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1-Our Young but Ageing Society

To-day thore are four polenfial workers
for each pensiomar. YViRin en pears,
thiz retic will dacline to 3.5 and witl drop
o 2.7 by 025,

Imtraduction

Issues of economic sscundy in same farrm or cther have concerned
gavemmenls for many years. With the advent of industralisalion when
more and more people depended on earmmgs for thewr econamc
activity, new types of economic insecurity devaloped graduwailly affecting,
im particular, catain sactors of the fEbour force more lhan others
Weorkers dependerit on thew earnifgs for themselves and to suppart
their families are vulnerabie {0 problems of unempioyment, [ow wages
gormatimes below the subsistence level, disability cendlions, dliness and
premature deatn, Ctn retirgrrent, mosy workers have been faced with
poverty and tolal ecomorms insscurity.

During the 15th cenury, European counlnes wilnessed the birth of
varipus sccral reform movemenis: mast af these were run on veluniary
basis bul concentraled aon the acouisilion of a “"mifemum” wage,
unemployment pratection, workers' compensation and health care
bemefits and some proteclicn for the elderly The first movements
orowviding social security benefils n Malta wers run on a velunlary basis
and date from tha 15th century. [F was howeayver in 1885, Lhat Chaneesltor
Otto von Bizmark introduced {he world's first nalional contributony
pensicn  scheme.  Unldl  then, goavernments had  assumed no
resporsitility ta provide for ald age,

A Twentieth Century Development

Jdust as the ageing phencrmenan is a product af the 20th century, 50 0%
the birth and devefopment of mest social secorily plans including
pension funds cperated in various forms in the industtialised countries
Throughoul the present cenfury, governments have assumed 3 positive
ralg in the prometion of “social welfare' - a term {hat specifically refers
> the provisicn of education, health-careg and sceral howsing; Lbe
parsonal care senvices for the old, the handicapped el and the cash
frapsfers to particiar groups swch as the sick. he cld and the
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unempiayed. Reforms in the social security systems of ihe industrialised
economies parlicularly in relation (o public pension funds have been
uhdertaken alter the Second Werld War. To-day governments in the
QECD countnes spend an average of 9 per cent of their GOP an
pensions and Lhis is expactad to risa n fulure, '

A simrlar development was discemible, alongside with ihat in public
pension plans, in the private sector. Vocational and other provale
pension plans were at times received with fiMtle enthusiasm by social
reformers  for  varous  reasons  parfcularly i an  woreguisied
enviranmentl. Some said that employers might structure their plans 1o
suit more their gwn inlgrests and eoncerns. Others maintained thal
rebremanl needs of cerfarn groups might be ignared such as in cases of
mobie empldyees o young workers or intermiltent warkers., Pension
plans provisions were at limes intended to tie warkers to their workplace
and could punish those who wanted to leave 10 work for compelitors.
There were also cases where privale plans were primarily intended to
sacura the maximum tax incenlives that are uspally  allowed an
amployers' contnibutions. Some of these shortcomings were overcoma
when workers were umonised and where arivate pension plans were
regulated by governmenl as 15 the case n many couniries loday.
Fresent arrangemsants m Europe and other countries provide for both
public and private pensicn =zchemes to cperate afongside each other,
with |he [atter plans ganarally regulated by government

A Primary lssue

The present debate on pension funds s hkely to continue to be 3 prigrey
itern for society since ageing today affects vidually all countries, but
more 53 the industrialized courtries which have oxperienced this
phenamenon for a longer paned and for which further proncunced
agemry 5 prajgcied for the next forly years. Bolh on an international
plane, through  Organisalions as the United Malions, OECD zand the
wWorld Bank and on a nalional basis. concerns abaut the present and
future challenges posed by furlher population ageing are now an
impartant issue ilem on the agenda of govermments.

I the case of Malta, bolh the Mimstry of Finarce and Comrmerce angd
MCED expect the present Committee o respoend o some of these
cohcerns fecusng in panlicular on the fiscal sustainaktility of the public
pension scheme netwithstanding that the brief specifically referred (o
the so-calted "welfare gap”.

" IMF Inpvey - Docoibber 1947
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This iz an administratively-coined term broadly relaied to the shortfal!
between the total ancunt of contributicns colecied under the National
Insurance Act and payments in respect of pensions and ather social
benefits, children’s’ allawances and hospilalisation &xpenditure

This paper will examina the pension-related ageing problem from a
fiscal perspective allhough some reference will aiso be made to
partinent socio-economic 1ssuas. It will also focus an immediate ar
shorl-lerm considerations as well as on likely developments up o 2025
Although similar studies take into account a much longer perspective -
up o 2100 -l was denided thal the discussion will be canfined to a
much shorter period, The key questions which will be addressad are {he

foliowing;

- How will projected demographic developments that delermine the
proportion of the pensionable elderly affect pensions autlay?

- What will be the likely size of the fiscal burden during the next thirty
YRArSY

- What may ba the fiscal implicalions of altermative reform aptions wilh
a view of ameligraling the present burden™ |n particular, should the
presant public scheme for universal pension benefiis be shared with

privale sactor initiatives?

The demographic dimension

Changes in the demagraphy of both indusinal and developing countries
have caused ingreasing strains in both the tradibional and refalively new
systems providing {inancral securily for the eiderly. During lhe past few
years the debale has asswmed new propartians and several countries
have {ried Lo study ways to restruciure iheir pensions systems which
have proved both unsustammable and difficult to reform. taly is presently
strugolmg with reforms 1o avord imminent further strain to its already
weak finances as a resull of the excephonally high progerlicn of {he
elderly of ite poputation. According to research carmied gut by the
International Menetary Fund, in some developing countries, ihese
systerns are nearing collapse.

-

-1
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1.6

1.6.1

The numbers game

In the brginring of ibe 15905 almast half & billion people or more, that 1s
9 per cend of the world's poputalion were over B0 years old. By 2030,
the nuntber will {riple to 1.4 billion. Most of this growdh wilf take place in
developing countries which are still in the firsl or zecond stage of their
demagraphie transitron, over half of it in Asia and more than a quarter of
it in China alene. Bacause of the bread diffusien of medical care and
services, rising incomes and declining ferilily, developing counfries are
ageing much faster than industrial ones. In France and Balgium it took
mare {han 100 years for the share of the population over 60 to doulble
from 9 to 18 per cend. In Chirna 11 will tlake cnly 34 years while Singapore
will double Hs over 80 poptlalion o1 21 years time. Malla's 80 +
population segment represented 3% of total populalion in the secand
half of the 19505 but is projected to doubls itself in 55 years time. As a
result of a quick demographic {ransition, developing couniies will age
mare quickly than the industrial ones.

A5 g result of nsing life expectancy and decliming fertilly, the properlion
of nld peaple in ihe general populaticn is growing rapidly and at a time
when extended families and other traditional ways of supporting the ald
such 33 community-based assistance programmes are weakening.
Reform or new thinking on present financial security for tha old s
sametimes handicapped by the lack of awareness on the part of
policymakers concerning the smpact these arrangemenls have on such
diverse concerns as poverty, empleyment, nflation and economic

growth.

Apartl from polilical and ecenomec imelicatons, the discussion an this
issue has, howsver, to be gnmarily based on a thorough examination of

future demeqraphic irends.

Demographic trends

Althcugh thare may be uncertainty a2boul long-lerm demographic
ehanges. ihe shor- larm culleck is eelalively certain while in cases
where {he demeographic transition has reached an advanced stage with
ferlility and martalily rates fairly slabilised. the madiom-tarm Qutloak is
alse prediclalle with a high levet of reliabriily. Projectians of
demegraphic trends rrrer & number of assumpbons abool ulore
variations in ferlility, mortality rates ard migratien flows. The latler
parameder is, of course, very important in some courtres like Australia,

-~
'\.I-.
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Canada and in several Eurapean countiies such as Belgium, Austng
and Switzerland where immugratian is stil an importam demographic
factor, the more 50, IF these prejgctons are used for fulure secial
security analysis. Ferlility rates (the number of chifdren born to an
average worman during her lifelime) differ considerably from countey to
country and may prove difficult to predict. Again, within the context and
scope of thrs paper, although the correctness of fertility assumptions will

- npt affect the projecied number of old people, thay could nonetheless

affect considerably the dependency ratio {the size of thoze who do not
eontribute o relation o the size of the working paputalicn or potential
contributions). Life expactancy is also notorrously difficult 1o predict but
in the mere daveloped aconomies, such as Sweden and Japan, il is nol
gxpeciad to increase by mare than 5 years in 1ha long run,

A Solldarity Contract

The relevance and influence of demagraphic developments on the
future of sooial security s paitly based an the acceplance of society 1o
give due protection against the contingency of old a2ge by guarantesing
an income to workers who are loo old 1o contrmue participating in the
praduction process. There has thus developed a sort of an wnplicit
obligalion often referred 10 a5 a “solidarity confract”  belween
generations; those who are gainfully ocoupeed today contribute towards
the elderly whase income may nol be enough o sepport them, in the
hape thal they 0o will be treated in the sanmte way when they retire from
{heir jobs. But this schdarity cordract is in turn based on a very sample
iinancial premise; this support can onfy be given 5o fng as there is
a sufficienf amount of contributions,

Future demographic Irends pravide a useful guide as o the how long
this "contract” could be mainiasimed. An analysis of the siruciural effects
of populatrer change, both from the purely demographic aspects such
as gender and age disiribudion and from related demograohic aspec!s
such as the working-age populabion, the participation rate, {he already
rettred and fulure retirees, has ic be undertaken within the local contexl.
The first part of this study has therefore to be essantially a siatistical
exercize drawing extensively on data published by the Centrzl Ofice of

Slatishics.

Future papulalion changes are usually based oh projecticns which i
themszelves are neither forecasts ner predictions. They are essantially a
function of a ramber of hypotheses an which they are based, i e thoses
related to age-speacific fertility, migration snd mortatdy by 3ge and
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gender. One has also to add lhat ihese propectrons do oot take into
accound political and econamic factors which can cause widespraan
distortions (o the results, In aur case, (he lables showing fulure
papulalion changes i the 61 + age group takes inlo aczount 1996 a3
base year and are worked out an the basis of the following three
paramelers and take.

a) {he average death rates for each age group by sex recorded during
the prast lhree years.

b} the average natahty rales spacific 1o age by single yvears of lemales
aned 14-42 recorded during the |ast three years and

oy zera migration f naturalisalions [ registrations

The lasl parameler could perhaps be somewhal modiied 1o take
account ol a small number of immigrants mainly referness and other
additions ta this age group by way of registration and naturalisation. |If
this small adjustment is made, each ygars 61+ populatign has 1o be
increased by around 50 ({he mean for the last 103 years) which over a
periad of 28 years would push up the B1+ age growp by around 1000
fnet). This refalively small addition will nol. howewar, change any of the
basic indicalgrs described laler on.

Reliabiflty of projections

The level of reliabihly of short and mediom term population prajecticns
hased on the parameters already described s very high. Estimates of
fulure populalion levels werked on the 1985 Census findings 0 respect
of the B3+ age groups tested against the estimated populafion of the
same gge group m respect of 1996 showed a shortfall of around TG00
which, when carrected for nel migration inflows and the number of
naturalised Maltese and ather regstrations of  newly  acguired
citizenship, stood at 700 over a pericd of 11 years representing a2 mean
difference of some G4 per year Cconsidering thai tha 60+ age group
gveraged 56,000 durng the same 11 year period the resulting errar
demonstrates Llhe high level of rehiability obtzined as a resull of 1he ocal
stabilised fertility 2rd mortality age-specific rates. Motwithstanding that
ihis study covers a lenger perigd (28 years) there doas nol seem to De
any appareni significant indicalicns of falls in ether fertility or rortality
rates or polh 0 the near fubure which would invalidate the assumed

variabies.
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1.5.5

Main age groups

Az at Lhe end of 1995, Ihe Maltese populaticn was estimated at 373953
consisting of 185,318 males and 128538 females. These estimales are
based on the 1995 Census and show an increase of 081 per cent over
the previous year. This magnilude of population growth will be on a
declining frend gong down to 0,57 per cent by the turn of the cenlury
and will be halved by the end of the 2025 when population will icregse
by 031 per cent ower the grevious year. Zero growih is projected
towards the year 20050,

The Tolal Feriily Rale [TFR} which represents the average rumber af
children that women of reproductive age will haye if their reproductive
behaviour does not change, works oul at 2.1 chidren per woman
Bemographers generally agree thal a3 this rate, generalions are
renewed; below this rate, they are not. ' Bt major population rends
change sq slaowly thal demograpbers have also coined the phrase
"population inerlia’.

-Analysad by maer age groups, the 0-15 age group represents 23.2 per

cent of tha Maltese populatian, The working age group 16-80 represents
&1.6 per cent, wiile the 0ld age group, the 51+ represents 13.2 per cent
af the populalicn. 4t the 1985 Census, the young age groud stood at
25.6 per cent, the 16-60 age group at €11 par cant while 1he 51+ age
group at 12.3 per cent.

Table 1.1 shows 2nd Charl 1.1 plods changes in the strocture of the
Maltese population (hased an 19896 estimales) up to 2025, Threa basmx
considerations emerga rom these projeclions.

Firstly, in percentage terms the yound age group [0-15 years) will
regisler very small drops during gach successive year up to 2009, until
s propottron reaches 20,3 per cent, therealter it wilt recoup some of the
fosses o stand al 2007 per cenl by 2012 but will resume a dewnward
trend thareafter. In absolule terms, simlar mavements are discernibla at
the sama trme-pants. Slanding al 86786 3s at end of 1896, |he number
of-persens aged 0-15 will decline to 81,285, oul will lhen resume 3 slight
upward trend o staend 85 772 by 2,013, but will then dechne to 53,933
by the end of 2025

* The TFR is not a peodictive indicster a5 sugh. A popubation mey also conhnue o geow [ar @ cerlain
tiatie Wit a TFR lawer than 2.1 &l Lhis indicales tha 1he population ez liKely woape if glee TFR daaz
snorease it the near flere *lost Evresen coonines have a TFR less than 20
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Qne pussible explanation of these contrashing movemenis may be 1he
net result of two festorical factors “echoed” in subsegquent generations.
A5 a consequence of the stemming of migrabon cotffows after 1975,
yvoung couples were now staying in their motherland as a result of
which, the potential reproductive segment grew bigger and the smail
“bulge™ aiter 2008 represenis their offspnings, But the 1570's witnessed
also he onsel of the “contraception revolulicn” in the MaMese [slands
accompanied by mare education facilities and a changing role of women
in Lthe Maitese saciely, laclors which lend to lower fedility. These
phenamana could parlly explain lhe reasan why reversed migratian
llows after 1975 did not result in much higher fertlity.

Secandly, the 16-60 age group which represents the potentlial labour
force demonslrates contrasting Irends.  in absolule terms, the 1996
warking-age populalicn lolaled 23004260 Thes s projecied o rige
graduaily to 244 976 by 2,005 but will then resume a downward trend
which will continee up 1o 2,023, thargafter it will rise shghlly dunng 1he
fllorwing bwo years. Proporbion wise, (he dechne is 8 Continuous ong,
From §1.8 per cent in 1956, it will graduzlly go down e 255 per canl ar
six parcenlage paints by the year 2025,

Thirdly, therg is a delinite upward projected ageing patlern wilh a
slepping-up of the elderly incremental ralo after 2004 which marks a
period when the baby-boorners of the mid-1940's will reach age §1. As
already hinded, the net inflow of migrants after 1875 mamly within the
45+ age group also pushed madestly the old portion of the populaticn,
tn absalute terms, the 81+ age group is projested to increase by 44 751,
{79 per cent) going up from 56,746 as at end of 395 to 101,497 m
2025, The gender ratio wilhan the groeup will however decling; from 133
females per 100 mates in 1596 to 118 females per 100 males in 2025
Proportion wise, Malta will e having a subslantially higher proportion of
etderly in relatign 1o the olher mam a2ge groups The 19596 ratic of 15.2
per cent wall regisler a yearly incremental rise varying between &1 and
0.3 perceniage peints up to 2004 but vall Yhereafter increase at raies
varying between 0.4 and 0.7 percentage points fo stand at 24 3 per cent

by 2025

In brief, population propctions up o 2025 mark a slightly falling
properlion of the younger age groups and a similar dimirashing trend
line in respect of the 15-80 age group, more or less of the same
magnitude and folfowing generaily in @ parallgl path. I contrast, a
gradually rising curve is disgernible corresponding Lo the mcrease of the
£1+ age group. The conclusion fs clear: in future the supportive
efement fn the population is shrinking while the number of
dependants s growing. These trends may be more pronounced

gffer 2025, :

-
.
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1.9.10

1.8.11

1.10

1.10.1

1102

The projected age-groups wilhin the 81 + populslion segmeant
demonstrate also thal the brggest percentage moreases witl manifest
themselves in lhe wery old' age groups. The 7579 group which
represanted 14.9 per cent in 1926, will grow 1o 18 6 por cent in 2025
The B80-34 group will alss rise to 8.9 pear cent from its present B.4 per
cent proportional represenialion, while the 25+ group wifl surge by 2025
to 5.8 per cent compared ta 6,2 par cent in 1586, Together lhese three
age groups will represent 353 per cent of the tolal 67 + age group
compared lg 29.8 per cent in 1995, In absalute lerms, the very ofd will
grow by 18 550 or more than double its present level by 2025,

The priyected 61+ age group may however prove 10 be larger as a
result of longer years lived mainly brought about by an amelicratton of
geriatric sernaces. Life expeciancy which at presert stands at 749 m
respect of males and 79.8 for lemales is farly comparable (o {hat
altained in the industrialised couniries of Europe. Sweaden records the
highest life espectancy ndices: 753 kor males and 81.5 for females
followed by Swilzerland with Dfe expectancy indices of /5.7 for men and
81.9 far wamen. [t is in countries where the expectaticn <f life at birth is
levweest that the greatest progress may be expecied mainty a5 a result of
a drop ininfarl modtalsy rate and general economic develogment. IR
cauntries where ihe demographic transilion has been or is nearly
completed, it will be diffecult 1o make further headway in that existing
gncig-ecenomic conditions reflect a bigh standard of medical services
and an enhanced quality of life, Malla has reached 3 stage where
further additiomal yeais in excess of -4 years o the present life
expeclancy ingdices may be difficult to acheeve up to 2025,

Ageing Indices

Mo analysis of the projected demographic changes in the "cld” segment
of the population will be complete unless due relerence s made 1o the
main ageing indexes. the elderly dependency ratio (EDR), the total
dependency raltio (TDR) and the wery elderly rato (VER). The
behaviour of the three indexes is 3 cfear indicatian of lfkely future
probfems thal the Stale fras to face as the main provider of social
and healih services and oter financial assisiance (o the afderfy.
Az the elderly pooulatich grows inrelation to the working-age group, 1he
Stale has to commit a bigger portron =f d= budge! o meet she rising
casts of social and genalrie programmeas,

The EDR is essentially a basic indicater relating ihe numbear of retirees
{lhose who are 51 years or mocg) 1o the number af the poterlial labeur
fpree, This 1s 3 useful siatistical measure when apoligd o long-term

it
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1.10.3

1.10.4

1.10.5

prajecticns, but has 1o be corrected far gender parbicipalion rates for
short-lerm farecasis The werd is. howewar, a clear indicabon of fulure
developrnents, in 1595, the EDOR was 245, a3 mederately low indicator
by Eurcpean standards, Gut it will rise to 43.6 by ihe year 2023, in other
words, there were in 1896, four polenfizl workers lo avery refiree
aged 81 years or aver. Within fen years this ratio will decfine to 3.5
: 1 and will drop fo 2.3 - 1 by 2025. It means that, aff things being
equal, the polential financial backing of benefits will be fess by
graund 42 per cend tham whal is feday.

The TOR, on the glher hand, relates the number of those who cannot
form part of the working force ia, the young age graups (0-15 years)
plus the old groups {81+ age group) to the warking-age population (16-
80 age graup). This is a macre indicatar ilustrating the financial burden
in the foarm of taxes on carnings and M4 confributigns that has to be
borne by workers Ip make good for the State transfers i favour of those
wheo are nat working and ta support ihese whe are log young to work. A
high fmdes points to a substanhal finarcial sirain on general revenue. In
1956 the sndex stood at 62.3; i will slightly smprove by 2005 bt it wall,
thereafter, resume an upward trend to reach a high level of 80 by 2023,
A static projection shows that aftar 1 year 2005, government finances

will b severely sirained.

Tha VER reigling the numpar of perséns in the 75+ age group to the
nurnber of the old population {61+ age graup) s a very useful soca-
econamic indicatar demonstrating, besides the finances needed o
provide for 4 Sigger portion of the very oid population, the need far more
gerialric services and hames for this segment of the elderly. i has been
demonstrated that the costs of health services rise at an acceleraled
rata in respect of thase aged 7o and over. Estmates worked out 0 a
number of countries in the 12805, show thal "per capita” pualic spending
on heallh for those aged B5 and over is, on average 4.3 himes that for
persons aged under 65 "Per capila” expendilure an thosse in the 7o+
age group is higher slill. ard reaches a ratio of nearly six times that for
lhose under BS years'. In 1998, the local VER was 298 but will rise (o
32 4 in ten years’ time, {hereafter gaing down to 27.3 by 2017 but will go

up ta 353 by 2023,

These three indexes are basically macro indicalors and are wdely
emplayed by demographers ta demonstrate trends in the ¢ld age groups
and by financial analysts 1o project the likely effects of a social and
financial naiure on ihe firances of a counbry. They will form he basic
parameters which will be employed in projecting the fulure financral
Eurdern of Malta's ageing population ciscussed n part 2 of the report.

Y OECD: Secial Exprudivire (Paris [R5

I
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2.1.2

2 - THE WIDENING GAP - Myth or Reality?

fhe “Welfare Gap" /s 3 misnomar

The Social Welfare Account

In 1942, ke British social security system was farmally borm fallowing
lhe pubiicalion of the Beveridge Report named afler Sic William
Boveridge and has since been regarded as a2 moded for othar systams. |t
provided for benefits o be paid in cases of sickness, unemployment,
relirernent and other social allowances. Entitlement 1o benefils was
contingent an the payment of Mational Insurance coninbutions. Cerlain
nan-cantribulery benafils known as supplementary benehls were also to
be provided as a fallback. Since then however, the ngn-cantnbutory
benefils came o assume far greater imperiance than was originally
irdended. Ting pasition ¢coupled with demoegraphic pressures caused the
imbalance ar "wealfare gap” lo grow ta high levels and had o be financed
oul of general reverue ¢ausing a serious fiscal strain on public budgets.
Tha same trend of avants is discerntble in the case of Malta.

Within the local corlext, the ™ weilare gap” may be locsely defined as
the difference hetwean alfl ifems of expenditures and confribufions
finciuding fines) under the sacial security system wiicfi is met oul
af Govermrment revenve. Historically, the gap was conceived as the
shorifall between conlributions ard the outlay on pensions and other
sactal benefits conlemplated in the 195G M. Acl. The Natianal
Insurance Fund set up undear [he Act bad a positree balance up to 1564,
theraafler the Fund and later an, the Scoal Securily Account revealed a
grawing imbalance eilher as a result of enhanced benefits which could
orfy Be met through higher conlributions or ¢n account of adminisirative
decisions to finance out of this accouni new health and sooal
programmes. The main developments which caused the gap to widen
WS o

— It 1585, ictal coverage was exiended to the self-employed and
ihe fund had to cater for anather 16,900 workers.

—  Tre lgwering of pensionable age from 52 ta 61 yaars in 1571,
- In 1979, the wo-lhirds pensicn scheme was launchead.

- Cosis of hospitalisaticn and communily cars ware defrayed
fram M1 contributians as from 1880,

—  Parental allowances and bonus were introduced in 1988,



2.1.3

2.2
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222

- In 1980 ‘he care of {the elderly wote was includen as another
item of the "Account’

A5 8 result of the inclusion of these benelits in the social securily
syslem, the M.k Fund ceased b exist in 1978 and expenditure slarted to
be defrayed fram the Consolidated Fund. The Social Security Act, Mo X
of 1987 which consglidated all spcial security |egislation intg one Act,
again providad far the self-appropriation of all benefils paid in terms of
this Act as a charge cn ihe Consolidated Fund as well as other
expenses related to Health, Care for the Elderky etc.

Having said 50 much by way of g historical introduction, ong has to
make reference 1o 2 policy statemenl made in the 1579 Budget Speech
by the then Mimster of Finance wheran i was made <lear thal the
revenids from confribulions should cover all iterms of expenditure which
are of 8 "contributary” nature as well as other lems such as Children’s
Alowances and ‘he cosis of the Heslth Scheme. This solemn
expeclalion did not materialisea becauze {he Eshmales presented with
ire same Budgel Speech showed a shonfal of Lm2.85 rmithan which
was referred to as the “Welfare Gap". With the inclusion of giher dems
of expenditure fram time o dime, s small imbalance has to-day
mushrogmed into a huoge deficit whieh defindely cannat be met out of

presard contnbuligns

Imbalances

Whichever way one looks at lhe Sacial Securty Account, one is
confrented with its financmg arrangements. As already pomited cut, this
accounl fow includes mare items than was anginzlly nlended o, The
fact that revenue sources have praciically remrained the same. whikc
mew social programmes were financed from .|, contributions {although
these have been raised in the past), has transfarmed this account inke a
simple accounting arrangement. The term "welfare gap” s itself a
misnomer because the concept of welfare ircludes other services like
education besides those that are presently being financed from
contributions.

Menethelass, 1ha historical evolvement of the Scoal Wellare Account
dempnstrates the neesd =eilher for 3 new definion 1o 1Re exisling
arrangemenis or a rearrangement of ihe Account iteell. Only then, ane
will be able 1o momdor its perfermance and infroducse measures o

o
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ensurg its equilibnum.  For example, ihe gao grew by 28.6 per cerl in
1884 mainly on account of 2085 per cent growlh in ezpenditure on
Health and Care far ihe Elderly Simrdarly. puklic outlay on Health and
the Elderly surged to LmEd. 2 million [+ 30 per cent) in 1997 causing the
"welfare gap™ 0 increase by 15.¢ per cent over 1955, In /is present
form, the “Account” wilf cantinue to balance itseif through general
revenue, since any shorifafl belween folaf contribvfions and
payments ftas io be mal out of pubfic funds. The foliowng six tables
are a regrrangement of the "soowal security account” oul clearly
demansirate (excepl table 2.8) the unsusiginable character of each

“accourd”.

Tahfe 2.1 shows |he behawour of tha prasent "Social Security Account” since
1927 with 1olal comirbulions going up from Lmb3.5 million in 1987 o
Lm140.5 millicn in 1887 an increase of 163 per cend, Expendilure on
all programmes stood at LemBS. 3 mullior in 19687 but surged to LimZ18.7
millicry in 1597 le over two and a hailf times ihe 1BB7 level Since
then, the imbalance of this account conlinued on an upward treno (o
reach LmfB.2 millian by 1997, n 1987, the gapd/GODP ratio was 51 per
cent: in 1997 the ralio siood 31 6.2 per cent In other wards, the bwo
ratios moved upwards by the same magniilde

Table 2.2 This sigtement may broadly be referrad 1o as a NI Fund. it gives
snapshot of the shartfall between igtal coninbutions (less the Slate
confricLlicn) and expenditure on pensicns and other social beneafils
finarced under the N1 Act, The State contnibution has bean lefl aut on:
‘he aszumphon that this amount i extraneous to transactions of a
contributary nature. One may, however, regard this Stale contributian
as a paymenl cn behall of hose who cannet contsbute their share
towards the Social Security sysbem. 0 this case oo, the contribudions
gap more than doubled bebyveen 1887 and 1997,

Tahle 2.3has bean drawn up 1o relate the Slate contribution 1o the financing of
pensions and benefits outside the cantributory system and ciber social
programmes ke hospitalisation and the Care for 1he Elderly as well as
ather benefits like Children's Aflowancas, Here, again, 1he gap has
mere than doubled dueing the period under review.

Tahle 2.4may be referred to as the AH Pensons Account showmng  all
contricuticns except the  stale coninbulion anrd all pensions
feontributory and non-conlributany). Al olher benefils were  excluded
The shorlfall hiked from Lm& 4 midion in 1387 to Lm13.5 million in

1997,

1



Tahfe 2.5 basically a reproduction of table 2.2 with ocne mporian! difference.

O the expandilure =ide, it excludes other benefits af & contribulory
nalure. I relaies the 1odal amount of revence frem contributions
{eacluding again ihe Siate grant) o the amount paid in the form af
pensions {and bornuses) under the contribotary system. [ shows that
the amcut of private contributions (e excludieg lhe Siale
contribution) has not beenr enough to mest pensions under the

contribulory schame.

Table 2.6 lakes into accounl afl contributions (including the Siate grant) and

2.3

2.3.1
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relates tolal revenee to the axpendifure on all pensions (i.e, excfuding
mlher bensfits), The resulting balance falls shert of ihe State granl
pointing ta the basc need Ior an annual State sobwvention b proveds

far pensions.

Two main causes

The widening gap ilusiraied in lables 2.1 - 2 5 has been caused by two
main factors:

Firsily, the number of benefrcianes is growwng al a fasler rate than the
number of contributars. This facior will be further analysed [ater an in
Ihe repoet. [0 olher words, although revenue fram all contribotions
genarally rises in hine with the Gross Domestic Product (i e wages and
salartes) yel the increase N pensions and ather benefits as well as the
introduction of other items which are defrayed from the Socral Securily

Accounls outpacing GOP growth.

Secondly. the nuanber of sooial programmes finarced from cominbutions
has ingreased. The Sazretanal {for the Care of the Elderly set up m 19587
has since then expanded its activities and services

It does net appear 1o ba of any benefit il this siudy revigws inodetail, the
individual impact on ke performance of the account of the broad
specirum of the lypes of pensicns and alker berelits of a8 conirrbolory
and ror-contribltory nature as well as Children's Allowances, oullays
on Health and the Cars of the Eleerly. Thes paper will instead focus of
the ouflay on pensions (retirement, invaiidily and widowhood) and
bonuses under the cortributory schems regresenbng 48 per cent of tata
axpenditure within the existing Social Security Accoord. I addiban, i
addresses tha future of the present pension systern based as it is on the
pay-as-you-go plan.  Olher pensions provided under the Old Age
Pensions Act 1248 are on ke decline allhough thay will ngt eventually
be phased out and are nol being considerad.
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The rest of this siudy is iherefore concerned with the preserl fiscal
slance relaling ‘o pensions of a confnbutory nature and in this respect, it
offers same suggeshans b bring about 2 positron close as much as
possible 1o equilibrium betwesn pension outlays and coninbulions. |t is
alsg  forward-orignted, in that it fakes infe  account  long-term
considaralions which will cancem new ertrants into the Iabour market.
The Commuitiee's mlention has always been to ook slosely at the fulure
and ihis obfeclive necessitaled a somewhat deep anafysis of (elure
demographic Irends. The repor will demeonsirate fhat on the basis of
present frends, the “"vontribuhion gap” (or the shorfal betwean
gonlributiens and pensons plus bonus expendiure} is nol sustainable
and proposes changes to the present pension schame.

The fallowing simple exartise relates tolal confribulions paid by an
employea to the total amount received by him in the farm of pensions if
he survived o age of 75 which 15 the male life expectancy based on
19397 data. Ta test different hypothesis, 14 different gverage yearly
salary fevels were considered. Thase ranges between Lm2340 - 3 ievel
limked ta the minimum wage - 10 LmE7Fa0, the highest pension - relatad
zalary generaily enjained by 1he middle managenal siaff.

It was assumed thal workers and employers made regutar contribubions
ovar a8 period of 40 years and an retirerment, the employee received a
213 pension for 14 years. [ all cases, the total amount receved by way
of pensions during the 14 year pernod was more than the glabal amount
af cantributions made to the Stals by the employee and his employer
The difference ranged from LmBas2 in the case of the lowest paid
employee and wernt up progressively in accordance with higher salaries
up to Lm19,822 in the case af the highesl paid employee. It would be
mathematically llustrated thal the higher the salary, the bigger the
differance that has 1o be met oul of the Slate's finances. On the
strength of lhis simplisiic exercise which s imited to the 2¢2 condrbutory
pensicet, one may conclude thal gresent confnbulicns are not meaeting
pensian Quifays. The difference cowld, however, he fofalfy brdged. f
gonfnbueiions were invested as soon as they are made,



{5lobal cantnbutigng and Pension Payvments

A | & G o £ F G H
Azzumed | Yearly Emplo- | Emplo-  Total QGlabal | Glokal Difer-
average Eamings | yae's yar's conleib. | conte. | pension | ence
lége annual | annual cver 0 over 14 | @Y - (F)
cantnib. | conint, YEATS yaars |

45 2340 1895 234 429 17160 | 24022 gae?
50 26800 217 plaln) a7y 18067 | 26631 7624

a5 2880 238 295 024 20973 3 29360 8386

AT 3120 280 212 oTZ 22dB0 | 22028 91459

E& 3280 28z 238 520 24787 | JdBRE 7911

T 2640 203 J64 6Ly 20693 | 37347 106574
75 3800 325 390 15 Z0GH] | 40036 11436
B0 4160 347 416 FE3 [ 30507 42705 12158
85 4420 s 447 a10 (32413 | 45374 129451

&0 4530 o320 456 BB 34320 | 48043 13723
25 4940 412 484 908 [ 36227 | 50712 14486
100 5200 433 220 953 23133 | 53381 | 15248
110 F20 477 572 1049 41847 1 SBV1G 16773
120 E240 820 oS24 1744 | 45760 | G40356 18298
130 G7a0 253 [ &G 1238 48573 | 69398 194822

The above tlable shows the difference belween lhe ictal amournt of
pensicns raceived by an employee alter hawving paid M| Contributions
throughout a 40-year pericd in employment and the tolal amount of
gpninbutions received by the Stale fram this ermployes and hreg

S ployer,

Cof A Asspmed average weekly wage [Rrcughowt 175 smployment.

o, 8. Yeany aguivalent of Sof. A

Cedd. O Employvee’s aonual contabuticn (112 of wage) en wages asin
ol A

Col D Emplover's annual conlribution (1710 of wage pard o
gmployee) as i Col. O

Cof B, Total of caolumns © and D

oof, Total confrfiions bassed an & workng penod of #0 years =
407 Col. £.). Smee the pension 1§ worked ouwf on the average
of (he fast three wears which is uswafly fgher fhan the
average for the whole workig penod, the average wage has
been incragsed Gy T0%.

Calf 2 Total amount recened by way of 273 pension if the pensiorer

mved Yd years affer age €1 The 14 peer period i5 the
tifference Relveen the present life sxpecfancy of men (Fh
years) and oficial retirement 20e

En
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Col. H,  Difference betwean fofa! contrbulions (Col F L oand total
pEnsoR payments up to age F5 which has o be mel rom the

Slale audget.

Sustainabillty

A fiscal posilion is sustainable il the primary balance (e all outlays [ess
revenue) equals of exceeds the amounts neaded ta stabilisa lhe ratic of
nat public debt to GOP % Sustainability is a concept deafing with
expeclalions usually based on a macroeconomics simulalion exeroise.
Based on the most recent demographie projections and ampioying an
eccnomic model farmulated by the Central Bank of Malta a mediurm-term
scanario of the pasition of the "Pensions Accourt” has been attempled

and is described in 1he next part of the study

4 Yide IMF Snevey - Deseandor 1997
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3.1.4

3 - An Evaluation of the Burden of the Ageing Population

Croigris paribus, e gap it boeosniig BT E g
Introduction

The current and projected incregse in fhe burden of scoial sxpandilure
in ralation ta fiscal reverue, s a phenomenan being experienced
trtarmalionally. Old-age pensions are the primary, though nol exclusive,
category of axpenditure giving rise Lo this, As pointed oul in Part 1 of the
repart, the economics of the problem mainly lies in the demographec
sphere. There are fwo lacet: io the demographic issue. On the one
hand, the riging proporlicn of the retired puls upward pressure on (otal
expendilure. On the other, the diminished size of the working age
papulation  constrains the growth of incorme  out of which  such
axgendilura s to be financed in a pay-as-you-go manner.

Thess concarns have given nse to a number of referms o pensian
zystems intarnationally same of which are described i Parl 4 of thiz
paper. On the ong hand, amendments to the parameters of exrsting pay-
gs-ypu-go schemes such as coniribubtion rates, eligibility rules, ger
capila expenditura levels, and ihe refirement age can be effectad. On
the other, funded pension schames which are cohsidered to pravide for
retirgment ingame 0 & more sustainable manner can be astablished,
The evaluation of reform aphions would be based on a study of the
extent of Ihe social expenditure burden n a country, ard the specific
gconamic. demagraphic and politteal candifions thal would determine
the relative cesirahility of the different aptions

This Part presents an evatuation of the burden of the ageing poplidaton
in Malta for the period up 1o 2025, i is to be made clfezr af the oulset
that this analysis focuses sofely on those items of the sociaf
securfly accoun! which are sfrictly refated and a diract cause of the
agefig  popufation N therefore,  excludes consideration of
aexpenditures such as children's allfowances.

The ageing populatian issue depends on, and irdead feeds inlg, [he
overall economic development of the cqguntry. In ceder ta 2xamineg these
elfects, a model is used which takes demograchic oreectons as given.
on the basis of which it explaing develppments in the abour market,
crutput, prices and wages. =aving, and hence, social contributrons and
expendifure, The model s essenbally macrc and long-term in its
orienlation, At this slage, it eschews details arising out of the zompiexily
of the sghemes of sooial expenditure when these are considegred nat
gssential to. or indeed hamperng, the macreetonarmics analysis.
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Description of the Nodel

The modet used Ior the purpases of this exercise s geared 1o furresh
lhe bhwo crucial glements of thus analysis, namely, ihe compoialion of
expenditure  dems and of Nabeonal lnsurance contribulicns. The
expendilure ems relevant in thes case, which are desciibed m deatarnl
laier on, arg generally derived as the product of an expgencously-
determined per capita benefit and the number of bensfigiariez. The
latter, i turn, respond to demaqraphse develepments. which constilute
anplhar excgenous nput 1o the model. Mational Insurance contributions
are mainly determined on the basis of the statulcry contribution rates
applied to prgjections of {he expecled development of the wage hill up to
the year 2024, In this respect, an adustmerd 15 made to accaunt for

arrears and bad debits.

I turn, the progeciicn for the wage bill is vrewed 1o follow frends in GEWP.
Tha lalter is derived from the economigc core of the model which features
a supply-side analysis whereby output depends on the factors of
produchion available. namely the capital stock and labour employed.
together with an axogencus technologeeal growth term® Agagregats
demand and supply equilinriem is assumed 1o arcur via adjusimeants 1o
the price lavel. Demand is further spdl into itz consumeton and
irvestment componenis in arder o model moyvements in the capital

siock,

The price variable is assumed to depend on an excgenously determingd
hase anflatian®. and on develepments in umit labour cast. Unit labour
cast s i o defined as the wage bill per unit of real output. The wage
Ball i3 derived as tha product of tha avarage wage rate ang the number
of persors employed. The average wage rale 15 assumed o develop m
a way such thal the amcunt of labour employed is sal equal o the
labour supply net of the unempioyed. The labaor supply 1s derived fram
demographic data and frem an exogendusly determmead participaticn

rate.

The unemploved are in he lang run assumed o repreésent only 1he
struclurally unemployed. as cyclical unemployment 13 eliminated throwegh
movemenis in the real wage’. The rate of siructural unemployment 15 m
lurn assumed to increase with ihe sogial securndy conlripulicn rates. Thisg
acbnomic model underhgs the calculabion of ke reverus and
axpenditure pertaining 1o the scoial s&curity account,

¥ The vaiues of ceppenans variables ane w00 behenge ol b e aeeleler b e gallighe:t sone

workings of 1he mgdel ilselr,
* This is akin Lo impared o, alhough e vor llﬁlf‘ i e mgedl o Sanuling any ki watt}btm}u?

ﬁlu:-cl-'. I pricgs,
" In e lier words, eoctaploy el 15 assnned oo selbe an G ozdural oo,
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3.3

3.3.1

For the purposes gf simpircity. the balance of payments is assuemed 1o
be in equikbrium. While this may ot be applicable to a shart tme span.
balance aof paymernts sustanabiliby is a necessacy assumphan in this
exercise o provrde a viable long run econamic scenario wilbin whrch the
gocial expenditure ssue could be examined. The monelary seclor 15
assumed away in the madel, vnder the assumptron of leng-run neutraliby

of maney.

The mgdal thus comprises six sectors namely: demographic projeclicns,
autput determination; aggregate demand: the labour market;, price and
wago determination; and the caledlation of the revenues and
expenditure of the sacial security acoount. The values of the parameters
of {he equations are mainly derived by calibralion rather than
goongmetnc eslimaticn. This was nacessary due ta the lack of historical
data im some cases, az well as the faci that in ather cases, pasi
developments cannct B8 expected to adequately reflect the siructure of
the economy cver the next thirly years.

The mere important assumptions inherznt in the model wused far this
analysis are the {ollowmg:

1. The rate of exggencus iechrnolagical pocress 5 assumed
gonztani at 1% per annum.

2. The natural rale af unamployment 15 assumed constanl at 5%
3 The base inflation rate 15 assumed constant at 2% pes annuim.

4. Socigl securly contr:bulion rates remain unchanoed

The Computation of Expenditure

As explained in an earlier section of this report. the analysis here
preserled shall focus selely an the followng items of expanditure-

i. Cordributory Retirement pansions,;
i, Widowhood pensions;

m. Irvahdily Pensions:

iv. Bonus

21
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The <riteria adapted it the choice of these expenditure Aems far the
purposes of anatysis were:

1. They are all of a confributory nature, and bence. their matching
against coniribution revenue 15 conceplually correct,

ii. They are all sirongly influenced by lhe projected demographic
developments, and the ageing phengmenon n particular, as
opposed to other contributary items of expenditure such as
sickness and unemployment benafits.

The projected developmert of sach of these expenditure items is
derived as the product of an exogenously determined per cagpfila
expenditure and the number of beneficiaries. The latter are modelled

an the basis of demograghic profections.

The Number of Beneficiaries

Tha populatiaon cahcrts relevard for the model are two: the poputation of
pensionable age and the working age populatian, & descriglion of the
gxpected development in these coherts has been provided in an earlier
part of this repart. Far the purpcses of ths exercise, the population of
pansionable age is focused upon, from which is derived the projecied
number of beneficiaries as shown in Table 3.1,

The papulation of pensionable age cansists of, according 1o current
legislalive provisions, males aged 61 and over and fermales aged 60
and over. Demagraphic projections mdicate that in that thirty-year period
hetween 1895 and 20235, the papulation of pensionable age 13 expecied
to mcrease steadily by an average rale of 2% per annum, wilh the
growth being stronger between the years 2000 and 2020, 1ending o
decline thereafler, The male component is projecied to rise steadily
during the pericd from 41.5% to 44 8% of the population of pensionable

age.



Table 3.1 Demographic Frofeclions

ALy e I BT

TREr Afnas Euma-.'ﬂ J-'-N.H Mawp .Eerr'ulu _ﬁelwmml' IGPI BT IS, eI
Aged 51+ mped BG* Papsabar Mkomate?  foncpohon Pacgan Fenriea flrnasmn
of Pansin Rare o Dy i wvt et er Henafiancer
Agg
19495 234594 33058 £B 555 20 9% 23.3% 20,043 12 118 3, B5Y
1996 24,377 34 335 58,712 20.5% Z3.0% 30 227 12,5¥1] 4,988
1997 | 25,072 35,123 ad,195 o, 8% 23.7% 31,114 12,859 3,141
1508 < %, G603 a5 7EY 61,532 90 9% 23.59% 31,827 13,193 5,257
1599 248,107 36 481 62,580 a0 2% 24 1% A7 525 13,357 5,397
SHHY [ 26815 a6 328 53,553 F0.9% 23. 3% A3175 13,524 5,541
S | 289140 37,188 B4, 056 90.9% 24.5% 313,579 13815 3688
2002 | 27.0M2 37244 B4,.246 a0.5% 24. 1% 33,754 131635 LRk
2003 | 26905 37,958 84,857 o, 8% 24 2% 34,004 13.049T 5,995
2004 | 27 585 39,280 a6 945 .99 25.2% 34974 14,411 & 154
2005 | 28,954 40,735 49,890 99.9% a5 4u4 3B.E5d 14 914 B3N8
2008 3,209 df 124 72333 Q0 9% P 28,235 15 423 G426
2007 § 31,520 43,547 A IGY %% 23 8% 8,813 15.980 & 5SH
2008 [ 33939 45,033 Trats 0, 9% £5.0% d1 650 16 438 6,835
2009 [ 34 256 46,221 £0.517 a0,.5% £9.0% 473,305 15,923 17
2010 | 35,523 47 3459 82882 90,.9% 25 % 44 831 17,336 T.204
211 38,170 45 327 oL LSV Sk, 204 256. 7% 45, 324 17 69 T.395
202 IT RS 48 223 25 396 G 3% 25 5%, 47, 488 18.022 F.a92
20173 | 38.5¥E 50,022 248,609 g0.9% 2T 2% 43 et 13,314 v.7e4
2014 | 29,407 50 8B4 8,273 a0.95% 2T 4% 4%, 749 13623 4.0H
2015 | 40,287 S5t,BA4 81,495t 4 %h Z75% 0,876 124933 &.214
2018 41,182 L2543 93 25 Q0.9% 27.8% h2 068 19,257 5,433
2017 42 (EGS 53,407 95 456 Q0_2% 2. 1% 93260 19,554 B R5T
208 42,830 4,195 47 185 e L Lo Z0.3% hd 4341 19,842 B, 887
=019 43 Tt5 La 998 a8 717 Q0.9% 20.6% 55,434 20,126 9,124
20Z0 dd 4015 55,733 100,142 Q0. 5% 25.8% S5 4Z7 20,403 o367
01 | 45,080 B8 277 101,357 9087 2910 57,332 20 Bl 9,616
2022 45 632 b L 102,364 S0.9% 29 3% 4,107 20,771 a9.871
2023 46,122 T e 103,136 o0 g% 29.6% 1 <0,a74 10,134
M24 | 48,3971 57,185 103,586 a0.9% 29.3% 28,220 23,841 10,404
25 | 46,511 A7 245 103,734 90.9% A1 29,4849 20,858 10,680

3.3.1.3 Out of the pensicnable age cohort, the retirement pension beneficiaries

are deemead 1o be {hose who had parlicipated in the Yabgur force during
their working age life, Thus, the pension Eenczficianes are from 195
anwards derived as the populatian of pensionable age mulliplied by a
labour {oree parbicipation rale. The participalion rates applicable in
thiz case are obviousiv not the current ones, but rather thase
pertaining fo the years when the current persons of pensionable
age coufd have been economically aclive For this regzon. the male
and femate compenenis of the pensionable age tohorts are mulbplied
by their respective participation rates geraining to the previous thirdieth
year. Parlicipation rates are thus deemed lo have been corstant at
G0.9% for males. while they mcrease sleadily, al an average rate of
0.3% per arrum 0 the case of famales”

" The Fprecnsl ercors aestee oul 50 Qs meibod wrg 75 persus eagrcsietiged for E9%6 and 331 persons
ender-cstineiled for 90T gl conrespond 198 2% and 1 1% af the actnal papulanaw respectiely

k2
[T}



3.3.1.4 These calcufations indicate that the retirement pension beneficiaries are

3315

33185

3317

3.3.2

3.3 2.4

expected to increase from 23,043 to 59,489 between 1995 and 2025,
implying an average annual grawth rate of 2.4%. This reflects the
demegraphic develspments described above, albeit this growth rate iz
somewhat higher than the 2% rale reported far the population of
pensicnable age. The fact that the male compoanent within this age
cohart, which has a higher labour force partrcipation rate, 15 projecled to
grow at a faster pace compared o the famale component explains this

resylt

The number of widowhood pension benefliciaries nas m \he past
followead a quite stable relationship with the number of females aged &0
and over. The develzpment of widowhood pensian beneficiares fram
1908 anwards is thus described by means of a simple propartian aut of
the number of females aged €0 and cver. The ratio used hera 15 36.6%.
Ihe stalistic applicaie ta 1995°

Thus, the number 2f widowhood ponsion Deneficigries 15 gxpected o
rize from 12,118 10 1985 to 20858 in 2025, coresponding B an

average annual growth rate of 1.8% par anoum.

The number of invalidity pension beneficiaries could not be satizfaciorily
carrelated with 8 demegraphic vanable for which forecasis are readily
available. For this reascn, it is projecied {o continge developing from
1996 cravards by grc:wmg a1 an annual rate of 2.7'%, the rale observed

betwean 1952 and 19957,

The Developmeant of Expenditure

The projection of the number of beneficlarias based on demographic
daeveloprments presented in lhe prewvious section can e cambireed wilh
an estimate of the per capita pension expenddure n each calegory 10
derive the lotal amount of ransfer payrments. The per capita expenditure
for 1995 was Jerived using actual data for that year by creding the tolal
axpenditure on redirement pensigns. invakidily oensions, widowhood
pensions and kenus, by the iotal number of beneficiaries in each case
Starting from the year 1826 to 2025. lhe average per capila expendiure

¥ Tl doremiel errors arising out of lns wctdiod are D03 persens over-esiinsed for LG and 198 persans
ener-esiangled in 1997, whicl corrcspond 19 L.1% and L6% of the acinel pogulation raspeesively

" The Forecest 2 rrons arising oul el e cihad aeg 325 persans under-grlenaced far 1M end 214
persmils poder-estineied i 2997 whicl correspad Lo 4 2% and 1,405, ol e actuul pewubioun

respectively.

-
.
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in each calegory was afiowed v excoencusly grow by the Fverage
annual growih rates observed oetween 1992 and 1998 These per
annum growth rates are.

Fer capita retirament pension 5.9%
Per capila widowhood pension 5.0%
Per capita invalidily pension 5.8%

N was deemed ihal the peér capita borus payvable o pensicn
benaficianes, currently at L1185 per annum, was unltkely to remain
unchanged throwghout the forecasi period, when prices are axpected to
risg by around 280%. Itis Lhirs assumed that the per capita bonus would
rise by S0% avery ten years. which roughly corresponds ta tha historical
devetopment in this varabie.

The development in "per capila” expenditure on each of these
categones of tfransfer payments, logether with the relative {otal
expenditure Jenved afler the number of berneficiaries are taken inta
aocoont, 15 shown m Table 3 2,

Table 3.2: The Developrment of Expendituro

e Per Cuputn (L) Tobil Expeediure (L Mullines)
Ralmenl  Wioowd  nvanddy 0ug Felment  Wamodd  nvaliory e Toiar J

1905( 1662 1537 1280 166 23.3 185 62 | &z E1.3
1906| 17786 1613 1357 156 52 6 194 6.7 ar aa.0
1997 15697 1694 1454 126 58.2 21.5 7.4 a.0 96 .1
1993 2027 1773 1558 186 ' B34 231 a.1 2z 104 2
1999 ME5 1867 1663 136 £4.7 247 EAQ 9.4 t12.7
200d| 2314 1560 1775 168 76.0 26 3 97 96 121.7
21| 2473 2058 1805 126 B2 5 27.9 105 ag 130 9
003 2642 NBD 2024 185  Bag £9.4 17 o $39.9
2003 2833 2I6H 2TED 136 95.7 3.2 12.8 1o 140.5
2004| 3097 Zam 2306 2T 104.0 33T T4.0 153 167.0
2005| 32231 2500 2462 27 115 4 36 7 15.4 158 | 1833
Z006; 3444 2624 2629 279 1594 19.3 16 .5 A 2071
2007 26849 2755 2807 270 a3 8 £33 15 4 17.1 22245
2003 342 2892 29595 279 160 4 474 0.2 17 8 J45.3
200 $202 HI3T 31949 279 178 £ QT 222 154 269.8
2019 4490 31582 3415 279 1974 54.6 24.3 %91 2953
2] 4757 3347 I646 2rd 2148 386 5.4 19.5 323 5
2012 516 3014 3893 Z7a Zed b a2 a9z Mz | 352.5
JAF3 M FT 35084 4158 274 2531 ar. z0 20 6 JEZ2 49
20ial G857 3673 4237 414 2ET S 715 a5 317 4261
2018 G263 oQEE 4737 419 | 31485 TE 3 3.4 3213 461.7
2016| BG31 4269 G057 418 | 34148 81.5 §2.1 330 | osggs
2T T138 448z 5399 419 3750 25.9 45 1 336 | R4zl
2018 728 4705 5764 414 4107 2.7 RO B 34 5 5685
2013 8150 4240 &153 £19 £47 3 a8 7 55.4 35 2 B17.1
202G| 4709 5135 BLHA 414 AET.Z 051 6.7 35,3 BAR.A
2021| 9305 £445 T4 1% 529.3 111 B 6.6 a4 743.9
2022| 0942 ETIE 74588 419 5719 114.3 7i0 36.9 an2oa !
22T 106824 GOO1 T89a 419 G20.9 1254 0.0 IT4 . BEAZ
j2024[11352 G301 B534 413 BGO T 131.7 ET.G 173 9zE8.4
Fe025 12129 BB15 a1 414 ER kR 1386 aF 1 i3 Q07 5
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lin dernving 1otal expenditure figures as the product of per copita
expenditure ard {he number of Geneficiaries. it was recognised that the
sstimated number of benelicianes s a year-end figure and rmay fhus be
unsuitabie to compule total expenditure throughout the year. Thus, 1he
number of beneficianass retevant for the computalion of expendilure i a
year was deemed to be the average of that year's and the previcus

years heneficiaries.

In this scenarig, e expendifure on retiremenl pensions 5 expecled to
rige fifteen-fold from LmdB8.3 million in 1538% o Lm7 20 million 1n 2025,
This reflects the combined effects of demuagraphic pressures and
the increase in per capita refirement pension. Simdar factors
inflyence the widowhoeod pensian expenditure, whech s orojecied 1o rise
from L1 8.8 millicn in 1995 to aver Lm138.6 milion by 2025 Invalidily
pensions ara expected lo rise by an order similar to that of retiremen
pensions, fram Lm&.2 millicn n 1995 10 aver LmY6 mition 1in 2025 The
gxpendilure on bonus 15 projected 1o rise at a slower rate, expanding by
araiend four and a hatl imes during the forecast penod 1o reach Lm38 1
million by Z025 This slower rate of growth reflects the assumed
relatively Iow rale of growth of the per capita banus

As g resull of these deyalgpments, ttal expenditure rs in 2025 expected
tz rise by Whirtaen bmes the 1835 level, 1o stand at close o LmT Eithaon.
Az @ propartion af GDP, tolat experdilure 1= expected to mora than
double from B.3% lo 18.8%. This by ifself vouches agans! the
sustainabifily of the situation, a5 the eéver-rising proporiion of
expenditure aul of GDP iz to He met by contributions derived at a
constant rata af GOF, as the next secticn shows This seems 1o Qe the
worst projected scenanc on the espanditure side.

The Pensions Balance

The {olal expenditurg {hes computed 5 matched agamst the revenue
from sccial security contributions. This 1s a partal analysis, which
assumeas thal suech cottributions are 'mended solefy ta provide for the
expendilure lamsz considered 0 this exercrse. Yel, this analysis is useful
to highlight the extent of the demograohic problem itsel’.

Soocial security comtnbulicns accrue from employees and amgaloyers
{inchuding Government) as weall az thase deaemed by the social Secudnty
Act (Cap 318 of the Revised Laws of Malla) as self-employed ar self-
ocoupied, Moreover, the State defrays a furlher comirbulicn qut of
generad Gavernment revenue esual to cne-half of the 1otal of the olher
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corlnbulions.  For the purposes of Hhis exercise, [he Stale
canfiibution is nof consfgderad (o e 8 genuing source of revenua
fo finance social expenditure. Thus, {he contributory lems of
expenditure considerad 1 this exercise are malched solely against the
revenue which Government is genuinely deemed 1o extracl out of the

aconomy for the purpase.

The statulory conthibulion rate of the employees surrently slands at 1712
aof the wage bill, that pertaining to the employers, incloeding 1he
Governmeant, slands at cne-terth. Appiyving these siatitory rales to
the economy's wage il for the 1885 to T387 period reveals thai
the National Insurance corlributions aciuvafly colfected reprosant
only 83% of what should aciually have been coffected, reflecting
an accumulation of arrears of around Lim@ anflion in each of these

ithree years.

The projections of the contribulions which are cottected by Gawvernment
up to the year 2025 are worked by applying the present statulory
contnibution rates to the forecast wage bill, which, on the basis aof the
pasi devedgpment of the hMailese ecoromy, i desimed 1o be egual to
48% of nominal GOP al factor cost. The resulling figure 15 adjusied
downwards by a facicr of 0 8% 1o represent ke accumulation of arrears,
which is thus assumed o continue on the same lings as obszerved
beltwaan 1995 and 19497, The forecast of GODP, in lurm, is derived from
the econamic ¢ore of ithe moadel, and 15 shown, together with its growth
rate, in Table 2.3 The model fealures a generally declining rate of
GDP growth, mainly due to developments m Llhe warking age pepulation
and in the capital sioch.



Tabte 3.3: GOF, the Wage Bill, and Contributions

Lo naffecins

clrrevira

T LR il W T 1 rade e
G Tirgruril) il v Lol td
1995 474 5 B.1% 4727 35.7 77 9.0
1958 1.053.5 8 % A0G.4 L2 o a3.7 a1
1997 1,128.9 7.0% Ld1.8 98.3 BO G a8
18498 1,202.2 6,55 arra 105.8 954 10 4
1999 1.278.5 B6.3% Bf3.7 1125 fo1.4 1.1
200 1,282 5 G, 5% E531.8 1125 1061 11.4
21 14882 7B TaO4.7 1244 116 & 127
2002 1,984 1 T.8% Tan0.4 159.4 1257 13.7
2003 1.712.8 &1 S22.10 1507 T35.9 14.8
20004 1.836,3 T.72% Ed1.4 113 K- 1456.F 19.3
2005 1,9316 B 3% 9308 171.7 154 & 15.49
Z2MGE 20750 B 3% 2960 182 & 164, 6 18.0
2007 22036 B.2%% 1 0577 19305 17¢.H 189.1
2008 23338 g 9% 1.1240.2 2054 185.2 202
2004 24709 5.8 1,185.6G 217 .4 196.0 21.4
219 28116 E7% 1.253.6 2238 20T 2 £2.5
21 2.730.4 4 5% 1310.2 240 2 216.5 238
i3 2aa53.2 4 4% 1.374.% 252.0 2272 24 8
2o 31404030 4 and, 1,441 4 £B4. 1 23k 2 2B.0
20149 31509 d 53 1.912.5 297.4 2500 27.4
2015 3.363.5 4 9% 1,585.2 2906 2620 268
2MaG 34583 4. T4 16600 3042 27 4 30.0
207 16149.0 & 1% 1,737 385 2071 3.4
2018 4,7855 4 5l 1.8417.1 2331 30ag 2 325
20159 39643 4 T% 1,803 1 N1 514 3 Jd.3
200 41509 4. 7% 1,992 2 J65. 229.3 360
2021 4,346 2 4.75% 20262 3523 Jda § 35T
2022 ; 4 5681 4. 9% 2.137.8 401 1 G116 2595
L 4,782 9 = 2% 2,205 8 4219 3793 dai.4
2024 52.029.4 R 2% Zald 42 65 3990 456
2025 52926 5205 29404 466 T 4199 459
345 The confribulions ccllected are matched against he  groecied

expenditure. wilh ihe results being shown in Table 3.4



Tabla 3.4; The Pensions-Contribitions Balance

Lo Adiffons
Year Torsl Soninbations Tors! Cordmbutions FansICs-
Colacled fexcluding &8s Tatal Corrittuions
Sfale Comributian}t Expendiue Gap as % of GOF
1995 T -1.4 -0 4%
1996 air -4 .5 -0.5%
1887 B9G .5 3T
1998 954 B8 -0.8%
1993 1.4 -11.3 -0.9%
2000 108.1 136 -1. 1%
2001 116.5 144 -1.0%
2002 1257 147 -1.9%
SIHG 125.9 -131.4 -0.8%
2004 1457 ZE1.5 -1 354
2005 124 .5 -84 -1.6%
2006 164 6 37 4 2.0
2007 1748 -47 .8 -2 3%
2004 185 2 -60.2 -2.8%
2009 184G 0 -73.0 3 ey
2410 2072 -BE.G -3.50
201 2165 <1070 ERES
2042 2272 -r25d 4 5%
20132 2382 -144.7 -d 9%,
20fd 250.0 782 5. T%
2015 2620 -199 7 B A%
20148 2744 -2261 -2 T
21T 2071 -285.7 -T2
2018 2003 -283.1 -7 T
2018 2145 226 -8.2%
200 D 3595 -8.8%
20 344.3 3991 -g.an
202 3618 -440.4 7%
223 7S -423.4 B0, 2%
2024 300 -027A 10.5%
225 4139 -E72.7 S08%

24,7

This exercise reyvesls that

whereas at present, social

contributions match 1he expendilure cn transfer payments, a cersistent
deficl iz axpected to starl accumulating after 2003, rising rapidly o
exeeed Lm57r3 million by the year 2025, As a percentage of GOP. the
pensions-contriputions gap is espected Lo rise o 10.8% by 2025
compared ta g 0.4% ratio in 1985, Thus, this analysis domonsiaies
that demographic pressures, if combined with the increases in per
cagifa expenditure observed in the past few years, will resuft in a
Siuation which is unsusfainabie by 2025 Aparl from these Jong
term considerations, i s worlhwhife to note that the penrsions-
cordribulions gag 15 expected o quadruple within 2 period of five
years from tha 1525 levefl of Lm3.6 miftion.

These observalions cail for two sets of remedies: one should be
arierled towards facing the immediale cash-flow problems, the ather
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should tackle the i term devalaament of lhe pension-conlribution gap
in the Maltesa econany

An Alternatlve Evaluaticn Linking Grewth in Per Capita
Pension o laflation

Tha asxercise presenied in ihe previgus section is repeated under the
assumplion thal the growth m all per eaptla pension outlays fs fimited
fo the rate of price inflation, rather than exogenousfy set al the
awaraga growlh rales observed belween 1992 and 1996, The
projecied inflalion rate s derived frorm the model, and s centred around
3.5% for the forecasl pericd. The results of this exercise are presantad
in Table 3.5

Table 3.5 The Contnbutions - Pensions Balance With Inflation-
mdexed Per Capita Fensions

Len Mithicres
Yeqr Tolal Cantnboelions  Toral Canfabohineg s PSS -
Cotegted fexciuding fess Toral Corfrtefians
Siate Canfatic Expanditura _Ggp as % af GCF
1505 : IrT -18 -0 444
19065 837 -3d -0.3A%
1947 8.5 28 THEY
1848 954 -2.0 -0 1%
13993 101.4 1.7 -0, 1%
2000 10a.1 02 0 g%
2001 118.5 s ) 2%
=2 125.7 2T 0 594
200% 1359 116 3.7 %
2004 1457 147 0.5%
2005 164.3 .7 Q4%
2006 16t 8 2.1 0 4%
2007 1748 T 0 3%
2008 1a5.2 B.2 0.2%
2008 1954 4.9 0,20
2 Znr2 iz 0. 1%
=011 MEE (F 0.0%
Z112 22T E -1. 0.J%
{1 2ia2 27 -0.1%
2014 2E0.0 405 -0, %
2015 2520 163 -0,
2016 2764 -1aq -0053%
2n7 2871 218 .(1.5%
2018 0.5 -25.0 -0.8%
2018 - 34 .5 -2¥.2 -0 5%
=024 3293 2003 -0 5%
2021 344 5 300 -0. 5%
2022 35 B 1.2 -0 B4
2023 o5 2305 0.6 %
M4 950 2T E -.5%
225 419.9 PR -0.4%%
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The resulls of this exercise snow a significantly more sustainable
siualion. wilh the defic between pensions and contributions remaimng
at an nsignificant level compared to GOP ikroughout the forecast
perigd. This results out of ihe Faet thal the per capila grawth in pensions
is in thig case substantially smaller than the nominal growlh of lhe

economy given in Takle 3.3

ft thus appears that the sustainabilily of the pensrons balance
depends criticaftly on e average annuzsl growth in pensions. |t is
found that for the balanse o be consistently more or l@ss in equilibrium.
the annual growlh in the avarage “per capila” pension must be 2.2
parcantage paints [ower than thal of naminal GDP.

Conclusions

Two impartant considerations emerge ouwt of |his exercise. The first is
that if "per capita" pensions n future cantiooe b grow al he rales
sbserved belweon 1831 and 1996, an unsu=siainabla deficit on 1he
pensions balance would be likely 1o develop, as the naminal growth af
the econamy would be insufficient to provide {or the ngreasa in the
elderly papulatian and in the growth of per capila pensians. The second
ennsideraticn is that this result s hrghfy susceplible o the growth in "per
capita’ pensian being assumed. Lirking e f&ifer o the rate of retail
price inflation, for instance, wowld yield a significantly more

sustzinable scenario.

Il musl be emphasised lhat this edercise ook into account 3 few items of
gxpendilore of ihe social security account. If ane wera o include  athar
iterms such as childrens aflowances, etc. the second scenario would bBe

substanlially medified,

(e

Set
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4 - A Strategy for Reform of the Pension Scheme

it's the quariity of brofh
thal marfgrs, @l witnifer
PO DEQ WD SROOHE o
fraee T,

Public Schemes

The debate on pension reform in BEuropean countries has been
increasingly shaped by anticipating future demographic irends and the
resulting skrain on the Budgel The I[atter dimansion is largely
delermined Ty fhe level and iype of fiscal sutlay fhal is fecessary o
bridge any difference between cantribueticns and pension edpanditure 1h
theory, it can be shown thal a wise combinatian of parametnc refarms
such as reduclion in benefits, extending retiremernt age et which are
discussad laler on in this part as well as the mglemeantaticn of a
sustainable conlribution rate winich anticipates 1he demands associaled
with the future increase in Ihe noember of pensionars could be able 1o
cope wilh the fiscal problem. In praclice, the introduction of & nombar of
parametric and systentic reforms within 8 short perncd may not be
adwvisable an social, economi: and political grounds

A study of the reforms adopted by varnous countfnes suggests that in gur
case the infroducticn of a partrally fended. :un'-.-'ate pensmn scheme to
supplement  government's  PAYG schﬂme may _prove i > hE an

advantageous appreach. The foliowing observations may be made al
the onset.

Firstly, any actlion by government ip intreduce a povate pensicn scheme
shoukd net be pergerved by workers as 2 govermiment's plan 1o shed its
resp::lnslbllll'.‘,f or sorial secunty, The governmant must navitadly remain
the ultimate guarantor of ike pension promise

—

*ivee... 1he current vogue for turning over Stale pensions esponsitilities
tor the private sector wiil be disciplined by a sense oi rear advantages of
each sector, rather than by ideglogical or fiscal oreconceptions. Il s
inconceivabla thatl the basic provision for ald age through lhe welfare
stata - which has been 50 successful i eliminating exireme poverty -
should be abandoned” "

Secondly, at lke outset it rmust be highiignled that the eventual
establishment of funded pensian plans managed by the publis andior

"L Hanoalh o Argicle ticled “Seenilaeilics and dulzrences gl proset D osd sicucthines of grivas pensaws
in GECT coamirics”. :

.
et



41.5

416,

4.2

421

privale sector raises a rumber of issues which must be very carefully
analysed befcrehand. The establishiment of a task-farce - a suggestion
referred ta taler en - wilh more narrowly-defined lerins of reference must
identify these issues and must also propose plausible solutions o the
mare redevant problams concerning coverage, conlribulions, invesiment
elc. In spie of this, we believe that even at (his preliminary stage, it is
our duty ta highlight pifalls which should be effeclively addrassed by
subsequent stadies on lhe feasibility or clherwise of funded pension

srhemes.

We group the issues, which even at such a preliminary slage reguire
furiher detailed evaluation, under ihe following subheadings

a). Macrg-econamic  What impact will the eslablishment of funded
pension schemes have on cribcal macro-economic variables, notably
the Balance of Payments™ Are any regulatery ouidelines nacessary 1o
allaviate macrg-esonomic mpact and how long should they have o be

suslained?y?

b). Regufatory. Given the imporance of pension schemes o lhe peace
of mind of to-day's workforge, regulatory issues should not be
underestrmated. Negatve experience from even {he mast sophrsticated
economies abrgad highiights the pitfalls 10 be avoided and the
imporntance of sattimyg up monilenng procedures,  without impasing
exZessive bureaucrahic burdens an pansion plans.

c). Administrative/Operationaf, A series of issues. ranging frocm the
need to ensure an adequate level of competilion amengst different
schemes without excessively fragmenting {he indusiry's struciure o 1he
deinmenl of the presenl workforee must be evaluated.  The impact af
these decisions on both the sustainabitiy of lhe present PAYS schame
and tha feasibilfy of funded schemes must be fully evaluated.

Thirdty, the decisicn on whelhar 1o introduce a private pension plan
sheuld be taken as early as possible since it usually 1akes a lol of time

1o matura.

Optlons for reform

This par lists the gplions which may be cansiderad in the discussion an
passihble reforms to the present pension sysiem |b enists mzasures
which may be sludied for immediale or shat-term implemantation and
furthermore atlempts 1o introduce, for more discussion, the dea gf
having a private plan gperated alpngside governmenl's scheme it has

rd
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ta be aobserved that lhe eventoal implercentation of lhese sccio-
gcongmic measwres  may  be  further complicated by pehlcal
consideralicns. Yel ke need for immediale achkon has o be

emohasised.

Experionce clearly demansirates that extended controversies spurred
by economic and sooal interests were evident in several countries
whenever he exisling arrangements regulating the type and level of
contributicns or the amount of benefits of an existing social security
syslem were disturbed, Moreover, the issue of how he burderm of
suppering  the elderly is to be distributed may become  highly
eorlenticrs, if the propartion of the working populaticn declines while

ine glderly segment is growing.

Literature on the subject generally poinds 1o frree ways on how to
lessen fiscal prassures resulting from a growing financial burden caused

by 1he pubne pensions systenm.

- gevernment may opt for paramelrnc adustments of the structural
characteristics of the gension systent such a3 raising the relirement
agaes, increasing contribulicns, modifying entrillemant arovisions,
index-link benefitz ar earmarking a portion of the conribulions o A
reseryve fund,

government may leqislate for the compulsory establishment of a
separate fund to supplement the public pensicn sysiermn. The
demand for thrs refarm generally arises from the belief that the
fimancing mechanism related to a PAYG system causes an
imalance Cetween conlrioulions and expendiura and that 1he
selling-up of a rezerve fund would reduce the need for
urisustamable noieases in payroll lax

- within a8 macroeconomics conlext, government may undertake
broader fiscal adustments such as rasing axes or cuiailing
expenditure not felated 1o public pensions or it May encourage a
greater fapour force parbcipabion rate to ngreasze contfibutions

FEVENLUE,

These palicy oplicns wilk e further referred to later on as Ibey seam 1o
be of relevancs withrn the Igcal conleat.

-
-1

Y
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Parametric Reforms

A persistenl imbalance between contributions and payments calls lor an
in-dapth consideration of the parameters of the exisling panzion system
with a view of rdentilymg correclive measures. The first oplion s o
examing the revenue side,. [0 the past, significant increases in
contribulion rates were made alongside other measures by some
industrialised countries as  they completed their demographic

Iransitions.

O the expandifure gide, severd| industrialised couniries have increased
ihe statutory retirement age - generally phased over a numosr of years -
e reduce the number of new beneficiaries Al limes, these measures
wera mked 0 some tightening of the eligibily criteria far early
retireameant in which case the overall amount of benefits was curlgiled
Other expenditure-regucing measuras included the degrae of indexation
af pensicns or madifying the conditions that determine the imibial benefit
for new pensianers |nan earning-related system, this can be modified

:n several ways.

First by extending the existtng qualfyng penod of contributions to
gslablish ihe pension enfitiemeant.

secandly. an allernative (o tne first gption would e to consiger partial
rather than full grassing up of pasl earnings for fixing the pension rate

Thirdly, siaggering pensions’ levels at different levels of income and

Faurthly. fowering the maximum pension rate

Within 1his context, one may also consider the linking of pension
increases o increases registered by same established index such
as 3 Consumer Price Index or a Wages Index or a Productivity
index. The argument as lo which |ndex should be used, generaliy
gentres on whelhar pensianers should aise enoy the benehts of
[abour productivity growth even though they hawve already left lhe
labour force, If the CPI 1z considersd, questions would generally
£rop up about its validity as an inflation index or a5 a goed indicator
of a parlicar seclor of the popuialion (j.e. the Elderly) whose
needs and consumption pattern differs from that of the general
population. In 1982, Haly apted to link penstans’ indreases o Lhe
CP| since this registered smailer increases than the Gross Wages
Index. In the same year, Germany shifled to link pension o the
Indexation of net rather than gross wages. In both instances, the
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objective was o lessen |he expenditure increase on pensions on
account of the [ndex-link provisions. In Malta pension increases are
gensrally linked 10 two-lhirds of the increases but the amount of
pension is fixed on a relalively short period of earnings.

Systemic Reforms

Anolher approach which has been adopied by several countries is
to adjust a PAYG defined-benefit scheme': under which benefits
are generally earmnings-related subject to certain conditions such as
number of cantribllions or a maximum ratie between a pension and
ihe assessed eamings by introducing a piflar of financial reserves
within e system. It 15 argued that such a development would
reduce the need for unsustainable increases in payroll tax or
contribution ratios. The preblem here is how to build up this reserve
fund. In this case, the investment of reserves has o be very
carefully considered. One has to bear in mind thal if these reserves
are invested in government securities, fulure interest paymers
may themselves cause fiscal strains on the government budget.

Systemic reforms as imreduced in several countries differ in the
exlenl in which & defined-benefit syslem has been replaced by
defined-contribution one. Dafined contribulion schemes have been
adopted n some Latin American countries (notahly Chilg), Asian
and African countries. Mast industrial and transition countries adopt
the defined-benefit approach with a pillar of funded element within

the syslem.

The three pillars

Literature or ke shuclure of a pensicns system makes continuous

reference 1o the three methods universally employed o pravide benafits
to retirees - the pay - &3 - vou - go arangemearts, vocational funds and

P The finances of the PAYG plans arc nghls affeered B denwpraghic eers s the b rog el ek
of the pension sehemes, Equilibrivny (contribanons=expendilured is mgshed wlen BP=UWL wiee B
srands for 1he avernge poasions, © s the PANYG rate, Woig Be contribalion s cvgrape wiagel, Loslinds
far the munber of conlrilatzoas and 295 the number ef pensionees The regquircd caririlaren: s oy,
dereculy witle 1he popolacan dependenoy ennio (L) o e averee replazcongnd s (R
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perscnal savings and annuities plans and refer o these as the three
"piflars® of a sacial securily sysiem. These thrae "piillars” eilher on their
own or Joinlly employad aim at satisfying the saving, redistribution arnd
msurance functions 1n a pensicn system. In industrialised counlries
these funclicns are taken up by government and privale organisations
on a mandalary basis. In developing countries, including Malla, the
three funclinns are combined in a domirant public pillar, in the farm of a
pubficly managed scheme that is financad cul of payrol laxes on a
FAY (G basis supplemented by a government grant.

The combination of the three functions under a public pillar has
been considersd as being economical to administer. easily
managed and politically supported. People with high salaries
contribute more and raceive meore on retirement, while al the same
time, the redistributive compenent of the system ensures that the
“poar” get more than what they have contributed, The system
prevailed in industrial countries during the first two decades
following Waorld War )l and has been credited wilh reducing poverdy

during those times,

But, according te sludies carried oul By the Werld Bark "ewdence
suggesis thal public schemes thal oombine ihese functions are
problematic - for both efficiency and distrbutional reasong""”. 1 has

been argued that

» the system imposes a relalive high contribution which 15 seen 3s a tax
particularly by ernployers and high taxes fead to evasion by both
workers and employers.

= Employers who cannct pass payrcll taxes an conswme s or ihesr
grnployees may cal back an 1heir emplayrmeant.

» Government iself has 10 employ tax enforcement iaws  In many
ceuritries {he informal sector became largear.

s The savings concenl is 1051 in 8 one-piliar public syslem

« Mareover. the nsing cosls of the system may also impinge on
government's ability to meet olher important ecanamic chjectives {hat
require goverament finance.

" werld Busk: “Avering the Cld Ape Criszs™+ o4 p |4
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4.8.2

Fublic pay-as-you-go scheme

This is the mest common system and is found in all Western European
countries and the USA (Vide also Appendix A}, The plan is usually
mandatery and coverage s almost universal with  some  mimor
exceplions such as flaly where same professions are rot coverad and
Greece where coverage s limited lo employees. Since this is a public
scheme, the government assumes the fesponsibiliies to legisiate.
finance, manage and guarantee public pensions. Under the systemn,
bhaepeficianes receive a defined pension and olher benefits 1hal are ol
actuarially tied lo contribulions but are wsually financed out of a payraoll
tax, at irmes supplemented frorm general revenue

=« GBenefits on retirerment may be n the form of a lwnp sum as in the
case of Dermark, leeland and [reland, or linked to cithar the existing
salary on refirement or o average earnings during a number of years
ag in the case of Belgium. France ard ltaly. Tolal pension may be a
combination of bodh Benefits e a lump sum plus a pension, such as
n Finland, Luxembaurg, Monvay and Swaden,

= Thase schemes usually provide the largest -2t benefits 1o
contribrtors who werg 30 o 50 years old when the schemes were
inlreduced. Future warkers are likely to receive negative transfers on
retirement but from a macroeconomics poinl of view, 1he system
distribLtes real incoms, bath across and within gererations.

The revenue derived under the PAYS system is mainfy the resultant aof
the warking pooulation, the rate of contibution and the generzal level of
#ages. The second and thied factars may be influenced by goverrment
bl the working population is prirmardy a function of demagraphic forces.
As 1he demographic transition progresses, cer capifa income rises ang
families tend to have fewer chiidren and peopia live longer. The ald age
dapencency ratio goes up, while the support ratio 1ends 1o decline. This
Irend will mean a shrinking labour force and a growing elderly
population which has to be supporied by cantribotions of tha waorking
population The scheme yields diminishing margins unless the Gross
Domestic Product rises fast emough to oifsel the demographic effects.
I most countrigs, the demagraptic transition has been in fac, lhe main
factor lo cause the "contribulion gap’ to widen [0 unsusiainable
portions, wheraver public securty plans rested salely on PAYG
arrangements. The reporl has already discuszsed the sustainabiliy
aspect of the prasent penzions sysiem m Maita loaded, a3 i is, with
Increasing cesls of pansions and cther benafits.
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Occupational plans

Thege are privalely managed pensicns funds generally offered by
employers o altracl and retan workers. They are often gowernment
regulated. In some cases such as Finland and France, they are
compulsony for workers, and provide for a lump som and other benefits
linked ta salary, They are found side by side wilh 1he PAYG schames
cperated by governments. Ther coverage wanes between 5% of
warking population as in the casa of faly to 100% in the case of Finland
and Swaden. Most countries register a coverage of 40% o 80% of ther

warking popdlation.

Defined-benafits and defined-contribution plans

Private pensions systems may breadly e considered as gefined-banefif
or defined contribulfion olans to provide pensions and olbar benefils at
retirement.

I definad-benefit plans the benefit entillement 1s determined oy years of
service and either average earmings cvar a rember of years or the final
salary These plans afien nave & pension accrual rate varying from 1
per cent o 2 per cenl of the salary base per year of service so that if
ang relires after 40 years of serace Nis maximum pensicon may be 30 o
&0 per cent of salary, The maxmum pension 15 menticned sirce in
integrated schemes invalving public and privale plans the maximuern
bansfit takes inla account benefits received under the lwe plans [F Ihe
benefil s linked 1o the fimal salary, it 15 lherafore prolected agmnst
inflation up to the time of retirement bul without any promise 9 have the
pensicn indexed to future wage or price rises. Pansion plans previding
defined-henefits are common in indusinalised counines  alibough
defined-contribution anes dare alse proving gopular arrangemeants and
are substiluling defined-Lenefils plans in some countries

In defined-comtribulion plans a predetermmed percentage of wages or a
fixed amount 1s conlnbuled perncdically by the employes and oflen by
the amployer as well Upon retrement, cormnioutors get Back their
contripulicns plus accumoalated returm, with the pension benafit taking
ihe farm of 3 lump-sum paymeni or a sanes of lumg-sum oayments or
an annuilty 9r & cambination cf these forms.  Mesi subliz pension
schemas are however, defined-benefil rather than defned-contnbuticnal
ones - Chile and Singapcre are exceplicns (vide Appendix B). The
amount of benefits under lhe defined-contribulion plans  therefors
depends on the oumber of coniributicns and the accurmurlated

-
Sk
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investmen! earnings which may be high or low according to the
behaviour of financeal markels and alse subject to portfolic management
nsks. Under these schemes, the resulting pensicn on retiremend is
therefore uncerlain and not indexed. The inflation risk is Ihus greater far
defined cantribulion than for defined-benefits plans, In  defined-
cantribubion plans, the patential beneficiany bears the major risks since
the resulting pension on relirement 15 undefined.

Fersonal saving and annuity plans

The second categqory af privale pensien schemes consists of personal
saving and other annuily plans. Essentialfy, these are fully funded
defined- contribution plans. They are more alltraclive to young
contributors since these can reap benefils in praperticn to the amount
they comtribuied untl reaching retirement age aithough benefits at
reduced rates. may be anjoyed gariier. Contributions to thase plans may
By tax ncentives in arder o prave atiraclive o vwoluntary savers.
Since benafils are nol defined in advance, retirees bear lhe investment
rick on Iheir savings Savings plans may be mandatory ard managed by
government as in the case of Jouth Asian countrigs like Malaysia and
singapore or they may be mandalary and managed by privale
companies an 3 competiiive Dasis {as m Latin Amencan countries like
Chile and Argentling). On b macroeconomic plane, they are heneficial
to capital marke! development, have ne effect on labour markets and
are relatively immune ta palitical influences.

Since aconomic and social cenditions differ from one couniry 1O
anather, ne one can present an "ideal” modef of an old age
secyrily system. Nanetheless, the saving and redislribution of national
incame and insurance funclions should be the overriding consideraticns
i desrgring an old 2ge secunty system. Morecwer, the role of
governmenlt in ensuring the smeoth operations of the schome shouid be
carefully considered. The sawving lunclicn invclves the pastponement of
some consurnplicn when peaple are young 50 that they can consurme
mare in their old age when \hey earn less. Redistribution aims at
Iransferrtng same income from one person o ancther, a part of the
cavings of the rich (o supplement the savings of the poor when thoy
graw old fnsurance aganst risk factors protect the savings agains!
nflabon,  recession o unwise irvestment. In thus orezpect, it s
recammended  that cne should consider multiple financing and
managerial arrangemesnls so as o spread and lessen risk fastors.



4913 A framewsrk for a grivate pensicn scheme o make proviseon for the
financing of an upper tier penston stemenl 15 1nciuded as Appendix C

410 Indexatlon of henefits

4101 Mo discussion on the main fealores of a secial securily scheme i !(__
complete wilhout referring to |he purchasing power  provisions in a' o
pension plan. The real value of a benefl may nol be maintained al the !
same level for a long time. In modern times, it may be eroded by i
inflalicn ard for this reason many countries provide for indexation of
benefits. As already oointed out, f 3 pensien 15 indexed by wage il
increases. il will mainiain its real value and the beneficiary wilb alsg
share m the benefits of economic growlh. i s linked 1o a CPI, its real
value will also be zecured but the relative ecanomic status of the |
pensigner or beneficiary may decling, However, if it is indexed to some ;i
indicator hal is less than price inoregses, its real value will go down, [fa
is not indexed al all, its real valug will be eroded very quickly. The issue
of mdexation becomes mare significanl in ¢ases of deyeloping countries |
which are passing through the final phase of fheir cemographic |
transilion: with increases n life expaclancy for men and longer life
expectancy for wemen ar in countries prone to high inflation. '

4.10.2 Public pensicn syslems generalty provide far the indexation of banefits
even though the real vatue of the increases may fall short of the drog in
the purchasing power of their pensions. Tha gromise to maintain 16e
raal value of pensions, is of course, backed by government's autharity
and abilily to mpose lazes as permitled By fhe ewsiing ecanomic
conditions fram time 1o tima, 0 the case of private plans, bhowswer, full
prateclion against inflabon after retirement is rarg, "althgugh legal
requirements for full or partial price indaxaticn under cantain condificns
do axist in g few countries - far example 0 the Melherlands and in
GSermany. Otherwige, there may be periodic 'ad heco’ increases only if
the emplover is willing and able to grant them. If adjustmenls are made
an a systematic basis, benefils wsually are reduced o permit post-
retiremerit benefil adjesiments withoul inereasing cortnbution rates, or,
if negotialed with employes groups, they may be provided at the
gxpense of wage increases for workers."

4103 Certain seclors of the gainfully ocoepied who are covered by private
plans such as mobile workers are more exposed to nflabon risks than
alhers since their pensions are usually fixed in nominal ferms. The same

e

M Edizibotl Beskin: Artacle eotitled O laugongg 1he mix of public and private pensioans 1he sgaes”
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holds trug i the fung s termunaled. Morethelass in most cocniries such
as ihe MNetherlands and the Umited Kingdam, indexation of bensfits is
mandatory “if the financial siluation ef the fund (ard by imphealion), that
of the plan spanscrs is heallhy. Unexpected infiaton which cannat be
hedged easily is @ major risk for pension funds. At best, within an asset-
lisbility frarmework, it can be diversified wilh investment risik, "

Full indaxstion of benefils a3 a pre-condilion in privale plans would
regquire higher contributions and for this reason it is very rarely found.
Mowever, many exparls beheve thal a laot can he achieved by way of
protection aganst inflalion, if pernsion funds can inwest in nffatian -
gujrsied securties. Cthers questicn the validity of this view dug to the
ralative lack of index-inked financial instruments. In the Uniled Kingdom
and elsewhere, ndax-linked bonds Co exist bl the markels arg small
and 1he yields may nol be very attrachive

Related to the indexalion iss5us. 15 the relatively recent role assumed by
members of the Eurapean Umon to provide mnitiatives (o individuals to
take out 3 privale pension and 1o re-insure private pension plans
against bankrupicy arising 10 particular, from possible mrismanagemend
of funds. A 1580 directive makes i ncumbent on Eurgpean Umion
member slates to insure and [egisfale in order b guarantee employess’
eonlrbuticn in case of liguidation of the employing compsny Thereg 15
glso a similar provisien in the lacal Social 5ecurily Act.

Short- and long-term measures

The IRllowirg sechion has been designed to provide an overview of
refarm aptions as well 85 [0 review the adjusiments made 1o pension
plans in Eurgpean countries The rest of this sectizn is again divided
inle two parts. In the firsl instance, the Commrltee s listing some
measures which may be further examined oy Goavernmerdt. They arge
essentially shart-term measures or adjustments 1o the present system
Some proposals are aimed at curking abuses such as effeclive contral
measures and a2 strategy for colleching what is due by way of arrears.
Dihers are basically paramelric reforms of the system. Al the end of this
parl, the Commiltee takes a langer view of the problem. It is picposing a
lwo-tier persion scheme with goverrment and the prvate sector
participating in this new intiative. The first tier provides for 8 basic
pension while the upoer her provides 2 furthar pensicn element and 1§

¥ Iean Frijns and Cargl Peterson: Arlicks cntitled: “Fllﬁ::l.lt:::lg. Adimanestrzhiog and serlolo nuecEeme .
How seeurs is 1he peusion pron se ™
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mandatary for the high eamings group but opticna! for lowsr earnings
aroups

The concept of & private or cccupatranal pension schemes s not new o
Malta. [n the past, some companies made provisians for pension plans
for their emplayees out these were liquidated in 1373 The Uniens then
asked for e dissolution of. funds already invested and lhose who
inwvested in Lhese funds had their money back. Theare has recently baen
some interest on the pad of [nsurance compan2s 2 launsh private
pension plans and positrve commerls from Pensicners' Assacrations
and the Trade Linigns. It 8 felt thal recent private aitialives shoyld be
further examined by Governmeant,

Restructuring the Social Securlty Account

There are guile a few wha belove that Malla is facig prablems in
fimancing welfare services partly on account of bad planning. They
maintain thal ng preper assessment of the fiscal burden s made belore
a naw scheme iz introduced or whenever changas in benefits are made
Warse still, it is difficult to undersiand the logic supoarting the debit gnd
credit side dems of the sc-called "Social Security Account” wilb the
regylt that ihe "welfare gao’ may appear simply an arlificial and a ourely
accounting indicaser Althaugh there is nat much o comment on e
iterms appeanng on the severue side of the accoont in thal, mast of the
Fesme has o come by way of peivate and public cortributions and
Slate grant, sgcme of the expenditurg items may aot be 52 gasy 1o
gxplain, As pointed out 0 the reporl, iherr inelusion might have rested
solgly aon admmsirative decisions. some years ago, the "welfare gap'
had been called a "Hme-bomb™. To defuze i, one has in the firs
nslance, bk have a clear dea of s meanmg and a  logical
understanding of its frmancial significarce

Al present, the Social Security Account may be cons dered unger fwo
broad headings and consists of the feflowing items:

Contributory Mon-contributony

Felirement pension Handicappad child allpwarce
irvalidity pensions Ofd age pEnsian

Whdownood pensiors Medical assistance

"' Benchits pongidzred 1o by comahuegre iy be delfued as Ihase where 1he culie iz 1o saci benefis
depends dinccily a (he i ment of o sacid seeurity congrabulion



Irjery pensians Scoial assslance

Disability pensions Unemployment assisiance
Oizabulily graturly Suppiementary allowance
Qrphans' allowance ~ Children's allowance
Parenis’ allowance Matermity benefits
Sickness bensfits Farental allowansoe
LInemployment bengfit Bonuses

MWlarriage grant Cther small items

Borus 1o pensioners Health & Community Care
Oiher small items Care fgr tha Elderly

I 1837, pensiens under bolth schemes acooundad for 49% of total
expendilung, chidren’s attowances for 11%, heallh and communify carg
prograrmmes  for 24%  while expendilure on care for the aideny
represented 5.7%. Bonuses 1o pensionars accounied for another 5.0%
of fotal expenditure on & tems which stcod al L2718, 7 milion 7 1997

The Financral Report compiled Dy the Tressury shows the Social
Securily Account in the following form which again fails to distinguish
Between the contribulory and non-contributory elemerts of the account
It seems 1o regard expendilure on non-contfbulzry  dems as an
accounting informalicn item cnly

EL I

Slatertent in terms of the Social Lrn  mdlion
Secunty act {1) 1982 | 1893 | 1894 [ 1825 | 18995 | 1997

Sooal Sacurily Conlributions 538 (843 BY.7 D YT BLT| 935
Cavt. grant 265 225 339 3ITEy 425 455
Tolal receipls i and | 83.9 [1016| 1155 (1262 | 1400
Benefils under Con. Schemes S28| 896| Ted)| BA&| 9511040
Children's Allowarce 145 | 14,5 156 %55 18.3| 204
Admun. Expenses 1.7 15 1.7 1.7 1.8 1.8
Health & Coamrmunily Care 278| 323, 3948, A1B;: 4047 341
Care of e Elderly ;513 &1 86, B5&5| W0 08
Total Payments 114 2| 1241 | 140.5 ¢ 151.8 | 1653 | 1911

BALAMCE (Welfars Sap) |-53.3 |.27.2 329 | -3ed -39 ] -aid

_' Benefils paid under non- ) ; :
| centnbutory schemes 19.7 - 217 ; 231 © 74 | 266 | 2Z7TE

Source: The Treasary: Financial Repons.

....l




One may argue thal the Account should Be primarily designed 1o
prasent in a meaningful way the proceeds from confributions under the
Sooial Security Acl and the tgotal pensions and bonuses jof 3
contributory nature] which are bemg paid. In olher words diztinguishing
broadly between socral securily and ather welfare programmas.  In this
way, Children's allowance, Old Age pensians wunder the 1848 Agi,
expenditure an Health services and the Care of lhe Elderfy should not
be included n the Social Security Accaunt, The account will be styled
as a "ConlributicriPensions Account”. The suggested rearrangement of
the Account wauld thus allow the monitoring and an understanding of
the future bebaviour of the account. The 1987 Accourt wiil therefare,

irciude:

Lra miflian Credit I L
| i 1l Irs
— | o

A Pensions 91.0 A Cantributions CIL | 835
(Contributory} - B. Conlrbutions CIL 1L | 10.0
B. Bonuses 11.4 . Finas 1.5
L. Admin, Expansas 0.5 C. Batance 5.0

Total [ 1000 | 1000

aince, nobtwihstanding the restructuring of the account to restnc! it o
cantriziians ang expenditure on pensions only. it has still & modest
‘eorlributicn gap', it 1s argued 1hat the shorl-lerm mesasures mentioned
latar an wall Be instruimental in narrowing or eliminating the pap.

Admiltedly, this 15 a very simple arrangement. Bul its primary purpose
was e provide a form of account that could be easily monidered and
carrectad i tme  Still, if teaves unansweared the gbsorvation whether
M.I. contribubons shouild be considered as intended o meet onfy
pensien expendituie.  Furlhermore, it leaves aut an importanl revenue
alement, the State gramt.  For this reasen, most members of the
Camriltee did nat favowr this simple approsch. They argued that the
Stale grart was an intrinsic elemant within the sysiem intended far the
fingncing of contributary benefits including pensians of a cantributery
natore as well, and should nol be left oul of any calculations aimed at =
restructuring of lhe Social Security Account.

Twa other farms of Ihe Account are therefare being reproduced. They
ncoroorate;

a). Tne Stale grant on the Credit side

il
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b), olker items af expenditure such as sickness, uaemplaymant,
disaplement and .njury benefits and marriage grant cn the Debt
side. The only difference is the inclusion of the sonuses m lhe

second table 4121 .4,

An attemgt was made o progst the likely expenditure or rathar the
fulure stale of these accounts wp to 2025 on ke fallowing assurnplicns:

Because of the nalure of mast of these lems af expenditure involved
fr.e excepl pensions and to a certan exlent Children's' allcwance) the
growth rates wers nol based on demographic proections bul on
histarical evidence.

o tha ravenoe side:
&). cortribulrons were 1aken as projested in cant 3 of the report and
by the Siate granl equal o ore-hal? of sl coafributiong was
mncludead.

On the expenditure 5ide:
a). penszion payments were taken as projected n table 3.4, 1.2
assuming the yearly growth rale specified i para. 2.3.21

by an average growth rate of B85% 10 respect of alher banefits
excep! bonuses and

cy. an average rate of 5.07 36 f one takes i acoount all benafits
including banuses. These growtlr rales are averages for the
past ten pears. The first table inciudes (&) and [b); the second

fa) and {ch.
Table 4.12.1.3. o : [ i Lm million
' 1
1997 | 2000 | 008 @ 2019 2015 2020 | 2025
Contribulions 1} 935 | 1081 1548 | 2072 | 2820 3793 | 4199
Gowd, grand (2) 46,8 54.1 174 16 | 130 B47 2100
Total ©ot407 | otezz | z3zz | Fros | 3910 4548 | g9
Pensions (1) g1g o127 | 18323 | 2953 | aei7 ! ease | 9oz
i Olher Benelits (4) 4.4 tg ' TH 104 1 14 0.2 28.1
Total 95.4 127419908 | 062 4762 yoa.o | 10207
Difference 44.4 35.1 414 ' de  -81z 3951 ' .aeam
Table 412 1 4. ] ! | A A
Cantribetions (1 oaas | oo 1543 | 2072 | 2620 3293 4:00
Gowl, grant (2 P 4E.8 . 541 iT 4 1036 | 1310 164.F 210.0
Totaf . 7403 | tezz | 2322 ‘ I10.8 ° T93.0 494.0 629.8
| Pensions (3) g10 | 1217 ' otaas | opese ¢ 4817 | sasa 992 6
- Tlher Benelils (2] 13.0 w1, 193 At | R7 40 5 214
: Totsl 1040 | T36.8 ; 2006 . 3205 | 48974 7283 1044.5
{ | !
. Difference 6.3 | 254 ¢ 298 27 fop.4 , -735.d 4147

a
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4.12.2.

MNotes:
Frivate contributions of gmplovers and emplovees
Covernmenl grant equals to ane-half of (1}

nehedes retirernant, invalidity and wedowhood pensions under contribulory
scheme

Includes all ather benefits @xtept bonus to cERSIDNETS

Incledes all other benefils

Conchusion

The message conveyed by these accounts s clear  Up (o the permd
2005-2010, bolh accounts will continuee o register bealthy balances.
Thereafter, there cculd be senous fiscal stains ihal would pose

praklems

Female retirement age

A3 a general rule, orne does nol find differences in the redirement age
based on gender consideration, the more 50 0 countries where
digcnmination in wark condiicns and pay does not exst. In Malla  all
warkers enjay ihe same nghts related lo recruidmeant, pay and olber
condions of wark, Yel, female workers still enoy the night to retire a
year earlier than malas

There does nol seem 1o be any reason why the law should not provide
far relirement for bath sexes to be on atlaining the sarme age. presantly.
at age B1. This propasal is kased gnthe follawing consideralions:

- on grounds of general policy, government abides by the maam of
ggual treatment and conditicns for both sexes

- on grounds of equity, femates are now paying 1 year [ess Ty way of
contribulicns than their male counterparts

- an demographic considerations, the average life span of females
i5 arcurd 4 years lorger than that of males. This longevity factor is
likely to reman in fulere thus providing femates willh & greater
number of years’ benafits nolwithstanding that they had paid thea
same yedrly premium as malas.

-

.
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Consideration

It 15 being considered that as from next year the relirement age should
be the same for both sexes. |t s estimaled thal {he savings for the year -
will be almost Lm1.0 million. Since most of the retiregs will be
govarnmenl employges government will afsa be saving oy way of non-
paymant of pension commulabons dunng the first year when thig
amendmernl is intradosed.

Ralslng retirement age

The case for an increase in relirement age rests primarily on the
length of life expectancy which is still rising in many European
cauntries including Malta. Lile expectancy linked to varicus coboris
within the 51+ age group has been rising at a significant rate during
lhe past three decades both Iof males and for females implying an
incfease in potential pension periods. The increase has been
higher for females by arcund 4 years, A rise in longevity may be
translated mio corresponding increments in stale outlays on
pensions even if one were to assume no incregse in rales of
henefits. When the NI Act was inlroduced in 1965 life expeclancy
at birth was calculatled as 67.0 years in respect of males and 712
years in respect of fernales and increased 1o 73.759 years and 75.04
years in 1989 Latest estimates (1996) show a fife expectancy of
74.9 years for males and 798 years for females. At age 61, Lhe life
expeclancy is 13.9 years for men and 188 years for women
compared ta 6.0 years for men and 10.3 years for wamen in 1955

In ali cases, raising the retirementl age fer pension purposes wiil
result in budgetary savings particutarly so if, as i our case, o
propartion of total oullay in pensions is met out of general revenue.
In theory, demographic considerations should be taken into accourd
in establishing the national pensionable age. Scome years ago,
Sweden changed the retirement age from 65 to 66 years on
grounds of demographic changes. On the octher hand, in practice
experience has proved hat several European countries notably
spain and ltaly have found it difficult to change the pensiocnable
age once this has been. adopted for a number of years, One would
also expect that any atternpt t0 change the local retirement age
would face opposition from some pressure groups. Any change in
retiremment age should therefore be gradually infroduced.



Economic consideratrons have also 10 be carefully weighted. The
level of unempioyment should be a main congideration; atherwise
what may be saved through 255 pension payments may have lo be
transferred as support to the unemployed. But as may be read from
the follawing lable, compared with olher couniries, Malta has a
spmewhat privileged arangement with general pensionable age of
&1 and 60 in respect of males and females respeclively.

Fensionable Age In selected European countries

| Country Males i Females
Ireland g6 B

Belgium | 8% | G

.Cﬂ_.rprus . &5 i o |
Crenmark 87 G7

italy 52 57
Hermany ' BE i Bh

Morway ! B _ 67
Portugal __ 55 62 .

Source IMF - Sgeing Paoulal ons and Fablic Pensiens Sehermes  Daecar=heor 1368

Onihe basts of the economic model desenbed in part 3 of the report. an
atiemnpl was made bz quartify the savings which will be made as a result
af raising the relirement age o 83 by the year 2003, One has fo pomnt
puf thai no account could be taken of amy increase in
unemplaymtent if workers are reizined beyond e present
refirement age nor of alher macroecanonic affects of s
proposal. |n warking cul ke estimate. 1he fallowing assumptions were
made:

- i 1980 famale retrement age will be raised 12 21,

- in 2301, the retirement age n respecl of both sexes, wil

be raized to 62 and
- i1 2003, this will ke again raised oy ane year to B2

4



The resut of ks shorl-lenn agustmern: {later on one imay consiaer
wheiher it 15 feasible to raise the retirermenl age ¢ 85 1.5 rllustrated in

lhe Tofowing lakle.

[ rea TUiTard Reusemen| Ageq Relrmed Heirement Agos Charges m ]
Beneficiaries | Smendilure | Bernhoames Ezpendilee | SenefiZane Expandilurg
: 3

1595%% 2904 5 48.3 20043 45 2 o aqg
1946 5227 £2.5 . 0227 52 B | 0.0
1997 a1114 582 11114 =d.2 a 0.0
1958 1827 538 JEe2T A3.6 o 0.4
198989 32525 (=12 B J2052 od.2 -4E4q -0 4
200 AM73 FLAL 32642 749 253 -1.2 5
2001 13579 a2.5: 1031 T3 2458 : -a.7
2002 33754 aa.0 21385 82.5 2360 5.4
200% 34004 457 Z9A54 A8.5 4150 a2
2004 J45 7T 104.0 2007t | RE9 -38063 -15 2
2oeeE 26532 1134 27hd4d o2 -H 06 -34.2
06 | 3336 12%.0 25638 934 | 1546 _ -358|

I Brigf (1) in 1999 there will be 464 |es5 retirees (pensiongis) resuilting
N gross savings on censions of around LeeD Smilion, (i) when in 2001
ihe retirement age will be raised oy one yedr, there will he about 2500
less ratirees and gross savings of argund L3 Pmillion; (i) by the year
2002, there will be 4200 lass pensioners resulttng in gress savings of
abaut Lm& . 2rmthon and [(iv) if retirernent age stays at 63, gross agwings
will De higher every year 50 as to regech Lm3s 8million by 2005 |t is
atriowrs, of zourse, hat savngs will be compaunded if the retirement
age is again raised afler 2003

Praposal

In principle ke retirement age showid rise regularly with the life
expectancy index. In aur case, 1his has not been dane. On the contrary,
the retiremant age was lowered from 82 to 81 0 1972, L is being
praposed that the pensicnable age should mandatorily be 64 for both
sexes going Jp by 1 year every lwo years. Conmidenng also that in
many counlres early relirement schemes have been a major source of
financial preblems. early retrees shoufd have their benefies reduced
while lale retrrees snould have 1heir herefits ingreased in an acluarially

far way.

Since this proposal may not be enthusiastically received N some
quarters, ona may opt for an iniial peried of say three years during
which retirement at a lsier age may not be on a cormpulsary basis,



4.712.4 Raising conlribution rates

Like income tax. Maticnal Insurance contnbulions are a2 form of direc
taxation, and no government can be enthusiastic about raising these
rates. The last ime there has been a change 1n rales was in 1994,
when governmant rgized the rate payabie by employers [rom 8.3% aof
the basic wage 1o 10.0%. At present, emplayees stll pay 8.3% an gross
wages and salaries. This rale has nol changed since 19759, Mos! writers
agree that several QECD governments prelerred o rarse more revanues
through pushing up M.l rates ralher \han resarting o high rates of
ncame tax. Ecenomists paint out that a nise o conlrioubhion rales may
be regarded as an undue burden on lsbour as & factor of producticn and
may lhs be subkslituled, al least 2t the margm, by more capital-
ntensive produciicn, thus creating unemployment.

From the employge’'s viewpaint. the PAY G deduction is a form of forced
savings. b is a prnce e has ‘o pay for future benefits.  Provided his
sayings arg not in any way msappropriated by the 31ate, he wif emoy
those savirgs 2rd intérest he had transterred 1broughoul his workmg
Wfe. On the cther hand, hogher rates of conlribuetions represent also
additivnal costs o emplovers. From an empioyer’'s perspechive, wages
are but ong eloment ot umt labour 20813, the alher elemsanls nclude
paid halidays. bowses, M1 coninbubons  and  olher  incidental

gxpansest

The decrsian on whethes 1o raise the canteibulion rates rests cn several
considerations such as, the desire to increase revenueg o make e for
the gap Datween contriblions and pension expenditure and whether
this increase ca2n be gererated from olher scurces, the rse in wnil
labour costs ard the level of camgetilivenass of lecal incustry,

An estimate has been atlempted 1o illugiraie the fevenue yeld  f
cantributions are raised as foilows:

- Ermployes's rate 1o go up from 8.3 per cent o 9.8 per cent it a period
of three years as foffows:

Base year B.3%

Alter nne year £ 8%

After bwo years 8 3%

Alter [hree yaars 9 8%

1

- Cmgloyer's contrilubion rate ta go ug from 100 per cenf to 11.5 per
cenf over 4 period of three years as foffows

- Base year 13.0%
Afler ane year  10.5%
Afler tweo years 11.0%
After three years 11.2%



The following taole shows the yigld hrough N | comiriboaticrs of this
aropngal 8 implemented. The 0% % norease will be mplemerted n

1999

Expected Scenario assumlng unchanged pollcies

Talalr Expendilure ] Comributlon s | GDE"" T Gap A% % gl |
Gop

Year
' Lantribulions lcas
LmM'™ ekpandliure
1995 e 1.2 -3B ans i -0, 4%k
19356 B3.7 aa.0 B 105549 . -0 4%
1957 B9.5 5.1 -6.5 1 1126.9 -0.6% :
(R 5.4 104 2 BEC 1212 2. -1.7% |
1949 106.5 1127 5.2 12705 -0 5%
2090 115.3 121 F 28 1362.2 -0 2%,
20a1 124 0 1309 - 41 14632 -0.2%
200z 144 5 135 5 4.6 LA -0 A%
2003 L5635 1433 &4 17125 . -0 4%
2004 1G7.5 157.0 0.5 1836 3 -0.0%
2005 178.1 183.3 -5.2° 19597 & . -0.3%%
2006 169.3 212 .1 125 2075.0 -0.6%
2007 2014 A6 B 20e Pl %
2008 2129 245.1 -32.4 233318 -1.d4%
2004 2253 2693 -44.5 2469.9 ¢ 1 3%
014 235.3 2953 575 | 25116 | -2.2% |
2011 24910 w7t Ta oo Zr296 W2
2012 261 2 | 53,5 -Gl 3 FREG 2 23.2%
2013 i 2740 332,49 -1CB.9 | 93 0 -3 55
2014 247.5 4241 -13B 7 3509 -4 4%,
20158 an1.3 4617 -160.4 330Z.5 -d. 5%
il 5.5 500 5 1850 14583 -5.0%%
2017 3W2 B42.3 | 2125 | A9 - X1
2018 345 4 5415 -2d43.1 ATES B -5 4%
2014 I61.7 6371 -275.4 1064.3 -5.9%
2420 73z BAA 8 3131 44505 757
- 2021 356.5 745.4 -347 4 | 4346, 2 B0%
a2z a5y ap2a -386 2 ! 4553 1 -8.9% |
2023 435 4 86% 2 478 3 | 47824 -B.8%
2024 455.9 a9 -4E3.0 40204 -5.3%
2025 dB2.9 9926 -505.7 520925 . -0 A%

Camparing the data n Col 2 of the above takble wilk that in Col. 3 of
takle 24 i part 2 of the reporl, the INorease norevenue 15 nearly
LmE Qmillion in 1233 Lm10.8Bmillion in tha year 2000 and Lm17 Smilkioan
im 2001. The posilive effects of this propasal will, of course conlinue
thergafler az one car see fram 3 comparative readng of the lwo tables

el due ol gollestod
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Maximom pensianable tncome

There has been during the pasi years a consistent call from Trade
Unions and Assaciations of the Employers for adjusting upwards
the maximum level of pensionable mcome which has been fixed at
Lm&740, This was, in fact, the amount of emoiuments received by
the President of ihe Republic in 1882 and has since then heen
used as the maximum base far the calculalion of the maximum

pension,

on grounds of fairmess. there sesms o be no reason why Lhis
ceiling should not be adjusied from time to time to take inte account
the present level of salanes, including that of ihe President of the
Republic and relain this yearly salary as the maximum emolumenls
for pension purposes. The raising of the maximum earmings ceiling
far pensions purpase means Lhat, all things bemng eqgual, the
“welfare gap”, will grow at a faster rate than it is growing al present
since this additicnat aullay has to be roel out of general revenue.

Proposal

In presert circumstances, it s therefore  being recomimended hal 1he
maximun yearly salary for pensicn perposes should be retained at the
presert level of LmGFS0 for the next three years. After this period the
cefling should ether be raised in accardance with the salary of the
President cf ihe Repuolic or else Goevernmenl may celerming 1he
maximum yearly salary for pension purpases whreh should, Poaevar, e
Fugher than the present raximom of LmE750.

Arrears of NI, Contribulions

Information an the lotal ameount of arrears by way of N contripubions
could rot be oblained from the Department of Sacial Security.  The
present Dztabase does nol provide such information.

While nmiermaticn on the genaraf level of arrears oy way of M
conlribulions in respect of employess 15 availavle, the Depantment 5 nct
in @ oositon 10 make a rough estimate of what 15 cwed by e sel-
gmployed. There ara severat regsans for this stale of affairs. Frst, there
nas never been any atlemp! o reconcile the records of 1he Depariment
concerning the sed-employed wilh informalion existing a1 ihe CET
Office While the number of self-employed on ihe Degartment's books



stands at 15,000, the ETC is reporhng 17,003, whele the CET records
show & much higher number, Secordly, even in the case of known
contribuiors, the Deparlment is nof happy with the declared -ncome.
even though this is accepled for incoms Lax parposes snd fhirdly, gue to
shartage af staff, the number of nspecirns harf 1o be severely cartailed

Al present, the department s eslimating a tolal of around LmB.5 million,
This is being considered as the amount of realisable arrears, which the
Cepartment will be in a pestion o callecl. given the resoorces to be

employed on this exertize.
The level of arraars has Cegn a recurring itam in the Auditar's Reporls:

‘... the departmertt does ol attempt to lrack shortfalfs in the Mational
Insurance coniriobulions recoived under he vanouws schemes allhough
the gnforcement section =an keep track of arrears due By mest of the
cempaniesifirms. (p. 72 of the 199 Audit Repart)

"This office (the Audit Department) alsc sees no current . siralegy nar
commitment Q0 pursuing the callecticn af known arrears & Parastatals
it the shorl term” p. 73,

therg is a nead for greater contrgzl and enforcement af ML
comributions” p 73

"A mgjor comprehensive reveew of this N1 Confnbuiicn Programms g
required to properly define |Re parameters of 1% expecied comirbutrons
and lo develop a maaningful database from which 1 ocerates™ p 73

The abave audit cbhsarvaticns paint, amasng other thirgs, 1o a subslantial
source of revenue which aggarently is nod being tapaed N a reqular and
systematie way notwithsianding that in Januvary/September 1226, zome
396 warrarky of seizure and garrushee arders were served o defauliers.
The Depardment has also collected Lmt & nullian 2y way of arrsacs

during 1555,

The Commiltes discussed a legal provision which coold lead (o abuse
angd evasion of contribution paymenis. Seclicon 1348 (1) [(2) of the Seoal
Security Act impeses a "further conlribution™ of 5% 2n any amount due.
In effect, this amounts 10 8 ons-off fine of 5% on erpard contriouticn.

The group discussed al length the implications of thus crovision
Members fell that financially employvers and the self-emrploved could find
i1 advanlageous o wiinheld the srompt payment of contribations and
incur 8 penaily of 5% at z |aler stage, in order 2 wilise cortribution-
morney as parl of their cash flow. On a perely inancial plare, the cast s
[ees than borrowang at 9-9% Members dig not ruie oot the possibilty
that several defgullers could be making these mathematizzl ca'calations
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and opl 1o postpone payments. In present circumsiances, when
Governmant = Gorrowing heavily, lhe nen-payment of contributions an
lirme will make Govarrment finangial pesition maore erilical.

The Commiftea is therefore proposing that existing arrears of M1,
contrnbuiions will confinue fo be sullject o a 5% penally. Future
arrears will, however, he subjact ta a panafly of 1% per month,
instead of & one-off penaﬂy of 5%. This suggestion will require a

fegal amandrnent,

Reference was also made (o cases where defaulters of N
conirbulicns were, at ihe same tme receiving other social securily
benefits such as Children's alfowance. To say the leasd, this is an
neangraods situation where the depantment is extending assistance ta
defaultars and at a time when Governmert is facing Budgetarny

problems.

One way of pressing for the payment of arrears wouwld e o
suspend payments of other penefits to defaulters until their M.

dues gre saflfed,

The Group consicers that there exisis a potential source of partial
firancing of {he shodfall belween centnibutions arnd payments  of
pensions and banefits. The Degpartment may therefors, consider the
farmulateon of a new strategy for arrears collechion. A Task Unit may he
sel op far this purpoese o examine and make recommeaendations for
action by the Department. This could be composed of officials from 1he
depariment undar the chairmanship of an oficial from Finance, The
more important consideration is, hewever, the eslabiishment of a
straleqy afmed ail the caflection of arrears

Curbing Abuses

Az a corollary o 1he previcus proposals, one has o consider tharoughly
the principal ferms and axterl of abuses az well as the perpetratars of
snmes relaled 1o claims under the social securdy system. Leeralure o
lhe subjecl poirl o lhe existence of fraud that s found in most
coumtries, Malla s no exceplion I discussing lhe late retrement
proposal, it was pointed ouwl that adequate provision must exist to
guararige againsi mock early-retirement, even if the system allows far
reduced bernefits in this case, Early-retremert s also  often
accompanied by more parlicipanis n the Elack marke! In this case, the
Consglidated Fund suffers Loth as a result of exiending benefits ta carly
retirees and by beira robbed of persanal income tax.

*



[t 5 samatimes argued tha generaus and universal oenehits breed
abuses, In the UK unemploymenl benefitls are ofien regarded as
enticing workers 1o egve (heir work in order to regeive a mare gensrous
finarcial nandoyl gevery weak The 'ales refarms are ammed at curtalling
his abuse. Absenleeism from work 5 also 8 generally quoted form of
aburse of socral security benefits. In Sweden, aksentesism had reacherd
alarmmg preportions and d was common kaowledge thal (ke benefi
system had a 1ot to do with it [n 1991 the amoun! of cash venefits was
adjusted to pravide for lower cash payments during the firsd few days of
sickness and less generous cash benefils than previousdy pad for the
remaming days up o the first three months. The lavw also fransferred 1he
adminisiration of these bensfils ta the amployers during the first 14 days
the employes is out of work. One reasan behind 1his amendment was o
coriral absenteaism 23 employers were expected to be more inlerested
ihan the {anonymous] autharities to get peaple 1o returr b2 work,

Referring o he local siliation. the commiltee realised that the number
of days of sick leave reported by ampioyess is presently 1258 than somea
yvears ago. The number of self-employed applying for sickness benefils
i3 alzo less than the number of employeas, but their pericd of sickness
5 genaerally lenger  Insgeclions by medical doctoss are carned aut in
respact of government employees Lut in other cases. ane has o rely on
the reports of private medical prastittorngrs. The present system under
which randem mnspechions are carried out by the Government medicar
officers is generally regardad a5 satisfactory,

Tne same rermarks may be made in the ¢case of work mjuries Here the
atrrse i usually redated 1o the detiralion of what conslitutes an "injury”
and the reguired eviderce that the snjury has been caused by work-
related circumstances |0 the USA, wherse wark imury  insurances
pravide generous cash benefils. abuses are widespread 1§ 5 pertinant
to guals again ke case of Sweden's where inury benefils were
regarded ag creating their own benefiiaries causmg lhe Wark Injury
Fund to accumulate buge debts. In 1293, the law was amended o
provide for less atiractive cash payments for work-related injunes B owas
claimed that these legal adjustments cauvsed shorl-lenn ahsarieeism to
drap by nearly 20 per cent and the Work Inpury Fond o stem it

WOrSENngG positian.

An anificial’ wags

At this slage, one may refer lo an apparenlly aousive arrangement
which 35 gradually creeping nio the systemn The law slipulales that the
twiz-ihirds pension s to be worked out on an average wage i respect of
a number of years. The lewe| of the average wage is. thus. 1he
determiming (actar in the yearly pension. At present, thera 15 a tendency
for Trade Unions to incorporate in ihe ‘wage’. an gemeant of
rernuneraticn which has greiously been considered extraneous o fhe

na



aasic wage. By 5o dong, ke wage will be zusomaically increasad. In
several eslablishments such as the Orydocks the Commercial Banks
Air hMalta, 3ea Mafla et (here exist allwances in respect of shilt work,
cbnoxious <conditrons elc. During the negotiating of a Collechive
Agreement, Ihe new wage structure would incorporate in itself certain
allowances which were previously considered distnct from the basic
wage. A recent exampla 15 the Callective Agreement being concluded
with Sea Malta.

It may be argued thal by so doing, both the employes and the emoloyer
would be paving a higher ML contribulion. This 15, however, a short-
sighted argument. As has already bean shown, there s always a
difference betwean lolal coniributians pard and iotal pensigns and the
higher the average wage on retrement, the wider will the gap be. This
obsorvation should pe fully considered by the Department of
Social Security arnd if such new arrangements ame indeod
considered abusive, Govermenl may issue insireclions o
Parastata! Companias lo avoid similar provisions in new Colfective

Agregments,

Al the rigk of slaling the abvices it woeold seem that more altention has
to be directed towards ihe preverticon Sf abuses i Ihe areas of
unemplay:nant. early relirement and injury -related benefits Although the
local media cften makes reference o Iha exstence of fraud and abuses
im these areas, the Committee has however ne evidence as to the exten
and perpetration of these abuses and tharefare na ane can quardify the
addiional ouwtlay in the form of benefils that has ‘o be ncurred as a
result of abeses Mor s il possikle to quarntify, in the absence af a pericd
af ohsersations. the savings accruing through ihe curbing of atuses of
the scheme. Ome conseguence 1§ Sertan. AbLises may ncrease N the
absence of adminstralive arrangements o cuctail them The 0BS5S 15
definilely it dire need of an rnwvestigation secticn orcperly sei-up with
ratating staff trainec ire such wark, o not lhe compelence of s
Committee 1o determine whelher the stalf should be found from the
exisling complemeant of the Department The general fegling is thal 1s
i3 nat possible and any such sechion could only be established o new
ctaff is transferred (o the Depariment

Lack of investgation may orzed new abuses parlicularly so 3f there
exists 8 general percephon that defaulters remain unchecked

Fanally, the Commiles discussed sl some length whether penallies
should be -nofeased 0 order o serve as a further ceterrent Tog
Génaral conchesian was 1hat there was no general nead 0 enlarge the
soread af increase existing penalties. Tha reai problem concerned the
ideniification of the defaulter cr the sbuser  The department 15 offen
nsatisfred wi'n Court decisicns whenever abusers are arraigned in
Court, and with the decisivng of existing zdmnist-alive Iribunals  Very

-
.
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litile, if anything, can be dane in this egard. Even sz s extreamely
difficult to recoup vndug payments made years earlicr

Fensfonable earnings leve]

At present, 1he two-thirds pension entitlement is linked 10 a 30 year
eontributien penod, Pensonable income far emplaoyees is assessad an
the best three conseculive years in the lasl 10 years prior ta retiremant
and in the case of the self-employed on the average of the last 10 years
prigr ta retiement.  In the farmer case, the bas! throe years usually
happen to be afso the last three years pricr (o retirement. sa ihat the
armaunt of gension is heavily millueneed by the salary of ihe lasl three
years, Owarseas penswon plang generally take o account 3 muosh
lorger perod (o arrive at the pensionable income.

From the poicd of view of the bepeficontribulion ralio, pensons are
therefore not refaled (o conlnbutions cver a long period.  In principle
they shauld be linked o a worker's whoie soniribution record.  Whether
at the end. a retrge will eventually receve meore than he had
confributed, depends on the individual's langewity [actar which on he
whaole, 15 still growing. The higher thes faclor iz, the wider will be {he
potential gap betwesn contribitions and benefits.

i order {o brndge o zome extont the differance beltwesn the tatal
amaunt of canlributrons 2nd tolal Benelits, it may be suggasied {hat the
penzionable income should be calculated by taking irtd accourd one's
contribution recard during the last 15 years in the case of both
gmpilgyees and the seff-employed  This would result in cverall savings
an ihe persion bill.

Ona may also make reference 1o some calculalions mads by the
Deparirment of Social 3ervices m arder to assess the reduciion n
employees’ pensions i the amount of Fension was calcutaled  on lhe
best S. 10 cor 15 years insiead of the presant three vears. In all cases
there will be “savings" in pension outlays.  Five exercises taking inw
accocund five acluzl salaries scales ranging fram Lm1787 - Lm253%
LmzZ114 - Lm3B29, Em2194 - Lm4dB3s, Lm2428 - Lm4508 arg Lm3z202 -
LmEs16 were considered.  The results {surmmarmsed haraundeary show
ihal in the lpwer garning groups, extending the average perigd o 5
years, would yetd very small savings. 3avings an pensions relating o
ire highest salary scate considered - Scale 5 partainng o an Assistant
Head it Goversament Service - woold amount | Lm2.55 per week, The
gufarence in pensions rises if average salaries whick: are laken into
gecount for the calcuwlaticn of pensions are worked out over a longer
wark period. In the case of salary scale 5 with a maximum of LmE316,
the differance per annum in pension rales wowd be Lm*33, if a 5 year



Fverage 15 sonsidered Len720 .00 2 10 year 2varage 15 taken nlo account
and Lm1J47 wid be the diference if 2 monger paricd of 15 years is
considered

Pensions on average of the best

Qifferenc

g2

Salary
s5c3le

3 Yrs.

5 Yrs,

10 ¥rs,

15 ¥Yrs.

L Yrs,
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4120.87
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3256.24

1326

-7 18 G5

| -1007 24
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This exergise could give a batler indication f {he Depactment of Social
Service could provide a disteiboticon of future pensioners by lheir
average salaries on which lheir pensions well be based. It such data
were available a3 crude estimate could be warked out of the estimaled
savings dunng a year a5 a resdll on lower pension fates based on a
longer average penod of service reckoned for persion QUILRSES.

In considering the issue of whether the average earmngs in the case of
employess should Ee reckaned on the last 10 yvears, the guestion arises
whethar it would be more aoproprale io amelicrale the posdion of the
sell-emplayed by reducing theirr 10 year period of aarnings 1o thres,
thereby putting the o categorias of warkers on the same level. [f there
exists an anomaly. the position of ihe least favoured party should be
amalicrated to be on the same ‘ooting as that of the belter cne and not
he other way round 25 has been considered. On lagicat grounds this
may be so  But financial consideralicns diclate alhenvise and the Group
i5 dcfdressitg Anancial protiams finked fo the present pension scheme
Afich if remain pncorrected. will creafe acufe groflems i future.

A langer term proposal

aay substanbial change in the presert nalronal pension scheme s of
matictnal and fundamental mportance (o all and has o be sledied in
depth singe it deals with long-term arrangem:snts 1hat sffect the praszent
and future generations. (b is furthermore an izsue of 3 higaly techmeal
rrature. A critical exarminaticrr of *he wvarous models from ofber
counines (Vide appendix A) will be oenefizizi Gul any new scheme has
to be taulor-made 1o suit lecal conditions in order to cause the |east
possiole incorvenience 1o prospective retirees. A tol of research which
should serve as a useful base for further wark bhas been done tkhrough

this report
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The Commites faals howewver that a techrical Uil skowld repcnt anre the
feasibility of an altermative a2ystem [axing intg accourd the (acal Socio-
goonomic framewsrk.  We would like Aowever o make a few
abservalicns concerting he broad paramelers winch could form e
bases of 3 new pensian plan

Beneficiaries onder the present scherme shoufd not be adversely
eflecied by allernative arrangemenis allhough they may be given the
option to join or participate in any new plan on a vwoluntary basis.
Fuling banafits and entillermants shauld not be changed or reduced
withaut the consent of present potential benefliciares.

The rules of economic efficfency and equifabilify should be the
guiding principles of reform.  Similar taxpavers should be treated
similarly oarticularly in 50 far as ghligations and benefits are concerned

The presant two-thirds pension should Se etained as a basic
consideration in any reform plan The qualdy of life cf fofure relirees
should not be subjected to actuarial calculateans.

A complete privatisation of 1he securily system  on the Chilean ur
Singapore pattern woich are cotlined 1in Appendix B and which would
require moving the sysiem tatatly away fram the Badget is not being
recammendsd. i3 nol believed thal swch action by way of refarm
is warranfed.

The Commitiee s cleariy 0 favour of a iwo pHlar approach involving |

government and the private sector fgr fwo main reasons:

First, the fully jurded private pension schemes on the Singeporean
moded which in the past had substituted the puklic PAYG schemes are
rapidly logsing ther original glamour and arg in the pragess of refarm.

aecondly, resgarch carried aut by the Intermational Monetary Fund
clearly demanstrate 1hat w the case of countnigs where the demeograghis
fransibon is in *s final slages. the twe-pdllar approach should be
considered. 11 should be made clear thal Government shiould retain its
rale as the main protectar of the overall scoial sgcurty sysiem

On the other hand, the Comnnvitee hefieves thal everyene should
assume rasponsibility for providing for his own nesds on
retirement 50 What the Slale's contribulion should be wholly
direcied fo those who need it mosf. The modern concept /s thal
seff-help should be a basic delerminant of the national welfare

system
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The propogsed system shoold lake the form of a twa lier arrangemeant
wiich involves twa levels cf pension benefils based on esrmnes' levels:

1.

The firgg tier would consig: of g basic pension linked 1o a8 certain [evel
of garnings. The actual level of garnings has sl ta be decded
fallawing & thorough consideraticn of the districuticn of national
neome. The basic pension wall be paysbls o all pensicners.
Contriputions will be made on the PAYG syslem, will remain
rmandatory and will continue ta Ee adminisiered by Goverament. | is
being recomrmendad {hat, foillowing the restructuring cf the social
security account on the lines suggested earlier in this part of the
report e leaving out lhe nen-contributory benetits, the scheme
would be fund-rmanaged, sa that canlnbutions could e invesied and

earn interest

A decision has ta be taker: whalker 1 2llow exishing cantnbwtors o
parlicipate in the scheme provided that they have not reached g
cerdain age and whether 1o restrict this bwo tier arrangerment 1o new
enirant in the fabour marke:, [t s 25 important 1o decide on an
Increase in the retirement age as proposed elsewhere in the report
530 a3 10 boost the fund with further years of comribulions. The first
tier is thus afmed at ensuring 3 guaramteed pension o all
WorKers.

The zecond ler proviaing ‘cr an additional 2omgont 1o the basic
paension will 1ake 1he form of 8 pnvale pension schemea. Experience
in ather countries suggests thal the scheme should be mandatory in
the case of those in lhe higher earnings grouds and oplional for
thase wha are o lower earmirgs grovps bul warl 1o save more for
the future. In the former case. i.e. thase wha enjay nigh levels al
earrings, there could be provsions for spting ool of the first ber and
direct all ther cantnibulions to the privale scheme. A& simple
framework of a privale scheme i= included as Appernidis C.

Tazation considerations have o e carefully formulalec i privale
pensicn schemes are introduced 1o supplement the pubic sacurity
system. Thus, if the contribulions 1o such funds are tax deductible.
then the retirement income received shovld be included in Lhe
individual's faxahle inceme  On the other hand, if ke coniributions
are taxgblg, ihen the benefits should rot be taxed, Employers’
conbributiong should reman tax deduclible.  Tax concessions may
al3o be considered in respect of relurns on ntvastment funds. A

‘private fund 1o supplemesl public arrangemenis have certain

advarages

«  the pensicnwill ke gccording to a defined contnbution pltan ang
will nol ba relalec to Iife expestancy:
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. the benefis will depend on what was paid n the system olus
the relurn on investment of the funds

¢ individuals would have 5 property nght to their benafits OO0
daath of 2 contribulor, the accumuialed cenefils wad farm part af
his estale and

»  young contributors will emoy additional benefils an retirernant
as a resull of Tong years of contriutizns.

A controversial issue that has provoked a Iot of discussion i1 many
countries was whether a privale pension scheme shauld be waluntary or
mandalery. This issue was alsoe discussed by ihe Commities and 1he
general feeling was thal Malta should follow the example of severs|
coontries and ool far 3 s@Endatory aoproach, at least in g0 far as those
welh high tevals of earmings are concerned.

Whatever scheme 5 adopiad, its provisions and intreduciion must take
inta agcount 1he ndirest effects on the averall ecanomy, with partecelar
reference 1o is effecls on competitiveness of Maltese \ndustry and on
the lgcal employment sibratian,

Anolher impartanl economic issue concerms the rvesiment of funds.
There 5 the possiiily of capidal oulflows from the cauntry 0 the eyvant
{hat all funds pertaiming to a privale pension plan are invesled overseas.
Pertineat regulations could of course, provide [or thig eventualily I any
case, Balance of Paymenls considesations have 1o be given their dus

weifht

Al prasent, several countries are in the process of making adiestmems
o ther pension schemas.  One such example 15 Ireland which has
launched a "National Pensans Policy Initiglive”™ in 1992 and a National
Commiszion is drawing up a propesal for Government's cansideration.
This nilrative was undadtaken in the wake of situaticrs whickh were very
similar 1o the local ohes described earlier n 1his paper.  Far thrs regson
we ara alsg recommending a simalar sludy to be undartaken oy ancther

group

Az dlready poned aut. {he drawing up of a new naticnal pension plan 1=
a technigcal zssignment. Tris Committes deoes nat want to prossse,
mueh fess encourage, any initiative gn Hre naive gratext that ather
eouniries are doing i, ror before a proper cost-benefil analysis is
cartfed oul. More siudy is needed on fhis progosal, On the other
hand, il is advisable that a wade specirum of the population be nvalved
in the depale an such an mportanl naticral gsu2 since any rew
arrangement has b be  zocepted by fulure  conlrioulors and
berneficiaries  MCED 18 idezhy placed o come up sk broadly based
rdeas since 15 composed of representatives of the threg Hocial

Fartners.



if.

fif.

V.

Some acluarial assistance from {he mernational Morelary Fond eoold
be abtained through ithe Central Bark of Malta Thrs Organisation
possesses 8 substanlial fund of expertrse m this freid

it is therelora being suggested that MCED should sl up wath
Government’s approval ancther Commiltee mainiy compased of
technical people wilh expertis_e N pensions schemes with the following

terrns of referencos

ia ipvife proposals from official and privale Bodies as weff as
private individuals on e introduction of 2 new pension plan
based on fhe fwe-pilfar approach;

fo carry oul ap examinalion of the submissions and present a
crifical analvsis to Government and MCED;

to study and review sefected modefs of pongsions plans, relating
these o the focal socio-econamic situation; and

preparne a report on 3 recommendotion for e best pepsion

schame to swil Malta.

The Committea is preparec to siudy further any aspect of this report
which MCED may request.

—— e, g e —— T e —
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AFDEMHDIX 4

Comparing pensicn Sclames

Fension schemes may by breadly classified as pullic or ogoupational ones.  The fallowing
table zhow= the main chraraderislics of some developed pension clans foud n Euiopean
countries. These may be surmirmarized a3 fallows:

&) Rettrement Age

Thore i5 o general dishinctron between male and female beneficiaries,  Pensions eligiblity
cenlers arpund age 53, Some exceptions are France (relirement a1 age 6403, (celandial ane
BT} ard Maby [BD years [or snales and 55 far famales).

bl Coversge

Qne has to distingursh between public and occupational plans.  Public plans generally
provede coverage for all warkers or residents (e.g. Methenands, Luxembaurg and Denmark).
Ttaly is an exception. cverage is imiled when it concerns professionzl caleqaries.
Qerupatignal prans may be compulsory as in Sweden, Denmark and France or voluniary as
in 1he maijority of the other counines. When this is volunlany the coverage canges betwaen
1% in the case of Spam and 80% nm Franse, Senior and manageral staff are generally

cowverad by [Mivale schemes.

2] Benefits

There are generally three differenl arrange menis. Lump sum paymenis as in the
Metherlands ard Denmark, a yeardy pensien linked 10 a maximuem nember of years of service
ranging Irorm & years ta the entire workmg life as in Greece, Partunal and Spain or 3
cnmbination of these as in Finland, Sweden ared Loxembaom

d) Fimancing

All pubtic pensign plans are finrznced by a PAYG amrangemenis Cocupalicnal plans are
e:lher fumded 1hrowrgh “ad hoc”™ paymenis or throegh conbribastions gnder PAYDS or a
sombinalion of bolh as in e tase of Finland where employees pay contribations and
Fammers and the self-crpployed are subect 1o PAYS adrartgeme ns.

2] Takation

Saperally 2l conlnbulicons and payments oy employess and employvers are fax dedogiible
ey Eieece, Spain ard Cemmark.  Sowveral cowtliees ke feeland, Finland and Spain imase
A rmaximem ceiling an empdoyecs’ Soninbohens which are s Jdedudible.  In mast cazes
pensions are liable 1o rennal rale cf ncame lax. A ew countiies like Fanugal give some

Lix COrMCESSIOn s on pensions.
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APPENDHY B
The Singaporean System

Under this systern, social security contributians are placed in a provident
fund. which retaings a private account for each contributor. Contributions
into this fund are mandatory. The Fund guarantees the receipt of a
pension o each contributor at Ihe age of relirement, depending on the
amounts paid inta the pension account during the persen’s working life.
There are many options availabie for the dispensing of this payrment.
Under Singapore’s systemn, conlributors are given the opporunity to
withdraw 3 fump sum when lhey retire, with {he remaining monay given
ta themn in the farm of an anmnty. The balance in the account is treated
as an asset belonging to the contribubor, i.e. if st dies, #is inherited by
his/her refatives. ke fsbe

Singapere's pension systern s known as the Central Provident Fund
{CPF). Il does not only lake care of a person's pension. but also
provides financial protectian to its members and their famify through its
insurance schemea. The CPF aperates via a compulsony contribution into
the funmd, divided egually between the employese and nis employer.
Contributions are subject 1o a maximum amount, based on a salary
ceiling, beyund which no contribulions are payable.

There are na marketing costs invpived in running the fund since it has
no competitars. This oresents a lot of savings over the Chilean
alternative which involves the use of mandatory personal pension
accounts purchased from private pension schemes. The lalter charge a
considerable fee for their services and run rather large marketing
budgets. The effective econemic gams o the econoamy of this sort of
competition are ralher slight if the fends are not allowed o diversify into
a variety of different azsets.

The introduction of a CRF-modelled pension trust fund in Malta would
transfarm the present Maitese unfunded pension scheme into a funded
gne, Al present, the current contributors’ only guarantee of getting a
pension is an implicit social contract. not backed by physical ar nancial
assets, There is a political nsk for both contributars and beneficianas in
that beneficiaries worry of not being paid a pension, while contributors
worry that contribution rates will ke jacked wp to accommodate the
demands of pensioners. All this uncertainty can be removed by the
introducing of a funded scheme. Here, contributors would be gaining
claims on the CPF whenever they contribute. Given Lhat the fund s
closaly momtored and invests in stable long-term assats, everyone
should be ahle to receive a just annuity based an his previous incorne,
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The scheme has far-reaching effects on an economy. Social Securiy
contribution rates which are pregsently perceived as a burden to both
employers and employees wauld hegaome a sart of farged saving,

Forced savings are a feafure of alf private plans, whether fully
funderf or partfally funded. Although it is a forced decision. the fact
that contributions are being saved would generate a higher utility to
taxpayers. The effects on the overall leved of saving within the economy
cannot be foreseen with accuracy. These coniributions being placed
within a fund with the authority of investing only in nisk-free assets could
end up a5 government bonds. Thus government would regard this fund
as a poal of savings from which dabt could be financed.

The Chifean System

An alternative funded pension approach is that used in Chile, The
Chilean scheme is privately and compelitively managed by AFF's
{privale pension funds). Workers choose one of lhese AFP's (private
pENSion UNds) —tbemcomssmeerrm=rr o e i s (g manage their
personal pensian saving account (PSA). The PSA system is mandatory
for all those who entered the workforce after 1983, The rest of the
working force was allowed te remain under the old PAYG scheme.
However, thay were given the option to revert o the new scheme and
given a transfer recognition bond to deposit in thewr new PSA [around
9% of those eligible chose to do so). The PSA operates wvia a
compulsony cantribution (to which can be added a further contnbution)
from employees {and deposited by their emp‘;h:: ar) to an AFP of their
choice. The AFP chosen is aiso the source ,E{disahilit*,r and sunsivor
insurance for the contributar, Employees are free {9 switch funds once
gvery 4 months. This has led to 2 ot of switching between funds and

also to the expansion of the AFF's marketing costs.

The &FF s oparate it the manner of rmutual furnds, although they are nat
allowed o carry out certain kinds of investments, They are requlated by
the SAFF {set up under a Pension Fund Law). Pension funds can hold
one-third variable-income and two-thirds fixed-income instruments. The
systam has a government seclrily net, in that the Sfate guarantees a
minimuh pensicn that is also provided to the elderly. disabled and
survivors under certain conditions. If the person's accumulated fund s
depleted, this pension iz vaid cut of the Government's generaf revenue.
Each AFP must also guarantes a menimum actual yield per annum. |f
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this is nol achieved, the AFP s liquidated and the étate covers the

residual, When an AFP goes bankrupt, ihe gtate agrees to finance some .

of its abligations fo its members. Once an affiliiate retires, he can choose
ta receive his pensicon in"':D’rre of lhiee gptions; either by & phased
withdrawal of his account, a purchase of ap annuily from an insurance
company, or a cambinatian of bath,

Although this system has been lauded by many liberal econgrmists and
estabiished in a number of other Latin American counlries, lhe Chlean
penzion scheme presents several problems. First among them is the
overall expense of the scheme, In 1395 it was estimated that the AFF's
charges retained 16.7% of workers' contributions. Teotal administrative
cosls {and as aiready mentioned marketing costs) are relatively high.
Moreaver |he annuity market is characterised in Chile by high
camimissions, a lack of transparency and informational prablems. This
contributes to making the average pension paid out {o retirees rather
low, Ancther seurce of criticism can be iraced lo the government™s role
m [he capital allecation process, which besides axcluding foreign assets
(and thus allowing the funds no diversification benefits, and linking the
fund’s performance to the local economy's state-of-activily) is heawily
paliticised with cerfain kinds of mvestments being preferrad more than

others.



A framework aof a private annuily plan. AFPENDIY

L.

I~

The social seearity svsrent ot the Maitese Bslangds s oeen onlled secial insuronce.
7 conimct fetween penerabtiong. o mechamsm foc mearme disoibunon. and an
insorance and welFare svstem; iuis in part all of these things. The nterpencnvicnal
aspzels have come Tote question m s study, The coneraet does not appear to be
fare when a smailer yeunger geneearion mus fe axel 1 pay benefits for a large

older generation. A Lunded , an the lines described o this Appendix may belp to

resnlve g ekl

During, their waorking leves, isdividuals copuome muoch af their earnecl incomoe
lakime cave of the cwrrent neods of themselves and their L‘Iq:pcnd,:;tts. botly through
direet payirents and welirectly through tses that pay for government semvices, The
residual thar is net consumed could provide a reterement fund. wisich. propetly
vested, slwuhd eaen 4 real sate of return orowield goap oaf 13 per cean Pt
slidferentlv. this meang et irevestments will varm muarke ioleres rates. reflecloy
Fonly res] grodusiivity puing and the ionpsect of indaion. e ivvestment wield and
innllation rtte beionp assumed ot 6 and 2.5 per et pespeclively. Adsumipy also
searking Tile af <oy 40 vewrs, o retinemoent aze of 03 and on expected fciame of 74
Vears, W SR estimate how much retargment anmely socl: saviog would provede in

Lt fermas, relafive o pre-relirement snesme

The objective of accamuolaung a retiperment {imel 5 0o pay each generatiom of
workors ottty that sellect their contributicns plus an adequate e of retuem on
Ihe scemeiated s2viegs. In ater womls the amowrd poid o elered oge coouges
should depend ciowha they paid i, plus o reasonoble accamalations of ieterese el
cudd be earned iF those funds were aevested elsewiere o e seonomy . e s
warkinagr eoftort Sl gy Wi enrenenind (1 soctond secrerife fves ffrafe §F soeetied

preredied crrterent reefey, wendel preavioly fogr S5 o pefire e e Bene s foter.

S
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4 We are excluding ltom eonsideration in this discussion #ll other asprets of e
existog system, in particular invalidity and survivers” benefits. This is 1o keeps the
analysis simple and net becaose they are nol a substantial element i ouwr sockal
security system. in fact, they are heavily redistributive but have a diffrent time
pattern thao redirement benefits. A two-ticr retirement pension scheme was also
assemcd in this discussion a fiest-tier retirement which is unfisnded and fisanced
thraugh pay-as-you-go and 2 second or upper-tier relircment benefit which is
chligatory for hizher income camers but eould also be available to above

ININIMUM WALE eamers.

. We further assume a constant stream of eamings which i3 to provide a constant
stream of bewefits Tnerements in earnings can be trestel 35 a SEPACANY SAVIOE:
annuity problem. that of saving ot of the increment cnough te provide an
merease mn the retitement anouly  The difference 15 that there i 2 shorter period
of accumudation aut of the nerement, so a larger Faction of it must be saved

This is what life-cvele theurncs of saving say

oA dide expectancy of T4 years was also assumed. This lile expectancy rellecty
observed mprovements in longevity 1t was further assumed that the annual
contnbutions yield a weekly income equivalent to Lm29 in real terms fior 2 person
retiring at age 63 This means that an individual will receive a hasic weekly
pension on retirement equivalent to L35 26 in real terms and erpaivalent also o
b real average weekly peasion. On wp of this, he Wil receive an additionad

.Lml% per week which 13 dectved from the funded pension scheme.
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T isiven a vield gap or real remem on capital of 2.5 per cem. the size of ihe
accumulated fund al the age of retirement (63 vears) relative Lo the amount saved
is determined by the number of vears of saving or number of wocking vears. (I
the other hand, the years of expected retirement detenmine the annuity payable

¢ach year to the retiree relative o the accumulated fand with interest at the start

of retirement.

3. The formutae used for this analysis are as follows: 7/-£4 58704, the present vaiue of
an amuity to last a4 years, and f7 </"-F04, the valee at eod of pedod of # years
aceumulation. Sinee the accumulated fund &t the end of the working-saving, pericd
15 euivalent to the accumulaied fund at the begiming of retirement, the retirement
annuaty relative to the pre-retirement anrual saving inay alse be estimated.

he

%, The results of accumulating Lml over @ vears at 2.5 per cont are shown in“Jable
[. The pre-retirement saviog or annual contributioos reguired to obtain a
retirement annusty of Latl 500 per apnum, or L9 per wark can be denved
from the values tn table §. Consiler the following sceparin. A person starts
working at the age of 23 and retices at the age of 63 and has a life cxpeetancy of
T4 years. This means he works for 40 yoars, and his expected years of retircement
add up to 1t vears Dle reeeives 57 times his ansual saving in a funded penston
schemre (see coiurn 5, 1able [} and an annual annuity may be purchased at less

than 11 btmes the annual amoumt or 59484 fzee colume 4, rable 1) dug o the

eleTest camcsd.



Tabile 1: Retirement Anmuities {2.% percent)

tn (1) (3} (4) (%}

3 (0 5839 LB103 29034 5 2863

b 07812 20481 5.4700 11.2034
11 07621 2.0993 5.9464 12,4835
15 06805 2.3173 7 Tidd 1793 b2
20 9.6143 20218 ©.7432 25 5447
25 0.5394 2.9643 LL5Is2 34.1578
) 04767 33561 13.0814 43,9027
35 04212 37971 14 4657 549282
41 03724 4.296] 15.6392 574026
a5 0.3292 4 3606 |6. 7706 B1.5161

ewess (L = novears, {2) Present value after o years, {3) Futore value in n vears; {4}
Present value of annuity o last o years, (5} Value at cnd of peried of n yezrs of

aceurulatian plus interest, valee of anmeiny

PO The annueal anceoity 15 egpavaleat o 155 9464 or 9 1481 of the accumulated tund,

and the anouwity relalive (g the anewal saving is dernved by multiplving ¢the vaiue at
the end of 40 vears of accumulaticn plus imterest or LmoT {see column 5, table [}
by 0.1681, the annuity over accunlation  Thus to receive Lmt, 500 or I.m29 per

week i addition to the lower-tier retirement heoeft, an mdividual wonld have to

pay Lml32.21 per ananm.

L1.The rates of the retirernent annutty to pre-reticement annual saveos expressed a5 3
function of working-saving years and vears of reticement are shown in table 2 The
conyersion numbecs determing the value of the contnbutions paid. [n other words,
the [onger the period of working-saving the smaller the contnbution A range of
feasihle pnuities may also be observed. IF the owmbet of working-saving vears and
the expregied vears of reficement add wp e 10 {3 yeacs of agcumulation zod Gve

vcars of reticement), the reticement annuily per year relative to ihe pre-retirement
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amwal saving at 3.5 per cent interest is 8] per cent hiuher than the value of an
annuily at zero per cent  However, il the number of working-saving vears and the
expected years of retirement add up to 50 (25 years of zecumulation and 2% vears

of retirement) the annuity or pension is 1701 3152 or 2.9663

Table 2. Ratto of Retirement irconte (o pre-retirement saving Metirement annuity per
year/pre-retirement annuai seving 35 a finction of expected wears of saving and vears of

reliremett (2.5 per cent)

Expected Years of Ralrament

5 to Il 15 20 25
3 1 BL0¥3 03, e . B340 Qe 05395 04565
L 3.B534 2081 [.3841 f 42TR 1. 1499 02,9720
11 4 2992 2.2822 2.09%3 l.al32 L2812 1 0R4)
i 6. 1757 3.2782 30155 23175 1 34035 1.5372
a0 8.7973. 4. 6699 4 PR 33010 26218 22183
15+ [1.7638 72445 3 T443 444141 1.5038 10063
10 15 1159 E.0Z4a0 T183] 56734 d 5060 T RI126
i 18 21770 10,0414 92375 TR 36376 4 TI00
41l 232131 12,3221 11 335%] oz 6217% T 8533
45 280737 14 240235 1370485 10 53344 & 34 1.07940

Hl_];ﬂl.Tablf: 3 contains estimates of the annual contributions based on the assumptions
referred to earfier. A time span for the payment of contribulions is alse shown and
ranges from 5 1o 45, Thuy the anowal contributions payable by 2 person whe
participaies 1n the upper-iter Aunded penszion scherme at the age of 53 yielding an
gnnual retirement income of Lmt 500 wooll amount 10 Em?96. 14, Ar the other
end of the scale, the annwal contributiung payable by a person who pamizipates in

the pension plan at ebe age of 23 would amount to anly 1nl32 37
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Tabie 3: Annual Premia required to yvield Lk 500 in real torms

Expected Years of Retirement

i0yrs | lyrs | 5prs
5 1560987 [695.92 2208295
10 T32.3735 . 796, 1408 36075
11 657 2T42 T4 507 9329 8332
15 4575671 497 4178 &7 3115
20 FXL 3045 349 1756 454 4019
25 202107 201, 1280 339 %215
30 186 39{9 203. 16608 64,3924
i5 149 377 162,356 281.322]
4] [2].7322 [32 3328 1722122
43 1036557 109 4200 [t2.395G

13 Clearly, the number of working vears, the age of retirement the rate of inflation, the
retuin on iovestment have a determining eflict on the value of contibutions paid.
In addition, persons whose working lives are disrupted due to family responsibilities
or redundancy would be required o pay a higher aonuzl conlvibution fwihen
vmployment is resumed) in order to receive the expected retirement income  The
value of the contribution is also dependent on the gender of (e person paticipating
in the pension plan as in life assurance. In aemeral women have 2 looger [ife

expectancy than men and thus pay a higher premiom.

[4.0me of the main advantages of such 4 scheme is that it compels poople (1hose who
are obliged to subsenibe to the upper-tier pension) ro save for Lheir ald age. Flowever,
a crueial aspeet of funded pension schemes is inflation. Market rates of interest are
generally inflation-proed’ Nevertheless, assudng the safety of the fund would he

difficult witheut government cperation and help



12 A dinal consideraion, which increases in imponance as we uge lunger and longer

-

periods of earnings to compuie benefts. dses fom increases in income that come
near the end of the working lile  Adjusting retirement henefits uprecards requires
relatively larger added comtobutions per yvear because there are (ewer wears ol

coferibution relative to the vears of retitement. The funded pension scheme could

provide for this through voluntary supplemental annudties

.p.h
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