
OECD Pensions Outlook 2012

© OECD 2012

19

Chapter 1 

Pension Reform During the Crisis
and Beyond

This chapter discusses trends in pension reform over 2007-11. This period has
witnessed a major financial, economic and fiscal crisis, which accelerated the pace
of pension reform. Policy initiatives include increases in pensionable ages, the
introduction of automatic adjustment mechanisms in public pension systems and
the strengthening of work incentives. The dismal financial market conditions of the
last five years have also placed major stress on funded, private pension
arrangements. Most countries’ pension funds are still in the red in terms of
cumulative investment performance over this period. Policy makers’ reaction to the
crisis have focused on regulatory flexibility and better risk management. They
include an extension in the period to make up funding deficits in defined benefit
pension plans, greater flexibility in the timing of annuity purchases (to avoid locking
in unattractive rates), and new rules on default contribution rates and investment
strategies to ensure better member protection.



1. PENSION REFORM DURING THE CRISIS AND BEYOND

OECD PENSIONS OUTLOOK 2012 © OECD 201220

1.1. Introduction
The crisis that hit OECD countries in 2008 has had three phases, all with profound

implications for pension systems. The first element – the financial crisis – involved among

other aspects a stock market crash in 2008, with valuations falling around one half, and a

costly rescue package for banks and other financial institutions, with capital injections and

other direct support equivalent to about 4% of GDP on average in G20 countries.

The financial crisis then spawned an economic crisis. Economic growth in OECD

countries, which had run at about 3% a year in 2006 and 2007, came to a halt in 2008.

In 2009, real gross domestic product (GDP) across the OECD fell by 3.8%. Only 3 of the

34 OECD countries – Australia, Israel and Poland – avoided a year of falling economic

output. Unemployment across the OECD averaged less than 6% of the workforce in 2007,

but rose to around 8.5% in 2009 and remained at a similar level through 2010 and 2011.1

The third phase has seen the financial and economic crisis develop into a fiscal crisis.

Budget deficits across the OECD were about 1.2% of GDP in 2006 and 2007. In 2009, average

government borrowing was 8.3% of GDP, with deficits exceeding 10% of GDP in seven

member countries: Greece, Iceland, Ireland, Portugal, Spain, the United Kingdom and the

United States. Many countries have embarked on fiscal consolidation. Nevertheless,

budget deficits across the OECD are projected to decline slowly: to 6.6% of GDP in 2011, 5.9%

in 2012 and 5.1% in 2013.2

The crises have had an impact on all types of pension systems. Firstly, the crisis has

had a negative impact on PAYG-financed public pensions, worsening their financial

sustainability as contributions were hit by growing unemployment while expenditure on

means-tested benefits increased.

Funded, private pension systems were also severely hit.3 In 2008, pension funds across

the OECD suffered a negative 10.5% real rate of return.4 Although real rates of return were

positive in 2009 and 2010 (at 6.0% and 1.4% respectively), they turned negative again in the

first half of 2011 (–1.4%). As a result, most countries’ pension funds were still in the red in

terms of investment performance over the period 2007-11, with an average real net return

of minus 1.6% annually across the OECD (see Figure 1.1). Even when measured over the

whole decade 2001-10, performance was a paltry 0.1% yearly on average. Thanks to the

continuing flow of contributions, OECD pension fund asset values crawled back to the level

they had at the end of 2007 (USD 19.2 trillion in December 2010, 1.5% above the 2007 level),

but the outlook remains fragile.5

These investment losses have had a direct negative effect on the retirement incomes

of many pensioners, particularly in the run-up to retirement in defined contribution (DC)

plans. They have also hit funding levels at defined benefit (DB) pension funds, which in

countries like the Netherlands and Switzerland fell below 100% at the end of 2011, while in

the United Kingdom funding levels fell to 80%. In turn, the weakened solvency status of

pension funds has triggered benefit cuts in some countries like Iceland and the

Netherlands.



1. PENSION REFORM DURING THE CRISIS AND BEYOND

OECD PENSIONS OUTLOOK 2012 © OECD 2012 21

It is against this financial, economic and fiscal backdrop that national pension reforms

have taken place. Two phases of change are apparent: in the first, changes to retirement-

income systems were often part of economic-stimulus packages. There was also a range of

reforms designed to address the structural weaknesses of pension provision that had been

highlighted or exacerbated by the early stages of the crisis. During the second phase,

pension reforms are playing an important part in fiscal-consolidation packages. Overall,

the pace of change in retirement-income provision appears to have accelerated over the

period 2007-2011, during and after the financial, economic and fiscal crisis.

1.2. Objectives of the pension system
This Chapter sets out the major elements of pension reforms in all 34 OECD member

countries over the period from September 2007 to February 2012.6 It also presents major,

official reform proposals that have not been legislated but are very likely to influence public

policies in the near future. These are organised into six different categories, which are linked

to the different objectives of the pension system, along with a residual grouping for other

changes. The groupings correspond to the main objectives and principles of retirement-

income systems. These have been set out in numerous OECD reports.7 They are:

● coverage of the pension system, by both mandatory (public and private) and voluntary

(private) schemes;

Figure 1.1. Average annual real net investment return of pension funds
in selected OECD countries

Dec. 2001-Dec. 2010 and Dec. 2007-June 2011

1. The average annual return for the long period is calculated over the period December 2002-December 2010.
2. The average annual return for the short period is calculated over the period December 2007-December 2010.
3. The average annual returns are calculated over the periods June 2002-June 2010 and June 2007-June 2011.
4. Source: Bank of Japan.
5. The average annual returns are calculated over the periods June 2001-June 2010 and June 2007-June 2010.

Source: OECD, Global Pension Statistics.
1 2 http://dx.doi.org/10.1787/888932598113
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● adequacy of retirement benefits to maintain a decent standard of living in old age,

including both public and private pensions;

● financial sustainability and affordability of pensions to taxpayers and contributors;

● work incentives: minimising the distortions of the retirement-income system on

individuals’ labour-supply decisions and encouraging people to work longer as

populations age;

● administrative efficiency: keeping the cost of collecting contributions, paying benefits

and (where necessary) managing investments as low as possible; and

● diversification of retirement savings, between different providers (public and private)

and different types of financing (pay-as-you-go and pre-funding), and measures to

ensure security of benefits in the face of different risks and uncertainties.

The seventh category covers other types of change, including temporary measures as

part of fiscal stimulus, development of and changes to public pension reserve funds and

public-education initiatives.

This framework effectively illustrates the trade-offs involved in pension-system

design and pension reform. For example, higher pensions would improve the adequacy of

retirement benefits but would also worsen financial sustainability. In other cases, there are

synergies between the different objectives. Encouraging later retirement also improves

financial sustainability. Similarly, extending coverage of pensions should also improve

adequacy of retirement benefits for today’s workers. The categorisation of the different

elements of reform packages is therefore not exclusive: some have effects across more

than one of the objectives.

1.3. Overview of reforms
 Table 1.1 shows the types of reform measures that countries have adopted in the

period from the start of the crisis – September 2007 – to the most recent information

available at the time of writing, February 2012. The detailed elements of the reform

packages are described briefly further below, in Table 1.A1.1.

Nearly all countries have been active in changing retirement-income provision. The

only exception is Luxembourg, which has seen no changes, although Iceland, the

Netherlands, New Zealand, Slovenia and the United States have seen only relatively minor

adjustments compared with the rest of the OECD.

The liveliest areas of change were financial sustainability, work incentives and

diversification/security (half of OECD countries). Efforts to improve coverage and

administrative efficiency were the least common areas of reform, with measures to

enhance adequacy of retirement incomes taken in around a third of countries.

1.4. Coverage
Pension coverage of the working-age population is a significant policy concern in a

number of OECD countries. First, lower income countries have many workers outside of the

formal sector who are not in the formal pension system. Only about 60% of the labour force

is covered in Chile and Turkey, for example. And this figure is well under 50% in Mexico.8

This means that many people reach pensionable age with little or no pension entitlement.

Secondly, voluntary private pensions have long been an important complement to

(relatively low) public pensions in Canada, Ireland, the United Kingdom and the United
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Table 1.1. Overview of pension-reform measures,
September 2007-February 2012

Coverage Adequacy Sustainability Work incentives
Administrative 

efficiency
Diversification/ 

security
Other

Australia ● ● ● ● ● ●

Austria ● ● ● ●

Belgium ● ●

Canada ● ●

Chile ● ● ● ● ●

Czech Republic ● ● ● ● ●

Denmark ● ●

Estonia ● ● ● ●

Finland ● ● ● ● ●

France ● ● ●

Germany ● ● ●

Greece ● ● ● ● ●

Hungary ● ● ●

Iceland ● ●

Ireland ● ● ● ● ●

Israel ● ●

Italy ● ● ● ●

Japan ● ● ●

Korea ● ● ●
Luxembourg

Mexico ● ●

Netherlands ●

New Zealand ● ●

Norway ● ●

Poland ● ● ● ● ●

Portugal ● ●

Slovak Republic ● ● ●

Slovenia ●

Spain ● ● ●

Sweden ● ● ●

Switzerland ● ●

Turkey ● ● ●

United Kingdom ● ● ● ● ● ● ●
United States ●

Note: See Table 1.A1.1 below for details of the reform packages.



1. PENSION REFORM DURING THE CRISIS AND BEYOND

OECD PENSIONS OUTLOOK 2012 © OECD 201224

States. Income from capital, predominantly private pensions, accounts for between 25% of

income of over-65s (Ireland) and 40% (Canada).9 This compares with an average of less than

5% in 11 continental European OECD countries – including France, Germany, Italy and Spain

– where public pensions and other transfers account for an average of nearly 80% of incomes

on old age. Where voluntary pension provision is important, the concern is partly that people

are not contributing enough to secure a comfortable retirement income. But it is also that not

enough people are contributing or that they are not contributing for long enough, both of

which are aspects of the coverage issue.

Thirdly, voluntary private provision for old age will become increasingly important in

a range of other countries as future public benefits have been cut back. The OECD’s analysis

of the impact of reforms shows that benefits for today’s workers will be 23% lower than

they would have been had the old rules continued on average in seven countries.10 These

countries – Austria, Germany, Italy, Japan, Korea, Portugal and Turkey – cut benefits

“across-the-board”, with equal impact on low and high earners. Another group protected

low earners from some or all of the benefit reductions. Average earners in Finland, France

and Sweden, for example, will receive pensions 15-20% less than under the old rules, while

lower earners are less affected. This retrenchment of public pension provision was

motivated by the challenge of fiscal sustainability. Indeed, it is moot whether the public

purse could have continued to afford the benefits promised under the pre-reform rules.

Nevertheless, this creates a significant “pension gap” in most of these countries. This will

need to be filled with later retirement or private retirement savings if future pensioners are

not to face a significantly lower standard of living in retirement than today’s retirees.11

Within this context, about a third of OECD countries have taken significant steps to

improve coverage in the period since September 2007. Four have introduced relatively

modest measures to expand the numbers in the public pension arrangements: Austria

(people providing care for family members), France (recipients of maternity benefits),

Ireland (low earners) and Japan (the self-employed).

However, most efforts have been made to expand the reach of private pensions. Israel

mandated occupational private pensions in 2009, building on already broad coverage of

such schemes. Norway adopted a similar policy in 2007, just before the window of reforms

analysed here. Chile will bring the self-employed into the mandate for private pensions.

Chile, Germany and Poland all acted in the area of tax incentives for private pensions.

However, a number of countries have reduced tax incentives or imposed stricter ceilings on

them to cut their fiscal cost. (This is discussed under “Sustainability” below.)

A development with significance for the future direction of pension policy has been

automatic enrolment of individuals into private pensions. By requiring people to opt out of

private pension plans, this policy aims to use natural inertia to turn the reluctant into

retirement savers. New Zealand’s KiwiSaver, the archetype for such an arrangement on a

national scale, began in July 2007 (again just before the window analysed here). Although less

successfully than New Zealand, Italy also put in place a nation-wide auto-enrolment

mechanism in the first half of 2007. The United Kingdom will phase in such a scheme

from 2012 and the national pension arrangement in Ireland envisages a similar approach. In

the United States, it has been made easier for employers to use automatic enrolment for

their pension schemes. These policies to encourage participation in private pensions are

discussed in greater detail in Chapter 4 of this volume.
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1.5. Adequacy
Most countries that addressed issues of adequacy of retirement incomes in the past

four-and-a-half years did so through changes to safety-net benefits. There were one-off

increases in means-tested benefits in Australia, Canada and Korea beyond the normal rises

due to indexation. Belgium, France and Spain followed the same policy with their means-

tested benefits. New targeted programmes were introduced in Chile, Finland and Greece, in

the last two cases at a significantly higher level than existing benefits. Additional tax reliefs

were given to older people in Finland and Sweden which will be of greatest benefit to

low-income retirees. The Czech Republic increased the value of the basic pension and the

threshold in its earnings-related scheme up to which a 100% replacement rate is applied.

In four cases, improvements to adequacy took place in the context of an income poverty

rate among older people significantly higher than the OECD average: Australia, Greece, Korea

and Spain. In contrast, Canada, the Czech Republic and France have old-age poverty rates

much lower than the OECD average, with Belgium placed at around the average.12

These measures improve the current adequacy of retirement incomes; the measures to

increase coverage of public and private pension outlined above will improve the future

adequacy of pensions. Another measure with an eye to the future is Australia’s increase

in mandatory contribution rate to private pensions from 9% to 12% of earnings by 2019.

New Zealand is also planning to raise the default contribution rate in the KiwiSaver to 3%

in 2013. Italy has also increased the contribution rate for the self-employed in the national

DC system. Finally, other measures such as more generous indexation of benefits and

increases in pensionable ages (described below) will also have a positive effect on adequacy.

1.6. Indexation
The way that pensions in payment are adjusted to reflect changes in costs and

standards of living is generally described as “indexation”. Most OECD countries have

policies to link these benefits adjustments to indices, generally of wages or prices. Analysis

of the adjustment of benefits in practice over a long time period has shown that

governments have systematically over-ridden these rules and changed pensions by larger

or smaller amounts than the rules would require.13

Such policies are again in evidence in the period analysed here. Some of them imply a

more generous treatment – and so are mainly classified under “adequacy” in Tables 1.1

and 1.A1.1 – while others are less generous, and so are shown under “financial sustainability”

in the Tables.

Starting with Germany, pensions were increased during the three years 2008 to 2010 by

a cumulative 3.5% compared with an increase of just 0.1% specified under the link between

indexation and financial sustainability of the system.14 Finland, too, froze pensions rather

than reduce them as the index would have implied. Countries faced with fiscal problems –

Greece and Slovenia, for example – have frozen the nominal value of pensions for a period

rather than increase them. Austria and Italy have frozen the value of larger pensions,

although small and medium-sized pensions were increased in line with prices.

Other countries have changed the indexation rules. In Turkey and the United Kingdom,

this involves a more generous procedure for public pensions than the one it replaced. The

basic pension in the latter will increase by the highest of price inflation (as measured by the

retail prices index, RPI), earnings growth and 2.5% per year. However, the United Kingdom

has moved to less generous procedures for public-sector pensions and in the indexation
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requirements imposed on defined-benefit occupational schemes. These will now use the

consumer prices index (CPI), which is typically 0.5-1.0% below the RPI (due to the design of

the two indices). Sweden altered the indexation rules that are implied by the “balancing

mechanism” in its public pension scheme. Instead of the link in the “balancing mechanism”

to the short-term investment performance of the reserve fund, a longer period will be taken

into account. The cut in benefits imposed after the initial crisis was 3.0% rather than the

4.5% required under the old rules. As in Germany, this difference will be clawed back in the

future.15 Finally, Norway will move to less generous indexation policies and Hungary has

made a number of changes.16

1.7. Pensionable ages
The pensionable age is the most visible of the many numbers in the pension system.

Indeed, it is often the only one of which the majority of the population is aware. It provides

a clear signal for people choosing when to cease work. This visibility means that increases

in pension age have proved among the more contentious elements of pension reforms.

Tables A1 and A2 in the statistical annex show a time-series of the normal pension

ages for men and women spanning a century: back to 1949 and forward – on current

legislated plans – to 2050.17 Despite the controversy, most OECD countries have already

begun to increase pensionable ages, or plan to do so in the near future. The exceptions

include the Netherlands (where a bill to increase ages to 67 is already before parliament),

Poland (where the government has announced plans for a pension age of 67) and Sweden

(where a commission is investigating the case for an increase). Iceland and Norway can

comfortably be excused from increases in pension age: it is already 67 in both cases. In

Austria, Belgium, the Slovak Republic and Switzerland, women’s pension age is increasing,

while that for men has not been changed. A referendum in Slovenia rejected an increase in

pension age to 65, although an increase for women is already underway. This leaves only

Chile, Finland, Luxembourg and Mexico with no change.

The distribution of pension ages in the long term, under current legislation, is

illustrated in Figure 1.2. Age 65 remains the modal age at which people normally draw their

pensions, accounting for 17, or half, of OECD countries for men and 14 countries for

women. But 67 – or higher – is becoming the new 65. Some 13 countries (12 for women) are

either increasing pension ages to this level or, in the cases of Iceland and Norway, are

already there. Italy, which links pension age and seniority requirements to life expectancy

from 2013 and Denmark, which plans to link pension age to life expectancy from the

mid-2020s, are forecast nearly to reach age 69 in 2050. At the other end of the scale, there

is only a handful of countries with pension ages below 65. Of these, the binding condition

for people in France is generally the number of years of contribution rather than

pensionable age (62 from 2017 on). For people with an incomplete contribution history, the

pension age for a full rate pension will be 67 from 2022 on.

As noted previously, the Polish government aims to increase pension age for both

sexes to 67. In Chile, the lower pension age for women applies only to the defined-

contribution scheme: public benefits are available for both sexes only at 65. Along with

Israel, Slovenia and Switzerland, these are the only countries that have currently legislated

different pension ages for men and women in the long term.
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 Figure 1.3 returns to the changes in pensionable ages over time, showing the OECD

average age from 1949 to 2050. It surprises many that pension ages were often falling for

over four decades, to a nadir of 62.7 for men and 60.9 for women in 1993. During that

period, 10 OECD countries cut pension ages for men and 13 did so for women. The average

pension age around 1950 had been 64.5 for men and just over 63 for women. From the

low-point in 1993, the average pension age for men had risen by 0.6 years. The larger

increase for women, of one year, reflects the equalisation of pension ages between the

sexes in Australia, Belgium, Italy and Portugal, for example.

Figure 1.2. Pensionable age under long-term rules, by sex

1. Ages have been rounded where necessary.

Source: Statistical Annex, Tables A1 and A2.
1 2 http://dx.doi.org/10.1787/888932598132

Figure 1.3. Normal pension ages by sex, 1949-2050

Source:  Statistical Annex, Tables A1 and A2.
1 2 http://dx.doi.org/10.1787/888932598151
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Pension ages are on the rise in most of the OECD: 19 out of 34 countries for men and

23 for women. Current legislation will push the pension age for men to 65.6 in 2050 and

65.0 for women. However, these hard-fought increases look less impressive in an historical

perspective. Only in 2030 for men and 2020 for women will the average pension age in

OECD countries be at the same level as many years ago, back in 1949.

Throughout most of the relatively long time horizon studied here, life expectancy has

been increasing. This is illustrated in Figure 1.4, which shows the additional years of life

that 65 year old men and women are projected to survive. The line gives the OECD average,

while the shaded area presents the range across OECD countries. The only time that the

life expectancy of 65-year-olds declined was for men in the early 1960s: otherwise, there

has been a continuous increase in the expected duration of life for older people. In 2010,

65-year-old women could anticipate 20.5 years of life on average, ranging from 16.3 years in

Turkey to 23.9 years in Japan. For 65-year-old men, the shortest life expectancies in 2010

were in Hungary, the Slovak Republic and Turkey at around 13.8 years. Men in Australia and

Japan could expect to live 18.9 years after age 65, compared with an OECD average of

16.9 years. Life expectancy is projected to increase further in the future, to an average of

23.7 years for women and 20.1 years for men in 2050.

Combining the analysis of pension ages and life expectancy over time, it is possible to

calculate the expected duration of retirement; that is, life expectancy at normal pension

age. The full results are shown in Tables A3 and A4 in the Statistical Annex. Figure 1.5

summarises these data. Between 1960 and 2010, the expected retirement duration for men

grew by five years on average in OECD countries. About a quarter of this change was due

to reductions in pension ages with the rest a result of longer lives. For women, the

increase in life expectancy was larger: six years. Longer life expectancy made up

four-fifths of this change, with reductions in pension ages accounting for the rest.

Figure 1.4. Life expectancy at age 65 by sex, 1960-2050

Source:  OECD Health Database (1960-2005) and United Nations Population Division Database, World Population Prospects –
The 2010 Revision (2010-2050).

1 2 http://dx.doi.org/10.1787/888932598170
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Looking forward, life expectancy is forecast to continue increasing. Even with the

increases in pension ages outlined above, the expected duration of retirement will expand on

average across OECD countries. For men, this amounts to an extra 1.2 years of life expectancy

after normal pension age by 2050. The increase for women – 0.6 years – is smaller, mainly due

to larger increases in pensionable age. Only in a few countries will pension age increases keep

pace with forecast improvements in life expectancy: the Czech Republic, Greece, Hungary, Italy,

Korea and Turkey. In Austria, Estonia, the Slovak Republic and the United Kingdom, pension

age increases exceed the projected growth in life expectancy for women, but not for men.

1.8. Work incentives
Often in addition to increases in pension ages, 14 countries have adopted other

measures to foster longer working lives. Australia and France have improved incentives for

people to continue working after the normal pension age in the pension system. Sweden

aims to do the same through the tax and contribution system, providing an in-work

tax credit to the over 65s at a higher level than for under 65s and an exemption from

employee social security contributions. Portugal has also exempted older workers from

contributions. Austria, the Czech Republic, France, Greece, Hungary, Italy and Spain have

all tightened the conditions for receiving a pension early. Denmark has reduced the

attractiveness of its voluntary early-retirement scheme, while Finland has tightened the

conditions for the part-time pension and unemployment pathways into retirement. Poland

will remove early-retirement privileges for large groups of workers. France and Ireland

have taken steps within public-sector pension arrangements to encourage people to work

longer.

Taken together with the increases in pensionable ages, nearly all OECD countries are

taking action to ensure that people “live longer, work longer”.18

Figure 1.5. Life expectancy at normal pension age by sex, 1960-2050

1. Figures for Turkey – with much the longest life expectancy at normal pension age – have been excluded from the
range covered. The countries indicated with the highest figures are therefore excluding Turkey.

Source:  Statistical Annex, Tables A3 and A4. 
1 2 http://dx.doi.org/10.1787/888932598189
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1.9. Sustainability
Three routes to reducing pension expenditures – indexation of benefits, higher

pension ages and tighter rules for early retirement – have been outlined in the preceding

sections. But there has been a range of other measures designed to bolster the long-term

financial sustainability of retirement-income provision. Korea will directly reduce the

pension replacement rate for full career workers with average earnings from 60% to 40%.

Changing the measure of earnings used to calculate benefits from the best five of the final

ten to career-average should reduce costs of pensions in Greece. Final salaries are generally

higher than those in earlier years, especially for the higher paid who see the most growth

over their careers. Both Greece and Hungary abolished additional, seasonal pension

payments (often called 13th month benefits). They are replaced with much more modest

pension bonuses.

Norway – joining Italy, Poland and Sweden – introduced notional accounts. These

schemes entail an automatic reduction in the level of pension benefits as life expectancy

increases (conditional on claiming the pension at the same age). With the reform at end-2011,

Italy made the transition of the system from defined benefit to notional defined contribution

much quicker. The first reduction in new pensions due to a life-expectancy link in Finland took

place in 2010. Spain, too, will adopt an automatic-adjustment mechanism after 2027, but the

details have not yet been spelt out. Policies to put pensions on auto-pilot are discussed in

Chapter 2 of this volume.

Many of the financial gains have been reaped through changing taxes. Australia,

Ireland, New Zealand and the United Kingdom have moved to restrict tax incentives for

voluntary retirement savings. In addition, Ireland is levying a tax of 0.6% of assets on

pension funds for each of four years.

1.10. Administrative efficiency
Administrative costs of and charges for private pensions has remained a significant

policy concern. This applies both to the 13 OECD countries where private pensions are

mandatory or quasi-mandatory19 and the many others where voluntary plans are an

important part of the retirement-income system. Charges often eat up between 20% and

40% of individual’s pension contributions, according to the International Organisation of

Pension Supervisors.20

Australia and the United Kingdom are aiming to reduce costs substantially through

centralisation of part of the management and record-keeping of the individual pension

accounts. This echoes the model of a central clearing-house adopted with the earlier

introduction of mandatory funded accounts in Sweden. The recent merger of this clearing-

house with the management of public pensions aims to reduce costs further. Chile and

Mexico have engineered lower costs for new entrants to the pension market: a new private

provider in the former and the manager of individual accounts for public-sector workers in

the latter. Administrative charges with these new providers are around 30% lower than the

industry average. In both countries, new labour-market entrants are directed to low-cost

providers (in Mexico, unless they actively choose another provider). Chile, Estonia and the

Slovak Republic have changed the type of fees that fund managers can levy, with the last

two also introducing ceilings on the amount that can be charged.
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There are some cases where an improvement in administrative efficiency is the

objective of changes to public pension provision. Greece started with 133 public pension

institutions, which are first being rationalised into 13 and afterwards into just three. Japan

has established an entirely new agency to manage public pensions, both to reduce costs and

improve service. Italy merged two other major agencies in its main Agency for pension

provision (INPS).

1.11. Diversification and security
There are three main kinds of measure under the heading of diversification and

security. First, individuals have been given choice (or greater choice) over the way their

retirement savings are invested in private plans in Australia, Estonia, Mexico and the

Slovak Republic. Generally, this is accompanied by measures to move people automatically

into less risky investments as they get closer to retirement via the use of lifecycle funds, a

policy recommended by the OECD.21 Lifecycle investment strategies will also become more

prominent in the United Kingdom with the advent of the new national, auto-enrolment

system. The default provider – the National Employment Savings Trust, or Nest – will

provide these kinds of investments.

Secondly, Canada, Chile, Mexico, Poland, the Slovak Republic and Switzerland have

relaxed some restrictions on pension funds’ investments, allowing for greater diversification

of their portfolios. By contrast, Iceland outlawed new foreign investment by pension funds in

order to contain capital outflows during the financial crisis. But the effect of limiting

diversification of investments in this way can increase risk, reduce returns or have both

effects, to the detriment of future retirement incomes.

The third category of changes relate to pension funds’ solvency: whether defined-

benefit plans have enough assets to meet their liabilities. Canada, Ireland, Japan and the

United Kingdom have improved protection for members of insolvent funds, particularly

when those funds are terminated or wound up. Finland and the Netherlands temporarily

relaxed solvency rules to allow funds longer to recover from the loss in asset values after

the financial crisis. Similar measures in Canada, Ireland, Norway and the United States

were discussed in OECD (2009) and Antolín and Stewart (2009).

1.12. Other reform measures
This category covers a diverse range of significant developments in pension policy. One

set of changes involves the reversal of earlier reforms that had introduced mandatory private

pensions into retirement-income provision. Some of these reversals are meant to be

temporary, some permanent while some involve an entire retreat from compulsory individual

accounts and others a partial change. Estonia, Hungary, Poland and the Slovak Republic are

all affected: changes in these OECD countries along with those in other EU member states

– Bulgaria, Latvia, Lithuania and Romania – are the subject of Chapter 3 of this report. The

Czech Republic, in contrast, will soon introduce mandatory defined-contribution pensions. 

Other countries have also retreated from earlier commitments to pre-fund future

public pension liabilities. In Ireland, the assets in the public pension reserve were used to

recapitalise the country’s banks while further contributions to the fund have been

suspended in the face of a large deficit on the government’s budget. Contributions to the

New Zealand Superannuation Fund have also been stopped, with one further contribution

to be paid in 2020 with the fund being run down from 2021 onwards. The French
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government began withdrawals from its fund (the Fonds de Réserve pour les Retraites)

earlier than originally envisaged: in 2011 rather than 2020. Other countries, however, have

maintained their commitment to partly pre-funding their public pension systems. This

includes, among others, Australia, Canada, and Chile, which suffered less during the

financial and economic crisis and are not facing fiscal difficulties.

In response to the financial crisis, many countries aimed to stimulate the economy and

ease households’ economic hardship with packages of measures, many of which involved

the pension system. First, there were one-off payments to retirees in Australia, Greece, the

United Kingdom and the United States. These were in addition to permanent increases in

safety-net benefit levels in most cases. Secondly, some early access to pension savings was

allowed in Denmark and Iceland, with the safeguard that funds ring-fenced for retirement

were sufficient. The objective was to persuade people to spend the money to support

domestic demand. Spain allowed early access to private-pension pots in the case of

unemployment and financial hardship. Finally, Israel’s government offered to protect older

workers from further investment losses in their private pensions after November 2008.

1.13. Conclusions
The word “reform” has a sinister resonance for people resisting changes to retirement-

income provisions. This is especially the case when benefits are being curtailed and

pension ages are on the increase. Indeed, pension reform has brought protesters to the

streets in a number of OECD countries in the past few years.

Despite this political pressure, the status quo has only rarely prevailed. Virtually all

OECD countries have changed some parts of the retirement-income systems since the

beginning of the crisis in September 2007.

The dominant motive for most of these recent pension reforms is undoubtedly

financial sustainability. The most obvious change is increases in pension age, with around

a third of OECD countries already having or soon to have a normal pensionable age of 67 or

more. Just as significant – but not nearly so visible – have been other measures to restrict

access to early retirement or to improve the financial incentives for people to work longer.

Changes in indexation of pensions in payment, extensions in the period to calculate

benefits, and cuts in benefit accrual rates also feature in many countries’ reforms to make

pensions more affordable. Chapter 2 of this volume looks at automatic measures designed

to achieve financial sustainability in the long term.

Given how recent many of these reforms are, it is not yet possible to see whether they

will mitigate the well-known effects of population ageing on future pension costs. Long-

term financial projections, taking account of the impact of the changes, are available in

only a few cases. Nevertheless, this Chapter has shown that future growth in life

expectancy is expected to outstrip increases in pension ages in all but a handful of cases.

Efforts to improve financial sustainability mean lower public benefits for future

generations of retirees. This will lead to “pension gaps” that need to be filled with later

retirement and private pension savings. Chapter 4 looks at measures to encourage

participation in private plans. But the way private funds invest, benefits are provided and

they are regulated could also be improved. Many of these policy issues are discussed in

Chapter 6.

The crisis has accelerated the pace of pension reform in OECD countries. Much has

been achieved. But much remains to be done.
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Notes

1. Source: OECD (2011c). 

2. Source: OECD (2011c).

3. See Antolín and Stewart (2009) and the special chapter on “Pension Systems during the Financial
and Economic Crisis” in OECD (2009).

4. Weighted average data, with the weights based on country’s pension fund asset values. The
calculation is based on about twenty countries that report investment performance data.

5. Source: OECD (2011b), Figure 1 and Table 3. 

6. This chapter updates earlier analysis – “Recent Pension Reforms” in OECD (2009) and Whitehouse
et al. (2010) – that covered the period from 1990 to 2008. Putting these together gives a
comprehensive picture of pension reforms over 21 years. 

7. OECD (1998, 2001, 2009 and 2011a), for example. 

8. Source: World Bank Pension Database. 

9. Source: OECD Income-Distribution Database. See Table A10 in the Statistical Annex of this volume and
the indicator of “Incomes of older people” in Part II.3 of OECD (2011a). The special chapter on
“Incomes and poverty in old age” – Part I.2 of OECD (2009) – and OECD (2008) provide a detailed
discussion of methodology, definitions and data sources. 

10. See the special chapter on “Incomes and poverty of older people” in OECD (2009) and Whitehouse
et al. (2010) for more details. 

11. See the indicator of “The pension gap” in Part II.6 of OECD (2011a) for recent empirical information
along with the special chapter on “The pension gap and voluntary retirement savings” in Part II.4 of
OECD (2009) and Antolín and Whitehouse (2008) for details of the calculations. 

12. Source: The special chapter on “Incomes and poverty of older people” in OECD (2009). See also OECD
(2008). 

13. See Whitehouse (2009); Figure 4 in Chapter 2 shows the impact on the real value of benefits over time. 

14. However, the German government intends to claw-back these increases in the future. 

15. Chapter 2 of this volume provides greater detail on developments in the “automatic”-adjustment
mechanisms in Germany, Sweden and other countries. 

16. Automatic adjustment of pensions through changes in indexation is discussed more fully in
Chapter 2 of this volume. 

17. These “headline” pension ages differ in some cases from the “normal” pension ages set out in
Chapter I.1 of OECD (2011a) and in Chomik and Whitehouse (2010). The earlier studies employed a
strict definition of normal pension age : the age at which a full-career worker, starting at age 20,
would be entitled to actuarially unreduced benefits. In countries where most workers claim the
pension after the earlier possible age (e.g. Belgium) and those where most are likely to claim at the
normal age in future (e.g. Germany and Spain), the higher headline pension age is shown in the
Annex Tables A1 and A2. 

18. The title of an OECD (2006) report on population ageing and employment policies. 

19. Occupational plans in Denmark, the Netherlands and Sweden achieve near-universal coverage
(80% or more of the labour force) and are therefore commonly described as “quasi-mandatory”. 

20. Gómez Hernández and Stewart (2008). See also Tapia and Yermo (2008). 

21. See Chapter 6 of this publication and the special chapter on “Pension systems during the financial
and economic crisis” in Part I.1 of OECD (2009). 
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