Parliamentary Assembly
s> Assemblée parlementaire

* %

COUNCIL CONSEIL
OF EUROPE DE L'EUROPE

Declassified (*)

AS/Soc (2011) PV 3 add 2
13 May 2011
Asocpv3add2_2011

Social, Health and Family Affairs Committee

Minutes

Hearing on "Decent pensions for all following the economic and financial
crisis”,
held in Strasbourg on Thursday, 14 April 2011

Ms Maury Pasquier, Chairperson of the committee, declared the meeting open and welcomed all the
participants and the two experts who were present. In the absence of the rapporteur, who had been prevented
from attending the hearing by a ministerial visit to his constituency, she gave a brief introduction to the subject.

The Chairperson pointed out that retirement pensions were at the centre of political discussions in most
member states, and that in many cases a shift was being observed from systems mainly based on the
management of public funds and contracts between generations towards systems partly managed by
private-sector players, based on voluntary components and linked to employment. She said that, since
1972, Switzerland had been using a "three-pillar system", a system which differentiated between the
compulsory and optional aspects of contributions and combined solidarity-based and funded elements, but
that this was not preventing further discussions of the long-term viability of Swiss pension funds. She pointed
out that the rapporteur intended inter alia to consider the major challenges relating to pension system reform,
such as the impact of the recent financial and economic crisis and of demographic developments, and then
to go on to make an initial assessment of the reforms already begun in various countries, so as to see
whether the measures taken could guarantee decent retirement pensions while maintaining sustainable
systems for future generations.

The Chairperson then gave the floor to the experts: Ms Daniéle Karniewicz, President of the French
national pension fund scheme (CNAV), and Ms Anna D'Addio, from the Social Policy Division of the OECD,
co-author of the "Pensions at a Glance 2011" report. They would be helping the committee to clarify,
respectively, the progress of pension reforms in France and the challenges and main tendencies of pension
system reform in various countries.

Ms Karniewicz explained that different approaches to determining pension levels were possible: the
contributions made throughout a person's working life (social insurance) and an income corresponding to the
final salary received; the CNAV based itself more on the latter. The fundamental question was therefore that of
the index link applied to determine the level of pension and to enable retired persons to have a decent life. So
not only was a decent pension influenced by economic crisis situations, it was also in itself becoming a "crisis
absorber".

Pensions development in France had passed through several phases. Between 1945 and 1970, the main aim
had been to maintain a decent level of pension. Since 1970, demographic challenges had compounded the
problem, including ever-increasing life expectancy, whereby the length of people's retirement was being
extended. In France, the CNAV, in close co-operation with the Conseil d’Orientation des Retraites (COR,
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Pensions Advisory Council), had subsequently reviewed all aspects of the issue and the levers to be used to
guarantee sustainable pension systems, and had introduced numerous reforms. The first had come in 1993,
when the best 25 years of earnings started to be taken into account for pension calculation purposes, rather
than the best 10, and a new index linkage to prices was introduced. The 2003 reform had been designed to
increase the number of years of contributions required to qualify for the maximum level of pension; this number
was to rise gradually until it reached 41.5 years in 2018 (i.e. for persons born in 1956). Subsequently, the 2010
reform provided for the retirement age to go up to 62 in 2018. This latest reform had been introduced during an
economic crisis which had not directly affected pensions themselves, but when a high level of debt was
incurred in order to guarantee pensions.

These facts having been established, Ms Karniewicz mentioned the main principles underlying reform in
France: a desire to make no further increases in the rate of contributions deducted from salaries and to avoid
cutting the level of pensions. She also said that France had, over the different phases of reform, used every
possible lever in respect of pensions: 1) the contributions levied; 2) the period of contributions/retirement age;
3) the level of pensions. In this context, the French authorities took the view that the selected date, 2018, was
perfectly sustainable for the introduction of the new measures relating to period of contributions and retirement
age.

Ms Karniewicz also pointed to the main challenges that reform in France needed to meet: protecting those
who were most vulnerable, individual responsibilities, and restoring young people's confidence in the future. In
France, the pension system remained firmly based on the principle of solidarity, and encompassed elements of
support for those people at the greatest disadvantage. Thus there was a possibility of relatively early
retirement, for example for anyone who had had a long career, who had a disability or who had fallen ill. The
people of France remained strongly attached to this solidarity-based system, and as a result the "saving for
retirement” approach had had limited success. However, the political agenda includes another phase of reform
in 2013, this time entailing new contribution methods. The matters still needing to be tackled in future were the
financial balance of the different schemes and the index-linking to final salary, this latter being intended to
ensure a direct link between standard of living while working and after retirement, without falling below a certain
threshold. Also still to be reviewed was the proportion of each person’s individual contributions to the retirement
pension: the basic fund for pensions would continue to be built up jointly, while every person should, in future,
be allowed to add to his or her own pension according to his or her own possibilities.

Finally, Ms Karniewicz pointed to the particular complexity of the French pensions system, which distinguished
not only between public-sector and private-sector schemes, but also, for historical reasons, some 35 or so
special schemes for different occupational branches. This complexity was intensified by the increasingly
"fragmented" nature of careers, with regular changes having become the norm, making it ever more difficult to
advise individuals what to do. In this complex situation, the CNAV’s role was both to advise the government on
strategic decisions and to provide insured persons with information, explaining the options open to them. The
main challenge to it was still that of restoring confidence in young people, who, in the context of the current
discussions and reforms, were increasingly uncertain about their own future.

Ms D’Addio, from the OECD, gave an overview of the impact of the economic and financial crisis on European
pension systems, based on recent OECD studies and, in particular, the publication "Pensions at a Glance
2011" (one copy of which had been kindly made available to the secretariat for the purposes of the committee's
report). She said that the tendency towards privatisation of pensions was leaving systems more exposed to the
crisis. Thus the crisis had had a more serious impact wherever private pensions and retirement savings were to
the fore, where investments had been made in risky products and where the financial balance of public
systems was already unsteady. Moreover, those who were closest to retirement were those most concerned,
as they did not have enough time to make good any losses.

Of all the major tendencies in terms of pensions in Europe, the expert referred first to the declining number of
working persons contributing to pension schemes (today's average of 7.5 people contributing per retired person
was expected to fall to 3 people per retired person by 2050), then to the ever-longer period spent in retirement
as a result of increasing life expectancy, and, finally, to the differing degrees of poverty among retired persons.
Public authorities responded in different ways, generally striving to improve the safety nets available to the
elderly. Among the favourite measures were promotion of early access to retirement saving schemes,
encouragement to invest in less risky plans as retirement age approached, and changes to the regulations.

According to Ms D’Addio, the main political priorities in the current context were the financial viability of
systems and ensuring that pensions were adequate, as well as striking a balance between the two. In order to
improve the financial viability of systems, most countries had adopted measures in recent years. In most of the
countries studied, elderly persons were effectively among the groups at risk of poverty. In order to improve the
adequacy of pensions, the first lever used by governments was a lengthening of working life, with people being
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encouraged to go on working for longer, and the retirement age being raised (to 65 in most OECD states at the
moment, and to 62 in some (including France), and 67 in others (68 in the United Kingdom). Other levers
related to the efforts needed to make pensions more adequate, targeting those most vulnerable, as well as the
measures taken to encourage a wide range of private savings.

The Chairperson thanked the experts for their instructive presentations, and opened the discussion.

Mr Marquet asked how pension systems could be made fairer, for example between the two sexes. Why could
a more individual income not be introduced, not one based on the couple?

Mr Spautz said that he was uncomfortable about the fact that the discussion was always about funding, never
considering the employment opportunities of workers aged over 45. An increase in the employment rate would
simultaneously bring a fall in the number of dependent persons. Some problems connected with old age and
the illnesses that accompanied it should also be considered.

Mr Vercamer argued that, while private savings were an additional option, they should not lead to a complete
withdrawal by the public sector.

Mr Flynn confirmed that some pension systems were no longer fit for purpose, citing the example of the United
Kingdom, where pensions had been devised in 1945, at a time when the number of persons of retirement age
was of course low. In his view, people needed to be persuaded to work for longer, and young people needed to
be required to build up their own savings. Anyone motivated to continue working beyond the present retirement
age should be allowed to do so.

The Chairperson said that on retirement, a reduction was frequently applied to pensions, and those people
who continued working beyond the minimum retirement age were often those financially unable to take early
retirement, because they were on the lowest pay.

Ms D’Addio confirmed that a distinction between women and men was indeed made in the approaches taken
by most countries.

In Ms Karniewicz's view, women's and men's level of insurance was now drawing closer together, and the
remaining differences were often due to unequal treatment in the firms where they worked. Generally speaking,
she did not agree that much greater investments should be made in private pensions, given the fact that, in her
opinion, it was still the public system that offered the best protection. She also drew attention to the fact that it
was not only those on low wages who had to work for longer, but sometimes also those on high pay, given that
they had many years of study to make up for during which they had not been contributing.

The Chairperson declared the discussion closed and thanked all participants for their contributions, and
particularly the experts for having come to Strasbourg despite their very full diaries.
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