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The Pension Reform

By 1991 pension reform had become a top priority and a
parliamentary group was appointed

e Group quickly reached broad agreement on the problems with the
old system. Pension reform went on for most of the 1990’'s

e 1992 Outline of the reform
e 1994 Reform proposal passed “in principle”
e 1998 Parliament passed new pension legislation
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A human success story was the principal reason for new
pension system

Number of deceased persons each year 1751-2011
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Source: Human Mortality Database. University of California, Berkeley (USA), and Max Planck Institute for Demographic Research (Germany), SCB.
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... and the success is expected to continue...

Number of deceased persons each year 1751-2110
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Kélla: SCB.
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Reform Objectives

Financial stability

— Previous system sensitive to economic and demographic change

Transparency

Maximize intergenerational fairness

— Previous system had weak connection between contributions and benefits

Basic income security

Political unanimity (almost)
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The Swedish Pension System
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Possible Private Saving

.....................................

Occupational Plans

State Earnings-Related
Pension

Inkomstpension Premium Pension
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The Swedish Retirement Income System

Abolished from 2016
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Pension Flows and Stocks in % of total Swedish

wage Sum*

Public (0-pillar)

Public earnings-related (1 pillar)
Occupational (2 pillar)

Private (3 pillar)

Total

*In 2014 wage sum was 1 563 billions SEK

Premiums

17
10

28

Funded
assets

0
128
142

30
300

Pensions
paid

17

25

11
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Relative Importance of Pillars in Swedish

Pension Provision, % of Total

Funded
Premiums assets
Public (0-pillar) 0
Public earnings-related (1 pillar) 62
Occupational (2 pillar) 34
Private (3 pillar) 4

Total 100

Pensions
paid

0
40
49
11

100

66
23

100

12
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State Earnings-Related

Compulsory system

Contribution = 18.5 %

16 % to Inkomstpension

Lifetime earnings
Changes when life expectancy changes
Indexed by average wages

Automatic Balancing Mechanism

2.5 % to Premium Pension

800 funds to choose from

A\

One default fund

Pension

e QOccupational schemes for 90 % of

employees

e Contribution = approx. 4.5 %

13




SWEDISH

Pension Credits Based on:

e Pensionable earnings
— wages

— social insurance benefits (a form of tax-financed “solidarity” [through

social insurance])

— Ceiling for state earnings-related pension is approximately 130 % of

an average "full production worker” salary

 Pensionable amounts (tax-financed “solidarity”)
— children under 4 years
— disability pension

— higher studies



SWEDISH

Retirement

From the age of 61

 Inkomstpension, premium pension or both

e 25%, 50%, 75% or 100% of benefit

e Guarantee pension from 65

e “Right” to keep your employment until 67

e Actuarial increase of pension if “delayed” after 61 up-to any age
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Guarantee Pension

Basic security for those with low or no income-related pension

™ Guaranteed pension [l Income-related pension
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Financial Stability in the Public Pension System

e Pension credits = contributions, “"DC”

» Indexation of pension benefits is tied to average wage
growth

Annuity divisor reflects life expectancy

Buffer funds

The Premium Pension is fully funded and DC
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The Buffer Fund(s), AP-funds

e Demographic buffer fund

— SEK 1,200 billion or approx. 4 times annual payments

e Built up by contributions in excess of disbursements in the build-
up phase of the system. Currently outflow from funds exceed
inflow

e Four funds. Partly to diversify risk. Partly for fear of having One
too "mighty government fund”

e Funds are regulated by law, and are according to formal texts
“independent” government agencies. The government appoints
the members of the fund boards, but not the managing directors.
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Automatic Balancing

e Automatic adjustments to benefits as soon as financial deficit
occurs.

e Balance ratio — a solvency ratio for the pay-as-you-go financed
plan - summarizes the financial status and relates the system’s

“Pay-As-You-Go asset” and funded assets to the systems
liabilities.

o Liabilities are some 230 percent of GDP
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How Tendencies to Financial Imbalances May Arise

Pension benefits grow with average wages, whereas contributions
are determined by growth in the sum of wages.

Pension benefits are adjusted to observed life expectancy- no
projection.

The buffer funds vary with rate of return.

e Variations in “turnover-duration”
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Life Expectancy and Retirement Age

Birth ...turns  Life expec- Retirement Time spent ...compared to
cohort 65in tancy at 65 age required retired * birth cohort 1930
1930 1995 82 yr 5 mo 65 yr 17yr5m 0

1950 2015 85yr3 mo 66 yr 4 mo 19 yr 4 mo +1 yr11 mo

1960 2025 86 yr 4 mo 67 yr 6 mo 19 yr 5mo +2 yr 0 mo

1970 2035 87 yr3mo 68 yr 4 mo 19 yr 8 mo +2 yr 3 mo

1980 2045 88yr3 mo 68 yr 11 mo 20yr 1 mo +2 yr 8 mo

1990 2055 89 yr1mo 69 yr 5 mo 20 yr 6 mo +3yr 1 mo

* Time spent retired is calculated as life expectancy at the required retirement age.
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The Premium Pension

e Swedish Pensions Agency’s
fund market: 830 funds and
107 fund managers

o Default fund provided by the
government

* 6.4 million people covered
e SEK 900 billion in fund capital

e Choose 1 to 5 funds

Premium
Pension

Oversikt Avgift Risk Wardeutveckling Fondbetyg Fondkategori

Vardeutveckling %

Fond

Fond- - Fond- Risk

nummer typ Fondnamn & svgift % 36 man. 2011 2010
407775 @  Aberdeen Global - American Equity Fund 0,60 & PR -13 4
336115 @ Aberdeen Global - Asia Local Currency Short 0,57 17 0 B

Duration Bond Fund

721746 @ Aberdeen Global - Emerging Markets Bond Fund 0,56 14 4 8
900894 @  Aberdeen Global - Eure High Yield Bond 0,50 ¢ PP -7 0
865063 @ Aberdeen Global - European Equity (Ex UK) Fund 0,61 d 24 -20 -2
367698 ) Aberdeen Global - European Equity Fund 0,61 .._.1 23 -18 3
793406 @  Aberdeen Global - High Yield Bond Fund 0,55 & P -5 7
757575 @  Aberdeen Global - Japanese Equity Fund 0,61 d 23 -9 14
192146 @ Aberdeen Global - Japanese Smaller Companies Fund 0,64 Az -1 18
5510893 @  Aberdeen Global - Sterling Financials Bond Fund 0,37 10 i -6
343069 @  Aberdeen Global - Technelegy Fund 0,69 315 -12 14
515262 Q  Aberdeen Global - UK Equity Fund 0,61 A2 -11 12
479436 @  Aberdeen Global - World Bond Fund 0,46 12 -5 -4
182584 (@  Aktia Capital 0,74 e B -300 11
231753 Q Aktia Medica 0,75 (b B -7 -8
308908 @ Aktie-Ansvar Avkastningsfond M/E 0,28 [ i 1]
273078 Q@  Aktie-Ansvar Europa M/E 0,59 & P -19 2
344739 Q  Aktie-Ansvar Sverige M/E 0,59 & PE -23 25

5
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Premium Pension - The Default Fund

e 45 % of the pension savers have the default fund
* 30 % of the capital is with the default (SEK 272 billion)
e Risk is reduced (from a high level ) from age 55

A X X XX

0-55 56 60 65 70 75
years years years years years years
Bl AP7 Fixed 0% 3% 15% 35% 50% 65%

Income Fund

B AP7 Equity Fund 100% 97% 85% 65% 50% 35%
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Costs of the Premium Pension

Percent of capital Lapital

08% 1280 bn SEK
Tot.costs = - -
0.6% 960 bn SEK
4% . t=mTEs 640 bn SEK
Adm.costs SRRRTE
L Semaeaao.
|
0.2% 1‘ 320 bn SEK
|
|
|
|
0.0 % | | | | | | L | | | 0 bn SEK

2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

Orange Report
2015 24
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Occupational and Private Pensions
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Occupational Pension Plans

Based on collective agreements

Administered by private providers

Top-up to the public pension

Compensate for earnings over the ceiling
Changes from DB to DC during the last 20 years
Transitional rules

About 90 per cent of wage-earners are covered
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Occupational Pension Plans

e Top-up to the public pension

— Compensate for earning over the ceiling

e Covers 90 per cent of wage-earners
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Who Lacks Occupational Pension?

e Unemployed
» Self-employed
e Students

» Those who stay at home with kids
for a long time

e Those who are paid through tax-free
scholarships, such as graduate
students
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“The Big Four” - of the Collective Agreements

* Private sector workers
— SAF-LO - agreement between the Confederation of Swedish Enterprise and The
Swedish Trade Union Confederation (LO).
* Private sector officials
— ITP - agreement between the Confederation of Swedish Enterprise and Federation
of Salaried Employees in Industry and Services (PTK).
* Municipal and county employees
— KAP-KL - agreement between Local Authorities and landing and the municipal
unions.
e Government employees
— PAO3 - agreement between the Government Employers and Saco-S SEKO,

OFR/S,P,0.
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Pension levels



SWEDISH Page 60
PENSIONS AGENCY

Pension in Proportion to Final Earnings, Different Birth
Cohorts

B inkomstpension ] ATP ] Premium pension | Life-span effect

Base Optimistic Pessimistic

60 %
50%
40 %
30%
20%
10%

0%

Birth cohort

Orange Report
2015 31
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Pension Replacement Rates

Starts working at age 23, straight earnings career

Replacement rate, %

140
120 \
100
Total pension
— retirement at 68,9
80 —

Total pension

- -
-—————---—
- -
-

o T T S —— e retirement at 65
‘\\--“’"‘------------______-_\ Public pension
A e T retirement at 68,9
Public pension
20 retirement at 65
0 . : . | |
8 000 14 000 20 000 26 000 32 000 38 000 44 000 50 000

Monthly income, SEK
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Higher Retirement Age - or Lower Pensions

. Employment . Additional time spent in employment - Time spent retired . Additional time spent retired

2000
1990
1980

1970

Birth cohort born in

1960

1950

65 70 75 80 85 S0
Age

Orange Report
2015 33
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Orange Envelope replacement rates

Average replacement rates values for earnings-related public pension (First pension / last salary)

60 %

58 % ,.---atalternative pension age

--
-------

L
56% e

-----

54% .--.¢
52 %
50 %
48 %

46 % at age 65

44% | | | | | | | | | | | | |
R R G Sl N CA S S KT SO
NN N A N N N
Year of birth

Source: 3,913,991 individual projections in the Orange Envelope 2016. Guarantee pension is not included.

Orange Report
2015 34
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Any Lessons Learned?

November 1, 2016

35
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High and Volatile Return in Premium Pension (As Expected)

Average Capital-Weighted Rate of Return up to Different Points in Time
6 % Premium pension system
4%

Income-/balance index
2%
0%

Each point on the curve shows the average annual internal rate of
return (after 1995) until the time concerned.

Orange Report
2015 36
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High but Volatile Indexation of Inkomstpensions

5.0 7 O Inkomstpension indexation
40 - OCPI (Old indexation)
3,0 1

2,0 A

1,0 1

Percent

0,0 -
2002 2003 2004 2005 2006 2007 2008 2009 1 2012 2013 14 2015 2046 2017
-1,0
-2,0 A

-3,0 A

-4,0 -

-5,0 -

37
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Average Exit Age From Labour Market

Different measurement methods

Exit age

67

66

65

64

63

62

61

60

594

58

57

Measurement method

Women Registered

All

e
i Men

_-'-%__—_-._J.‘/
- p—
a'--“#l-l-"‘::: — .::..--—l"'.-..——-""'——
-

56

Year

pensionable
income

Labour Force
Survey (LFS)

Registered
work income
(no social
transfers)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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Lessons Learned: Inkomstpension

The pay-as-you-go system (inkomstpension) is financially stable and very
transparent, both for individuals and for society.

Price for financial sustainability (and transparency) is volatility of
indexation.

Volatility of indexation has been and will always be a problem for retirees
and thus for politicians.

Public pension level (at 65) is decreasing. This is an intentional result, but
still unpopular. If occupational pension is included pension level at 65 is
stable, this is an incentive problem.

Administrative capacity to transfer from old to new system is critical.
Administrative success is dependent on logic of pension plan and quality
of legislation, i.e. political process.

39
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L essons Learned: “Genera

|II

There is most probably no “best” pension system.

Pension plans tend to reflect the concerns and valuations of the time they
were developed and decided, as times change - constant concerns...

All pension systems solve some problems and create others.

The political and intellectual task of deciding pension system(s) is about
choosing which problems we - the future - should prefer.

Political restrictions on what changes will be supported by a majority of
legislator will have large impact on design, and thus on future problems
solved/created

Do not expect people to be happy with their pension(s) system.

40
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L essons Learned: Premium Pension

Also the premium pension system is financially stable and very
transparent, both for individuals and for society.

Administration is relatively efficient and smooth, costs are acceptable but
must come down further.

The “paradox” between large choice and difficulty (impossibility) to make
“rational” choice has been and is a constant headache, or worse, for
administrators and policymakers.

The “sales” activities in the premium pension is a constant headache, or
worse, for administrators and policymakers.

The open-entry ideology and practice has attracted criminals to enter the
system, robbing the pension savers. Many unsolved issues here.

(Swedish Pensions Agency is engaged in improving protection of pension savers)

41
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Lessons Learned: Final

e The intent to abolish the “retirement-age” has (at least) semi-failed. To
have succeeded the age 65 for guaranteed pension and housing allowance
should have been increased.

e The political inertia relative to the age 65-limit is a major threat to the
legitimacy and logic of the public earnings-related pension plan.

» Action by social partners — increases of pension contributions — has
partially of set economic incentives to increase retirement age.

* Administrative capacity to transfer from old to new system is critical.
Administrative success is dependent on logic of pension plan and quality
of legislation, i.e. political process.

42



