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Costas Stavrakis FiIA, FcaA

Chief Actuary

= More than 20 years of national and international advisory and
operational experience in social security strategic policy development
and reform, actuarial and public finance matters

= Chairman of the Task Force on Methodology and Projections of the
Social Security Sub-Committee of the Actuarial Association of Europe

Ministry of Labour, Welfare and Social Insurance,

Actuarial Unit

= To evaluate the national social policy and enhance the financial
governance of the national social protection system through the
conduct of actuarial and other quantitative analyses
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EU reporting frameworks of pension obligations BERLIN 2018
v" Ageing Working Group of the Economic Policy Committee (AWG)
v Eurostat ESA 20101

Key challenge for the assessment of pension obligations

Eurostat 2017 and AWG 2018 results and implied
methodological considerations

Concluding remarks
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Long-term public pension expenditure projections

v' Based on EU commonly agreed methodologies and assumptions

v Consistent with the open-group approach

Analysis of the sustainability of public finances with respect to
age-related expenditure, including pensions

Contributory and non-contributory Social Security Pension
Schemes (SSPS) are included

Results are presented in the Ageing Report? and Fiscal
Sustainability Report3

Every 3 years - last exercise: Ageing Report 2018
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EU reporting frameworks - ;/-;:31
Eurostat ESA 2010 on CLE

Pension obligations of contributory SSPS are reported SEALIN 2018

in the supplementary Table 29

v" Broadly, based on the Accrued-to-Date Liability (ADL) method
and AWG assumptions

v" No assets and future revenue from contributions are considered

ADL method (closed-group without future accruals) does not allow
the assessment of financial sustainability of SSPS

Table 29 provides a tool for economic analysis of households'
pension wealth across MS

Non-contributory SSPS are in principle excluded
First transmission of Table 29 data by all MS in December 2017
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= Eurostat versus AWG pension exercise

v Subject to different objectives and methodological approaches
= Analyse the implications of using different methodological

approaches of calculating and reporting pension obligations

v" Within Eurostat framework

v' Between Eurostat and AWG

= Address the potential issues associated with the
communication and interpretation of the results
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Eurostat 2017 results: ADL as % of GDP in 2015

1st pillar of pensi ViR
bt
(1st pillar of pension system) % .'!1'|
400% BERLIN 2018
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Sources: National reports (MS)* and own calculations (CY)
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Eurostat 2017 results: ADL as % of GDP in 2015 ;/':E.—'.I
(1st pillar of pension system) m!

BERLIN 2018
= The single figure of ADL alone is a crude indicator

= Large ADL figures are easily misunderstood and misinterpreted
= At large extend, the size of ADL reflects the performance of
the social security pension system in the past, in terms of:

v" Generosity and maturity of benefits offered
v' Pensioner coverage

v Population ageing effect
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Eurostat 2017 results:

(1st pillar of pension system)

AWG 2018: Old-age dependency ratio (2016)
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Sources: Ageing Report 2018, national reports (MS) and own calculations (CY)
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There is some evidence to
suggest: Low/ high OADR are
associated with low/ high ADL
figures

FI and IT: have the highest
OADR and relatively high ADL

IE and CY: have the lowest
OADR and relatively low ADL

How about BE with the highest
ADL but average OADR?

How about BG and LV with very
low ADL but relatively high
OADR?
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16.0 mIT
S . " = Rather strong correlation
<z = between ADL/GDP figures
22 o ST . (Eurostat 2017) and
;%é 100 w>¥ s m DE PenEXp/GDP figures of
cr - 2016 (AWG 2018)
i BTl = They both reflect the
Se . e performance of SSPS in
2 a0 the past

20 = DK: no disclosure of social

_ security pension obligations
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Eurostat 2017: ADL as % of GDP (1% pillar of pension system)

Sources: Ageing Report 2018, national reports (MS) and own calculations (CY)
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Eurostat 2017 and AWG 2018 results _wal_
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AWG 2018: Pension expenditure in 2070
as % of GDP (public pensions)
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Eurostat 2017: ADL as % of GDP (1% pillar of pension system)

Sources: Ageing Report 2018, national reports (MS) and own calculations (CY)
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Weaker correlation between
ADL/GDP figures (Eurostat
2017) and Pen.Exp./GDP
figures of 2070 (AWG 2018)

ADL does not capture the
performance of SSPS in the
future

For some MS, the future
demographic/ economic
developments as well as the
impact of pension reform is
significant (see next slide)
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AWG 2018 results: change in public pension
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Source: Ageing Report 2018
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Illustration: Cyprus Social Insurance Scheme (SIS) -

PV of Obligations
(as % of GDP)

Total obligations =
184%

Future benefits of
current contributors
(from past service)
115%

Future benefits of
current pensioners
69%

Eurostat 2017: ADL versus AWG 2018 (open-group) —mad_
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(as % of GDP) (as % of GDP) BERLIN 2018
} | Funding level = 115%
Future contributions | Net assets = 42% |
from future uture benelts of = ADL figure does not allow for
139% 17% assessing long-term financial
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ot e sustainability of Cyprus SIS
f fi i . . .
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Reserve
39%

Eurostat 2017: ADL (Closed- group)

AWG 2018 (Open- group)

Source: Own calculations
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Eurostat ESA 2010 framework -

Treatment of minimum income provision

Type of
scheme/ system

Types of benefits ‘ .

Types of

minimum —

income provision

Social Security
Pension System
|

Contributory
SSPS

[
Contributory
benefits

|
Pension
guarantees

|
Non-contributory
benefits
Il Non-employment
credits
*

Minimum
pension

Flat-rate
pension

Non-contributory
SSPS

Income
guarantees

Universal
— flat-rate
pension

Targeted,
o resource-tested
income
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Contributory SSPS are in
principle covered, while non-
contributory SSPS are not

Treatment of minimum
income provision within
contributory SSPS subject to
some variation among MS

MS which provide significant
levels of minimum income
provision through non-
contributory SSPS, such as
Denmark, are treated more
favourably
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Treatment of pension guarantees - 7*.*'!1'.

An illustration: Cyprus SIS
BERLIN 2018

Impact of minimum pension on ADL (as % of GDP) = Many MS provide minimum pension

190% through their contributory SSPS,
184% such as Cyprus, Portugal,
Luxembourg and France

= Some MS provide flat-rate pension
through their contributory SSPS,
such as Greece

= The above pension guarantees are
typically tax-financed, as it is the
case for universal flat-rate pensions
offered under non-contributory
SSPS, for example in Sweden and
Finland

ADL without minimum pension ADL with minimum pension n Why are the above minimum income
provisions treated differently?

185%

180%

175%

170%

165%

165%

160%

155%

Source: Own calculations (CY)
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= Treatment of other redistributive features of contributory SSPS
v Non-employment credits, e.qg., child care and invalidity

v Different approach is applied for credited years which (i) are

recorded as they occur versus (ii) are computed and recorded at
the year of retirement?

= Deviation from AWG assumptions, such as wage increase

v" Choosing between Projected Benefit Obligations (PBO) and
Accumulated Benefit Obligations (ABO)

v" ADL figure under ABO could be 20%-30% lower than that of PBO
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= Table 29 ADL figures are not appropriate for assessing

long-term financial sustainability of SSPS, which are typically financed on
a PAYG basis, as well as the fiscal sustainability of public finances

v' Subject to misinterpretation - presenting a picture of “crisis of social security”
= Any disclosure of the value of pension obligations of SSPS in national
accounts, even in notes, needs to be based on the open-group approach
v" Consistency with its financing method, as per international actuarial standards
v Multiple disclosure approach in the form of balance sheets
= The current AWG framework for measuring the fiscal sustainability of
public finances?3 is broadly appropriate
v" Open-group approach is applied
v" Contributory and non-contributory SSPS are included
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If the disclosure of Table 29 ADL figures continues, BERLIN 2018
not only additional disclosure is required but key methodological
issues need to be addressed

v" Treatment of redistributive features of SSPS, such as pension guarantees and non-
contributory benefits (non-employment credits)

v' Methodologies and assumptions used in calculating ADL figures
Proper assessment of the financial sustainability of contributory SSPS requires

appropriate measures and disclosures based on sound actuarial standards and
principles, taking into account:

v" Financing method adopted

v" Type of benefits offered (contributory versus non-contributory: pension guarantees
and others)

v" Role of government towards financing (state contributions, earmarked taxes and state
subsidies)
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= Strong need for the creation of a robust framework BERLIN 2018
for effective communication and interpretation of
EU pension obligation figures
v" Enabling informed decisions to be made by stakeholders
v Minimising the risk of misinterpretation or misuse
v' Ensuring that no certain types of SSPS are promoted

v" Enhancing the clarity and effectiveness of the role of the state
in financing the social security pension system
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Contact details:

Costas Stavrakis

address: Lord Byron Avenue, 7
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phone: +357 22401630
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