COMMENTS ON SESSION 4
PENSION REFORM AND FISCAL POLICY

Per Eckefeldt

1 Comments on “The Reform of the Portuguese Public Employees’ Pension System:
Reasons and Results” by Vanda Cunha, Helder Reis, Ariana Paulo and Nuno Sousa
Pereira

In their paper, Cunha, Reis, Paulo and Pereira analysed the 2007 reform of the Portuguese
public employees’ pension system. In doing so, they described the reasons behind the reform and
notably the underlying demographic trends, the main aspects of the 2007 reform and its
implications for fiscal sustainability. As a result of the reform, they estimate that the reform
measures taken in 2007 significantly reduce the projected increase in pension expenditure as a
share of GDP, by 4 percentage points of GDP by 2060. Consequently, the risks to public finance
sustainability are markedly reduced.

A reform of the public pension system in Portugal was motivated by the demographic
change in the coming decades, which is shared by the other EU Member States. The demographic
trends in Portugal are close to the EU average, as measured by the development of the old-age
dependency ratio. However, the long-term budgetary impact of ageing was somewhat higher than
on average in the EU. The 2007 reforms have reduced significantly the projected increase in
pension expenditure in Portugal.

The main channel through which the lower increase in pension expenditure over the
long-term materialises is the introduction of the sustainability factor. The sustainability factor
automatically adjusts new pensions to changes in life expectancy. Another interesting feature of the
pension reforms is the introduction of a new pension indexation rule. The new rule depends on the
level of the benefit as well as on economic growth (see Table 1). Relatively small pensions (from
the beneficiaries’ point of view) are indexed in part to GDP, while relatively large pensions are
indexed on prices, and the top pension income bracket in fact is not indexed at all. This will
decrease the inequality in income distribution of pensioners as far as public pensions are
concerned. It would be interesting to see what effect this feature would have on the total pension
expenditure ratio as compared to a more standard type of indexation rule, like for instance
100 per cent price indexation, or 50 per cent wage and 50 per cent price indexation.

One aspect of the sustainability-enhancing reforms is a strong decline in the benefit ratio
(i.e., the average pension in relation to the average wage) over the long-term. In the assessment of
long-term fiscal developments by the European Commission under its multilateral budgetary
surveillance, this introduces a risk element. Looking at pension for public employees (CGA
pensions), the decline in the benefit ratio is even more pronounced than for the general social
security pensions. But it is worthwhile noting that despite the 2007 reforms, the benefit ratio
remains high at 66 per cent in 2040 for CGA pensions, compared with 39 per cent for general
social security pensions. The relative generosity of the CGA pension system is also evident from
higher replacement rates as compared with the general social security pensions. In addressing
possible risks related to reductions over item of pensions in relation to wages, a key aspect will be
expanding labour supply and the number of contributors. For this to materialize, the incentive to
postpone retirement needs to be in place. It would be interesting to see further analysis of labour
force participation.
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Table 1
Rule for Updating Pensions
GDP real variation GDP real variation rate GDP real variation rate
rate less than 2% from 2% to 3% equal or greater than 3%
CPI change rate
Pensions CPI chanee rate +20% GDP real variation rate CPI change rate + 20%
under 1.5 IAS & (minimum: CPI change rate GDP real variation rate
+ 0.5 percentage points)
Pensions CPI change rate CPI chanee rate CPI change rate + 12.5%
1.5 to 6 IAS — 0.5 percentage points & GDP real variation rate
Pensions CPI change rate CPI change rate CPI chanee rate
6 to 12 TIAS —0.75 percentage points — 0.25 percentage points &
Pensions
above 12 TAS no update no update no update

In conclusion, the large pension reforms Portugal goes a long way towards enhancing fiscal
sustainability. It includes some aspects that are likely to contribute to the long-term stability of the
pension system (e.g., the sustainability factor). Moreover, it adds some interesting and innovative
features (e.g., the income level and GDP growth dependent indexation scheme post-retirement).
However, as for several other countries, there are some potential risks present in Portugal related to
the relative decline of pensions. To ensure the lasting success of these important reforms, further
steps are likely needed. In particular measures that effectively will lead to longer working lives
would appear as one route that will be need to be explored further in light of the projected
continuous gains in life expectancy, hopefully in good health, in the coming decades.

1 Comments on “Pension Plan Revision and Fiscal Policy of Japan” by Monotobu
Matsuo

In his presentation, Motonobu Matsuo analysed the prospects for the public finances in Japan
in a long-term perspective, with particular emphasis on the fiscal consequences of the 2004 reform
of the pension system. In doing so, he described the reasons behind the reform and notably the
underlying demographic trends, the main aspects of the 2004 reform and its implications for fiscal
sustainability. Moreover, a medium-term fiscal consolidation plan initiated by the government was
foreseen to get the public finances on a more sustainable path. As a result of the reform, he
concludes that the pension system will: (i) introduce certainty as regards pension contributions; (ii)
better balance the intergenerational equity in view of demographic changes; (iii) secure a targeted
benefit level (vs. the active working population), but this will require an increase in the
governments contribution to public pensions. This latter aspect is crucial and it is planned to be
financed by a major tax reform, including a consumption tax.

A reform of the public pension system in Japan was motivated by the demographic change in
the coming decades, which is ageing much faster than in other parts of the world, including in
Europe. The old-age dependency ratio is projected to rise from an already high level of 33 per cent
today to as much as 83 per cent in 2050 (compared with the average in the EU, starting at
26 per cent and rising to 52 per cent by 2050). As regards the medium-term fiscal policy strategy
aimed at supporting fiscal sustainability, a successful consolidation programme (pre-crisis up to
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2008) contributed to a stabilisation of the debt level. The authorities were committed to further
consolidation over the medium-term.

The pension reform of 2004 enhances the sustainability of the pension system and at the
same time it safeguards pension remaining adequate in the future, which is a positive outcome in
light of the already old and rapidly ageing Japan. The pension benefit is secured through the
targeted basic pension replacement rate of no less than 50 per cent. It takes into account changes in
life expectancy and changes in the labour force as a proportion of the population such that increases
in public pension expenditure are curbed automatically. A cap is introduced on contribution rates
by 2017, entailing an increase of some 5 percentage points as compared to 2005. Nonetheless, as
pension post retirement are indexed (at the most) to prices, a relative decline of pension as
compared to workers would materialize (assuming positive wage growth), which could raise
concerns of pension adequacy over time for pensioners. It would be interesting to evaluate the
pertinence of such political sustainability risks in the case of Japan. Another factor is the planned
increase in the stares share of financing basic pension, rising from 33 to 50 per cent by FY2009.
While state financing may be considered as well-founded for a social security insurance scheme
without earnings requirements, there is still a potential political risk in the sustainability of this
financing model and it would be interesting to highlight the extent to which such risks are present
in the case of Japan.

In conclusion, the Japanese pension reform enhances sustainability and at the same time
safeguards replacement rates. As it introduces more transparency and a more effective allocation of
pension funds, the “political sustainability” could be enhanced. The improved information to
workers on their accrued pensions will raise awareness of retirement incomes and could lead to
increases in private savings. Moreover, the reform seeks to strengthen the reconciliation of work
and family life, which could in fact have a positive impact on fertility rates, something that would a
welcome development in rapidly ageing Japan. Nonetheless, there are challenges in Japan,
including the financing of the pension expenditure under the 2004 reform as well as reducing the
elevated debt level, being considerably above the OECD average even before the onset of the
global economic crisis.







<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




