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Structure of my Intervention

You already had &aining session 5 ,Pension systems
reforms in the EU.Best practices. Discussion.”

There areverlapsbut | will add the following elements:
A) integration of Member States: EU, but also Eurozone.

B) change omethod of policy coordination from
OMC/best practices to benchmarking

C) Ownanalytical basis the ageing report.

D) Not so much examples for pension reforms, but
principles.

E) View of Finance Ministers. huge pension block with no direct influence;
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Building blocks of my
Intervention

Key words: Best practices (more binding methods in-EU
deepeningkEU (also Eurozone). Sustainability (Ageing
Report). Pension systems (Principles for a pension policy).

First block: Method of policy coordination and
EU/Eurozone dimension (state of the art).

Second block Sustainability - theory and analysis: Ageing
Report.

Third Block : Policy Options for pension reforms of the
Ageing Report and principles of the Eurogroup.

Summary: Referring to the last EG principle: political

obstacles (reforms are unpopular, you can loose power,

also hesitance to make the method more. mn@llﬂ@) SR
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First Block: Method of policy coordination
and EU/Eurozone (state of the art)

Pension systems can be adressed IRldror in a
Eurozone context where you need more ambition.

This makes a difference, in particular with regard to the
level of policy coordination.

At EU-level the weakest form is tHepen Method of
Coordination (OMC), created during the Lisbon Strategy.
This is a very light exchange of viembout policy options.

Stronger is the instrumeribest practices”, where you
have a certain anchor, which one can follow.

But even this is not enough for a Eurozone context. The
target should be higher, e.g. by usingpanchmarking

HE B 8B 8@ O

COnCe pt“. Federal Ministry of Finance

=
5 [ I I o O o R
H =



Second Block: Sustainability of pensions: the
2015 Aeging Report as basic underpinning.

The respective joint Member States (EPC)/European
Commission Ageing Report is under certain aspemisan
,bible* (15 years of experience)

It tries to approach the issue of ,sustainabili{$1/S2-
Indicator).

It has the aim to covalifferent public expenditures which
will be affected by ageing, not only pensions.

It benefits fromsimilar methodological approachesavhich will
be regularily reviewed.

You have a goodomparison among all member states
Report forms solid analytical basis to assess mefmogress.
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2015 Ageing Repott

Joint Commission (ECFIN)-EPC (AWG)
long-term projection exercise — 2015
Ageing Report

o Fifth update of the joint EPC-Commission long-term
projections (previous 2001, 2006, 2009 and 2012).

e Mandate of the ECOFIN Council (May 2012)

"The Council INVITES the Economic Policy Committee to
update, on the basis of new population projections to be
provided by Eurostat, its analysis of the economic and
budgetary implications of ageing by the autumn of 2015"”




2015 Ageing Report

- 2015 Ageing Report: | [ |8
Economic and =
budgetary projections -
for the 28 EU Member ;')%Ei 5
States (2013-2060) Ageing Report

+ Published on 12 May Eﬁ%gﬁﬁgﬁé‘%m
2015 °

EUROPEAN ECONOMY 312015

- Available on DG
ECFINs web-site

« Council (ECOFIN)
conclusions adopted
on the same day




projection exercise
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European
Commission

Size and composition of the population

EU28 -Population by age groupsand sex
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on elnploynlent

210 -

190

Millions

both employment and working-age population decline - 68
2012-2022: - 66
rising employment,
declining working-age - 64
g S N
- 62
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== w=eworking-age population (20-64) = fotal employment (20-64) wpes employment rate (20-64)

Phase 1 : sluggish employment and slow growth in working-age
population.

Phase " : rising employment, declining working-age population
Phase 3 : both employment and working-age population decline
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Potential growth rates in pers

7,
3: i DS
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Sustained low growth unless policies change

Potential GDP growth - European Union

% change 2009 AR - Baseline
= == 2012 AR - Baseline
v W " - a »2015 AR - Baseline
L Y
% 2015 AR - TFP risk scenario
]
[
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Population ageing put
upward pressure on public

__ With large differencies
spending in the EU : &= across Member States

pp- of GDP change, 2013-2060

100 @Baseline scenario Total age-related expenditure -
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But lower projected increase i

three years ago

nension spending than

iblic pension expenditure
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Third Block: Policy Options for pension reforms
of the Ageing Report and principles of the EG

» Policy optionsof the Ageing Report:

« A) Automatic balancing mechanismgo reinforce
resilience.

e B) Sustainabillity factor (benefit link to life expectancy).

* C)Retirement agelinked to life expectancy.

e D) Flanking policesto ensure sustainability while
maintaining social adequacy.

* E) Supporting sustainability through labour market and
growth-enhancing measures.
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Policy responses (2)
...and the duration of retirement rising too, but less...

(remaining life expectancy at SRA)
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European
Carsrission

Policy responses (3)—
...leading to higher effective

retirement ages
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A key Challenge 1s to Change P 1blic perception of what

'old' 1s

the new 65is ... 74

Old-age dependeny ratio - European Union
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* Future changes n demographic structure increasinglv

incorporated 1n pension policies in EU Member States

Automatic Sustainability factor Retirement age
Country balancing (benefit link to life linked to life
mechanism expectancy) expectancy
Germany X
Finland
Spain X
Italy
France*
Latvia
Poland
Portugal
Sweden
Norway
Cyprus
Denmark™
Greece
Netherlands

2K XK XXX

Finland adopted a pension reform, introducing a link between the retirement age and life

expectancy, in November 2015
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Policy scenario: linking the retirement age to life
expectancy

Benefit ratio and average pensions in the policy
scenario compared to the baseline at the EU
aggregate level

Relative difference average pensions (policy

scenario [baseline, pp) RHS

2R (baseline, %)

e B R (poili y seenario, %)
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Progress with
pension reforms:
public spending
(change 2013-2060 in
percentage points of GDP)

Projection reveal

that pension

spending will not be
higher in 2060

Large differences
across Member
States

* ok

European
Commission




* X %

The Cost of Ageing in the EU, considerable

* %
» %

increases despite recent reforms (change in

percentage points)
. (% of GDP)
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Successive waves of pensiog)en ng projections

* X %
* *
* *
* *

* K

European
Commission

Overall progress with pension reforms in the EU, but, regular
checks remain necessary...
Next update: 2018 Ageing Report

Public pension expenditure as % of GDP
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Fiscal sustainabil

allenges across

European
Commission
SO
Short-term fiscal sustainability challenge _ S1 . S2 ) )
- - Medium-termfiscal | Long-termfiscal Overall risk
. . Fma,n_c lal- sustainability sustainability assessment
SO Fiscal subindex compet!tlveness challenge challenge
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MT 0.16 0.00 0.23 0.1 4.6 MEDIUM MT

NL 0.17 0.10 0.20 -1.0 3.3 MEDIUM NL
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Third Block: Policy Options for pension reforms
of the Aeing Report and principles of the EG

* Ongoing debate in the Eurozone on
structural reforms In a broad sense and on
Issues which affect the public budget.

 Method triggered vi&MU -deepening

e Last EG (June 16th) postulatkalr
principles:

=
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Principles of Pension Reforms
of the Eurogroup

« 1) Safeguardagainst demographic and macroeconomic
risks (f.e. via automatic balancing mechanisms)

« 2)Flanking policies(reforms to extend working lives,
boost retirement incomes, increase older people‘s
employability, etc.)

e 3) Broader reforms to strengthen growth and employment
(adapt work places to changing demographics, etc.)

* 4) Anchoring political and societal support(develop
common understanding, constructive dialogue with
stakeholders)
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Principles of Pension Reforms
of the Eurogroup

* These principles should begularly
monitored.

e Member State and Commission are invited
to developappropriate benchmarks

* Report backto the Eurogroup in the first
half of 2017.
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Summary

Sustainability of pension systemsa complex and
political sensitive issue with an E@nd an
Eurozonedimension.

Theory and Analysis Aeging Report (sustainability
Indicators; expenditure categories; good comparison).

Policy options automatic; sustainability factor; retirement
age; flanking policies; supporting measures.

EG principals: most delicatenumber 4: hard to imple-
ment such reforms as pensions despite a very expansive
monetary stancé/ou can loose your political power
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Thank you very much
for your attention!
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