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Trade Union Values and a Murky Debate

It may seem too obvious to be worth stating, badieérunion views are likely to take as their
point of departure, the view that a national pemsgstem should be judged primarily on its
ability to deliver adequate retirement incomes ® raany people as possible. Income
adequacy, in turn, will typically be judged in twbmensions: are incomes above some
nationally recognized measure of poverty or lowome; and, do they permit continuity in

living standards both through the transition fromrkvto retirement, and throughout the
retirement period.

Maintaining the continuity of living standards ovbe entire period of retirement, rather than
just at the moment of retirement, becomes incrghsimportant as life expectancy increases
and, with it, the duration of the period of retiremb. Conceptually, it is important to consider
whether one is trying to maintain the purchasinggoor real value of a pension, or whether
one is trying to maintain the relationship betwgemsions in pay and the living standards
that are generally enjoyed in a society. The forotgective is typically met through price
indexing, and the latter through wage indexing.

Trade unionists have also shown a concern for nggk@nsion income predictable. Given the
inherent uncertainties about future events thatrelevant to providing a pension, this is an
objective that can only be met if economic and dgmraphic risks are pooled to some extent.
Thus, trade unions have shown a widespread - thaoghiniversal — bias in favour of DB
plans and publicly administered plans. Also, witiis seldom stated explicitly, there is also a
tendency to want to protect established patterngubfic pension provision, if only so that
people can assess what needs to be done throughdirad or workplace initiatives to
achieve retirement income goals. Continual restrimg of pension arrangements is
inherently problematit.

While all of this may seem obvious, it is strikingw little attention is given to these issues in
official pension reform discourse. The policy refomprescription offered by the OECD
focuses overwhelmingly on increasing the supplgldér workers on the labour market and,
to a lesser degree, on protecting public budgetafgnces in the face of an increase in the
demand for public spending that will be broughtlyna growing share of the population
being eligible for age related pensions. The Wa&dohk reforms have also been designed to
address the budget balance issue — an issue \gpleaeto which the Bank has a particular
self-interest — and the prospect that fully fungeshsion arrangements will encourage the
emergence of innovative financial institutions aimdtruments, which will facilitate the
process of economic growth. (Holzmann and Hinz 5200

One can debate the merits of these objectivestigupoint that should not be missed is that
these objectives have little to do with why pengitams exist in the first place. To the extent
that the issue of income adequacy gets dealt widltl,at is often dealt with as a problem that
has been solved for all time in the OECD area,raag only be relevant for particular parts of
the older population (e.g. widows and immigranfSge: OECD, 2001).

It is true that the income situation of the eldenhproved substantially in the latter part of the
20" century in the OECD area. That has given risewddespread complacency on the issue
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of income adequacy that is not warranted. In mases the data that has been relied on to
generalize about pension and retirement issuestigppropriatd. Moreover, in countries
where there is a heavy reliance on pre-funded paessthe growth in retirement incomes in
the latter part of the 20century was fuelled by a particular set of ecoroaoiicumstances
that included: high returns on financial assete; ioflation; and, low wage growth. The role
played by economic circumstance in improving thed ead relative incomes of the elderly, as
opposed to the strength of the pension systemelgom acknowledged, The same set of
pension arrangements will not produce the same om#és in alternative economic
circumstances.

Not only does the object of the pension exerciselg& in much official discourse on
pensions, but key terms in the debate are left nnohscure state, and fundamental
considerations are ignored.

Frequently, the debate about the future of pubkogmon programs is cast in terms of
sustainability. But, the standard used to decidatwhsustainable and what is not sustainable
is seldom (if ever) made clear. Sometimes it islioitpthat if tax increases are required by
current arrangements, then they are unsustainéb&arlier generations had adopted this
standard, most of what is presently in place wa@dinsustainable well before now.

But what may be most startling about the sustalitat@rgument is that it seems never to

apply to private arrangements. Thus proposals aeeno cut public program benefits in the
name of sustainability, and the hope is offered phate programs will replace them. But, if

the private programs provide comparable benefiess tomparable number of people (and get
their administrative costs down to public sectorels), then ‘the burden on society’ is no

different than if the public arrangements were ilefplace.

Finally, much of the debate about pension refornprissented as if reform proposals are
technically necessary. Yet the decisions that idd&ls and societies make about how
employment and non-employment will be structuredrathe life course, and how income

will flow over the life course, have substantiatraents of pure preference in them, and so
they should. For societies, there is a purely jpalitelement to these decisions and this is
regularly ignored in much of the discourse. The omgnce of public preferences and

particularly the preferences of working people,largely ignored in the policy discourSe.

Demogr aphic Change

Much of the dialogue on pension reform is casemms of what is required by demographic
change, and population ageing in particular. Thetrfrequently cited indicator of population
ageing is the growing portion of the population mgeme specified age that is a rough
equivalent of retirement age — usually, age 60%f Bhis phenomenon is often discussed in
terms of the ageing of the post World War Il ‘bddmom’.

There is a strong and undeniable element of traththie point of departure for the

demographically based discussion. Based on UN ptipal projections, the portion of the
world’s population over age 65 will increase frorfl 6o in 2000, to 16.1 % in 2030.
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Europe and Northern America (Canada and the US}) etd and end up as the oldest
societies. But, other regions of the world are getgd to get older at a faster pace, such as
high and middle income East Asia (China, Japange&@nd Taiwan) while South and West
Asia, is ageing much more slowly.

It is worth noting too that while there is a popuilaterest in the role of the baby boom in
causing this development, it is largely irrelevdtiiough it serves the politically useful
purpose of creating an enemy). Most countries efviiorld did not experience a baby boom
of any significance. The shift to older age struesuis likely to last as far as one can see into
the future. It is fuelled by increased life expectaat older ages, and by lower fertility. These
trends are global and are evident in all continents

It is important to make note of developments regadertility. Some OECD countries have

fertility rates as low as 1.2 (e.qg. Italy, Kore@a#h). The clear consequence of a fertility rate
below 2.1 is that the population will decline (wdethere is a net inflow of immigrants).

Worldwide fertility rates are declining toward 2ahd population growth across the globe is
expected to decelerate. Europe faces the progpeabsolute population decline over the
coming half century.

Many stories of economic catastrophe are told atdbhase demographic trends. Much of the
OECDs policy story on ageing society revolves atbthe fear that population ageing and
decelerating population growth will lead to slovemonomic growth, budgetary deficits and
unsupportable public pension expenditures. Aggmagathese demographic trends is a
tendency to ever-earlier retirement. Thus, the OBE@P promoted among other things, later
age of eligibility for public pension benefits, neopre-funding of pensions and more private
pension provision. (See: OECD, 1998).

It is undeniably true that if the relative inconasthe older population are maintained and
their relative numbers increase in line with pogiola projections, they will claim a larger
share of national income. It is also likely thadgh forces will push up public expenditures on
pensions, health care and other services for wiiehelderly are a disproportionately large
clientele. However, in terms of its impact on therking age population, the increased
transfers to the elderly will be offset in subsiaintneasure by a decrease in public and private
transfers to the young.

It is also important to note that while the incosmares going to the elderly may be increasing
in the years ahead (along with public budgets)sahwill likely be larger shares of larger

incomes. What will happen to the earnings of thekimg age population net of pension

contributions will depend on future productivitycneases (provided that the benefits of the
latter are distributed equitably). In most courdri@roductivity increases in the realm of

between 1.0 % and 1.5 % per annum will keep geingraicreases in earnings net of pension
contributions. These are modest but not triviaelsvof improvement by historic standards

and if demographic trends give rise to labour €lge$ as is commonly worried, then

productivity improvements should be induced.

Much of the concern that has been expressed aleowbgtaphic changes is interwoven with

concerns about ever-earlier retirement. Moreovealyéic work done on the incentives to
retirement in public pension plans has led to avimbion that the age of eligibility for public
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pensions needs to be incredSedt is worth noting in context that the trend tarleer
retirement has been over for as much as a decadmnre OECD countries, and that
employment rates are increasing for 55 to 64 yé&ts. dn a number of high income countries
people currently approaching retirement age hawkednaater educational opportunities than
earlier age cohorts. They have entered the labwgefat later ages, and smaller portions of
them have worked in jobs where they have been expts heavy physical demands that
break down the body. Thus, while it is importantésist the dogmatism that more work in
late life is ‘a necessity’, it may not be safe ss@me that earlier exit from employment will
always be wantét.

Balance Between Publicly and Privately Administered Pensions

The respective role of publicly and privately adisi@red pension arrangements varies widely
in the OECD area. Public and mandatory private ipessare estimated to replace more than
70 % of the pre-retirement earnings of men with imeearnings in Austria, Finland, Greece,
Hungary’, Italy, Luxembourg, Spain and Turkey. On the othand, they are estimated to
replace 40 % or less in: Australia, Ireland, Mexidlew Zealand, UK and US. Generally
speaking public programs replace higher percentafesw earning than high earnings
thanks to caps on earnings replacement in earnmlgsed programs and the presence of
universal flat rate programs and/or programs tadyemn the low income elderly. (OECD,
2005).

The right balance between public and private ararents is bound to be a political issue. On
the one hand, the financial sector will always témdook at publicly administered pensions
as a market opportunity lost. On the other haratletirunions and many social policy groups
will have opening biases in favour of a strong folepublicly administered programs.

There are many good reasons for the bias in fasbpublicly administered programs. They

have the greatest possible risk pooling potentlativis vital to operating DB programs and

making retirement incomes predictable. They do neojuire pre-funding for purposes of

insuring benefit promises as is typically requiredprivately administered arrangements.
They can achieve administrative economies of saatk if they are funded to some degree,
they can capture efficiencies in the investmentiaas well. In addition, compared to an
alternative of ‘voluntary’ workplace pensions, thiegve the advantage of solving chronic
problems of limited coverage, portability and liedtprotection against inflation. With regard

to coverage, generally public plans are more resgerto changes in the structure of labour
market and the increasing casualisation of employr(iee. replacement of a single lifelong

job with a succession of short term jobs interspergith unemployment).

Despite these clear advantages of publicly adn@rast programs, there are both theoretical
and practical reasons why a trade union movemeghtnghoose not to propose a pension
system that is entirely publicly administered. Qimeitation is that publicly administered
programs are subject to political risk. If a paliti system is prone to major swings in the
outlook of those in power, it may not be approgrigt encourage people to rely too heavily
on a major public pension program. It may be pdedib develop decision-making structures
that involve social partners that might mitigatis ttisk'.

5/15



There is also an important question whether rew@mincome needs are sufficiently
homogenous to allow them all to be substantially tmeugh one or more public programs.

To this point, publicly administered pensions haween referred to as if they are an
homogenous entity. Yet there are at least threergetypes that are commonly found:

First: there are means or income tested prograatsate commonly tax financed and operate
on a pay-go basis. They are typically provided ltaohthe elderly who meet requirements
based on a combination of: age; period of residenaiizenship; and, economic resources at
their disposal.

Second: there are universal flat rate programs #hatalso commonly tax financed and
operate on a pay-go basis. They are typically pevito all of the elderly who meet
requirements based on a combination of age anddgefiresidence or citizenship.

Third: there are compulsory earnings related progrthat are typically financed by employer
(and employee) contributions on a pay-go basiseBisnare usually based on some measure
of pre-retirement earnings and years of contrimgito the plan. These plans may include
minimum benefit provisions and benefits in pay ¢glly receive some form of regular
adjustment to reflect price or wage movements. dlae some examples of plans of this
generic sort having significant reserve funds thdl use investment income to cover a
portion of expenditures, and examples can als@bed of some tax financing to supplement
employer (and employee) contributions for thesagla

The first two types focus on age versus retirenasnthe basis for payments, and they focus
more on minimum income protection than on earnirrgplacement. They tend to play a
relatively more prominent role in liberal societiesher than the US, than they do elsewhere
in the OECD. They are also found in Nordic courstreénere, except for Denmark, they exist
side by side with substantial publicly administersinings related plans. However, it is
worth adding that flat rate benefit plans also dbaote to earnings replacement and do so in a
redistributive manner.

The third type of plan is designed specifically teplace pre-retirement earnings. In
continental Europe plans of this sort often forgubstantial part of the entire pension system.
This type of plan has substantial advantages owest ralternatives as a way to provide
retirement income to people retiring from long pds of formal employmerit.For others,
they function less effectively. They may or may matiude significant internal redistribution
and the self-employed may or may not participatdthém. Because plans of this sort that are
financed by earnings related contributions they dave a substantial wedge between take
home pay and total labour costs, they can inducavaidance, particularly on the part of low
wage workers and/or their employers. They are @goerable in periods of severe economic
distress when their revenue base may contractewiindir beneficiary base does not.

DB versus DC

Most, but not all trade union movements have shawreference for DB pensions versus DC
pensions, and this widespread preference reflaetgreater certainty of the benefits that will
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be provided on retirement by DB plans. The genabsence of risk pooling in DC plans
means that individuals bear virtually of the rigkdailed in the lack of certainty about: future
wages and salaries; rates of return on investmembgl working life; annuity prices at the
date of retirement; and so on. Where patrticipatioa DC plan leads to the purchase of an
annuity, there is pooling of longevity risk whichtaken on by the vendor of the annuity. But,
where participation leads to a ‘phased withdrawébssets, the longevity risk is also born by
the individual plan participant and there is a ad®athat retirement assets will be exhausted
while the plan member is still alive.

In addition to the general risks to which DC playnge rise, there may be subtle (or not so
subtle) differential impacts by gender. In the aoseof direct subsidization of years spent
bearing and raising children, it is likely that wemwhose working lives are interrupted by
these events will end up with lower benefits thihairt male counterparts. It is ‘easier’ to
address this type of situation through cross-sudetidn within a DB plan than it is within a

DC planri”.

Several other aspects of DC arrangements are wotihg.

In most earnings related DB plans, benefits arectly proportionate to years of participation
in the plan. All other things being equal, thirtgays of service will provide 1.5 times the
benefit that will be provided based on twenty yea#rservice. But, because DC benefits rely
on compounding interest during the accumulatiorsphlenefits tend to grow exponentially
over time. Thus, years of participation early ire@nworking life have a disproportionate

value. All other things being equal, thirty yeafsparticipation will be worth more than 1.5

times twenty years of participatioh.

Also, while it might be theoretically possible thgse in DC benefits quickly, in practice this
is not done. Thus, these plans take a significamiog of time to mature and to deliver
benefits. DB plans, whether they are pay-go orfpneled, are capable of delivering newly
established benefits more quickly.

The risks of DC are much smaller in cases wherecD@xists with other second and third

pillar plans as in Sweden or Italy. DC risks argoamitigated in cases where the downside
risks on investment returns during the accumulagibase are limited by investment return

guarantees. Examples of these are provided by naydBC schemes in Denmark and

Switzerland. In both cases governments provideagiees of minimum rates of return.

The DB and DC worlds have been quite distinct wetilent reforms in Sweden, Italy, Poland
and Latvia implemented ‘notional DC’ plans that ¢one elements traditionally regarded as
belonging to the two distinct types of pldiThe fact that a notional account is built up dgrin
working life and run down in retirement is akingadC plan. But, the fact that the account is
credited with returns based on movements in averages is a difference that is significant.
The degree of volatility will be much lower thananconventional DC plan, and the notional
accounts should maintain a closer relationship tvements in the standard of living of
working peopl&’. But, in other respects the notional DC schemesvary similar to DB
schemes with a career average adjusted benefitufaynrand actuarial adjustments for
retirement ages other than the normal retiremeat &je pay-go nature of the notional DC
plans is also similar to second pillar DB plans.
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The support for DB plans by most trade union movemeeflects a conviction that key
sources of retirement income should be predictdbig, however, worth reflecting on certain
aspects of DB arrangements. In particular, it ipantant to think about how post retirement
adjustments affect living standards over the reteet period. Many pension plans have
recently shifted from wage based adjustments toegsased adjustments. These are capable
of protecting the real income of retirees, butinobme relative to prevailing living standards.
With retirement periods commonly reaching 15 yaarsigh income countries, 1.5 % annual
real income growth will cause the relative incornésetirees to decline by roughly 20% over

a retired life of 15 yeaf$.

Generally speaking, DB benefit formulae will prozidenefits linked to the work history of
the individual while the post-retirement adjustnserdre linked to general economic
developments (wage or price movements). Under nloeec@nomic circumstances, pensions
that are based on individual work histories and adgisted appropriately can establish
appropriate relative incomes and income shareghi@relderly. But all that can really be
guaranteed to the elderly is a ‘fair income shamd one can imagine economic
circumstances under which it would be very difftaol honour widespread promises based on
individual work histories (e.g. a period of genezabnomic collapse, or period of prolonged
deflation where downward adjustments to nominakfiessywas not allowed).

Pre-funding ver sus Pay-Go

In the context of recent pension debates, the issu@re-funding has taken on new
significance as pre-funding has come to be equatedoth policy discourse and actual
pension reforms with a move to privately administemdividual accounts. Yet, there is no
reason in principle why the objective of a highegike of funding could not be achieved by
increasing the size of reserve funds under secdlzat PB plans. There are, in fact, a few
instances of very large reserve funds being assaciwgith second pillar DB plans

From the point of view of achieving improvementdbinefits, there are some aspects of pre-
funding versus pay-go that are worth considering.

It is likely easier to phase-in benefits quicklyden pay-go DB plans and pre-funded DB

plans, than under DC plans. Moreover, while fulypnded DB plans can achieve this

objective, they require very high levels of contitibn in the early years if any element of

past service is recognized under the plan and fign@irgets are linked to the plans liabilities

in whole or in part. The relative ease of phasmbenefits quickly under pay-go plans is one
of its virtues. But, this strength of pay-go is @tpanied by the common need to increase
pay-go contributions with no increase in benefgdaager portions of the elderly population

become eligible for the new benefits

Levels of contributions required by the two fundimgthods may differ even after the plans
reach their maturity (i.e. after some age cohoagehspent their entire working and retired
lives participating in the plans). Generally, ifgaggate wage growth exceeds rates of return
on financial assets, pay-go contributions will logvér. Conversely, if returns on financial
assets are higher, pre-funding will lower contribatrates. If labour force and employment
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trends follow the population trends noted abovegregate wages will be at or below levels of
individual wage growth. Rates of return on finah@asets might be expected to exceed
aggregate wage growth on average over the long tartrmuch more caution on this point is

required than is found in much of the commentappsuting pre-funding.

Caution is required first of all because there Wwél feedback from demographic change into
the operation of pre-funded systems. It has beeogrezed for some years that in so far as
personal savings are targeted on the provisioretafement income, the ageing of society
implies a growing number of sellers versus buydrBnancial assets. Moreover, it is more
common to try to match retired life liabilities pre-funded schemes with bonds than with
stocks, and the ageing of society implies a retagirowth in retired life liabilities (i.e. a shift
in asset allocation from stocks to bonds). As altesocietal ageing will likely decrease the
extent to which pension funds try to capture theitggisk premium. Finally, if labour and
capital shares of national income remain fairlystant, and demographic change induces a
slowdown in aggregate wage growth, then the capitaime that can be tapped through pre-
funding will also be affected. In short, even iegunded contributions are lower, they will
not be on a dramatically different trajectory thmay-go contribution¥" .

It is important to note two additional things abaunove to greater funding.

If increased funding lowers required contributioitsgjoes so by supplementing contribution
income with investment income. Investment incomees generally from the capital income
stream in the economy which is much narrower andcerwolatile than labour income. Thus,
if increased funding is associated with very pred® funding targets, the targets are likely
to be exceeded or missed on a regular basis. &alyrcan translate into volatility in pension
contributions which may be more troublesome thahdx but more stable contributions in a
pay-go regime. For DC plans, the volatility of istment income translates directly into
retirement income volatilit.

Much of the argument in favour of increased fundiegrs little relation to the adequacy of
the retirement benefits that will be provided otthie best way of providing them. It focuses
largely on the economic consequences of diffenemdiihg systems.

In the mid 1970s, it was argued that the pay-goreadf the US social security system had
reduced savings, investment and economic growtthenUS by a significant amount. The
analysis and debate on this issue has carried @msawe with very mixed results. As a result,
while one still hears echoes of this original debdit enjoys a less prominent place in the
arguments in favour of pre-funding than it once. didaddition, it is now recognized that in
extreme cases of societal ageing, pre-funded sgsteay have a negative impact on savings
as benefit payments come to exceed contributiodsrarestment inconié

Finally it is worth questioning how important ittie establish intergenerational equity within
a pension system. Many of the early beneficiarfaset intergenerational transfers in second
pillar DB plans are the currently elderly and tihdeey of the recent past. In many societies it
is accepted that these generations endured a desdtand left an important, positive
economic and social legacy. The fact that theyoarthe receiving end of an intergenerational
transfer through the pension system is an accepigod pro quo. Much of the argument
about intergenerational fairness seems to be galligi motivated to discredit pay-go public
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plans. The issue of intergenerational fairness iseaous one. But, while much of the
commentary on the issue focuses on financial isdilesmost important issues have non-
financial definitions. It is important that eachngeation of young people inherit from their
predecessors: a capital stock of sufficient siz# gqumality to permit full employment at high

incomes; an environment that is useful for bothdpmtion and consumption; the skills and
knowledge required for production, civic respon#ipiand personal enjoyment; and, social
peace.

Governancein Public and Private Pensions

A great deal of good can come from the successfydlamentation of a well designed
publicly administered pension plan. But, even alwikdsigned plan can be seriously
undermined if it is badly managed. Bad managemant arise in many areas of a plan’s
operations.

Public programs require regular actuarial analyhis results of which should be in the public
domain. Estimates of future retirement incomes khalso be prepared on a regular basis,
but seldom are. Plan administration should be op@msparent, competent, efficient and
easily accessible to plan members. There shouéthkEasily understood and timely procedure
for appealing administrative decisions. Given tlaure of the issues that revolve around
public pension arrangements (e.g. adequacy oereéint income, age of retirement, required
contributions, and so on), public pensions areraa that invites very active involvement of

labour market partners in plan oversight and mamage. Moreover, this may be one of the
ways in which broader public confidence in a p&built.

With respect to privately administered pensionge ECD Working Party on Private
Pensions has addressed a number of key governasaoesiin its Core Principles of
Occupational Regulatidti and in its Guidelines on Pension Fund Asset Mamagé™".

These initiatives mark important progress in indégional understanding of what is required to
permit privately administered pensions to functedfectively. But, a number of problems

remain unresolved.

A great deal of attention has been given to issfigsan governance in recent years. Much of
this has focused on the need for increased experéquired to manage pension fund
investments as prescriptive regulation has giveytea ‘prudent person’ approach, access to
international financial markets has opened up,atatge number of new synthetic derivative
products has emerged. Concern with this focus heddle unfortunate side-effect of leading
to support for expert Boards of Trustees as oppdsedBoards that include member
representatives. It has also resulted in the obsgof other important governance issues.

It is important to accept that the investment fiorchas become more complex and that trade
union representatives who participate in governaotes need appropriate training to deal
with the new investment environment. But the goweoe of private pensions is an area
where agency and conflict of interest problems aldoltEmployers who sponsor private
pensions often consider them tools for implementingnan resource policy. But, where their
role as employer ends, and their fiduciary dutpla;m members begins, is often unclear. This
is especially worrisome where there is no plan mambvolvement in plan governance.
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The duties of professional service providers arelaar too. They are commonly contacted
and act on contracts to a sponsoring employerhawe public interest functions to perform
within the framework of regulatory law. The potahtior conflict of interest is clear. In the

case of actuarial work, some countries addressgbige by requiring an auditing actuary who
is a different person or company from a plan agtu@thers do not.

In addition, pension plan governance often suffes a tendency to treat financing policy,
investment policy and benefits policy as separpteres each dominated by its own expert
advisor. The implications of the decisions takeroime sphere on the others are not always
sufficiently clear to plan governdf8. Financing, investment and benefits policy shdugd
treated as an integrated relationship so that rhumflaences are clearly understood, and
unhappy surprises are minimized. Unfortunately, phevailing concern with investment
expertise has left many of these issues unexamined.

It is worth reflecting too on the relationship betm plan member involvement in plan
governance and what is required of the regulategyme. Some jurisdictions that have not
wanted to require plan member involvement in plawvegnance have very prescriptive
regimes to protect plan member rights. One wonddrsther plan member involvement in
governance might obviate the need to be quite sscpptive.

Conclusions

The past decade has been a difficult period foryntieade union movements as far as pension
policy is concerned. Pension reforms have beereimmgnted that do not reflect trade union
priorities. In many cases, unions have mountedtanbal opposition to them. Moreover the
debate on pension reform has been frustratingadt dften focused on issues that are not
germane to either the purpose of pension planshecentral concerns of trade unions. In
addition, arguments in favour of recent reforms enaften relied too on unreasonably
pessimistic predictions about the demographic &utund its consequences.

In considering a trade union response to the cusi&mation, it is important to acknowledge
the reality of a wide variation in national circuiaasce in all of the economic, political and
demographic spheres. These national differencds(avitl should) have an impact on what
trade unions recommend with respect to pensiornsrsgs and to the likely outcome of future
reform processes.

Despite national differences, there is likely to d@nmon ground among trade union
movements on a few basic points:

Pension and retirement income systems should lgegudrimarily, if not exclusively,
on their ability to deliver adequate retirement omes, without imposing an
inequitable burden on the working age population;

Adequate retirement incomes should allow peopleetioe from extended periods of

formal employment without a significant loss initig standards, and provide all older
people with incomes above nationally recognizedilos@ome measures;
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Pension systems should have core programs thaidpsobenefits that are reasonably
predictable;

Publicly administered pension plans have a positdle to play in any pension
system;

Pay-go financing of public programs has many dbkrdeatures and should be
strengthened and not be readily abandoned; and,

Representatives of worker, plan members should playimportant role in the
governance of second and third pillar programs.

Moving forward on pension issues creates some itapbchallenges for trade unions. It will
be difficult to stem the tide on undesirable pensieforms unless trade unions succeed in
bringing the focus of pension discourse back tome adequacy. This is an issue that needs
to be addressed in terms of the well being of #tieed population overall. It also needs to be
addressed with particular populations in mind, bigtavomen and immigrants.

Trade unions also need to do general pension adocatork with all levels of their
membership. Trade union leaders need to be knoeddidg and confident advocates of
progressive change. More specialized training gaiired for those who take on governance
roles. Not all of this training has to be providedhin the trade union movement. But the
trade union movement does have a responsibilibetsure that the training is available.

It is important too, to encourage a life coursespective on pension and retirement issues.
These issues often get dealt with as if they alg elevant to the current elderly whose
interests are sometimes pitted against those oémily younger age groups. But, one reality
of the youth population at any point in time isttti@ey will be older population at a later
point in time. It is important to encourage amongay’s youth a sense of interest and
concern for how they will be provided with incomedecared for in old age.

Finally, it is important for trade union represdmnas to engage in dialogue on pension issues
with employers and government representatives, edlsag policy specialists. But, there are
likely very few political contexts where a tradeiam movement on its own will be able to
establish the political support required to implemea progressive pension agenda. Trade
union movements need to identify and engage ottuerpg in society that are likely to share a
common perspective on pensions issues.
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" A discussion of indexing options and their relasibip to economic and demographic variables islaaiin
Musgrave, 1980.

" Some of the political science literature on pemsieform refers to phenomenon of ‘path dependendych
suggests that the outcome of reform processeswilieavily shaped by the institutional arrangemanfdace
at the beginning of the process. (See, for exanRikrson, 1997). The point made in the text satpythat
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‘path dependency’ is not just an observed facis & virtue. It also calls into question some toé forceful
demands for a complete paradigm shift in pensioripion as provided by, for example, Holzmann , Keltar
and Rutkowski, 2003).

" Generalizations about the strength of the pensiomk retirement income systems are commonly based o
income data derived from all income sources ofviiddials and/or households 65 and over. Desp#ddtv
labour force participation of this age group, gsising amount of the total income of this age grstill derives
from wages and salaries in many OECD countriesstudly of the incomes of older households basedata d
from the end of the 1980s and early 1990s found ithanine of fourteen European and North American
countries, earnings from employment accounted @f4dlor more of household income. (See: Hausser7)199
If one wants to generalize about pensions anderaént income, one should focus on the incomeseofttly
retired (i.e. people with no employment income).

Y There is no purely technical answer to the questibether everyone should work longer (assumingter
moment that this is an achievable option) in oreraise aggregate and per capita GDP, or whetbeple
should be employed for a shorter time and enjoygdorperiods of non-employment. An element in some
economics writing on pensions that is quite dishghis a tendency to dismiss expressions of graeps/ on
pensions as the views of entrenched groups. Tikemkvays the connotation that groups should nohdeerd
from. But of course, economists should be hearthf+ some much more than others. (See for exadpiees
and Brooks in World Bank, 2001).

Y1t will not be discussed, but it should be notkdttthe active labour force will also be increasimgge, and
this also has some important implications.

" All of the UN population estimates cited in thisper are mid-range projections.

"' The ‘discovery’ that public pensions induce retiemt is a bit like discovering that they do whasythare
supposed to do

Y Moreover, if labour force entry ages and life gms generally become more heterogeneous in terms of
periods spent in and out of paid employment, the tioat chronological age should play in definingess to
pension benefits is worthy of debate. In some adesityoung workers have delayed key passageseitiféh
course (e.g. age of leaving the parental home,cdgearrying and having children, age at which tlyey a
‘career job”) and these delays will have substhmtifects on their future life course, including evhthey are
likely to retire. (See: Beaujot, 2004).

" In this account, all mandatory programs includimgndatory DC are treated as public. The Hungaaizh
Mexican regimes now include significant mandatofy & mponents.

¥ Sometimes, concern about political risk is enibledld by concerns about corruption and/or inconmoetef
the politicians and public officials who are respibate for overseeing public pensions. On the olizard, private
arrangements also require substantial regulatiah tar support, and if public officials are too agt or
incompetent to manage a public program, they prgbabnnot be counted on to regulate a private one
effectively.

¥ An important conceptual issue in the design ohiegs related public pensions is the decision ashat is a
normal duration of working life. This decisiondfen only implicit. The way it relates to partiauportions of
the population is always important (e.g. women, igrants, people engaged in high risk occupations).

*!'In addition, there is some evidence in the US wanhen are more cautious investors than men and asay
result, end up with lower DC accumulations. (Tur2€01)

¥ Comments in this paragraph ignore changes irs mteeturn financial assets through time. To mtie
outcome of participation in a DC plan predictaliieés not sufficient to anticipate the average rateeturn on
investments over working life. One actually hasiticipate correctly, rates of return at differsteges of life.
(See: Thompson, 1998). The re-investment riskoofverting an accumulation of assets into a lifetincome
cannot be underestimated. (Walker, 2006)

XV Earnings related contributions are made to thémespand a notional account is created for eackhribator.
The accounts are credited with a return based owtfrin average wages and salaries. A significagiree of
flexibility is offered in terms of when the accouc#n be converted to a stream of income, and whén i
converted the amount of the benefit payment isdasethe age of the individual at the time of casien and
the life expectancy of the age cohort of which pleeson is a member. Life expectancies are establish a
gender neutral basis. These plans operate on ggphgsis.

* The direct linkage of benefit payments to life esfancy of one’s age cohort is novel, and more like
traditional DC than DB. The annuities purchasednfr®C accounts reflect changes in life expectancy in
amounts of benefits paid as in notional DC accquwtsle DB plans have fixed retirement ages andodbs
changes in life expectancy through changes in itritons..
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I Moreover, some third pillar DB plans provide post-retirement adjustments which means thereiig v

little that is clearly defined in the DB plan othtean the replacement rate at the moment of reinémBecause
of their longer life expectancy, the issue of petirement adjustments is a little more acute fomen than for
men.

I The relative ease of phasing-in pay-go benefitsaris important element in what leads conservative
commentators to suggest that pay-go DB plans ameepto make ‘unsustainable’ benefit promises. Siones
this concern about pay-go DB plans is expressedelsgribing them as Ponzi schemes. This caricéugres
the similarity of pay-go and pre-funded schemea imature state, and the reality that most Ponzrek rely
on geometric growth in the participating population

™I Given what was illustrated above with respect émndgraphic change, it may be possible to fend radf t
implications of demographic change in some of tldemnsocieties by investing in younger, faster graw
economies. Some smaller high income and older Begiseem to be practicing this approach with some
success. But the full retirement income claimshim ¢lder high income world are likely too greabm satisfied
by the investment opportunities available in tharyger countries.

*In a closed economic context, pre-funding is rfeediént than pay-go in terms of the share of naidgmcome
that will be paid out by a pension scheme. The arhpaid out is determined entirely on the benédie of the
program or more specifically by the ratio of thengiener population to the non-pensioners, and dtie of
average pension income to average non-pension gcdithat changes with pre-funding is the incomeastrs
that are tapped to pay for the pensions. But, énexn, one could conceive of a pay-go tax baseiticaided
non-wage income. Indeed, most first pillar prograeig on the general tax base of governments asixs of
financing.

™ Thus, in recent years, the World Bank has shiftedemphasis in its arguments in favour of pre-fngdo the
likelihood that pre-funding will encourage innoatiin financial institutions and instruments anis thn turn,
will facilitate economic growth. (Holzmann and Hjr2005).

* The Recommendation includes six core principleshing upon: 1. effective regulation, 2. establishinof
pension plans, funds, and managing companiesaldliies, funding rules, winding up, and insurandeasset
management, 5. rights of members and beneficiaridsadequacy of benefits, and 6. supervisory bodies

*! 2006 OECD Guidelines on Pension Fund Asset Managen2005 OECD Guidelines for Pension Fund
Governance and 2004 OECD Guidelines for the Priotecdf Rights of Members and Beneficiaries in
Occupational Pension Plans. Draft Guidelines on din and Benefit Security are currently under
consideration.

M For example, the plan actuary may choose a discrata that implicitly assumes the capturing of a
substantial risk premium. Yet, no direct connectinay be made between the work of the actuary, wa® h
clearly made a statement about investment poling,the fund manager.
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