher than it currently is in many Member States).

To compensate for this higher pensionable agenfpared within the national PPP),
Member States could offer this specific PEPP product more generous tax treatment.
Consumers couldhoosebetween earlier access to pension savings (where such a PEPP
hasa higher age than national PPPs) with standard nationab&nefits or select a PEPP
with later access to savings, but with better tax benefits (with appropriate limits setting
maximum annubin-payments). As the age at whiphlar | pension benefits and national
PPPs can be accessed evolves (the ages are increasing in many Member States and they
can also be aligned to the evolution of life expectancy), they may convengeds the
PEPP. Heever in cassof low-income clients (with very low or no taxes), the tzenefit
system may not be an efficient motivator. In such casbsrausbased system could be
better, like the German Riesteente systenr®

3.2 Bilateral tax conventions

There are no EWide rules that say how EU nationals who live, work or spend time
outside their home countries are to be taxed on their income. However, the country
where an individual is resident for tax purposes can usually tax total worldwide income.
This includes wags, pensions, benefits, income from property or from any other sources,
or capital gains from sales of property, from all countries worldwide. In some cases, two
countries could consider an individual atx resident at the same time, and both could
require the person to pay taxes on the total worldwide income. Many countries have
double tax agreements, which usually provide rules to determine which of the two
countries can treat an individual as a tasident. For example Belgiumda bilateral tax

28 SeeK Hagen and A Kleinlelfign Years of the Riester Pension Scheme: No Reason to Ce|dbilte
Economic Bulletinvol. 2 (2)PIW Berlin February 2012
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treaty with 23EU Member State® The current situation has created situations in where
secand or third pillar outpayments are taxed in the paying country where the beneficiary
is residing in that country, but where, based on aagreement, an individuaould move

to another EU country in which outpayments are-feee.

For example the tamgreement between Finland and Portugaiovides for tax-free
outpaymentsfor the secand pillar to those Finnish citizens who move their-tagidence
to Portugal (wHe if they stay in Finland, the outpayments are taxed).

Finally, in the case of the PEPP, if ipegsmissable(e.g. through changes during the
legislative process) to move accumulated funds from one compartment to another (e.g.
before pension outpaymentconsolidation of all compartments to one single
compartment), national compartments within a single saver consolidated PEPP should be
built in order to prevent tax avoidance, for instance when a saver asks for a transfer from
an EET/ETT regime to a TEEFPThe opposite is also possible in cases in where a saver
earnsapension in a TEE Member State and receives it in an EET Member State. In such a
casethe pension may be subject to double taxation. Bilateral tax conventions need to be
analysed in ordera avoid netax or doubletax situations.

4 LYLRNIIFIYyOS 2F 0O2aia

For a PERPaver, an important issue is the total stinat can be paid out after retirement.
There are three elements affecting the outcortie addition tothe level ofthe annual
contribution), namely taxbenefits or bonuses, annual yield and costs. Pension savings
occur over a long period of time. In such cases the impact of comptekst is
significant. Costs (annual, performance, managemengtc.) could be considered as
negative investmers, and via the compounititerest, they can represent significant
amounts over the savings period.

For example, the table below shows what the cumulated capitalld be assuming:

annual yield of 36,avery low annual costof0%and annual i @00.est ment of

Table 2 — Accumulated capital in €

Year | Invested capital Annual saving | Cumulated capita| Cumulated capital with
without costs costs (0.90)

0 5 000 5 000 5 000 5 000

1 10 000 5 000 10 150 10 139

20 105 000 5 000 143 382 135 700

SourceTable compiled by the author.

Consequently, 21 vye a0 coodspoadnatotaihvesprentohe nt s
€105 000. Witranannual investment yield of %, the investment has
in interest income. Assuming thatn annual fee of & % is charged by the service
provider, the interest incom woul d b e ré€pBeensa 000 lowdr imierest

income comparedvith a no costs scenarida\ssuming higher annual costslo¥ and? %,

the difference becomes clearer. The tot al

29 Signed but not in force with IRL, MT, ES and the UK.
30 For details of the various taxation options, see Table 1 of this study.
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and €115 483. The i nt er @sotcostractlaionavoufldbe r enc e
€14 872 a higher€dsts ca®réeddice the total outcome significantly eesally

during prolonged periods of lower investment returidore information regarding the

costs and their impact can be found in other publications such asShaly on the

position of savers in private pension produg¢isPension scheme charggéand'Costs

and charges of IORP3$

Figure 4 — Effect of annual costs on the cumulated capital, in €
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Source: EPRS

31 Study on the position of savers in private pension produdteera, January 2013.
32 Pension scheme chargddouse of Commons Briefing PapeoyBimber 2017.
33 Costs and Charges of IORPKDPA, January 2015.
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Figure51 Annual <costs in certain Member States, in
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MNote: Based on an individual paying in 1,000 units of a currency a year for a period of 45 years, achieving annual
gross retums of 5% each year. Inflation and taxation impacts have been ignored; only the charges listed above
apply. Owing to the wide range of cost estimates and the unknown cost of providing minimum guarantees, it was
not possible to include Gemany or Austria.

SourceOxerastudy on the position of savers in private pension proddétts

Therefore, a key succesactor for a PEPP is the management of coBte need fora
PEPP serviqaoviderto be able to open national compartments in other Member States
based on clients requests will incur additional costs (e.g. translation, legal
managementosts.

The PEPP provider must be more eeifective than a national PR$tovider (or provide
better yields) in order to be able to provide pensions products with higher walegturns
(comparedwith national competing products).

59dNRLISIY IKRREROGI 0@ yy St a

I RRSR

5.1 European added value

The PEPRwould contribute to the achievement of theapital markets union. Funds
invested over long periods would create a new funding source for long term investments,
thereby contributing to economic growth and increased employment levélse
availability of longterm funds would also deepen capital markets and provige a
alternative source of corporate financtus reducing the reliance on bank loans. L-ong

34 Oxera Study2013.
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term investments should normally produce higher yields than short term investments,
which would generate higher retirement income for the savers.

Theneedto increasesecad andthird pillar pensions is widely recognised, however the
secand andthird pillar markets are not equally developed across thedggventing many

EU citizens from having appropriate access to quality pension productthe/REPP,
crossborder barriers could be reduced, thus enabling EU citizens to benefit from
improved quality more reliable products and lower pricef{ account ofgreatercross
border competition) while producers should benefit from the economies of sedfect.

The European Commission communication of 19 April 200T loa elimination of tax
obstacles to the croslkorder provision of occupational pensidfstates that

‘A fully functioningsingle market for occupational pensions is essential to ensure that
citizens are able to exercise their rights to free movement enshrined in the EC Treaty and
thus to enhance labour mobilityThe statement was made in the contexisettand pillar
pensions but is also true regarding ttkerd pillar pensions.

The Europea Political Strategy Centre note on PEPP states that

'With the EU market size currently standing at over 1 trillion euro, the potential efficiency
gains to be achieved through economies of scale and risk diversification thanks to the
removal of nationabarriers can be expected to be considerable. Economies of scale for
pension funds with respect to membership and assets under management are well
documented in a number of countries and lead to lower fees. It is estimated that
decreasing asset managemermtsts by 0.2%86 could see pensions increase byd@ver

a 40 year horizot®

The impact assessment accompanying the PEPP proposal states that

'the volumes of PPPs combined with the PEPP could reach EUR 2.1 trillion by 2030 in the
most favourable scenario whereby the PEPP would be granted a favourable tax treatment
in all Member States. This implies that the introduction of the PEPP would conttdbute
50% of the growth on the whole personal pension market between now and 2030. This
estimate is based on the favourable assumption that PEPP would receive the same tax
treatment as existing PPPs in all Member States under the baseline scenario. Skould th
favourable treatment of the PEPP be limited to fewer Member States, or even absent, the
development of the PEPP would be significantly lower. Should no favourable tax
treatment be granted, savers would be disincentivised to contribute to a PEPP and this
would result in an outcome close to the baseline scenario of EUR 1.4 ‘t#llion

Finally, &cording to theabovementioned Erns& Young study

‘the additional market potential if a PEPP available in all EU Member States allowed
consumers to effectively reach the current product technology frontier (i.e. meet the
market performance of the Riester product) ranges from EUR 0.4 trillion to EURA. trill

It is expected that on average the increase would amount to EUR 0.7 trillion. This estimate

35 Communication on the elimination of tax obstacles to the cfossler provision of occupational pensions,
COM(2001) 214Furopean Commission, April 2001.

36 Filling the Pensions Gap and Refinancing the EconBurgpean Political Strategy Centdeine 2017, 6.

37 European Commission staff working documesityD/2017/0243 finalp. 34.
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is based on current EU financial assets, i.e. it does not make any assumption about the
growth of overall financial assets in the futtfé

It should be notedhat it has been assumed that the PEPP produmtild haveproduct
characteristics (including but not restricted to taxatiagsinilar to those ofthe most
competitive existing national PPP.the event thatthe PEPP is less attractive than the
most attracive national PPP, the total increase will be low&rpossible substitution
effect i.e. a possible move frosecand pillar tothird pillar, or fromfirst pillar to third
pillar has not been analysed, andasnot therefore been included in the figureguoted
above.

5.2 Generosity of first and second pillar systems

Clearly pension systems need to be considered holistically, looking at the support
provided across all three pillars. Indeedruly full picture of the adequacy of retirement
provision would lo& even more widelyfor instance at the different cost of living irthe
variousMember Statesminimum income support, benefits in kind (e.g. free health and
longterm care) and wealth (e.g. housing). The Commissi@ansion Adequacy Report
2015(PAR 2015nentioned earlier seeks to take a comprehensive loothatadequacy

of retirement provision.

As the PAR 2015 makes clepublic pension schemes (pillar 1) funded on a PAYG basis
are, and will remain, the most important source of retirement income royst EU
citizens. Nonetheless they are typicallgcreasingn generosity for the future, as already
mentioned. There are my different measures using a variety of methods and data for
comparing pension adequaé$When it comes to choosingsingle measure of adequacy
for the purposes oEompaison, the aggregate replacement ratio is generally considered
the best option. Thaggregate replacement rafitis the median individual gross pension,
including oldage and other pension benefits, of people agedt6%4 relative to the
median individuagiross earnings of people aged (b9, excluding other social benefits.
The table below, extracted from Eurostat based on the ESILC survey and sets this out
for each of the EU2®gether with the EU28 average, for 204ée most recent yeafor
which data is available.

38 Study on thdeasibility of a European Personal Pension Framew®mist & Young, June 2017 2p8.

39 More information on pension adequacy, including an annex detailing some of the key measures of
adequacy, is available in the EPRS briefiigopean Union pension systems: adequate and sustainable?
European ParliamenNovember 2015.

40 SeeEurostat.
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Table 3 — Ratio between income from pensions of persons aged between 65 and 74
years and income from work of persons aged between 50 and 59 years, in 2016

EU28 average and EU Member States Ratio of income

European Union (28 countries) 0.58
Belgium 0.48
Bulgaria 0.45
Czech Republic 0.50
Denmark 0.47
Germany 0.46
Estonia 0.45
Ireland 0.35
Greece 0.63
Spain 0.66
France 0.68
Croatia 0.39
Italy 0.69
Cyprus 0.44
Latvia 0.42
Lithuania 0.45
Luxembourg 0.88
Hungary 0.67
Malta 0.54
Netherlands 0.50
Austria 0.62
Poland 0.62
Portugal 0.64
Romania 0.66
Slovenia 0.47
Slovakia 0.62
Finland 0.53
Sweden 0.57
United Kingdom 0.53

Source: Eurostat (Aggregate replacement rat®USILGurvey) Last update: 18.2018. Data extracted on

1.22018.

The data in the above table shows that the aggregate replacement ratio in 2016 ranges
from a high of 0.88 in Luxembourg to a low of 0.35 for Ireland. Luxembourg is very much
an outlier with the mxt highest aggregate replacement ratio found in Italy, at 0.69.
France, Hungary, Spain and Romania are all above 0.65. At the other end of the scale,
Croatia, at 0.39, is the second lowest and the only other country (with the lowest, Ireland)
below 0.40 Other countries with low aggregate replacement ratios in 2016 include Latvia
(0.42), Cyprus (0.44), Lithuania, Estonia and Bulgaria (all three on 0.45) and Germany

(0.46). The EU28 average is 0.58.

24




Note that, in common with all measures, there are pros and cons to the methodology
used for the aggregate replacement ratio. As this measure compares the incomes of
people agedbetween 50 and 59 with those of older people agduketween 65 and 74,
changes in the ratio may be driven by changes in the incomes of people age8%ts

well as those aged 68 74. So, for instance, the aggregate replacement ratio may
improve if the incomes gfeople aged fronb0to 59 fall (e.gowingto the financial crisis
impacting on the incomes of working age people mibrese ofpensioners) and equally

the ratio may worsen when incomes of people aged®69 rise (e.g. during economic
booms where wages may rise faster than pensions). This is why a wideatingicators

are used to seek to provide a comprehensive picture of pension adequacy.

Nonetheless, the aggregate replacement ratio is considdcethie akey measure of
pension adequacy and generally accepted as the best option should just a singleemeasu
be required.

Occupational pensions (pillar 1) c@novide an important complementary source of
retirement income for some people in some Member States, though most of them have
comparatively little, if any, occupational pension provision. Accordi@A Financial
Stability Report of December 2017, thinited Kingdom(45.5%) and the Netherlands
(35.9%) between them accounted for over 80 of reported pension fund assets in the
EU. The report noted thdboth the UK andhe Netherlandsare providing their citizens
with relatively modest flarate state pensions, which are complemented by significant
private pension provisions

The next highest share was in Germany with%,ZXollowed by Italy (3.%) and Ireland
(2.9%)% Data from the OHT? (which includesnsurancebased occupational pensions)
coveringoccupational pension plan assets as a percentage of the respective countries
GDP in selected EU countries, shows that Denmark and the Netherlands have assets of
over oraround 150% of GDRvhile the UK haspproximatelyl00%. Finland and Ireland

both have a little over 506 with Sweden at around 46 and Portugal, France, Germany,
Austria, Italy and Belgium all having betwee¥mnd 104643

When looking broadly at pension adequacy, berssifit kind and the wider social system
are also important. For instance, health dodgterm care costs can be a key expense for
older people, so the level of contributions older people need to make to these costs can
impact on the adequacy of their retingent provision. National health andngterm care
systems vary considerably in their form and generosity and are also themselrésg
under pressuréfrom demographic ageing, as with the pension systems. Health services,
for example, can beesidencybased and funded from general taxation in some Member
States but based on compulsory insurance in othersp&@enents and the medical
conditions and services covered vary enormously too.

Wealth (rather than just income) is also an area that a comprehetmdkeat retirement
provision should consider. An obvious example is housing wealth. Once again Member

41 Financial Stability ReporDecember 201,/EDPA, page 36.

42 Global pension statistic©ECD, 2017.

43 For more on occupational pensions sPegspects for occupational pensions in the European Ui®RRS,
September 2015.

44 Joint report on health care and losigrm care systems & fiscal sustainabjlifuropean Commission,
October 2016.
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States vary- from those where renting is common those with high levels of home
ownership. According to Eurostat 984 of households in Romania are livingpwmner-
occupied property with no outstanding loan or mortgage compared to ju%t 8f
households in the Netherland® One may reasonably assume that those homeowners
will saveoutright on rent during their retiremerg or be able to rent their property out for
extra income. They may also be able to release capjtatlling and downsizing to buy or
rent a cheaper property. Certain countries (e.g. Belgium) also have a relatretly
developed market ifreverse mortgges which allow older people to release some equity
from their property without having to sell immediately

5.3 Could improvements in third pillar pensions increase the risk of
reductions in first pillar support?

Broadly speakingaction to improve the sustainability of PAYG public pension schemes
(pillar 1) has already been taken, as note@ation 1 (background). Hence reductions in
pillar | costs are already in train and will become more significant as they gradually come
into effect. Their impact on adequacylito a large extent depend athe extent to which
people are able and willing to workore andlonger to compensate for later retirement
ages and more stringent conditions to qualify for a full penskbéowever,incomefrom
occupational pension schemes (pillar 11) and personal pensions (pillar Ill) may mitigate this
to some extent in four Member States, with publicdedpillar Ib schemes expected to
provide some mitigation iright Member States (see Figure 1).

In terms of the current individual importance of the three pension pillars at EU aggregate

level, the personal pension market (pillar 1) is by far the least important. Pillar Il pension
savings are estimated to be woareditoammtly around
€7 . 5 +over 10 timesms much in existing occupational pensions entitlements.

Meanwhile, EU expenditure on public pensions was around %lof EU GDP in 201%.

Indeed the 2015 PAR notes that public PAYG pensions (i.e. pillaidmpanare the main

provider of pension income across the EU.

Of course the relative importance of the three pillars varies considerably between
Member States, depending on the design of their pension system. According to the 2015
PAR, using one adequacyetric theoreticalreplacementrates — TRRs), occupational
pensions contribute more than 2 to the TRR in France, the Netherlands, Sweden and
the UK. It also notes that the proportion of income coming from occupational pensions is
lower for lowerearners, since the PAYG pillar | scheme typically has redistributive features
to help support lower earners morg.

So whilst a stronger occupational pension sector (pillar II) naturally plays a stronger role
in overall pension support, as least proportiogls, pillar | remains the most important
element for most people, especially lower earners. There seems to be little evidence
currently that pillar Il pensions lead to lower pillar | pensions, which is perhaps not
surprising given their small scale. Evei t hey grow significantly (1t
or hi gher stil |l to €2.1 trillion, PEPPt he PEPP

45 SeeDistribution of population byenure status, type of household and income greugUSILC survey
Eurostat 15 Februan2018

46 SeeFramework for a paituropean personal pension prect (PEPREPRS, October 2017.

47See PAR, 2015, p. 125.
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impact assessmehtthey will still be dwarfed by pillars | and Il. This suggests they are
unlikely to have awy significant impact on decisions to further redube costs of public
pillar | pension schemes, at least on aggregate.

6/ 2y0Of dar2y A

There exists cleavidence forthe Europearaddedvalueto be gainedn the context of

the PEPPThe PEPRontributes to the free movement of peopley facilitating cross
border mobility, providing a simpler pensigoroduct forpeoplewho have worked or plan

to work in several Member StateShe eonomic dimension derives from the fact thet
supranational opeation delivers larger benefits to Members States (increased voluntary
pension savings), savers (better and cheaper products, larger variety of products) and
service provides (larger customer bas simplified legislation,fewer crossborder
transaction cets).

Indirect impacts and possible leverage achieved through the better allocation of financial
resources in the context dfie capitalmarketunion hashe potentialto enhane Member
States economic activity thus contributing to GDdrowth, which in tun impacts
positivelyonthe sustainability of Member Statefiscal situationallowingthe sustainable
financing of pillar 1 pensions.

High quality supervision is important to ensure that the promise given via the EU quality
label granted for the PERM®Ids. Supervision needs to ensure that seryias/iders have
adequate capacity to manage savdmnds, and that servicgroviders fund management
systems and controls are robugtrecent case in Swededl{ra Sverige A provides a

good example othe risks of insufficient supervisioAccording tahe Swedish pensian
agency Allrahas transferred SEK 150 million worth of Swédasings to a subsidiary in
Dubai Swedish radio reported théin a statement given to the Stockholm County Court
the pensionsagency claims that Allra had started its Dubai subsidiary with the sole
purpose of transferring saversnoney to the comparlg owners.According to the
statement, the Dubai company received nearly SEK 150 million for buying securities for
three ofAllras funds within the PPM system, under which Swedes are given tax incentives
to save privately to top up their pensionghe Svedish pensionsagencyhasexpeledthe

fund from the PPMpremium pensiorsysten) system.

48 See:New accusations against scandiil pension provider AllraRadio Sweden, 30 March 2017.
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Annex 1 — Motion for a resolution

MOTION FOR A EUROPEAN PARLIAMENT RESOLUTION
with recommendations to the Commission on tax treatment of pension
products, including the panEuropean Personal Pension Product

(2018/2002(INL))
The European Parliament

- having regard to Article 225 of the Treaty on the Functioning of the
European Union,

- having regard to the Commission proposal for a Regulation of the European
Parliament and of the Council on a pan-European Personal Pension Product
(PEPP) (COM(2017)0343),

- having regard to the Commission Recommendation on the tax treatment of
personal pension products, including the pan-European Personal Pension
Product (C(2017)4393),

—  having regard to Rules 46 and 52 of its Rules of Procedure,

—  having regard to the report of the Committee on Economic and Monetary
Affairs (A8-0000/2018),

A. whereas the internal market for personal pension products remains highly
fragmented, in particular concerning tax reliefs;

B.  whereas the Study on the feasibility of a European Personal Pension
Framework of June 2017 (FISMA/2015/146(02)/D) demonstrates that fiscal
incentives are key to the uptake of PEPP;

C. whereas Member States have exclusive competence in the area of direct
taxation;

D. whereas in the internal market all providers and products must be treated
equally, regardless of nationality or Member State of origin;

1.  Calls on the Council, with a view to enhancing the uptake of the pan-
European Personal Pension Product (PEPP), to elaborate proposals
regarding incentives for PEPP savers;

2. Suggests for the following approaches to be considered:

- granting the same tax relief to PEPP as the one granted to national
personal pension products, even in cases where PEPP features do not fully
match all the national criteria;

- granting a specific tax relief to PEPP, harmonised at Union level,
to be laid down in a multilateral tax agreement between Member States;

- granting a specific subsidy or premium to PEPP savers, in the form
of a fixed amount or fixed percentage;

3. Instructs its President to forward this resolution and the accompanying
recommendations to the Commission and the Council.
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Annex 2 — Pension glossary and taxonomy

Adequacy: the adequacy of pensions is measured by their ability to prevent poverty, the
degree to which they match the level of pretirement income and how they compare
with the averagancomes of people below pensionable age.

Funded (i.e. pre-funded) schemes: these are pnsions in which contributions are
invested over time and then used to pay pension benefits in the future. Most
occupational pensions are funded.

Pay-as-you-go (PAYG): revenue from current contributionss used directly to pay for
current retirement benefits, so they are not pfended, barring, in some cases, small
reserve funds. Most public pension schemes are PAYG.

Sustainability: the sustainability of pensions re&t to the fiscal and financial balance
between revenues and liabilities (and the ratio of workeositributors to pensioners
beneficiaries).

Taxonomy: there is no single agreed detailed taxonomy for pensions, but set out below
is a typical threepillar approach used in this not&?

'First pillar' (public) pensionsthese are pblic statutory pensions administered by the
state and usually financed from social insurance contributions and/or general tax
revenues on @ay-asyou-go (PAYG) basis (i.e. reverftom current contributions is used
directly to pay for current retirement benefits). In central and eastern European Member
States in particular, statutory mandatory funded individual plans, (pillar Ib pensions), have
been introduced alongside pillar I.

'Second pillar' (occupational) pensionshese are pivate supplementary plans linked to

an employment relationship. Contributions are made by employers and/or employees,
often with state support via tax advantages. These plans may be mandatory or quasi
mandatory and commonly established via employment contracts or by social partners in
sector or professionbased collective agreement$hey are ormally prefunded. They
gualify as eitheldefined benefit(DB-where thepensionislinked tothe period d service

and salary level)defined contribution (DC-where thepensionisbased on contributions

paid and investment returns, less costs) hybrid schemes (DB/D€combining some
features of both, e.g. defined contribution, but with minimwgnarantee$.

'Third pillar' (personal) pensionghese are prsonal pensions.e. pre-funded private
voluntary supplementary plansn which contributions are invested in an individual
account managed by a pension fund or financial institution. Theybaasxincentivised.

49More details on pension classifications can be fourfélénsion SchemeBolicy Department A for Economic
and Scientific Policy, European Parliament, August 2014.
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