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Main points

aba agrees with EIOPA’s assessment that a further dissemination of funded pensions can help to counteract
the growing pension gaps in many Member States (MS). However, contrary to EIOPA, we do not believe that
a revised Pan-European Pension Product (PEPP) will be able to substantially contribute to this goal, as the
pension landscapes of the MS are simply too diverse for one-size-fits-all solutions. The slow uptake of PEPP
until now reflects this. In this document, we discuss why in our opinion, the proposed measures for the re-
design of PEPP would rather lead to new frictions in the MS’ pension systems instead of enabling more pen-
sion savings. We reject the proposal to help this so far unsuccessful EU product by offering it in the second
pillar, making it more attractive through tax incentives and automatically including employees.

Zusammenfassung

Die aba stimmt EIOPA dahingehend zu, dass eine weitere Verbreitung kapitalgedeckter Altersversorgung
dazu beitragen kann, den wachsenden Rentenliicken in vielen Mitgliedstaaten entgegenzuwirken. Im Gegen-
satz zu EIOPA glauben wir jedoch nicht, dass ein liberarbeitetes EU-Rentenprodukt PEPP wesentlich zu die-
sem Ziel beitragen kann, da die Altersversorgungsversorgungssysteme der MS fiir Einheitslosungen schlicht
zu unterschiedlich sind. Dies spiegelt sich in dem weitestgehend ausbleibenden Interesse an PEPP wider. In
diesem Papier erértern wir, warum die vorgeschlagenen Anderungen zur Neugestaltung des PEPP unserer
Meinung nach eher zu neuen Friktionen in den Rentensystemen der Mitgliedstaaten fiihren wiirden, anstatt
zu mehr kapitalgedeckter Altersversorgung. Wir lehnen den Vorschlag ab, diesem bisher erfolglosen EU-Pro-
dukt zu helfen, indem es in der zweiten Saule angeboten und durch steuerliche Anreize attraktiver gemacht
wird sowie Arbeitnehmer automatisch einbezogen werden.

General remarks

aba agrees with EIOPA’s assessment that funded pensions are required to close pension gaps resulting from
demography-related reductions of the adequacy of public pension systems. However, there are major differ-
ences in the situation regarding old-age provision between the individual MS in general and funded pensions in
particular. Since a number of MS achieve adequate replacement rates within their respective three-pillar sys-
tem, the claim that there is a need for a “simple, long-term European savings product” is therefore too sweep-
ing of a statement. Additionally, we hold that the relatively high share of savings that are held in deposits or
savings accounts, to which EIOPA points out, is not a result of the lack of adequate investment/saving options,
but rather a reflection of the current overall uncertainty: The more uncertain the individual income situation is
perceived to be, the more funds are held as liquid assets. Hence, the fact that too few EU citizens dispose of a
funded pension is in our view not the result of an inadequate supply.

The EU MS’ systems of old-age provision have evolved over the course of their history in the context of na-
tional developments and peculiarities. As a result, the pension landscape in the EU is very heterogenous and
there is no common “pension culture” among the MS — e. g. some pension systems put a stronger emphasis on
solidarity and redistribution, others on protecting individual entitlements. Furthermore, the size and role of
each of the three pension pillars differ from MS to MS. Consistently, it is the MS who retain the main compe-
tence in pension policy — not the European Commission or EIOPA. Hence, we ask ourselves whether a product
developed at EU level can meet the needs of 27 MS with very different requirements.
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In addition to tax and prudential law, occupational pensions — other than personal pension products — are also
shaped by social and labour law, which rightly remain national competences. Hence, the proposed extension of
PEPP to the second pillar is even less likely to succeed than the PEPP Regulation’s original intention of estab-
lishing a pan-European third pillar product. This is especially the case given that according to EIOPA, the PEPP
should be i. a. highly flexible, portable and simple. However, since occupational pensions are deeply rooted in
national social, labour and tax law, they are by nature rather complex (for the individual members of occupa-
tional pensions schemes, this complexity is however often mitigated by the fact that key decisions are taken in
a pension fund’s committees by experts that include employee representatives). Furthermore, given that they
are typically part of an employment contract, occupational pension plans are usually tied to a specific em-
ployer or industry and cannot be simply transferred to a new provider. Generally, irrespective of the pillar,
there is a contradiction between flexibility in the savings phase and the requirement to generate a secure and
adequate retirement income — as can be witnessed in many countries that allowed savers to withdraw funds
from their retirement accounts during the COVID pandemic.

We acknowledge that a uniform set of rules on a given pension product could be beneficial to certain policies
and goals of the EU, such as e. g. the internal market, free movement of workers and the capital markets un-
ion. The EU economy would certainly benefit from a further expansion of funded pension provision in the form
of more long-term investment. However, given the widening pension gaps in many MS, to which the Staff Pa-
per correctly points out, we hold that (occupational) pensions primarily serve a social function, namely to pro-
vide adequate retirement income. Especially given the stress that the demographic change puts on public pen-
sion systems, this function may not be thwarted in order to achieve other political goals, however important
they may be. Last but not least, prudential regulation needs to be respected.

In-Depth Commentary on the Paper’s Suggested Possible Solutions to Enhance the PEPP

Combine occupational and personal PEPP in a single pension product

PEPP’s lack of success so far has shown that developing a successful personal pension product at EU level is a
complicated endeavour. Nevertheless, given that in addition to prudential and tax law, the second pillar is also
deeply intertwined with national labour law and involves a key role of the employer or the social partners, we
hold that developing a EU-level occupational pension “product” is even more challenging.! In many MS, includ-
ing Germany, the difference between personal and occupational pensions goes far beyond the fact that in the
second pillar, the employer pays (part of) the contributions.

For instance, different provision regarding taxes and social security contributions apply to the respective pil-
lars. Furthermore, the second pillar in Germany has a strong DB/hybrid tradition (DC occupational pensions
have only been introduced in 2018 and involve several measures to protect members and beneficiaries, see
below), implying employer liability in case the pension promise cannot be fulfilled. This means that transform-
ing PEPP to a single product covering the second and the third pillar would face legal hurdles that are hard to
overcome. This is exacerbated by the fact that other than personal pension products, occupational pensions

1 As occupational pensions are typically not available on a free market open for customers, but tied to an employment
contract, the term “scheme” is more appropriate than “product”. Nevertheless, to stick with the Staff Paper’s terminol-
ogy, we opted to also speak of an occupational pensions product.
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are often not offered by “providers”, but instead, the social partners or the sponsoring companies set up pen-
sion funds whose sole purpose is to fulfil the pension promise of the employer to the employees and which
operate on a not-for-profit base.

For a more extensive elaboration on the challenges associated with a second pillar PEPP / occupational pension
product designed at EU-level, we refer to our recent remarks to the OPSG Discussion Paper on Introducing the

Pan-European Occupational Pension Product (PEOP). We believe discussions on improving PEPP should be lim-
ited to the third pillar.

Focus the PEPP conversation on value for money

We appreciate that EIOPA acknowledges that looking at value for money provides a more complete picture
than focusing solely on costs/fees. Many pension products and occupational pension schemes do not simply
pay out a lump sum to savers at a certain age but cover biometric risks. Hence, they provide different types of
benefits, which in our opinion are of a higher quality and therefore not comparable. Furthermore, costs de-
pend also on the investment approach: Investing in private equity and other alternative investment classes
probably leads to higher operational costs than would otherwise be the case but is also more likely to incur
higher capital yields and thus justifies a higher level of costs to provide for theses yields.

Nevertheless, we hold that only pension products with an individual approach can take into account the needs,
objectives and characteristics of individual savers. Pension schemes with a collective approach, such as occupa-
tional pensions in Germany, are not capable of doing this, but instead offer other advantages such as a pooling
and sharing of risks and the enabling a long-term investment approach. Furthermore, many pension fund oper-
ating collective occupational pension schemes are set up by the social partners or a sponsoring company.
Hence, they operate on a not-for-profit basis and have a natural interest in keeping costs low. In such collective
systems, decisions are taken by committees that typically involve employer and employee representatives. aba
believes that both the individual and the collective approach have their respective raison d’étre in a pension
landscape but should be kept separate. This is another reason why PEPP should not be extended to the second
pillar.

Create a PEPP label for national products

Many MS, including Germany, already have a framework in place for the subsidization of personal pension
products. Would these MS really benefit from an (additional) EU-wide common set of rules under EIOPA’s
oversight under which all types of financial market institutions (e. g. banks, insurance companies, IORPs etc.)
can design a new variety of products? Or whether this would rather lead to confusion instead of ensuring sim-
plicity, cost-effectiveness and transparency? As stated above, we do not think that too few EU citizens partici-
pating in a funded pension is primarily a function of inadequate supply.

The suggested option to opt for direct supervision by EIOPA (instead of by the respective NCAs) can certainly
be attractive for actors who distribute a PEPP in multiple MS. However, this could potentially circumvent na-
tional prudential legislation and lead to serious conflicts between provisions stemming from EU and national
level as well as raise questions concerning subsidiarity — especially if PEPP, as suggested, should be extended to
the second pillar. For instance, DC occupational pension schemes in Germany can only be established via a col-
lective agreements and employee and employer representatives need to be involved in the steering of the
scheme. Furthermore, they need to provide lifelong payments. There is consequently a risk that these national
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supervisory and labour law requirements could be circumvented by a cross-border PEPP that is directly super-
vised by EIOPA.

Reduce administrative burden

Given that the requirement to offer national subaccounts for at least two MS is burdensome and may deter
potential providers of PEPPs to enter the market, we understand where the idea of making the cross-border
feature of PEPP optional is coming from. However, one of the main reasons for the establishment of PEPP to
begin with was the (perceived) need of having a pension/long-term savings product that is portable across MS.
In our view, removing the mandatory cross-border element would call into question the meaningfulness of the
PEPP Regulation as a whole.

Ensure PEPP’s adoption

While it is undoubtedly true that transferring accumulated capital from other personal pension products into
PEPP would help achieving economies of scale, this proposal implicitly assumes that PEPP is superior to na-
tional products. This, however, still needs to be proven and the current minimal uptake of PEPP indicates oth-
erwise. Furthermore, this proposal does not take into account the potential effects on existing products and
their providers (e. g. “cannibalization”). Lastly, transferring pension capital from one product to another gener-
ally does not contribute to the required further dissemination of funded pensions.

Introduce auto-enrollment in the PEPP

Irrespective of us not seeing a legal basis in the EU Treaties for such legislation, we hold that due to the differ-
ent setups of the national pension systems in the EU, decisions on auto-enrollment should be taken at MS
level. For instance, in some MS, there is already (quasi) compulsory participation in occupational pension
schemes. Furthermore, especially in the current environment of shrinking disposable incomes, auto-enroll-
ment does not necessarily lead to an increase in the uptake of pension but might instead only redirect savings
from one vehicle to another (see above).

Furthermore, the idea of automatically opening a PEPP account for EU citizens raises several practical ques-
tions such as with which provider this should occur and what the default option would be in case of inertia.
Automatic enrollment taking place when employees enter the workforce would lead to questions regarding
the role of the employer, especially if an occupational pension scheme is already in place. For instance, would
the “occupational” component of the PEPP only imply that automatic enrollment only applies to employees or
would the national provisions of occupational pensions (especially social, labour and tax law) apply? We gener-
ally reject the idea of making third pillar products more widely available by transferring the ‘free’ organisation
and collection of pension contributions to employers. In addition to the associated costs, this would lead to
considerable risks for employers — without any corresponding added value. Lastly, automatically enrolling only
employees would lead to blind spots concerning the coverage of other parts of the workforce, such as e. g.
freelancers.

Leverage pension tracking systems for PEPP adoption
Irrespective of PEPP, we agree on the importance and usefulness of Pension Tracking Systems and appreciate
efforts at EU level to encourage MS to establish such tools and further develop existing ones.
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Grant the PEPP the same tax treatment as national pension products

EIOPA correctly acknowledges that fiscal policy remains a MS competence. We would like to draw the atten-
tion to the fact that MS do not provide tax incentives to pension- and/or long-term savings products in a vac-
uum, but in accordance with specific national pension policy objectives. Starting in the early 2000s, Germany
has implemented reforms that weaken the adequacy of its first pillar PAYG public pension. In order to make up
for the loss in retirement income resulting from these reforms, a reform package (“Riester framework”) was
passed that introduced a limited EET framework and subsidies for pension products that meet specific require-
ments (e. g. that they provide lifelong benefits). Long-term savings products, on the other hand, are generally
not subsidized. Hence, in order to avoid too generalizing statements, one has to look at how each specific PEPP
fits into the subsidization framework of a given MS in order to be able to justifiably speak of discriminatory
treatment.

Furthermore, in Germany, the tax treatment of occupational pensions on the one hand and personal pensions
on the other hand have different legal bases. Applying both tax incentives to PEPP, as EIOPA suggests, would
both discriminate existing products / schemes and could also be fiscally relevant. Lastly, we hold that creating a
“second regime” existing side-by-side with national provisions is an exaggerated measure to promote an inter-
nal market for pension products, especially given that until now, PEPP has failed to establish itself on the mar-
ket.

Implement national or EU-wide pension dashboards

According to our understanding, this paragraph mixes up pension tracking systems (which serve to give individ-
uals an holistic overview on their pension entitlements) and the concept of pension dashboards (whose pur-
pose it is to follow the evolution of the overall pension landscape in a jurisdiction). Our position on tracking
systems is stated above. Should dashboards be established, it is of utmost importance that the introduction of
such dashboards does not lead to additional reporting requirements for IORPs and sponsoring companies. In-
stead, data informing the dashboards should be gathered from already existing reporting requirements and
channels. Generally, we welcome that in addition to the existing concept of an EU-wide dashboard, the idea of
dashboards at the national level is introduced, as this would enable the MS to develop tools that fit their re-
spective national context.
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