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The Need for Change

.  Current pensmﬁ%ohorts effected by deﬂsmg purchasing value of
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&
The Underlying Principles of Change

I.  New pensions system and the Nation’ s{al strategies cannot be
' assessed independently of each other
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Iron-fencing to contributions and expenditure in a Pensions Account
within the Consolidated Fund is necessary for better management

and transparency
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The Path to the proposed White Paper
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The Challenges

Aging "'
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Pension Deficits as % of GDP Pension Payments

Lm Millions
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O Retirement Pension B Survivor's Pension

Average Pension Compared to Average Wage Pension Deficits in Reform Compared to Base Case
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Projected Maltese Population .
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The Proposed Pensions Framework: The VaIMstem

Built on EU Gmmrg Council (2001) 'otivators directed to
attain:
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The Proposed Pensions Framework: The Unmmng Principles
d - PAYG (Firga'lilar) — Safeguards AW Poverty
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The New Pensions Framework

First Pillar Pension Second Pillar Pension Third Pillar Pension
- Mandaiory

: dPostdF’ension Retirement Retail Price - Mandatory by 2010: but introduced - Voluntary
Indexe voluntary during a transitional period eyute] 3
i J 4 - Contribution Non -Taxed subject to a
- Minimum Pension Guarantee indexed to - Common Yet Flexible Occupational Capped Value .
Risk-of-Poverty Scheme i
- 40 Year Accumulation Contribution Time - No Opt Out - Income TaxonBAYE [ais S
Based Period (Implemented on a staggered - Portable
basis) _ ] : - Tax Free Contributions
- Two-Thirds Pension on net income - Capped % Income Tax on maturity of fund
- Maximum of capped salary base (Lm6,750) - Part to be paid as Lump Sum
Accumulatively Retail Price indexed - Main to be placed in Annuity to provide
- Credits for Life Long Learning annual pension
- Two year per child credits for Parental - Wage Indexed contribution

Responsibilities related to Child Bearing and
Raising - subject to returning to work

- Employment Income Contributions Base Governed by MFSA Subject to Special Funds (Regulations Act)
- Capped Contribution and will increase in
proportion to MPI

- Retirement Age Based

- Option for Disincentivised Gradual

Ex-ante and Ex-
post Safeguards

Retirement Secures for Supplements
Transparent Pensions Account StDedce'&t " PAYG the Safety-Net
Compliance andard o Employer 2% (5%)
Health Fund LGN PAYG Contribution Livi
1% State Grant ving Employee 2% (5%)

Against State 9%
Poverty Employer 10%
Employee 8%

SAFETY - NET

[World Bank
recommendations]

2% Employee

CONTRIBUTOR

Statutory Retirement Age to be 65 years with implementation staggered by age cohorts
Ability to earn uncapped income whilst benefiting from First Pillar pension subject to Payment of e s
Contributions and Income Tax
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Staggered Implementation (i): Statutory Retirement Age
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Staggered Implementation (ii): Contribution Period for the
Accumulation of the First Pillar

p— Pension
irs of Age as at Date of Accumulation Period
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Staggered Implementation (iii): Time Based Period for the
Calculation of the First Pillar Pension

-

e-line for Calculation of First
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Simulation of Impact of Reform: PAYG
H &

Reform Current

~ inflation rate assumed at:'
'i;"2'5% 2.75%
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Issues &

- I.  Econometric, Financial, and Actuarial I\wning yet to be
undertaken




The Modernisation of the Pensions Framework:
Securing Sustainable Adequacy

Assumptions: Macro Economic Variables different from
March Report

- >

arious Pensions Parametrical assumptions
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Pensions Modelling Parametrical Assumptions

-
In so far as possible a line in the sand is drawn between ‘old’ and ‘new’
pensions framework. The following are introduced with immediate effect or in
a staggered fashion as previously shown:

’ 2) 4 ail Price Index on MPI and post retirement pension “lr

ediate

irst Pillar Pensia

. ¥




The Modernisation of the Pensions Framework:
Securing Sustainable Adequacy.

Pensions Modelling Parametrical Assumptiori ggqnt. )

_Introduced for Persons who will be 45 years of age or younger at the time
. of the reform - —_

iImum Pension Guarantee

' g 1sion o pution bas to emp ent related
{ on two thirds o
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Results (i)

Pension System Deficits Pension System Deficits

—e— Base Case —e— Base Case

—8— Model 1wage —8— Model 1wage

Model 1 price Model 2 wage
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Results (ii)

Average Benefits

Average Benefits

70.0%

60.0%
© 238:;" —e— Base Case

30:00/2 \ | | —=— Model 1(PAYG only)

20.0% . Model 1 (Total)

10.0%
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(%)
S 60.0%
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Results (i)

Employer Contributions as a % of Wages Paid (Employment Assets in Funded System

Income)
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ii. Voluntary Second Pillar up to 2010

Special Funds Act defines that a S(feme cannot be considered
’ ¥ i uch if it provides for retirement benefits to five or fewer ¥

ficiaries

notic llow suc
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&

lii. Health Fund
R * .
White Paper Mes that NI contributions are channelled to Health
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&
iv. First Pillar: Premised on safe guarding a ainst Poverty:

estabhshnre'r?t)f Minimum Pension

a
uarantee that is Risk-of-
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‘ -~
v. Potential Social Partners Position on Second Pillar
Government run with Board of Trusges including social

tners; subcontracted for administration to one private sectc
' ' Dy comg > tendering
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&
vi. Model of Second Pillar

World Bank proposes ‘Defined ContribLMns’ model (2% of salary
‘immediately and 5% of salary by 2020). This model does not
’ g e paybe lich is mar 1d interest rates dependent
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&
~ Vii. Threshold for Second Pillar Contribution

White Paper as it stands assumes thatﬂemployees irrespective of
' incc will contribute to mandatory Second Pillar

. N
- —

Act o 0es earning
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- viii. Indexation

White Paper prBBoses that:




The Modernisation of the Pensions Framework:
Securing Sustainable Adequacy.

&

iX. Transitional Casualties

a
The age cohor’t‘f’m 45 years of age (aﬁned to be subject to
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&
Incentivising Continued Employment Post Statutory Retirement Age

The proposed framework recommends that First and Second Pillar
Pen are frozen if a person continues to work beyond 65 years;
it miton i earned sut 0 the continued payment of
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&

Xi. Pensions for Members of Parliament

E
Cabinet Comm for Social Policy is ﬂe conclusion that
~ discredited if it undertakes a pension reform
efc rrent pensions regime
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&

.xii. Service Pensions, Anomalies, Separation et al
Cablnet Comﬂfor Social Policy is ﬂe conclusion that the
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&

xiii. Social Impact Assessment
- (et
First draft prem by the Managemen iciency Unit (MEU) on
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&
‘xiv Managing Expectations and Mobilising Support

Focus must be the ‘citizen’ and messag%st be successfully
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~ xv. Post-White Paper: Considerable Work at a High Tempo Must Follow;
including: - -

' | sis of feedback
Iew
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