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Adequacy and Sustainability of
Pensions Systems: Is there a
Trade Off?

Elsa Fornero

/ Siirugilres (PAYGE s, funiclee conrlgorieni)
/£ Pawyrolliteue reiies

/ Pansion forpsitlzle

/ Tepciiion)

vapopulationtageimoi@uertolovwiertility andihcreasinglongeviity)

vainerficient pensionidesigns (lew correlation hetween
contributions;andbenefiits; “deadweight losses” and implicit
taxes, large pension debts)

v. labour market
v, competitiveness of firms
v/ economic growth

See: Fornero, E. and O. Castellino, “Pension Policy in an Integrating Europe’, Cheltenham: Edward Elgar, 2003
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(Flig level of emolovinent, nlgner ratramernt sejes,
gellaiced releitlonsnigs getween genereiions,
susielneollity of fseal galiey ainc gf  griveiie gersior)
SCHEMES)

— 112 ffizlr) elriifie) Force OfF fEfarir)

(Prevention o poverty andiseciallexclusion; premotent of
selidanity/hetweenrandwWithinteeneravions; helping pecple
termaimitaiathelrliving standardiat and durng retirement:

= A constralit o/ relori?

(Adaptation to labour market flexibility, toworkers’
mobility and teichanges of economic and social
circumstances; prevention of gender-differences in
treatment; transparency).

= Dyriamic features

Wztin dricliceiior frogm 2l fmzlcrogconomic ool of view

Mezstires ifle anotlt of resolifces closdrged oy e dension
Systen

StaliZNg thENEXBERNCIEURENCHNCIBENS AN BN
InsUificientioezl

lndicates therburdenrontahelfincome ol thErpENSIoN SEAEME

ltista difficult torcalculate i thermedium=long i, as)ii
reguiresi evaluations by/sector (€.0.: distribution) off Werkers
between employees andi self-employed)

Derives; fiom| the ether two (given the tax rate)

Measures how much pension expenditure contributes to public
finance imbalances
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Reijo geiwaen e real gension vale, calculeiecd it the geginning of
workise Iife anel =it 2 clvern retirement e, sd ine acitel velue of
coniroutons, voin celelziize it & gre=fied] reie

NPVE = 1 gresis dhet de sysiem ¢ives gaclk o the conort more
N EYACOR U UEENE=PENSIOINEEll)

Actlialization ratesthiats cancels pension Wealth (Evaluated at the

BEginninofeiworkinaiie)

Anrintermaliiate ol returnrhigher thanrtherimplicit eguilibrtim ratein
the  PAYGH (7 + g) implies: again’ that: the system) ISk 6VErgENErOUS
(based' upoen “debt’, i.e. upon transferrng a growingl burden on
future generations)

Consumption
smoothing

Prevention of
poverty in old age

Maintaining a
compact between
generations

(Individual)
« Longevity
* Myopia

* Time
inconsistency

Earning risk

Contribution risk

(Aggregate)
demographic and
economic risks

* Compulsory participation (at
(Individual) less than full RR)

Replacement
Ratios

extended = Incentives to savings
comprehensive

* Education

(Individual/ * Reduce implicit taxes (which
occupational discourage work)
group/gender) « Redistributive measures

- Poverty and

inequality indexes

- (Net) present value [NEAES
ratio

- Internal rate of
return

* Requisites on benefit
indexation (see Brown et al.
2005, Index. Social security)
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L Bayvornd ire onilosoony of cssisience: sk diversificaiion sl 2l
getier lnsurEce dasicn)

Enancementeidncentives andNedicenieiNnERCIERNCY e
StfONCERCoEl BB BEWVEEHENE itSTant ConiiBUtONS (IPES;
applicatenreiractaral PIRCIRIES)

Pensieniwealthrdiversification: and mixed systems

Elexible andi portable pensions torenhiance welfare andmobility,

Genuine solidarity instead! of privileges

Trig NPIC sysies: chelreciadsics,  nzl)
acVantaeeES 2neMWEEKNESSES

ImplementnefthaerNDErsysten:

A briel: comparisens hetween the: litaly
and Sweden
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Convargarit freestifas o tackle tre affacis of gogtllzition) cefine), 1.2.:
/ Llprlitetilon of gension exdoepleliii)se
vallhcreasedpaiicipationiateramend ol dEMWeikerns

/ Broplailon of reilrenenli sevinle)s inlie el Stig olenmeplizlny
litnded BENSIonSs

valntreoduction o' demographicVariables i therstalility,
PACL?

Application ofi the EU basic principles:
v. Market freedom

v’ Free circulation of people

/o) ihe soclal goliey aresl, the sugsidizidiy grinciole sgplies

/ Esizplispee I ifle Elrdgean Counclls i Sigeknoli el
Gotdgorel, tne weinod consisis of el on grozel conmnmon)
o8jgetives, trelpsletiple) dnem lnte netonel golley sireieigs cplcl
MBRILGHRG thEMNVithiStandardNREICaLe)S

Countriessareraskeditorpieduce™ NatonalSReEporis = and o
previdercommoentindicatersp(suchras  RRESEEE SNRPYRIIREEAE
others) ink enrders ter  establishsgreunds for meaningfl
comparisens;  henchimarking “and dissemination; ofi geed
practicess

*The reports issued by each member state are at the base of the EU “Joint report by the
Commission and the Council on adequate and sustainable pensions” (March 2003)
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Firlal degaritre from e “lume of koo fallziey, 1.2,
ifle rlgtor) e Work s avellaole in e “ied? cenotint
O RCTEESENTNEIPIBYIERNCERNENCIIIRECN ENCE!Y,
wplfoticlnl reeltigtion o aotlis Werdeel zigel zlelegilein) of
LHENVIEW Gl 2d| USUIRIGFECOROIMIC MECHARNISITIS, PIOPENRY
regulated andintegrated Wit selidamniy

AS; & COnSeguUeNnce;, It IS, Necessary: to Verily: that the
system Itselir deesinot discourage empleoyment

Therefore, the sustainability indicators should include
the implicit tax rate - resulting by the earning-based
formulae

CeRP - 10

Irresgective of the sugsidizrity orciole, comron gosls are imgportt for
inie cdesign of Elrggesan soclal secliriy systenms

~ Worlkdng on a szt of oo ndicaiors IS alse lmgoniEmi for zssessing
CONVETGENCENOYENESRCOMIBINCIECLHVES

Susieineailiny indiceiiors cpe el o eriieml of fenckl crojce = iney
SHESSMHENISUIENCENRELUEN IR ENBENSIBRARSYSIENTNANCORHESTAVILIRUIE
meNeNelaresolienied anu e disHiBUtIVENIEW,

> HeWeVErR  they s cannets Captlres thEmVarGUsH SOUNCES G URCERaInty (GLIEY
thanlife’expectancy Uncertainty) and merket iMmperections

The  integration o theser indicators) with' adeguacy’ indicators sk &
fundamental step

Adeguacy: of' pension systems: s strengthemed: within sustainable  and
efficient pension: systems.

CeRP - 11
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