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Chapter I The Pensicn S¥stenn in Maltz: Baseline Scenarios

£8) fradrewdreciivng

The social seeurny svstem (S85) in Malra is a comprehumsive one, covering 2 number
of areas including retirement pensicns. T opdrates on & Pav-As-You-Oo (PAY) basis
sdministered by Goveroment, whereby cuitent comeribuiions  Gom cmplovees,
emplovers. and the State o towards the fAsanciag ab cument benefits Bensfits are
broadlv classified inte contributary, whose award depends upon a minimuam numher
of comobutions being effected. and cor-caninbutory, wineh are awarded upon e
fulfilmem of specific socig-esanomic cneria. Relirement pensioms are awarded under
a pnumber of contributory and ron-contibuton schemes. bt she prncipal wne 18 e
so-called “rwo-thirds” contriouions scheme. By wav of an accounting conventior.,
poverament accours e »iF health sxpendiure ggainal cantnbution revenas, albeit
_health dees not furm part of the 555 Detals regarding the enst and number ot
pensficiaries of the 855 in Maltz ace preseated in Table _ of this repoc. A
Geseniption of the varoes bemells availadle and ke rules together with those
aergining 0 congibationg, ace arasemed in Section __ ol Uns repor.

AR to svstems in other coumnes, the 555w Malita is increasingly commy under
seprzny regarding its cofl and ong term sustainabiiiy This within the context of
concerns Tegiudmg the losal fiscal pesitisn 2nd pre-vecupauot with the ameunt of
resciroes thas would e available b serve an sver-zroving nurober of persion svarem
dependants over future vears In partculss twa promieent ind aquelly impartant
sypues that are debased are

1] :he impact of demoeranhiz ohifls on Lte panerns of comoburion revenue and
socizl seouriy axpenamt v, nence, an the afardabiling of the svstem,
i the exient {0 which the cursnt svetem will be able to alford 4 derent liviow

canvard ¢o beneficiaries in futare, given the nominal Seibice Rl dpeles
ssperially 1o the two-thicds 2enswon scheme.

This shapier comributes to this dedete by tocasng on the likety development of the
current $55%5. Findines of the merc impertant carber studies on this sulyeet are fira
weviewed The findings of a beseling scenzno detailing the foture development up to
e veer 20455 of the presert 555 in terms of fscal eost and individual cetirement
financeny provesaon are discussetl as well as te facts of an immediate removal af a1l
caps on conrbutions Ihd benefits

20 Eppetareees, af Beprfrer Sielivs

among saclicr siudies on the future behaviour af the 55 in Malta, the principa] unes
arg those compiled by Camilieri 11997 and the swdy presented with the Tnenm
fepart of 1he National Comnussion on welfare Referm 12000

A common characteristic of these reposts is 1kar thay assume she presant system of
caps on benedits 23 being unicnanie m the fuure Average benefies were thus
madelted to conlioue fu fse m un= with wage growth or the COLA. whichever (s



applicable. Meither repert, however, gives a clear deseription of how and when the
lifting of the caps on beneftts is to be effected. As cogards the cap on contobutions,
the Camalleri Report assumes it to be lifted in line with that an benefits, whiie the
lnterim Report of e Welfare Reform Commissian takes the view thar sBe nomingl
zap will continue a5 a2 preseny The nvo Reports aso vary I terms of their sCOpe. N
that the Camiliert Beport attemapts w provide an analvsis of all retirement pension
schemes. whiie the Weifzre Reform Commission [nterim Repon focuses only an the
rwvo-thirds pansion scheme. '

The bwo reponts reach broadiv similar conclusions in terms of identifving the potential
for a sigpificant funding problem Total retiremes: pension axpenditure estunated in
the Camilleri Reporn stands at Lm720 willion in 2025, whiie that i the Welfare
Retorm Commassian [nerim Report sands at Lins40 million, with the defic
between expendiure and revenue shyown at berween 11%: and L2%% of GOF in cthe
LM VERT

The ‘Weitare Commsmien lotesim: Repoct fursher starss that the analvsis presemed
therein was eflecred

e wrder to fitisrate v wse and potennal reshs of PROST Jt shonid be cloriod
F e ewdse faE R crercise 1l somewhar prelunisary. The techion! o v sl
wh fiee erl stages of wang the mesdel. Fuvthermure. the medellge of e FORST
rrdis aaesd i dter wied coor A refiocd feethor. T (A pmendng £ of the Tnferim Heprarr uf
the Wolfare Rejorm Comtai Siiong i

Thae analvsiz was thus mare of a technical exposiion o the Weord Bank's Pensior

Reform Qptions Simulation Tootkn (PROST) madel. races than inended as a
Torecasl vo 4 hase upon which peasion reform decisons woild De taken

280 Oty Hepserfibe Neokrarri

Subsequent to the publication of the [menm Reporr of the Wellare Reform
Commission. the work of the Tuchnicai Team of the Weifare Reform €ommission
contnued throogh the develppment of a detailed baseline scenzriz intended Lo praaert
the curent 555 ima the finre, The siowlation was yndertakes by means of PROST,
which was however further devetoped and supplemented by other softwers 1o take
anta wegpuni the locil pension rules, especialiv as regards the capping system

The anatvsis of benefits was sub-livided by Mingtional cateeorics namely

it TELLCEN (il

| widowhood

1i£) disabibityiinjury

Bl odbier, mamly af a noa-contnbutar natare

Retrement. widowhood and disabilivsinjury benefits a=e explicitly modelled in this
exergise, Other benefits under the 85 are assumed 1o proceed in Tome a1 a constant
proparion of the etal of these three main benefit tepes. or indexed to the cos af
living as appropriste.
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Benefit cxpenditure was further sub-divided into the degree of financing 10 which the
Department of Social Security would be committed, namely

i provision of fall benefic;

il supplement to beaefit recrived from andtner souree maenly service pansions).
which would under no circomsiance fall below the;

LLL] minimum benekit,

In tmn, contribution fevenus was dovidsd o that ohained from the emploved.
emplovers, self~emploved and the Sate campbution, 1o reflect ditferences in
comiribution cates and ather fzcrers

\n gt cases, Rl account was taken uf the impact of nominal celdings an 385 revenue
and vxpeadiure Broadly spezking. this was undertaken in the following manrer. Far
any specilic benefit, the pesition of thy oumber of beneficlaries split oy age aod
beoefit bevel was assessed as ar the vear 2000 As time was allowed @ progress io the
simulaticon. the [llowinge couid ke oloce:

1 the beneficiary could die or could ame by 1 vear, depending un demogzaphic
ayc-specific shsislios]

. LF the beneficiary sumviegs, the Reoetician: couwd:
a7 remain in the same benzit Brackel, o
b meove e 4 higher bensin brackel
depencing on the exteni of anpual revision of the benstit

Lk should a bensficiame seazh the cap devel of henefit, subseguent oensfit
renvisions would retlect this by ronzally ewarding an ivcrezss equal o pwo-
thirds of the CLALA

W the amount af new beaeficiaries and their henefir lavel in a pamoclar veas
waull be calcalaied wther v sefsrence to contrbulors Jeaching retiTernent ale
(25 in the case of retirement kenetnsd of by reference tw specific demouraphic
statistics (as in widewhezd and disahility benefis).

The developmem of comtribatizns was modelled inoa similar maones, with
cuntriburars ageing, dving. o wchisving retiremeni or sume other penchit slares  As
contrivutors e, thay wauld be madaded 1o sither remain in the same oF goiog w a
higher contributivn bracket aniil 1be cap is peckaps reached. in which case, only the
CoLA wonld be comsidered Sor the purposes of the incoease m contnbution revende.

11 Assumotiogg

30 The Macrovconomy

The main mactoeconenic assumptions wherem w the PROST amuletions are
summarisced in Table 1 below, Keal GDF prowth is in the inodet used to deteimine the
increase jn oouput which will nopam awerue o wages and hence be reflucted in
cantribution revende It is in the model set at 3 3% in she vear 20G0. 1 somewhat
conservative wrowth rate that averages the estimates presented by the National
Sratistics Oftice antt the Central Bank of Malta. The growth i GO 15 assumed 10



slow down zradually during the furccast perod as the economy develops facther and
evertually converges to the slower rates of growth of developed countries, unti] real
GDP growth would stand at 2.5% by 2085 OF the increase in GOP growth, part can
be attribured po an iocrease in productive resources while the other wauld be due o
higher average productivity of alrcady availabie resources. Thes distinction is
imnoeant because it would show to what exten increases in wages dre duc to
produttivity as opposed ta @ normal drift of increass related with Bpe.
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Rotail price inflarion i= in the model vsed to canver real data 10 nomual data 25 the
STAtiFhes of the 355 are initielly in acmonag values [nflation. which stoed ar 0 2 in
2000, s assumed o cotwerpe 102 %% over the forecast peried. the level being
detemmined at the inflanon sarper of the Eurzpuean Cenrral Bank. The manimum W
development 15, necassary in the model w0 delemine sech varianles s oiminae
zontribution and benefit levals [n relaten 10 the avw-auc wags, il assumed 1o drop
eradually over the {orecast period. 1o rellest incrmsiny wape differencials that are
speal ofa developing seonemy and converring wih ks main rading panness

A2 Dermearraghy andd Labenr \irie

Demoeyraphic developrients are oo sssemvizl compenent of 3 £55% projection as they
would strengly infleence the estent of camribumrs and Aeseficiaries within the
SYELErM

The principal inputs winech PROST requires in terms af demovraphe developmancs
are the present diswibution of the pootizinn be e2cer and age, an:l the prosent and
snpected developoents in farilay and o the Trobahilite of dvicn by apge. Detaiis
regarding these assumpuons ate produzed in Appendic A of 1nes jepon. Broadly
speakicg. the rate of ferulity by age was 2ssumed 1o reman unchanged throughour the
torecast period drom the relansely low Jevels that werg obsersed in 1998 The
prebabiiity of dying 2y age, on the othe: Sand, wes assumed m continus decliming
throuphow the forecast penod until it scttles a1 amund 5% of the presem rates by
S0e3 Thes catio 35 somewhat arbitrare. and sdeed eils Toc close seranny in fatare in
agsessing the oxteat w which tae proections EEeSeried RCT2 wul murrar actual
developments. To the exiont that the decline in i nrobabidity of dving s
underestimated. the baseline szenaric wooil overssumare the affoedahility of e
peasion svsiean. Migration paitems were dgnored S the purposes of this stody, an
tssue which may be studied in further detail at a byer stage wien more informaticn
abont likeky future developmenes o this resped would be available  Table 2
summarises the principal demopraphic developments that arise oul off these
AESIIMpIIons.

Among e more interesliny demoaraphic statistics, i can be noted that the share of
the population above retrement age = to rise fom e nresent 10%% o 26% by 2085,



This unplies that whereas enck ~n of retirement age 5 corrently supported by
arcund 4 persons of working ags, Ly 2065 this ratic will drop to 2.2_This is in part
explained by an increase i the average life expectancy. Life expectancy at birth is
expected [0 rise from the current 725 vewrs to 75.5 years for males, and from 78.2
vears to 31 vears for females. For persoms 1har acioally attan reticement age, Life
gxpectancy woltld be zxpected 10 be higher, as Table 2 shows.

Table 2: emparaphic Trends
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Developments in the democraphic strocture of the populanon cac also be discerned
from the populaton pyramics shown e Bpore 1. As the popalaton agss, the ape
strgeture oF the popoiation 5 prarezied 5 become less of 8 conical shape and more of
a cvlhndrical shape.

Figure 1: Papulation Pyrameds

Developmems in the labowr marker are essential (o decve projections rewsanling
contnbutors fo the 3550 Amone the more important assumptions. there are those
relating to the participation rite, the unemployment rate and the tvpical progression of
mearme throughout the working life of a person. As dewiled in Appendis O, 1he
participateon rate of males is assumed to semain unchanged from the relatively high
tevels that already prevail ar present. In the case of females, however, the participation
rate of persons aved 23 and over is assumed to rise gradually until it grows by a facior
of 30% by 2055, 10 lime wiihk the expected continved inceease in the pammicipation of
femaies 1o the labour market. The parlicipation rate af females aged under 25 §s not

(A



expecied to rise Ruther from the already high levels av present. The unemployment
rate is, somewhat simplistically, aszumed 10 remain unchzngsd Fom present fevels,
This assumption ceuld be revised i futare reviews. The income progression pattern
ov age was discerned from the latest Census data, and assumed to remain unchangad
throughout the forecast period.

303 The Sogceal Securmye Nevesr

[ the baseline simuiation, ihe ndes of the 5355 in terms of ehgibldiy. cortobution
and benefit rates, and nominal cetlings ase assumed to be unchanged from the present
sviiem This apphes for all types of coatribuians and benelies

This sssemotion has three important implications for the workings of the 535
namely

L due to the nomndl capporg oF contributzons, the effective rate of contridutions
calbected out of the average wage wall fall over time in spite of the faci that the
statore tate will remain crchangsd. as wapes wall reach and excesd the
rolevam namingl cap:

i due 1w the sorunal capping of cemributery hunefits, the efTective propamion of
ey benefs received oot af the average waee will also fall over time:
Lkt as benefits roach ihe cap leven the effecnve method of indexing Denefits wil

change Gor one which s wedermucently wage-basged to one whach is waaly
COLA-based  1his. becaose beels ket reack the rap are COLA-indexe:d

The effective sate of cantnbutizns our of wapss, the eecnve repiacement rate of
enry benchis oun off wages. and the effective bunchr-indesing  panern were
eatablisned onoothe Dasis of 2o exercise which  simulased  she evolution of
beneficiarizs contributors and beneliccontribution devels ovar sime, 25 described in
soetion 3 0 aoove The sesults are given in Takle 32

The effective collestzan rare of contimations currently stands at ust andzr 78% This
i P refiEhs e nodcdolleélion of cantributions due because of administzative
tifficyleies, More importanily, hewever, there (s the fact thar &2 number of workers n
“lalia are ciready earning a s2.ane above e rmaximam considered for e purposes
lesvine comnbutions. This phencmenos o el o increase over wme uoul the
effective collectiva rate i progected o fall w st over 30%: by 2053 The bagic entroe
Lenefit replacement rate curr=ndly stands at ©8 5% failine shoot of the statuton 65734,
mainly hecause of rettrecs who had Seen earning a salam above the ¢ap level. The
basic =y benefit replacement faie is soi to fall to awaued 20%5 by 2005, 1f the current
svstem of capping remains in plice Thatelectivel means shat the 555 will be
providing the average reuree wil onlv gpe-fifin of the. pre-retiremem  salary
Contributory bencfits are al present predominanth wage ndexed. Inflation (e
COLAY indexarion of benefits that are already a1 the cap level is comparatively scarce.
This sitgation s bound e chadez over Sime as 2 greater oumber of benehiciaries
achieves the capped beaedin level, bevond which the Benefit would be ooly revised on
the Lasis of the TOLA 12510 be apted that smee she COLA &5 awarded on the basis
af the social wape, it is assumed thar it aceoums for around B0% of the decline in
purchasing power of the average waps.



Table 33: Socia Security System Effoctive Rates
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3 2 Results and Lmphoalions

The Tesulis of the bassline simuiation arc categarised inro three aspects Firstls. the
tle siaprent of the numter of comnburers and beneficiares v main becefit bvpe me
acaiveed, Secondlv. 1he impact o pubiic fnances oS assessed  Finallv. the
implications of the presem 888 for individual renrement financiog in Bature wears are
analvsed

000 Donerilfritors arad Beneficranes

Follpwing the functional dastribution of hepefity described in Secton .0 abgve. the
Jevelopmem: of the mamber af bensficiaries over time is amalvsed in termi of
imvahdte, widows and the reirement pension benefiaries which recelve a fll
benefit from fhe 555, and those that receive 2 wp-up over 2 benefit from some otoer
source such as a service pension. Dati For the projected developmsnt in beneficiarics
werether with conteibutors is shown in Table 2h.

The number of recpients of invaidity and widows benefits 15 prejected 1o FelTLain
relatively stable, bath in absolute terms and as A percentage of e population Ths
reflects the fact that the tatz of inflows and outflews of beneficianes in thest
catewncies wire assumed te cemain stable at presenr levels in future Fumhermore,
although increased hie expectancy should comribue o some reduction in the amount
of widows and invaliey beneficiaries, his reduction is entirely reflected in the top-
up ratagary, that 13 in those who are already receiving 2 service pension. mainly Tom
the milicary servicas or the local el sorvice



Table 3b Contnbutars 2nd Baneficiaries
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Buenefiviarees under the too-thirds pession scheme are cxpected 1o oge stumlicantly
aver the ferecast pennd, fromy st ander 15 thowsand to almest T4 thowsand This
refiecis shroe coosideraninss

[

pomalation zgsing,

inED 15 Enorezsing the popolatinn above redremem age, as
3

disoassec in sectlon 301 2

i an ingreeszd f2male permwipation rale 0o she labour force. which would
evenwellyv resulis 0 sn insreassd amoum of peomon beneliciaries:

i a SN avay from fop-ur retirement pension beneficanss wowards full tnee-

lrizds pensime schems henzloiene, as servics pensioner: 1n the popalatoe
are vraizally zepiaced in alher pensieners

I tenal, the number of benshiziarees of the vso-thicds peosion scheme s expaored o
more {kan doubie ram the corem 10%, of the population 1o around 22% of 1he
population by MDAz .

Cwing 1o the zssumed increase in femaie pamicipanon o tbe tabour markest, the
mumber of contermuior: withen e population 15 projected $o Tise by some 3 percentace
potmes. Lhue 1o the strimuer mereaye in ke popolation of bepehiclanes, however, tne
rumber of contributors per benshiciany 15 projacied 1o decline from the curcent 3.4 to
jusl under 1.9 by 20463,

222 Fubihe Firnances

The prajection of the current 555 in terms of s efects on public finances represems
the imierplay of the deveiopments o the nomber of benefrciaries and comcibuoiors
dascribed above and the peosion system roles that determine the amount of per capita
beneflt and 15 evolution The modelling of the latter has besn described 1n section
3.1.3 The privcmal results o pulihis fnances are shown in Table 4a. which details
revenue  [Tom  comsibunons {incloding the State contribution), cxpenditure on
retrsmend pensions. cxpenditure on other contnibutory benefits such as widows
peesiong, and expenditure on all nen-comobotory heoeing as denved by the exercise
described above, The finapdial balance on the 558 1s shown with State contnbutions



inchuded with revenue, and with stale contnbutions excluded, winsh shows the e
gost of the S55 10 the BExchbequer.

In 2000 e deficit on the 555 stond at around Lmi2 melfion, if the Suaee coniribition
15 inziaded with revesoe, or Lt milbion if the Siatc cominbution 15 excludsd so as
to capre e underlving charge af the 555 against other fiscal revenoe siurces

r

Respeorively these amouned 10 03% and <.5% of the income poperated B U
countre during Lhat w2ar.

The pryecucns showe an Teble sa mdicate that these defoits. are expecied W _rse
senificantly over_time For nsiance, the deficit oo the 335 wwrluding Suare
camritatien Jrarm eevenue b5 prijestzd o ameant e L3373 million by 2065 B in
companson 12 the oupat b 15 expecied 1o be geocrated Ty the gcononm s
AeTicets are no {:\.p:,».n.d 10 WErEen 10 any apprntabm l.':}-.'[Lr‘[ f'c-. th:. SO0 Jevel For

wstanSe ié defice un THE B%% With the State comirioutizr inclugded n rsvenus i
exvpecied to puak at around D PR ol GDP in 2035, and arahiise at 1. e of GO by
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Tahle 4a: Eas¢=pe Simulation
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m‘,rl,_aisi-..___nm{.ﬁnth T furure comipared to thn: sige of the ecomoay, This is prlmdn]x
nevagse e impoact of demoeraphic devclnpm:r*tt. is viewed o be contrasied by the
prjj_s_l_r;;_L of the nominal ‘EI]IHE:- on_beqefit and corcribuiion rates, that are
proprezsively expacted ta shrink the size of the $S% (0 relation 10 the ecanomy This.
hewever, does noe aulamatizally «liminaic concerns aboul the cost of the 335, Thos s
herause by effectively absorbing by way of deficit Lm4 o of every Lm 100 ¢arned in
the econermy an 2000, the 355 may already be impesing an unaccemakle drap om
fiscal pesfermance with advesse imphgations for overall economc activiy

1t is 10 Teer Further noted that when eonverted 10 present value Lecms, that 15 taking iato
account the rate of inflation 1ha1 is expecied wa pecor, the deficit on the soal seounts
sySIem is expected 1o widen by a maximum of approsimalely Lmb0 million a1 current
money vatuss compared ta the present deficit level around 2035-2045 Thus is shown
in Table 4b. [t may be thus concluded (han in spite of \he capping system, the defien



un the social security svstem will, o oreal wenms, expand significactly onder the
presaures of demographic developrmams.

“Fabie 4b; Baseling
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323 vl Kesmerment Foanongr
The svsiem of capping on benedits oot enly oressrains crowth o overall Biscal

expenditure bt #lso ceecies impomant impliceiions for the deveopment of the
penzlits received by oindiMRugl bereficianes Az an example, Table & shows thar due
wcthe caps on benstlns, the averzge pes capeme cenfernent henafin a5 projecied bo crow
at & progressivedy swowe 12te ol tne purchasing pewer of the avereoe woull slar 1o
dezline afer 2027 This indacaies anotner elemsend of poteniial ansustainahilay of the
sviler:, cameiv the fact that mdnidual beneiios wauld dechine munaily relative o the
averane wise exrnsd in (he ecoramy, bt sventually aisg an terms of thaar own
pﬁhhaﬂ-lm powes implving ac averall lower siandard of living for bencticianics This
would obvizusly brng pressures ooinorease bensfits whizh, all clsz beine cyual.
wowd adversely arfear the nocmive Balanes hetween cantribuiions and benedis.
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4.0 Implicanony of Baseline Simwiatian

The main conclusions arising oue of the beseline simylation are

1 the cost of the actual 555 is expecrad o pcrzese somewhnat in the coming
wgars 10 relation 1w the size of the econamy,

i the actual S55 will roply Jower relative and ahsoloe Duine standards Tog
beneficiaries

i the conscquence of and kence the reperoussions ansieg from (0 will 1erd o

maks the puositaon ik worse,

A reform propozal which mamiaing the costs 21 2 level comparab.e jo the present 555
while betipr salenuarding the living standards of benshciaries hes been sought This
will imply that the eearomy will getl & hener value for mocey moenms of benefits for
the resouarees that 1 deirasws wowards whis purpese The reform conesntzates mainly on
sensions. and 12 2 mix of changes 1o the mam perameters o7 the presem sodial security
sysiem combined witk the introduchizn of a funded pizlar for pensians.

S0 Inmegnaie Reprenvad of all Cans oo Cosreibeeefores sed Boacfins

As gxplanzd shove, the pronzeuon of the ceorem 855 as 1t onevae stends will lead @
reduged benefiis without necessai:y reduome gosts Thix waull be oan oeoleral:is
ailuanian Onowae otner nana ar all czos are remoned there would obvioushy he &
marked immoovemen: In benctits bus ke cos oef che scheme would also nise
gramatically.

Appendin B shows the inpac) of the remeoval o e ceilings The burden on publc
Aunde would almast dechle oy 20175 and increase o tour times the 2000 [oeel 1en
vears later. As 2 perpentase of GDP the cost woeld rise sieadily to almos: 7
034, This would ciearly be pesuslainahle

A reform propesal which maintains the £osts al a jevel comparabictothe . .0 555
which betier safemegsling the hvine standards of bensficianes has 1o be tauna This
will implv hat the coonomy will wel bettes value for money m taems of benetits for
the resources thas i defravs towards this purpose. The refarm te which reference s
made in Chapiess 2, 3 and 4 concentrates meinly oo pensions, and 15 a mix of changes
ta 1he main paramciers of the presen 355 combined with the intreduction of a funded
pillar for peasions withou however changieg the mie of coatribution by paricipancs
o the scheme.



Chapier 2

Outling Fension Relorm Scheme

I Opjeciives

1. The State 15 10 retain control and remain respensible undes the Socal Securine
law for the provision of retirement pensions

2 The concent of 3 pension accruing g & persor through his contribuiions dunng

ais working life wifl ¢omtimoe o hald

\.f':?Tnc cuerent rale of contnbutions shall not be changed bur shall ba applied to
ixh=r salaryincome levels than at prosent

:‘-@ The cnn-:epi af a 2'3 mgilai pension linked to 1he salanvearmed meome shall abso

Tz
maicrained

-

. The Scheme s to provide coporanity for addaional income on retiremen over
and above the siatutory 73 pension through insurance peaswon  funds
arrangements and without increasing the rate of contnbutions

[ —

[

I

|
& Tme satuiory 273 pension shall contimue g be part of the FPAYG svstem

T The Scheme will also encourzge savings and promete the erowth of fimaneia!l
- SErVICE,

§. The sustainabilny of the Scheme aver the meduim zod long term must be assured

3 The Scheme must be simpler to acmimster and remove axisung angmades

d @The interests of qurrem pensioners are 10 be safemiarded

11 While the Scheme 15 to be wniversally applied te ali emploved and self
emplovediocouwpied persons, specidl armangements have Lo be made for those whao
ares close 10 Tetinng, age

12.Higher cost impheations for higher pald employeeshigher income eamers and

far empicovers must be mtroduced gradually 50 as o enable them to adjust to the
T Siualion



I The Reformed Pensions Scheme

1. Applicubifis:

The new Pensions Schems will be aprhbeahle to all persms who on date of inreduction
of the Scheme arc emploved or scii emplovedioecupied 25 defined in the Soctal
Securitv Act and who have not reached rezirement age

2 Retirement Age

In ling with current longevity irends. retirement age will be extended to &5 s for
bath men and women  This limit wili be rezched withir a period ot 10 vears by
applving 3 months every & months, Lo the retinog age

Tp view of tie fact thal current retiremen: 2ge for men is 61 winle that for women is
60, an adjustment has 10 be made in e senss that wiicerent age for the lacer will
ctar six momhs after introduction of the new scheme say in 2002 while for men 1t wall
start Two vears later ie 2004, On thes agis. the retirement age will gradually nise as

follows

Retiremen Aue
Applicanle

Jan‘lume ZOA02
Julyiec Z00Z
1an/June Z003
Juberec 200G
JandIune 20004
Jubw/Diec 2004
Janure 2005
TulyDec 20035
Janjune 2004
JulyDrec 200G
Jan'Tune 2007
JulwDhes 2007
lan/Tune 200
July/Drec 2008
lan/fune 2009
Jukw/Dec 2009
lan‘une 200
JulyDec 2000
Jansune 2011
July/Diee 2011
Tan + 2012

60 vyedrs
G0 178 vears

o0 172 wears
il 3 veans

L& YEArs

&1 199 years
£1 1/2 vears
61 3/4 yvedrs
G2 vedars

B2 & vedars
62 172 weprs
- B2 34 vers
63 VEArs

&3 1rd vedrs
&3 172 voars
63 3/4 vears
0 vears

64 1/4 yedrs
64 L2 years
G 374 voars
|0 years

Appiizanle 1o women
Appilcanle to women
Appltcable to women

. Anplicable 1o women
Applicable to both men and women

Applicable to both men and wornern
Apphcable m odh men and women
Applicable 1o both men and women
Applicable 10 both men and women
Applicable 10 both men and women
Applicable 1w both men and wormen
Appiicatle 1 both men and wonen
Apphicable to both mep and women
Applicable to both men and women

. Applicable tw both men and wormeh
: Applicable (o hoth men and wotnen

Applicable to both men and women
Applicable to both men and women
Applicable to both men and women
Applicable 10 buth men and women
Applicable 1 both men and women

Table a and Table Mo show how retirement for mee and women respectivety will be
affected over the period when the reticement age is beng in¢reased from 61460 to 63

LEN ]



1t will b srarutory obligatory on the Social Secudty Commission {see definition below
ar 1X} to review the Fetirersent a awe afler evem perud ol TD vears from date of
introduction of the scheme, 1aking into sccount demagraphic trends, improvement in
health, so@al and econnmic conditons prevailing at the ume

3. Keciaf Security Pension (S5F)

ap (i} The 2} S5P will be caleniared on th; average of the wage'salary or income {as
the case mavbe) earned over the last ¥ vears emBas o retirement date apphcable
PROVIDELD that the wagessaban or income earmed in cach calendar vear or pan
thereof prior te the vear in which renrement oocurs. shall for the purpose of the
calzubation be adjusted for comulaive inflation up t2 the end of the said vear prios
Lk FETECETTIRNL.

(it The rate of wftaion applied shall be chat Jasr published by the Sratislics
Department for the period concernad and the gppiication of such taie of inflaion in
gach: case shall, in the case of doubt, be solzly determined by the Commission (see
below) whose decision shall &2 final and must be eiven within four weeks of
referenge to the Commission by the Dept of Social Services or the person
congerned

iiii)  Transifion conditton; In the case of @ person who on dare of introduction of
the Scheme was less than A5 vears oid and whe on date of retirement will fave lacc
than 10 vears service from date of introduction of the New Scheme, the averape
a3 above shall be worked out or the basis of 1he pumber of vears served from tﬁe
said date of introduceion of the scheme FROVIDED 161 the condition at ik shall

alsa apply

bl T¢ be entitled to s fill ansi{:nn, 1 perspn gl satishy the condmions of 40
contobulion vears and of an average of 3 contribozions per annum over the saw
period. Where the resultant comsibution average is iess than 50, the pension afio
of 23 will he multiplied by the propertion that the fesultant contibution averae
bears te 30. The mimmom contnbutien average for 2 pension entitlement Temains
at 15

c} Mo person shall receive Jess than she Minimum Mations” Pension {equivalem ta 475
of the Mational Mintmum Wage in the case of 2 waneu wat aod 243 for anv other
person)  Where the resultant contrbution average is less than 50, the proportion of
45 or 23 as (he case may be, will be multiplied by the proponion that the resultant
contribution average bears (o At

d) There shall be oniy ene category of pension artsing from work, e a 23 pension as
cutlined abowve. The only exception is 3 Minimum pension for the reasons given at
fe) above

) The pension entitlement will be strictly related to wha a person actwally camed
during hisgther working life ard will be determined by the level and number of
contributions pald as mdicated above. Umee the 25 55P is detenimined, it will not
{hereafter be changed but the pensioner will hive the additional benefit of:



i1 an automatic cost of iving increase per annum equivalent to 75% of COLAJ,

and
ii} the procesls of hishe: matunng private msurance (see below at T

f] There shall be po abatement of the 273 S5P by any service pension otherwise dos o
the person involved PROVIDED tha the right to such service pension has Been
acquired after 2001

¢} The limit of the 2% S50 at retirement shall be 2:3 of the spatukory salary of the

_ Presdent af Mala PROVIDED that in the Grst calendar vear siarmng from the date
of the now Scherme, the said limils shali be Lm& 750 plus the difference between the
saiary of 1he President a5 aforesatd and L6756, whizh difference shall be dinaded
by a factor of 10 in the said first sear and by a reducing factor staning from second
vear of 9.8.7.6.543 7, and ending tn | in each of the consecmive sulrsequent vears
such that by ke end of the tenth vear from date of the intredoction of the new
scneme the hmit shali be 273 of 1he salary of the Peesident then prevalling

ki There shall be no bopus pavments in June and December in view of {e (i) and (n}
ahowg

4 {pntribubions

a The rate of contsibutions shall remain at [(¥e cach for the eroplover and
emplovie and shall Be | a%e tor st emplovedioccupied

b The condnbution shall ke applied s iollows

ity Employmént -

Fmplover 7% towards Social Secunty + 2% Privale Insurance
Emplovee 7% tewards Social Seoupty + 384 Private Frsurance
State % towards Socral Sesunty

(i) Self emploved Oecupied -

Self EmplovedQccupied 10% 1owards Social Secumiy + 5% Personal Insurance
State 3% wwwards Social Security

¢ The maximum amount of centrbution by an employed o self-employedfoccupied
person in respect of any calendar year shall be eguivalent o 16%40715% of the
galary of the President of Mala as may be applicable at  the end of the year
preceding that calendar vear PROVIDELD that in the first calendar year starting
from dete of intenduction of Lhe said Scheme, the said  maximum amount shall
be Lmt541 plus the difference between the salary of the President as aforesaid
and Lm&541, which difference shall be divided by a factor of 10 1n the sad hrt



vear and by a reducing fagtor starting from second wear of 9.8,7,6.5.4.3.2, and
ending in 1 m each of the consecutive subsequent vears such that by the end of
the 1enih vear from date of the inirodugiion of the new scheme the Bmir shall be
25 of the salary of the President then prevailing

¢ The full contribution as 1n 4 {2) above and the Skate contribution shall be pavable
diregtly to the Social decumy Depanment  which is to exercise proper control
and to be aceonmable for enforcement and collection Furthermare the Drepr will
be responsible for administrauve control and for all pavimen:s on behalf of
contribucors relating to privats inserance

I respect of what 15 $1ated ahove. o is noted (see Section 4.4 of the Commission’s
Inteim  Report of 2520000 shat tr 1998 abe responsibility to collect
gomnihuniens was shifizd 10 the loland Revenue Dem from the Social Secuntv
Dept. It 3 understood that the rransiuon is stll not complete It remams the
Commission's view that ke functions of contribution  collection,  benefit

payreens and related exsrcizz of control end enforcemem should not be

separated and should -emain solely the rusponsibility of the ST D8m ~ This

—becomiEs Bven mefe neces:any with the mmitaduciion of the Reformed Scheme
which imeedluces e eoazeps of part of ihe compbution m respect of each
gomplovedinccupied perscn gging o finance insurange premiums which are
assessed, conrolled and paid by the S5 Dept on behalf of 1hat persor.

III Mandatory [nsurance

1t The 3% contnouttan by empiovees and 3% by theic emplovers s wel as the
5% contribution by sebl emploved’occupied persons are 0 be directed o a
rrartdatory insurgnce poles in the name of the comoburor

2% The mandatory insursnse policy & to be fiexdble g0 a5 to allow for increase’
decregse In premium resuling from the €% or 5% on variable wayefincome over time and
Eor possible suspension of preémium payments

3} The mandaiory insurance policy can Be combined/amalgamared with an

existtng policy if the insured persan so dasires, and the insured person can also opt
(o pay & higher level of premium than the 6%/5% of wagefincome so long as
the policy conforms in 2l respects to the requirements of  1he mandatony
NSALFANCE

4} The msurance policy cannot be pledged or cashed in except al retirement
age (presently proposed atb £5 vears) or on death or disability of the policy helder

5) Consideration to be giwen o requirement of devoting sy 6%% of any
unemploymeny benefit or imvalidity pension (granted after the commencement
date of the New Pengion Scheme) to maintaining the msurance policy

6} Insurance 15 10 be placed with insurance providers in Malta. Providers and the
funds promoted by them are to be specifically licensed for the purpose of the
Social Secunty Act by the MESC and approved by the Commission {see helow?,



A number of providers will ensure competitive products amungst which an
insured peraon can choose.

7) Trnsially msurance providers will de required (o invist a proportion of 1beir fands
1 Malea as may be determined by the Commission in consultation with the Ceniral
Eank of Malta. The primary objcttive however will be security and adeguate

__returns for the policy holders. The Commission is 16 Teview the position every
yedr,

8} Administrative costs and fees by insurance prinders shall not exceed a lienik to b
determined by the Commissien

%} Custodhan services and fund managers of licensed insurance providers rust e of
international repule and are subject w approval of MFSC and Commizsion

10} Funds administered by insurance providars are 1o be propery audied agzains
hidden charges and each prasadar is to offer different funds with vanung ask
prafiled B may he specified by regulation en the advice of the MESC n order to
satisfy differen: partfolio needs of persons of different apes and income l=vels

1'p Pecfurmance of the licensed funds 13 10 be evaluated perigdically by the MESC
wsing the performance of comparanie reputable internativnal funds as a bunchmark
and assessing aclual performance against the chims onginelly made and lhe
estimanons and prospects crizinaly given by the provider when selling policies
relating o the smd funds  The MESC is 10 report accordingly to the Commissan
which is to be empowered through the MFSC to do all is necessary 1o sfegmard the
policy holders™ merests.

127 Adverusing by insurance providers is 10 be effactively regulated ang moniooed
by the MFSC on behalf of the Commission especially to engure that no miskeading
claims are made :

t3}  Receipt of henefit deriving from mandztory Insurance is to be made on the basis
of programmed withdrawsls over a period of not less than 3 years which can be
passed on to heirs of insured pérson in case of premarure death of the battes. Lumg
sum payments immediately afier reticement will not be allowed except as may be
coumenanced by The Commission in special circumstances at its discretion  Receipt
of benefil can otherwise be made by way of annuity

14y  Any addition by an emploves or emplayer o the 3% referred to in Sectons ([1
(47 (b3 {11 above foe private insurance (wiich additon 15 made afler the date of the
introduction of the new Stheme) is to be Income Tax exempr up 1o 2 limit of
L4}

IV Persons uver 45 years

1] Employed persons and seif emploved/occupied persons who are over 49 years on
daie of introduction of Scheme will be given the option either to aceept the Scheme



as putlimed 1n 17 ¢33, {4) and I above or o chose a modified version as provided
under paragraph 2 of this Section I

21 Modilted Scheme Tor persons over 45 years who have nof reached retirement
age

fa) S5P ro be 15 of averaze wagcsalary or income adjusied for inflation 2s in
Section IT 3(a) (1) and (1) ahove and sebject 10 3 (b (), (). €0, {21 and (h) of
tpe game secion PROVIDED that the said average shall be based on the iast
three (3] vears in the vear when the Mew Penstons Scheme 5 introduced and wil
ca up by one {11 v8ar i each subsgquent vear up to the maxdmum of 240 vears

by The 23 5%5F once determuned on reurement ape will ool Te sobzeguemtby
changed except that the pensioner wili Dave the further benefit of

{11 an automane ekt of liviag merease per annum equivalent io 75% of
COLA, ad

(ity an marease in pension at the end of every four () vears from date of
retiremnenl efurvalant 1w one unk of the COL A increzses i the send four

VLTS

¢] The contnbutions paveble shall be as prowvided wndsr Secrion 1 (<) above
FROVIDED 1ha 1her shall be no mandatory insurgnce and that the 5% and %o
conttibutions menocned in (b} (1} and (i) of the said paragraph (4) of Section 1
shell be retained by the 35 Depr

3 Ancemploved pesson or self employedioceopied peoson who 15 over 43 vears old

bur bas not reached retiremen: age and whe opls to accept the New Scheme as
outlined in Sections T (3), (41 and 111 above, must so notify the 55F Department
on the presesibed form prior to the date of the inrodusnions of the said New
Seheme. The Director of the S5P Dept shall inform all persons concerned of the
said date and ihe time lmil within which a person 25 aforesaid most reply to the
Departmeni. A person who does nos exercise the said option wathin the time se1.
spall for &l intents and purpeses be clessibed under the Modified Scheme

¥ Existing Pensions an aroduction ol new Pensions Scheme

1y The cendiions regulating pensions awarded prior to the introduction of  the

New Scheme shall remain unchanwed. Thus persions will continue to be revised
within the Jimit of the existing ¢ap (Lm6541), will be amomatically increased by
X3 COLA every year and will fetain the Boous beneht i June and Decerber
gach year.

24 Tt i5 however proposed that in Lhe case where the highest rate of 203 pensions
has been reached such that no revision of pension can arise



a the automatic <8t of ving increase per anoum shall be mereased 10
Tau of COLA, and

b there shall also be an wicrezse o pension at ke end of every four vears
equivalant to ene fpunth of the COLA increases in the saic four vears

3) apart fram the above, some anomalies as listed in Chapeer 3 shall
also be addressed

Y1 Govi Employees and others entilied t0 2 service pensian

1 The new Scheme shall applv to all Government. public secior and yrullic secier
emplovees wha are entitied 10 receive 4 service persion e r2mms of the Pension
Ordnance of other similas enagimem or other arcanpement subject to (a) 1o id)
beluw

4} The 3% mennoned in (b} of paragraph 4 of Section [T shal am applv and
shall noc be paid by the employes or the emplover

) The abatement of the 2°3 55 Punsion by the wncommiuted senvize person
shall be apphicable irrespective of when the right to such service pension was
acquired subject however to (] and {d) below

¢} Imespectve of what is swated i (b} above, the 5 pension shal not be less than
the Nationa Micimum Pensacn applicable on date of retirement

d) The 55 pension as at () above, shall be revised as may be necessary such that in
amy year 11 18 payable, it sball not he less vhan the NMP appiicable in that vear

YII General remarks

1. it is considered that the romidbution by an emploved person should be

based on the rotal emoluments received whick are of 2 permanent nature as pant of the
employenT contract of that person and imespective of how they are defined ic
salary, wage of allowance bui excluding an allowance which can vary, s
temporary of nat applicable to all persens in a particular wrate, For ths purpnse
it is pruposed o amend tne exisiing definition of “basc weekly wage” and
“basic salany™ in the Social Scounty Act as showr herewader

Draft Definitima

“Basic weekly waze™ and “base salary” mean the gross wage or salany that g
payable to an employed persen by or on behalf of his employer provided that
such wage or salary as the case may be

a) Shall include any allowance paid in cash which 1s incorporated as a
permanenl feature of The contract of senvice of such person or which 1s



statetarily paid, and the peyment of which is reguiar and 15 oot dependent
vk any other condition ather than that of the person being emploved, and

by shali n;.??n:]ude any Temuneration for overtime, extra duty. enfertainmen:,
quakification, or houge allowance or aree extra allowance for shift work,
dangerous work and other work which by its very naturs is not pecessanly
__ permancht and‘or can vary over time. or is not applicable 10 2fl emploveas of
T panicular class pertaming 16 the same emplover, and

c) shall non mclude any form of vanable bonus dependent_on perdormance,
pmﬁu or discretion of the emplover. any remuneration i kind and any
commission PROVIDED 1bat the Director i sewsfied that the basic wape or
salary as defmed above 13 nol under alued w reiation to the responsibaiitics
and skills reuired of the emplovee

2. It has become the practice whereby contract of service between an emplover
o emploves iz legabh 1erminawed on she ceaching by the emploves of the age of &1
in the case of men and the age of 60 1n the case of wormen which 5 the cument
retirement age under the existing 2'3 Pension Scheme  In view of the
proposed increase of the retitement age to 63 it is felt 1hket a suliable
amendment to the Conditions of Employment Bepylation act should be mads
10 the offect thar the avamment of any ape, uabess it is ahove the reticement
agg specified under the Social Security Act, 13 not by itself sufhicient reason
for terminatien of 2 contract of senvice

-

3. 1nis phserved that in terms of Pan T (3 af the First Schedule of the cement

55 Act, emplovmeni by any ane emplover for less than 8 hours in a calendgar week.
is nol an insurable emplovment for the purpose of Section & of the Act, in
othes words & person falling under the said Pan 1143 iz not msured and doss
not pay any contibution  On the other hand, any person whe exceeds the said
E hours, even if paid iess than the Mational Minimunm Wage hes to pay the full
contribution rate calepiated an the sad Nanonal Minmum Waege, T
obviously deiers those who wonld work pan-uime such 2s women - s heir
1ake home pay after paving 55 contnbution (and tax) would not be deemed 10
make il worthwhile for them to work.

It iz proposed that {z) the imit af & hours be mgreased 1 10 bours o 2 calendar
week iv 2 person working Jess than 10 hours would be exempt from paying
centnbution and (b) that those who work more than 10 howes but whose pay
ts less than the Mangeal Mimmem Waee, would pay 10% of whatever their
gross pay 1. @ other words there would be no minimum contnbution bur the
10%% would be applicable in all ceses. However the concept of a nunimum
contoibution could still apply for the payment of benefng such as sickness
benefit and wnemployment benefit 5o that n the case of those whose 10%
contobuetion is less than 1096 of the MNatomal Minroom Wage, their
sickness'unemployment henefit would be reduced 1o the proportion which
their actuzf weekly wage bears 1o the sad Mational Minmum Wagc



4 Tt is observed that for public secio: employees who are entitled 102 BETVICS
pension under the Pensions Ordinance, it is customary that such pension is awarded
at age 60 However Section @ of the Ordinance says that it shall be |awiul for
the President to require an officer 10 retire at any time afier the saic officer
attans 60 vears provided tha the retirement shak be cumpuisory on the
attainenent of age of &5 vears.

The proposed tew retirement age shauld therefore present no probiem and 1t is
suggested that Governmem cauid regutate itsel! acenrdimgly in such case the
commencement of the service pension and the 55 pension would soincide Do
the iher hand Govermmen: could copvede voluntary cenrement afier age 61
provided that the person eencemed will am undertake any othes emplovmuen
and that the $% pension shell only hecome dus 2t age 6 (o less during the
period when 55 pension age is insreesing from 6 to 63 vEArS)

% The provision under currest 55 taw, which savs that a person who is over &0
vears and whe works shali pay no conteihutions and wili receive his pension m full.
should not be changed  This 15 2 razsonable and eguitable reguirement

6 Appendix  piovides a companson betwesn the prosisions of the wosting A
relating to fhe 275 Pension Schems and the new provision as proposed

V[0 Sustainability

] The principal features of the new Scheme which have a direct effect om ibe
systamatimy ef the Scheme includs

+  the ingrgase in pension 2ge and penodic reviews thereal
the removal of the previous cxp and increzsing it 10 the Jevel of the salary of
1he President of Malta B
the introduction of & more Teglistic 40 years contoibunions pen od
the introduction of 2 more reaiistic =3 SSP hased on the average
garmings over 30 years hun adjusted for irflation al
a 1he removal of the present cap oo contributions up to 1he level of the
President s salary
¢ 1he reduction in State contrbution celating to the 3% and 3% for
privalc pensions
» the new proposals for regulating 53 pensinns in the case af those to whom
the State is already providing & L3 pension
s the proposal to lnit pension benefits to the 273 55P and Minimum pension
« theproposal to do away with the need fur a eevision of pen sien once this has
heen detarmined as 2 resul of {a) privaie insurance and (Tt} special
arrangements made for those above 45 years on date of introduction of schene

7 The Bnancial peojections of the Scheme are provided

10



7 1t will be seen - )
7

3
b
£lr

4 The Comoussion (se¢ Telow) is 10 camy out & review every four vears of the
financial implicatiuns of the Scheme and 1o make sunable recommendations

acoordingly including revision of contribation rates after saking nto account
economic and sozial conditions and the defieresurplus siwanen of Seate
finances and to repor on same 10 1he Speaker of the House

X% Anoralics arising from current 85 Legislation

| The defution of anomalies in the present pensions scheme and even e
the scceptance of their cxistence and therefore  alsp the remedies 1hat

mavhe advocated, can be bighly subjective and often contentious given the
conflicting imerests. perceived rights or 10718 and Jack of sufficient appreciation
of the complexity of the system by some of the piavers involved. Objotiviey
which 15 an essential element ip imang 10 resclve these issues, can be berer
achieved by the new SSP Scheme bemng proposed whizt ams

to keep the Scheme relatively simple and more readiiy underseandable by one
and all

to ensure that one receives a pension 1hat % seally representative of what one
has comributed durmg his working hfe

v maintain within nationally sustainable limits the purchasing power of
ratirement kenefits over 1he penad of one’s retirerient

10 matain equitalile and just treatenent of bensBcianies and contributions

2 Many of the current so called anomaliss are dud to the complicated nature af
the presemt scheme and 16 the fact that ower the years, nolitical/socialfeconomis

factors have contpbured 1o the impairment of the original principles upon which
the ofginal two thirds persion scheme wes based shus rendening i anore
complex. 11 is therefore essemiad te really undersiand the backgrownd of the
cucrent systern and not to form hasty conciusions.

3 The Department of Social Services has been gappling with the problams
involved in the current  sysiem for many years and has identified the possible

solutions that can be chosen 2s well as the amendment to existing Tegislsiion

which c:an be proposed to tackle the maor issues and other changes which

though ot greatly material, should help in improving matters

4 Chapter 3 of whis Report provides a background to the major
anomolies identified and at the same time proposes solutions which should also help to

improve effciency in adrmmstration

11
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Adminisiration and setting up of Commission for Social Security

The administration of the Social Secarity legislation should rerain w the hands

of the 55 Dept whick shooid be also responsiblc for the roflecting and crmirol vl

contributions. Tie department should have all necessary faclities 10 carry out
tts work efficieatly including the setting up of a comprehensive data base which
shoutd e feadity avallable and continually updated so tbat research oo the
system will be facifiiated and proper assessmeémt can be made within the
shonest possinle time to gauge the iraplications of any changes of
madifications or additions to any legislation prevalling at any pacicular dime.

The Department has drawn upa List of amendments widch aithough miner, can
improve work efficiency. These are sted s Appendix  and  should be
quickly mcroduced.

% Tnorder to ensere that the social Secunty  Systemn  indluding  pensicns works

smoathly, is well monitered and reviewed from time 10 ime, it is proposed that
~ational Welfare Commission should be set up a5 an independent bodv falling

tnder the Mimstey of 0018 secunty.

4

The main functons of the comnessnn would inciude

{1} 10 ensure that e sozial Security Scheme as provaded in terms of the
4% Act works smaathly and efficiently and is pot abused

@iy to ast as arbiter bevween the Drzpanment and the puidlic on disputes
that may #nse

{illd 1o camy put such investizations on Secial Secunty 1ssucs as the
“inister and the Depaneent may reter to 1t or as it may
deem 1o be necessary, and on complaints as may be raised by the
publiz in general if the Commission feels this is necessary '

{i) 10 ensurc that all workers, as may be required by law, have an
on-eoing and fully maintained ingarance policy

(v) to ensure that insurance providers comply fully with the law especially
with regard to security of funds held and safeguarding of inmerests
of Insured persons

[vi] to lizkse with MESC and other authonties as may be necessary
on insurance 1ssues ansing from the 35 Ao
T (wil) to impdse effective sanctions through 1be QOffice of the

Attorney General, for breach of law and enforce comphiance
with the proeasions of the law

fvifi} to collaborate closely with and advise the 85 Dept as may be required

{ix) 1o report to Pariiament Oon its activities once & year and every four vears

subgmit a review of the 85 Scheme
{x) to report to Parliament on the feasibility and the medium and long

12



term implications (financial, sacial and economic) of anv changes:
meddincarions’eancellations or additions o the 55 lewseslation which
mav be proposed by the 5% Denartment or the Minstes regardng
contnbuttons and benchts or any olner matter anaing rom the law
inziudinge sub-lmastanon and adrinistrative orders 1t will be 2

legal reauirement that any material changes ge oy e law which would
marease the cost aof socia! securzy or affects marengdby the Wellare
Giap or contnbuieon paid, muest bost ke referrad 1o the Commission
before i discussed o Parlizeen:

5 The Commission shouid vonsst of |+ Membeors as follows

1 nominated by Diceclor of Social Sesvices

1 nominated by Directer of Finance

! pomisated by Director of Econ Palicy
nominated by the Mmisier of Soziz Poacy
nomingied by the 1w tarves, Uniony -+
neminzted by Bmpioyees

nominatéed o the GRTL

narmnated by the Associatian of Pensioners

nanunated by the Poime Mizister O conse'sation with

the Leader of the Opposinen) to ast 28 Chairperson who does
not Bield a pubbic office or neid sula en officé i the Nve vears
Ao l0ud Lo ufedeoitaacd 07wy g Memben of Pariizment z the
10 vears previous o 2pDainmmen

— ot ot = |3 §.2

{ Altermarive paragrapn ©)

(An eleven membter commussion could pe pewieléy The Commissinr sioaid
really comstst ef professionally queided-expenesnce persons m the fizld of
social secuilty. An elemative solafion couid be s shown hesennder

,_/ﬁ:e Commission shoold consst of 7 onemners ag folkows
.

3 memnbers nominated by the MCFED {other than official side members)
3 members noroinated by the Minister of Socizl Palicy and the Migkster
ol Finance and the hMinister for Econ Senaces
1 Chairperson appointed by ihe Pime Mimster (in consultation with the
Leader of the Opposttion) wha does aey kuld & publis oifice or keld
such an office m the five vears previous [ appeinlment or »a@s a
Member of Parliament i the ten vears previgus to appointment

& The Commussion In carmving aui 125 funetons shalt not be under the
junsdiction of anv other authorty

7 The Commissicn shall have the powes 10 appoint working committces
Or appoint BXpeTts to Ay such swwdies ag it may meguing aond 16 make
recommendations on particalar subjzcts. Comantiee members and
cxperts can include public officers. (1o this respect, partecularly
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in the firss veers, the Comamssion should have fili 2ccess 1o the officers
who served an 1ke Techmeal Team of the Reform Commission}

& The Commission shall kave an Executrve Sceretan whe shall alse acr
s Secretary oo the Comemssion and such support stefi’ as may bhe necessary
(B is proposesd il Wie Comnission's s2udes and research should
be cormmissioned as stated al 7 above and b bs therefore exoecred tha s
stafi camplemen snould be limitedy The E S is to b= appointed by che
Minister for Soqial Poley feom amones: senior officers m the Public
Semace wilh the recassary qualdications aod exoerience o the sooal
securiy ficld  The post 1510 he omoa Bl time basis andd rank with tha
of the Seeretary 1o PSC fscale ).
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Chapter 3

Anomalics

1. Anomalizs cart o7 conveniense of treatment oe divided into
a) General Social Security Scheme isznes

s Cleas dennenen between cantributon and nen-contributone bencfits
+ Scheme should nat be comsalled by palinzians

1 Contributery Pension Assessments issues

o Coninbalony pEnSLONg AVEIANE DEResRIeTL

# Pensionable income (Assessmen: of znd Capping)

» Annuat Pension revisien

o lssues relatel diregrle 1o sel? pnnicved persons

+ Gopder issues, such gs wieiner 2 widfe has a right to par ot her husband s
nension of not; whether 2 “marmisd” woman should bave the same rignts 45 a
“aarned” man

1. General Scheme 135ues

Thee nems ratsed are of a peneral sawre and 21 dirsctly telated woobe prnsinles of the
allongl Spheme They are dioussed helow

21 Benefits under the Scheme
The clzim ts ofien made that any Scheme mus! clearly tdenrif:

¢ the benefits o he paid oot ¢f the scheme
» Distinguish those benelits that are contributory and nen-coninbaiory in
nature

It is argued that one cannotl compare expenditure on social secunily NoR-CoONHWINTY
henefits with the revenue pained frem contnbuelons The underlvaing arsumen
is that what 3% defmad as non-contabmory i sare snould nol depend on the
revenue from social secunty contnbutions.  This anses because of 1he pressure
and difficuities stemmmg trom an ineteasing welfare wap. It is oflen therefbre
siressed thar the contriburony scheme as 15, 15 stll solvert and the expenditure of
non-coptrmory henefits and health care should nor be considered as a burden
ion the conrrioutony scheme.

The above ts however unienable w the hght of 2 long standing pubihe pohey established
in the 197% budoet speech which had clearly defined those henefits that are



contriburory in nature and these iacluded the child allowanze and Haalh Care
even thowgh the lawer does not feature in the Soclal Secunry Act It is pertinent
i point oul tha: the neht to Child Allowance is not Sased on contributon
conditions.  Furthermorg, beahh care m Malta 1w hasieally fee for all Maltese
citizens. 1n this context one has (o enderstand che disunziizon that seme benefits
insofar as 1the quanmum of the bencfit 15 concemed. are directly hnked 1o the
freguency and level of contribunons made (¢g pengmonz), some 10 frequescy anly
(ie sickoess hensfit] and mibers solely to the fagr that one (2% within a - 50 caled
- conbibuton weilare scheme

2 Who should conwrol the National 55 Scheme

The rew 273 55 Pension Scheme beine prooosed does 207 pes se affect ahis Issoe. It

1 definnely 2 intesral and  essential pan of the Seocial Welfare stracture which
successive domimarrations have oulli and which s @ the naticnal interest 1o
maintair #nd eaprove withun the hmits set by the cocntme's resourees These same
sucoessive asminisications have maintained for more shan 20 s 2a0s thas the Social
Welinee structure which imvedves & sulistaatial comisibutor, glement a5 well 25 a

_substantial State subvention, nclodes pensioes and other benefis linked 1o

costributions {n some cases srongly and m olbers ipeseivi relel pavment and
health  The essential point that muest be kept inte focus s that there mest Se 3
reasonable balancs for ithe funding of the saic social Wellare strufture botween
contrluron nputs #nd outpuls coming Fom Staty  In orher words the so called
Welfare Gap ranaot De allowed o become unmenageibis piven the resources
availeble becaonse -:!-[herwiﬁc: the Social Siructure so paniully ot and expanded
the past woeekd collapyse with serwaus anplications especially fo: those who zan il
alToed ir.

There are obvicwesly conficting tnterssts in matn[mnlnﬂ 1 ] palance mentioned 1o the

previous paragrapk. 12 is strongly heid tha continuous znd nmev:n'-u reviews of
the sitwalion camned out pernodizally by technizal experts In the freld oi social
seounty. ficance and cconomics, should be of preat help to all secions of rhe
communily in order to armive 4 @ reasonable consensus and compromise on all
igsues that may emerpe I will menabiv and fnally depecd on a political decision
which will iead the coumtry forward and as such, :he objeciives and technical
revicws shreid be presented 10 Pacliament and it will bz up 10 the House to ake
appeopriate action in the Huht of o in spite of the méormation laid before it. 1t s
fir thts purpose 1hat 2n ad hoo Comimission has been areposed i Secteom BEX of
the maim Report.

3 Contribulory Pension assessment 155ucs

Tha basic ¢bements of anv social secunty persion sare calzulzsion are the insured
PRSI S

Lad Tl v

Contribution average history
Pensiconable income, and
The payment of any 5£MiIce pensian



Reservations have often reen expressed on fhe current system [or the cabeulation of the
comribution averase, and the calcukation of the pensionable income and 115 CapnE.
In f2c: the anomahes indicated for centributory pensians can be caepansed onder
whe Frel 2 jterss. ¢ contribution average caleulation and pensionatls INCCmE
assessment and revision  There have alsp been represemtanens from DELEINETS
rengriing tie defininion uf the term service pension In the Social Sepumy Ag (Cap
3EE). This will be deab wih also

3.1 Lontribulion average Lest

s coctentions caised (which the 55 Depanment supposts) are that. &3 the cument
comribution averawe lest stands for social secunty wwo-thisd pension. e system
can at fimas be vemerous wards thess who have contributed  less 1o Tacl, on
average one would expect that 2 person on enkering (7€ schems i the age of 1% at
pension awe would have contribined for approvimately 23 vears

The current contribuiion dverage t25t rasts on 2 caleulation based on this Lears Ithe
gy e comseciinve calendar vears pror 1o retirement and any ocher 200 vearst The
siteatiom 55 that 4 persem with 30 comrfbution vears eets the samé Demsor as
anataes with 40 contribution vears or more, This means that fali pensions are being
Taid for a retatively short pered Considering current loneeny fzctars azd nermal
warking tife praciices this daes noi make s2ase and the svsiem as is smav e abused
v thisse who knaw or have aciess [0 knowledue of hiw the suvten works

The contrbubion zverape test period should e wcrsased (o ar ieast <0 vears which
chould Tie further extended of subsequem reviews of pensan ege (35 recomrmended
r: the main Report) will increase the later bevone &7 vears.

The mew & Pension Scheme beino proposed calees for a comnbution dverage
apsesgment of 40 verss contibution which would apply to all 'from date of ity
imeaductive This amendmemt witl provide some savings i cosl ahd mate
“porant, wilk alse curh possible abese of the system apan from making the svstem
equitabie between contnbuters

3.7 Pensipnable Inpcome

This is oae of he most heated and discissed issues that have been dehated recently. T
has besn rased By hoth the National Astocimion of Pensioners and the GRTL [n
arder to simplit, as far as possible, the wssues mvolved are dispessed under two
headings. The first is the assessment of a pensionable mcome and ihen the revision
of 1he pensionable mcome

32,1 Assessment of Pensionable Income - hackground
The main contention rased oo this issue  especially oy the selfremploved sectas, s

that the currenl svstem that distinguishes hetween sélfemplovedioccuped and
emploved contributions, shouldhe eliminated.



In order 1o understand the siuation 1 b5 necessary to explain (he caloolation of
pensionable ncome under the curvent system, Under present legislation, the
pensmnahll. income of an empioyed pesson is the average wape or salary of the best
three consecutive calendar years during the last ten consecutive calendar vears
prior to reticement.  On the mher hacd the pensionable income of a sedit
employedfoncupted persons 15 the average of the last ten calendar vears net
income (net ezrned income for self ocrmpicd) declared for income tax

I]u rFH;IS-Eﬁ-.

hois evidend 1hat the present svilem 'disrnminztes’ between the two catexores and
whilst there may have been valid rezsons w1578 for this. 2 hetter svsiem needs o
tae fround.

Some bave argued that an assessmecl based of the average of the lasi fve wvears
siany {for emploved) or moomensr earmings (or self-emploved self-oocupied)
should be imtraduced  BOigs hosweser 2ol that for amy assessmen) to pward moa s
and equitatle maaner @ som correinandng to wha the iesured had pad imo ibe
sestemn, then the assessment should be spread over 2 larger period of vme  This

wpuld pot only cuTe apusts o wie sesizm mat wauld alse be truly representative of
whal the perscn had paid into the Szhems 0n chis was 1 would not onbv he socially
W between cortrbulors. hul 10wt alse snsore tha a pesson woold aot e

_adverselv affecred oF during che latlz: vears of his insurabie life there is a loss of
ipcome in his gainful actviey {be it 2mplevmest or sell emplovmentt.  In fact
experience has shown that there have teer 2 number of prrsens that have suffered
in such a way.

The propused new Scheme therefore it based on 2 thiny vear assesamenr which should
cleas_this anomaly once and dor al!  This rhowa present no problem w0 the £5
Deparunent with regard to availabtiin of gz smmce the contribution rate reflects the
income znd such informaiion showic be avaianie on the Inland Revenue Bept data
bass

On the introduction of the New Scheme. the paramesers as they now stand, will cease
to exist and will ne longer applv. The posittion of corrent pensioners will noc of
course be m any way <fiecrad

3.3 Pensignahle income Revision

_ This i5 one of the most Heated, delzate and discusswed issue at the moment.
Submissions on the El-lb_ll:':[ have even baps recesven from the Ombudsmar »ho had
gonsdered a case brought before hun, In hus repon. i is poamed o shar in the
cases examined. whilst the Departmen: has no? ioany way misimerpreted the Jaw ag
15, the svstem is resulting in “perverse’ pengion revisions.  Another issue 15 Chat
ransed by the self-emploved. They are claiming thae they shouid have 'a notional
wage-indexation’ similar 1o that of an emnploved persomn.



3.3.1 Ombudsman’s case - Background

The case in question regards twa persuns wia worked with the same company and in Cee
same rrades eaming the same salary One of the emplovessy retirel a vear hefure s
collaguc  Thie 1o the Wiy PONSIOR TEvisons are Carmesd oul i is resaling thar Lhe
purean who rerired firs s gettmg 4 pension Righer then his codeapue whe had
ceuresl @ vear laee.  Lis issnee mainly affects “emploved” persoos z2ad ts dus 10 the
martematicas caicalation impesed by the relative lemisauon onorevision ol 2
pensionable meome  The difference in pension ratss deaends mainiy on the arnane
incpesse awarded in @ colliective guresment acd how ritis ncreas is seflected i the
cmplesiee & origingl pensianatie o

There nave been several reépresentazions by Pensioners Assolianons ast Jaresy a
commitles scb up reoreseniing pensoners o che Malla Dovdocks has eer
Fex|UBSHINL AMELBINEILES Lo 20ITECT [N Sieugion

3.3.2 Fffect aof new 55 Pensions Scheme

The aew scheme will elimmate this wross anomaly singe & i besed an 2 pensonalile
meere besed on whal was comsbured by the insured. elinnnates wape indesang and
instcad puaraniees cos of iving avwards acd addinone. privars inscance bensi o
mairtaie che wwvel of pusghasing power of the nensioner Tis will effeciivels
elimingic the passibilisv of @ nerson receiving 2 pension ivses 1nzn inz being paed to 2
coliezpue ol Ris whe had retired before him - This gvster (s simoier aod more st
harween conpbutoos than the current camplicated procederes foo reisom

3.3.3. Can similar amendments be intraduced for current pensioners?

Although within the existing limitations of the currem scheme e anomabous SitaLon
will iend to dimipish cver the done term. bese 2e @ signiffcant nuober of
pensioners who will still be affectes m The nawediate and medum jeam

Tt must however be stressed thar i s gsfficult to find a seloven if she sysiem of the
pensionabie income remsns based o 4 thrég-vear averape assessment which i3 then
subssguently wape-indexed.

Two pussible sohations could be discussed Either, assess all pension extibements on 1ae
cucrent salary and eliminate the pensiomable average of three vears OR clminane
compleicly the wage-indes process  The former would ingreass expenditure b
oringine evervone on to a4 twrrenl salary level whick would have senoes
repercussions on the sustaimabiliey of the svstem. Funbermore 1 would nas really
reflect what 2 person would have contributed for during bis inserable fife  On the
other hand the second solution e eiimination of wage ndaxing, would reduce
expenditure and thus safeguard furare benefns: it will however be Famoving @
vested righr of existing pensicners



If penher of the above can be reagonzbly azcepred. one would have to think of other
possible ratiomal selutions

) One would be fhal the revision in 2esy pamicukr vear inrespect of any pension in
ar category, Shouid not bemere than thar which weowd be applicable for a
person In ihe same zatepory who wonld or could Be reginng in the seme vear

b} Anether possible selubon wouid B2 e offer all existing pensioners ihe
posaibilnge of an award of fuB cost of living less 10% contribution thereon (ie
9il%e of COLAY dor chmnation of wege indexing

17 none of these sclutions are deemesl to be accepiable. then thers would Be no other
_Alternative out o let things stand 2y they are  [nfesd in the same wav 25 wage
Imdexang 15 & feature emoved by pen-uu:: wrs pnder legiziataen in 1erms of wnek ey
reted. so 05 the meshod of calcuiztions ab revisions  Er other words, one wocld
hiave 10 aceept the roueh witk the ssocth

3.3.4 Annual revisions For self emploved - Background

Toe self emploved Jobby aroues thes oo anomalows tha pensicns of emploved are
revised (wage linket | wheie pension o0 sel empioved are inorzaged only bu o 3of
LA The*.' feel thar thev alse Kave the aoponuming 1o avgmer their ;1*'1a-.|ur:5~ to
reflesr st wepe levels.  Thev argue this can e achieved of the svilern of
“anaiogues’ 25 applied e emploser persens isoapplicable to vself emaploved”
PNSIOTETS

Iz i5 true tha: she currem svarem discriminates belween emploved and seif-cmpioved. |
135 mased in davour of the empleved  However the essential pome 1o mng;.;h;r is
not Teally the questior of discrzwiaaion but the fact that the concepl of wape
indexing in a developed econemy could contredicn. the very nalwre of a so calied
contrbutoy scheme A contribwtone pengion should really refiest the amount
invested by an todividoal I way of coarrilulions over the vears  The current
CONMLEULONY seatem . 1o nwst be zaid. is also sulisidised to the equivalent af 30%; of
what an emploves and his smplaver 1ogether put we, and Burthermore it does oot
incorporate only pensions bt alse secures  zganst  social risks such as
umemnplovment. sickness, mvalidity, ese. Given the ever rising trends in wages over
nme and in ife expectancy as 2 resull of improved health welfare which % also
publicky funded. wage indexed pensions will tend also increasingly to hear a
dimirushing relationship to that part o7 the contridutiong which was made in the past
10 justify such a pension

Wape indexing 15 therefore necessanly costly and if oot properly contrelled could in
1me undermine he whole social security tvstom and not ooty pensions. The current
pensions system was devised at che time of a controlied economy hecause
circumstances so required and when. therefore, it was relatively easier 1o control
wages. The Maltcse economy over the past 20 vears or so has developed
significally such that now it can ¢pen 1o became more market orented.  The



circumsiances which cowid have made indexing  reasumable proposition in 1970,
arc pow subscamially ¢hfterent

The tssue is not 1herefore 1o ein:alm:: the probiem oy 'wage indexing self-emploed
pensions but how o comain a possibhy explosive snoation,  Tie propesed 55
Persions systemgseludes wape indexiog bii makes provision for improverment in
pensions ence awarded  1: also attemprs to presidy Toiief 1o existing peasioners
with oo withowt comtinuation of wawe indexation.

3.4 Pensionable Income (zpping

3.4.1. Background

The current maximum salanvincome accemed for pensionable meoms assessment s
L7530 This shourd not be nexed with the cumen maemom salare on which a
serzial security contribution is paid  The currem masitoum salan an winich a social
SECuny contribution s due is approximately Lmésa] per anmum.  The Claximun:
swo-rhirds pension pavable 15 273 of the LmE3 41 per annum 1o [m&3 86 2 weeh)

Tre maximum pensenably ncome at LmO730 hes ramaingd consae sincy 541 angd
was At ioar fime linked 10 the salary pavabie 1o the Presdens of Malta The
difluzence beiwsen the messmun: salary and maximum PeMsinname income in F9EL
was relztively large at the time. in those davs it was auueg thet the maximum
pensipnable income should met be linked to the nsadmum salan on which 2 seoial
security contribution wes pavable  Such 2 provisien would make & impossthle For g
persen m reczgn of A scervice pension znd who was paving the maximum rate of
contsbution o ever become enued 10 3 madnur socl SECLETalY [wD-thirds,
pesion  Thes is mainly due 10 ihe fact that a service pension he was receiving was
deducted from the tao-thirgs of his pensionzbie income Fo wstice sake it was
decidzd 10 establish a pensionablc income w » higher icvel than the maximmum salary
sor comabution prrpeses it order 1o altow for the deduction of 2 servce Fransion
and & persan’s passible entitlement w e maximur: rate pension

The capping mainlv affects those persons in recelp: of & senvice pension, as they are

the only ones to benehit from the lovrease in the capping svstem  Aaother calegnny
that could benefit would be these pessons no: in receipt of 3 service pension bul
whe have & reduced contrilution averape  Incressing the capping would it cffeot
increase theer “reduced” twosthrds pension, as the maximum race pavable is always
2f5rds of the maximun safary on which 2 contribution s pavable.

Ira the process of change from a controlled to 3 market ECOROmy, 11 decame evident
that if nod safepuarded the national pension svstem could get out of hand as wages
in ihe private sector increased in leaps and bounds, puliing wage Jevels in the public
and parastatal sectors wilhi @i Subsequent povernments fallowed 2 protectianist
poliey by freezing the maximum pensionable income level  In essence jhis CApBpIng
] the onlv safety vabve feft in the curent svstem apains: sreatly soaring costs.



The main argument for Iifting the cap = 1hat the maxdmun: pensionable meome level
i5 nod eenivatic i this dav aod aoe 1r hag Iﬂl'l‘l'liii‘l_]rﬂl:l frozen for the dast Y9 vears and i
i5 argued that it is aboul tme that thes should chaswee

The view of the M55 and tbe government hes alwavs been 1hal a maximum pensich
shout? always reflect e mepme on whizk 2 contribution was paidl  1ncreasing the
maximum pensionablz mcome would resuh m pension inereases o pensioners who
had never really contributes rowards such high salaces and the financial pesition of
the scheme could ool permit far such ingrezees,

3.4.2. Does the proposed new 85 Scheae cater Mo (his?

The nroposed schemye 1§ ¢lomingiing preseet capping Ino fact the mgarium
safarvincome (9 be consifersd on the new svstem s eguivalenl 1o the President’s
sgtary, qurrently around Lm!7™ 000 per anoumy Thas would be apgplicable 1o both
contribwiion pavments and penson zssessments Such 2 oscheras, with the 3G-vear
pensienane income poned wid ensure that one recerves 2 Sooal Secunty persion
directs reated 1o ore's cominsutions & least over 2 30 vezr period Tt wil also
inziease revenwe heough nesased  eoniThutions and will encnuage  self
-Templ{wy-ud-n:tupied perscns ip Gezizre their true income 10 st also be said shat
the £5 pepsion wik e gugnented by o0 5 Prives® IRSUTANce pavments,

(v MCTSAELD BN ITEDTT S o ancAley pongipners bas byen nroposed  Howesver
other measures 1o imprese their seuztion have been soppesied.

3.5 Service Perasions

Claims have been rmade on e eiound of she f520 that as the Spclal Secunty Ao
stands today cermain people are hawng their service penson considered for sooig
seCUry purnoyes whitst others zre nel Some backeround o this problem s aven
hereunder.

351 Backeround

rom the 1st April 1978, for sooaad securiny purposes any senvice pEension was
considered oo ab wncommued basis for e establishmem of a social secunty
pension. As siated the entire sernvice pension {even 1hal part comouted) wis faken
inte consideration when the rate of 2/3rds due was caloulated.  As vme passed and
following pressure by pensionsrs, decisians wese 1aken ar the polincat level as to the
inlerpretation of the word servtce persion. The main lobby in the carly vears came
fromn ex-British Service Pensiongrs, The lalest interpretation of service pansion s

“. & pension or ether allowance, other than a pension or other allowance
which bas been commuted in whele. or which does not exceed Lm200 per
annum, net of increases in the amount payable of such Service Pension by way
of cost of living increases awarded afier the initial award of such SNecvice
Pension...” (Social Seeunty Act [Cap 3135} - Article 1 - definitions).



I is pertinent tu poion out that the above defininos was taitared m Octeler 1997 10
meat the cequirements of cx-Bntsh Forces emplovees i recaipt of a service
pension  Furthermore, where a person is i receins of 1wo of more senige pensions
onbv the higher or highest is considered.

The cnd result of a1l this @1k sheir megponty taday, ex-Botsk Sernvice Pensicners
are 1o loneer having the senace pension ey fecgived taken inle consideration n
lie social secumiy pension rate caleulanen Oa othe other hand other senvice
rensionces (e ex-Cnal Servanis and others) have either not henefited at all or else
only minmally

3.5.2. Should this anomaly be catered lor?

There s ne specibis arswer w0 ks The answes will abnacusly depenst o what the
courtry an aflord financiallh  Estimares made oy the §5 Depammen: have
hdicated that io accedc To The requests to ignore ssrvice pensions completsly would
resutt i a substantial rise in expeaditere on sodadl sroutite pensions - g betwesn
Lmi0 o 14 miliion in cecurcem expenditare annuadly  In 1be circumsianaoes 13 s
impossible and unreaiisiic o saush ang and a6 this Aoy

Alhoueh the Jifferem treatmem meted cul end e diseroumanoc invahed in she
lztesr revision ol the jaw s aforesmd cannot k2 condensc, i i giso unrealistic 1o
rum the clock Back. The benefits pained f2s explained in the provious paragraph; by
eR-Brifish Serviceé personngl cannid he withorzwe. AL the same time it wonakl be
folly 1o advise for simia: improvemens far other service pensicness 25 this wouid
merease substantially the pensions bill

[n the proposed S5P Scheme 11 15 beine suppssted tnat service pension mahis
acguived before the introducuon al the new svglens wil: cominee 10 be considered
{tr pension enttlements Any pension rights acquired after will nor and this s being
purposely done 3¢ as to encourage the provision of third <ier penstans  Ir the casc
of existing pensicners, the best that can be done 15 a1 lezst 1o ensure 1hat 1n the casc
afex Ciovernment empbovess, the Tull commuied part of 1henr pension be elinnnaled
irom the abatement of their 55 penzien on their reaching the age of 72 {apzmnst the
haif of the commuted par 25 at present] 1t = estimated that this will noreass cost
by approximately Lml O7 million per annum - Odwiowsly &s more pensioness armve
a1 1be 72 age group, the indreass i expenditcre could ose even when taking inlp
constderation those pensioners whio die oun of 1he systern

Oin the other hand. of ane is 1o partly resioee the inequaiiy of treatment betwsen ex-
crvil service persigners and others and therefore 1o sgnore only the commuied part
of ol service pensions, then the anrual expense will nse wo approximately Lm3.1
millien in respect of existing pensions.

bt iz considersd that iF the proposal ar (k) of parageapl 3.33 18 found acceptable; the
adjustmen in the preceding paragraph could be ntreduced as all in all the
expectations of exisiiong pensioners could be deemed 10 have been well conaidered n
ihe present crgumstances



-

With regard 1 wage indesing and the proposal made ar (b) of paragrapn 3.3.5. 10 15
relcvam to aole the anomaious sitzation as shown in the Budgel Speech for 2001
{Malese version page 00 which shows that as a result of the recent ebllegnyve
apreement concluged for zeal szevams, millipos of [in are being pad ow of public
funds in swch a way thar toere 15 2 substansial despropomion between the amounts 1o
be paid 1o 1he L2300 cligible pensioners it results thar

a) MK will benefn from increases vanaog from Len300 o L&k per annum, and
SO0 el benefi frone ingreases vanang from Len2 00 to Lo 30K per gnnum, b

b} 3000 will enlv have an ineraase varving Brom L 108w L2200 poa, whils for
24005 the increase will b wess than Lm 100 per antum. 2nd
314D wali zer no anerezse al 2ll

It wouid seem ihat a svstem which zllocates out of public funds propartionately so
meeh more o toe few and 50 much less (o 10e many, necds ddushmnem

4 Cender kssmes

Represemaiions have been made on wender issues mosocial secaries These can be
classificd ender vwo categories The {irs are claims for Wdepucal condlions and
rates of bessfic for botn seves, There is ne doubr that one cannotl bud aesee Lo Ung

1. the second calvoore are claires For women to benefit from comrbutions paid by
their husbends. [m essence the argamems w avour 58 Uns s 1has 2 wife sho3l REe
a right to half the beaetns earned b the comtribunons made ov her husband  Toe

proo Tem ine case of women when separanon proceedings are stares.

4.1.I. Backgronnd

{parnburory benofits obviouwsiy depend on she pavment of contrbutions. Married
wamen whe are housewves are exempred rom paving $ocial secanry contnbutions
unless ey are gamnfully occumed. [nothe circumsiances, and 2s 1the social susom
was until racently, It was conumor for women to pay contributions prior 10 marrane
and afierwards o contipue as housewives.  Upon retirgment therefore intheir
majority women were nat entitled o a pension 1n their ow right and werc (and still
are) whally d=pendant on their husband For a social secunty pension.

There are ne difficulies when a couple are happily marsied.  However where
fiien between the couple exists, problems arise  Ag the pension 15 pad to the
hugband on the centnbuclons he paid, the wife could not be paid direcUy any share
of her husband’s pension unless her husband gave bis consent or ibe law Courts
provided for this by semense.

In fhe chgumaances 0 case of separation, wives are al a severe disadvantage and
have tg resort to claims for social assistance as they often do not have sufbciem
eomterbutions i their own name to gualify for a contnbutory beoefit.  In many
instances ihe husband refuses to hawve the wile paid any part of his comnbutorny

1Q



pension. This means that the wite will need to take her huesband to court, spending
money and time to try to obtain legally a share of her hesband s pension.

This 15 a srtuation 1hal has legal impikcations celating to the lepal title of the
comributions that were made by the mzured Do they form part of 1he community
of acquests? Has the wife any tegal nght oo rhe comribuions pand by the husbang®
This 15 undoubted|v 4 compilzated and delicate probiem It raises izsues whick are
bevond the boef of the Cammission appainted {o: Welfare Rdfomm

Tt is hpwewver fell that o worer should find hersel m a siiuation whese she is at the
mescy of a separeting hesband afier kaving coninbured i the welfare of her Famil
equally with her husbeamnid and in the precess couid not fing it possible (o be painfully
cmploved elsewhere oulside her home 5o 25 10 be ennded to $% beneftis in her own
nglt [ 1s moe neit that her only ramedy s to 1ake Coun action which takes tiome
and the cutcome ol which would not necessarly salve her difficutny since the benefi
silil woes to her busband whi can always create difficutties in forking our part of his
s bATA Ly

1emgtanon should make 10 clear that in thye case of marriape when ooiv one parner
iz ingured, the insurance 1= for the pumese of the law 1o be deemed as being made
equallv b the twe panners suck Lhar in she case of one OF the poineis iding
separatels From the other (3 having differect homes), the §% Departmzm ar 1he
reques: of any of the perers and a8er satisfoang isell on the fzots of the czse. shall
automasically divids the baneiin egsallv between the ponners

11



Chapter 4: The Characteristics of the Froposed iteform

In chapters 2 and 3, details of the progosed reform have been given For the purposes
of simulation analvais. the mam factors that ars fselevant are the following

o F 0 Fenremrr e a

The narral retiresont aie im elofihiee T a rotnemenl paesion s 1o be inceesed s
L omemiis sversy s menths ongil & veeomues 88 for o makes and females The
cesaltirye pazterns of relnemem azes assaciated with differens ages o indroduals are
aapavn in Tabizs2e D of Cheples 2

O A ST TR PR TRr IR

Tiwe 23p On_conlfibunnms 6 o e rased gradeally emil o bezames permarenly ke
w1 and resisiable owith thye sadase ol tbe Presdem of the Repodlic, curremly o
Enl 7100 One tentk of the difference betwepn 1he cap and the President's salary ¢ to

Ton remeet in the Misr vest of the reform v ortewing the cap oene opintn of the
remsiine diftience s Lo be hkewsse removed i che segond. one weinh ol the
remizine Grifezencs inoine thed amd sooom e the czp effertnoely becomes the
Prosicent s salars Erors the weneh vear

Crarribusncg_szed under &5 e o pan T4 of thelr permanent cash salace subject o
she nowe caps 1o the PAYG sviem A fenber 2% izt be_paid food ponson fund
Tmplocvers are e matzh thess conributions, unplyieg & 1ma of 14% of the saary

acinu 1o Lthe PAYG svsten and 6% going @ tne pensios fund ThE Atte camirimation
oo e at T omally going ok ards the AN G svsters

-—

Comtrbaters 2oed 25 vears a2nd ovgs heve the eption 2o
AN 2

a  Ceontribuete oo the same basis as persons arad ander 45, or
B Pay L3 whotlv o tne PAY( svsiem. o be matched by a fusher dh%
comttibulion oy empicvers and T4 in the caxe of the Sae comributicn

Contributors apung for () wifl have a Jareer PAYG benefis han shoge apung for (a)
a5 expiained beloe, but will oot emon the rewrns rom the pension fand

5102 Rerpremenr Herccrs Boemefins

The henefit conditions of persens in receipr_of a pension benedt ar the datc_nd the r 5
reform are to remain unchanged except for pensions which are aiready at the cap e
level Thus, pensions will continue te be revised according to dovelopments in wages

until the nominal can s reacked. Once the cap is reached, however. pensions will 10

longer continue 1 be upzraded By raedns of varo-thirds of the COLA, bul By means of
three-fourths of the COLA. A furthar one-vear s average COLA during the past four




vers is 1o be eeceived every four vaars, This effectively gives pensioners earming toe
maximum: berefit 2 fubl COLA revision

For pessons guabifane for a peasion_after the reform. ke nev apphoable cap shall be
zuivalant to 1hat an conrtribudions as specified ic seztion 41 2

The enery henefit for these persens shall be, subteot to the new cap. equivale:s to nvn-_:! f'd_"“l
iurds of the averape salary of the past threr vears for persons reaching retiremem | Lo
witlin enz= sear of the reform Swo-tmnds of the averaps salane of the pesi Foar vesss N___/}
for persons seaching reuremen: 10 the vear afte: and s on unul an averzee of 1y

veans sziars iz achieved. Fastsalany levels used for the pemposes of dus computanion |

spal’ ke adiested for mnflation -

—_—

of the implementanen ol ke reform, and whe will therefoce have contribuled 10 the
pengion fund. shali be T5% af the COLA - The same shall epplv for cantributons awed I
cves 4% an the dare of the implemeniation of 1he reform who opt for the penzorn fund
For comiribuzngs Azed over 25 2t the date of the svplamentanse of te raform who dz |
not ops Sor the peesioe tund. the benedn shall be addzenally revised by means of ong. \
v s averans COLA deniey ke past four vears o be received every fows vears |

The revision ul hensfit for pensioners whe are comriuioss aged under 23 at the date |

A
.. ,.-_‘} I!
A

—

Tre forempens sozssennally 2 blesprinm whick would be orellecied across the omire
saestrem of hewulics offered under the 355,

Aparl from sbe financial aspeots congidered {further on. the pinzipad cilecs of ths
reform are

! i mainlains niacl 198 neins of currem pensoness actially omprosing She
PENSICE of these who zme cenently at the zap loves

I il subsantially Lifts the cap Tevels, thereby increasing the relevansse vl the §55%
ir the ecansnty,

m it introduses mare furness and le=ss inzeative for sbuse by Iinking new pension
bencfics more closely s comribotions paid duripg the working hie:

s it effectively protests acouircd pensien fighls under the PAYCr acainsl
iGfhatiom,

v it provides future peosiceers witk an adémonal sowze of income arising out of

the pension bund.

1 2 Siranlarion Assumptims

The financial effects of this ceferm are simulated under the following assumptions:

1 Macrosconomic performance ts assumead to be the same as that specified for
ihe haszline simulation. Tms adopts 2 conservative approach, bescause there
exists  cvilence  1kar  the  wirodection of  pensicn funds improved
macroeconomic performance in 3 number of coumes by stimulacing saving,
and Imvesionent.



n

Dernagraping Assumprions  are werained  unchanped  fram  ihe  haseline
simulaticn

abour market developments are bound 1o be alfecred by s retorm.
parbiclarly by the mersass i roement age which coul:l pmpings on the
labour supply, and henee on unemplovmuem, waps tates and shills avinlallny
In parucutar 10 i3 assumed that whie wnesleyment rates will remain
unzhansed. half of the persons who had heen expecting 1 ratise a1 4n varlicr
aue bt are nod allowed 10 duriog the serind whtle Lhe retirerem age 15 being
inereased will seek somu form ef carly relmement ingleding claiminge
dizalality

The lifing of the caps e camnbuons and kenetit affess the callesnion cace.
repiacement rate and benelin indexizg parameiens iacussed in Chapler |
aection 5 U3 lahle 1 opives the new sadues fer s paramerers ande the
sefinrn proposals. compariag them with the vames uner the boseline
amulaten Undsr the refoem propesal. she colleezon sate o centnlution
ereases sienifeantly due tothe iy of the capoon sontribations lo e loanyg
rum, it i protecied 10 achiove & 00 rete which would acelely mptTece faps and
nefficienvies o the eollection of revenue due The Tasic enbiy benefi
replacement zate 25 protecied Gooremaic wncmanped throughou the firecast
neriod bocsuse of the Jifing of the cars 1L rmous, e remnepraezed, hoewever, hat
sbs comstaml percentzge o applied o an sverige incomwe thar csoaod
propressevely nelude an mmznssing rumber ol vears in the computation
[ ndder the teform propesal he swiich ewas from wage indesanan 1o nliaer
indevarion ocewrs al o much gquickes pace, a3 the only Senefis winch sl
remain wege méexed are these recgived by vuzent pensioners who are uncer
the cap As ali benefits witl be COLA indexed. and 1he COLA is calozlated as
a percentape of the social wege, s may imply that pensions will e more
ian 100°: inflaon andesed. espezally when the social wasee woueld be
relatrceky bnuh companed o the averagye pension benetil

Table 1: Sooial Security System Etleclive Rales
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4 3 Besolrs and Comparison with Baseline Scenonn

The resalis ol the semulation of the refort proposal are poesemced i comzarani
terms 1o 1hose of the baseline scenano 1t well be shown thai whereas the coss of the
va svslems arc compatable the reform propesal shooic afiord an ipnoved standard
ai lving e the benghziacies
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Tifaix 2 presenis ine siculation for 1ne fiscal cost af Lthe reform proposal Tloe be she
ifine ol e caps. hoth conptzicwtion revenoe and expenditare shouid increass
asgnificantly. However be dellens as a percentaer of GDN, are prosected 10 be guile
close to thase extmeated for the basclioe simeiatien. albeic the refor proposal vould
codt apmewhat more 0 1he carly vezss of she retorm This 1akes place due 1o one fac
thal the bugher cose obf innial benellss and bene’™ eviern are projecied to cxcoed the
cring from increasing Ce retrgmael aoe and removing the oo oo somotutions In
lgies sents vnpendilne s pasesiec o be pmodcraied v the kshe: cuombe ol noone
verss coksidorse o the sompeiivion of ke averses for 12e tumases of the caizulation
ot emny Benefit Morcoser she svaem well dn the milia! veams b alieossd e che
rediciion an the PAYO contnbeoon vee 100 T Comrtnagien fs2eenas wall on lales
veurs be positively infiusnzed By the lifticg of 1he cap

Table 2 Simulation for Refarm Proposal
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Figure 1: Balance including State Contnbubion (% of GOP}
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Table ¥ Develppraentin Por Caplia Retirement Benefit
IUnder the Redarm Proposal
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Clne af s man tenets of the tefarm gropzsal is tai = will eifeatvely chiminiate the
caps om aercfils that resclt in a sigmficant drepon the rezative and absohie erhl1ﬂ‘5IL._
puwer of benslls in e Eassiine scenaniv Foabefmore, s intenosd 1o saeplemo:
PAY{ bensis with peesion fund benefits Table 5 detwls the average por c::|‘.~:1a
enelin shat 1 expesied e acenue 1o Senefigtaries oun ol e PANYG sesiermn
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Fioures 4 and 3 compais the developmezl in nomizal and rear por capna benefis
ansiny oui of the PAY G svstem under the haseline seesano and the refoa propasal.
[t is 10 1-,._ noted that fluctuations in this stanistic may reflest changes io the disitibunen
of “new” and “old” beneficiaries (One may thLs expect that the gro sl In average
henafil bevels would be cuitatlad in periods whes theie is a sudstantial inflew of new
beneficiaries al relatvely bow benefis levels,

Contributars aged under 43 at ihe lime when the reform s impleme erted woudd
comicibute lpwards a pension find and would therefore supplement ther PAYG
benefit with 1he procects from the finded pillar. Table 4 desails allwstrutive
replacement rafes foe 2 period of 20 years fur o swstion where 6% of the sajary s
vzansfarred to a pension fund under dificrem assumpions of financial macker Teturns
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and wears of coniriaulicns., Fur inslanze, 35 vears of contribitions invested ot a 5%
per anmui refurn veoudid reselin 20.4% of the fical sajzsy being regelved as a PLRAsinm
for a perind of 20 veers Tons would be added tn the replacement rate arising ool of
he PAYSG svstem Under ke cefore: proposal the cffcflive replacement rate of the
entry hepetit 10 tae final salary is projected devalor as shown in Table &
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Tls, the averzee teslazemen: e wodes the PAYEG svstem s prosegied 21 525 in
SO0s proecessivety decliming s 3 b ZOSE Fram 25 nmwards howeser. tiw
AN G enetis repiacemant izt ouLof the Jnal salary ot srart o e complememied
b proceeds Sromr the fanded svstemoas persons agsd unds 45 a1 tbe onwe of the
!I"I:fl!'.llfl'l'l','.!'l'."d'lilzll'l of e reform woold wtan e resioe Theses persons wolld hawe
cumrribited sav for a pened of 20 vears, and can therefors expect 12 supplzment thur
oty PAYG Teiacpoienl rare with a Rurther ¥ 1o D3%e rzplacemen rate Foar: 1the
funded pallar, By 2005 the 350 PAYE Tepacememe TS would be sapplemente:d Ty oa
funded piilar replacement sate of hapween 20 and 22%n Tins analvits snows tha
pensicn procesds womld be g susceplinle 10 Dinangial marker nosks and efiectn
[apumns on investment. winck arg in Gurn dependsnt on sugh fwross as pension tund
mamaumment cosls This notanbstanding. the PAYG svsten will contnoe e provide
fior & hasic replasement rate imiended 12 att a5 2 safely ner
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As was poinied o in the Commagson’s Repor: of 2008, the official pulslizshed Frouzes
relaling to the so-zalled Welfare Gap inclules expenses in connection wih Hzalth
recurcent expunditare {out excluges nopecondimiton: pensions and social assstance)
ire fact. the terms of refersnce of the Conmussion are concerned soleiv with serdices
avising from the Social Securiey Act Cap 318

Nevertheiess, it may be useful an discussing Statc-funded welfare o gencral Lo
usicate the effect of agding Health recument costs 1o the dishursemem of public



funds The Commission has oo xnowledes as to hew Healik services can expand in
apture and has necessariiy wa he vuided solely v i present level of expendlitore
What 15 starg hereundsr could therefore. beowrossh undeiesnimased 1F there will he
subsrantial arowth in health seroces and cosis s futare

Appendrs TP provides estmmeies of e nzrease? hwurden when Healtn secoriens
sxpenditure is neiuded under the dedTiresll scenarios that base heen discussed e Lhes
epors. mimgly unde e Easciine smelatian, she fiting of all zaps. and the now
-efurm proposal Tnoali veses, the proporion of resources tha: Rave 1o b allazared oum
af current peswanal income shoss an increase The muost sasialcable postion overall
womld remuan thid ungss $he reindm onosal
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Appendis A: Assumptions on Demography and the Labour Market
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Appendix B: The impact of Removal of Ceilings on Contributions and Fensipns
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Appendiz B Social Securily Acconnts Inciuding Expenditure an Health

Tihe fallowine tibles detail
e fall u tib t

the balances of

555 ancluding expendiure om health,
wniler thee assumpricn thes heahl evpenditure 15 te remain constan in real terms nto
the Matuie.
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