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Foreword

This paper examines the political economy of pensgforms in times of economic crisis

and its impact on social dialogue and tripartitgtitations. It is the outcome of a research
project carried out by the ILO/Industrial and Empteent Relations Department and the
Social Security Department and managed by Youcell@hand John Woodall. It focuses
on the issue of social dialogue and social secwyityernance. Indeed, amongst all the
topics addressed in the world of work, perhaps neflect the principles of tripartism and

social dialogue better than social security.

The sustainability of pension systems has long baemajor worldwide concern,
increasingly so during times of economic hardsliipis an ongoing preoccupation of
governments and lawmakers that pension systemsyecitated to meet the challenges
imposed by demographic changes, labour marketftianations and tightening budgets.
The current global financial and economic crisis el to increases in public deficits and
public debts in many countries, placing straingtenfinancial equilibrium of their pension
systems. In response, governments have typicatlgla@ted the pension reform process
in order to restore the sustainability of thesdesys.

The paper analyses the process of pension refodrthenrole of social dialogue in ten
countries, namely: China, France, Greece, JordenNetherlands, Mauritius, Slovenia,
Spain, Sweden and Uruguay. It also refers to aderant country experiences, including
those of Australia, Denmark, Finland, the Unitechgdlom and the United States. The
authors examine the economic and political situataring the pre-crisis period and the
subsequent measures, notably fiscal consolidatiod axplicit pension reforms,
implemented in response to the crisis. The autponst out that some governments have
come under pressure, directly or indirectly, byinational institutions — such as the IMF,
the World Bank and the European Union — to intr@dsignificant pension reforms in
order to minimize public expenditure and stabillaedget deficits. It seems that such
pressure has at times led governments to introchager reforms in a hasty manner. When
sufficient time had not been allowed for effecto@sultation with the social partners and
other stakeholders, the outcome has sometimes inegffiect, unilateral decision-making.

This study argues that where pension reform prese$gmve been hasty and proper
consultations with the social partners and otheketiolders have been deficient,
significant questions arise as to the sustainghilftthe reforms. The authors note that,
conversely, other governments have maintained @weh consultative postures despite
tight fiscal constraints. They assert the latteprapch holds greater promise for
sustainable pension reform than is achieved onbtms of unilateral action by the
government. They document successful instances ewhapartite and tripartite
negotiations have played an active role in thermefprocess and social consensus was
eventually reached. It is clear that such a netgmtigrocess can result in an outcome
where comprehensive measures — which should indude critical matters as protection
for the most vulnerable — are agreed on and impiéede

This document has been published in parallelriustrial andEmployment Relations
Departmentbof the ILO, as part of its working papers seresd by the Social Security
Department, in its Policy Briefings Series. In eaelse, these series of papers are intended
to encourage an exchange of ideas, and may notsamr final or definitive policy
positions of the ILO; however both Departments @®rsthat the present paper represents
a major contribution to their respective knowletigses.
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The views expressed are the responsibility of titbas and do not necessarily represent
those of the ILO. We are grateful to Hedva Sardaiil Youcef Ghellab for drafting the
study and commend it to all readers interestechénissue of social dialogue and social
security governance.

Michael Cichon Moussa Oumarou
Director Director
Social Security Department Industrial and Employment

Relations Department

Vi
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Main findings

Pension reforms have been a major worldwide conoérpolicymakers for many
years — and for decades in the case of developgd@me emerging economies due
to several factors. These factors consist of thgomahallenges posed by
demographic changes (ageing of the population,irdegl fertility rates, increasing
life expectancy) and the radical transformationtioé labour market (high and
persistent unemployment, a decline in the quaratitg quality of stable jobs, an
increase in the spread of the informal economyg @lobal financial and economic
crisis, feeding a rapid increase in public defieitsd debts, has added to strains on
pension systems, prompting governments to accelénatreform process in order to
restore the sustainability of those systems (thougthnecessarily paying adequate
attention to questions such as coverage and adgquac

Pressure is being exerted also by the interndtiorsitutions the International
Monetary Fund (IMF), World Bank (WB), European Umi¢EU) and Organisation
for Economic Co-operation and Development (OECDysehpolicy prescriptions are
pushing governments, often in haste, to introdugeifscant reforms. Notably, these
reforms concern pension systems, often focusingaily on cost containment and
less on mitigating their potential adverse socrapact. This does not allow for
effective consultation with the social partners atiter stakeholders. These pressures
sometimes result in unilateral decision-making byvegnments in relation to
pensions, which they declare to be “non-negotiable”

This minimalist approach to social dialogue haseitent years been observed even in
countries which in the past demonstrated an aliityse social dialogue to regulate
labour market and social policies, including pengieforms. This contrasts with the
first reactions to the 2008 global financial an@reamic crisis, during which social
dialogue played a significant role in devising effee crisis responses to mitigate its
impact and accelerate recovery.

Employers’ organizations have, in general, tendedapprove the process and
substance of pension reform, on the grounds otitent need to rein in all sources
of public deficits and debts and to restore contipetiess. The trade unions, for their
part, have voiced strong criticisms of such measaral the haste with which they
were decided.

The haste with which the pension reform process leen undertaken in some
countries also raises the question of the sustéityatf the reforms, as it misses an
inclusive discussion of the broad range of issuestake, including the employment
of the youth and older workers (recruitment ancemgon), and the problem of
providing fair and adequate benefits to workers.

The 10 countries studied in this paper have ahbaffected by the global financial
and economic crisis though to different extentssta®wvn by the country briefs (cf.
Appendix B). Most of them have undertaken importaetorms of the main
components of their pensions systems. The refontisided one or several of the
following measures: a rise in the retirement apgange in the formula for calculating
pensions, increase in the number of contributicery@eeded to access full pension
rates and tightening of the rules of access ty eatirement.

The political economy of pensions reforms in times of global crisis-paper9.docx 1X



= With the exception of Swedérfwhere the statutory retirement age was increased
1998) and Uruguay, eight countries of our samplairi@Shanghai, France, Greece,
Jordan, Mauritius, the Netherlands, Slovehi@pain) have postponed the statutory
retirement age and six (France, Greece, Jordanrifilay Slovenia and Spain) have
increased the number of contribution years requioedave full pension rates. Five
countries (Jordan, Mauritius, Slovenia, Spain angd&n) have changed the formula
for calculating pensions, making it less favouralded four countries (Greece,
Jordan, Slovenia and Spain) have introduced meadigletening the conditions of
access to early retirement.

m  Greece, Slovenia and Spain and, to a lesser etesmce have introduced plans
combining several measures. These include raisiagstatutory retirement age and
increasing the number of contribution years neewedccess full pension rates, a
tightening of early retirement rules as well aseinttves to encourage older workers
to work longer in order to make the pension systemse sustainable.

m In some cases the introduction of tougher eliifjbiiles for full pension benefits and
the increase in the retirement age have been a@vatpby measures to improve the
coverage and/or adequacy of pension benefits. fass been the case in France,
Jordan and Spain.

m In some countries, such as China and Uruguayfpthes of reform was on expanding
coverage and strengthening the social securitgsyst

m  Even when governments have initiated consultatiams reform plans with
stakeholders, including the social partners, thecgss of social dialogue suffered
several limitations, notably:

little weight has been put on the social partneesvs and alternative proposals.
This risked a breakdown in the negotiations. Samedi the social dialogue
tended to be diluted in a broader attempt at natidebate, which involved a
wide range of stakeholders, resulting in an efectnarginalization of the role
of the social partners;

— in some instances, the value of any social disdagndertaken has been nullified
when the final legislation enacted or submitteddmyernment to parliament
differed substantially from the text on which coltetions had been based;

— the minimalist approach to social dialogue sutggtgat some governments see
tripartite consultations as little more than a mgedagogic exercise, the purpose
of which is simply to explain to and solicit thecgd partners’ endorsement of
the rationale behind the policies of economic adpgst. These policies in turn
are eventually decided exclusively at the politleskl;

— when governments do reach out to social parereddisten in a responsive way
to their concerns, the outcome can lead to valusigigort for the reforms from
both the trade unions and employers’ organizatidhgs happens in relation to
issues such as the need to support vulnerable gmoagably through measures
to integrate the youth into the labour market, lo# problem of inadequate
pension coverage or benefits for those with low, pagcarious or discontinued

2 In Sweden, the Government is investigating thesibiiy of raising the age up to which people
have a right to work from 67 to 69.

% In Slovenia, the law on reform of pensions wagdesfd in the referendum of 5 June 2011.
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careers which do not permit adequate accumulatibrpemsion rights, or
hazardous or arduous jobs.

m  Where tripartite consultations with the governmentounter difficulties the social
partners continue to take their responsibilitiespaigh bipartite negotiations, and play
an active role in the governance of pension scheaseshown by the examples of
France and the Netherlands. As the pension refagenda is far from being
completed, social dialogue is needed more than tevensure that these reforms are
conducted in a participatory and inclusive way ides to achieve economically and
socially balanced and sustainable solutions.

m  Past experience, notably in Canada, Finland, Den@yad Sweden during the deep
recession of the 1990s (including a serious bangiggs in the latter three countries),
clearly demonstrates that negotiated reforms hawaya worked better, particularly
in times of crisis. Indeed, social dialogue is asemtial ingredient of the design of
smart and innovative policies and, more importaritigir effective implementation.
There is no credible and viable alternative toaatialogue as a tool for devising and
delivering sustainable pension reforms.

The political economy of pensions reforms in times of global crisis-paper9.docx Xl






Introduction

This report analyses the question of pension refortimes of economic crisis and the role
of social dialogue. It aims at identifying casesninich governments used social dialogue
to involve the social partners in the formulatidrttee reform of the pension system in the
current environment of extreme fiscal constraiftsalso discusses cases in which the
reform of pension systems involved little, if anyjpartite consultations between

governments and employers’ and workers’ organinatifi.e. the social partners), thus
casting light on both successful and less sucdessficomes of social dialogue in the

pension reform process.

In June 2011, the International Labour Conferetc€)(had as sixth item of its agenda
the recurrent discussion on social security foiiegdgastice and a fair globalization. The
ILO report on this topic deals with all areas otiab protection, including pensions. It
underlines, inter alia, the crucial importance oélamcing economic and social
development, since disproportionate inequality othbincome and assets may impede
growth, while well-balanced redistributive policiase necessary to generate and enhance
economic growth. It notes that, many governmermgether with the social partners, are
now reviewing and reconsidering the role of sos@iurity in national social development,
a process which in many cases has been triggerétefinancial and economic crisis that
developed in 2008: “in middle- and low-income coigd social security is increasingly
perceived as an effective means to combat povedyira/est in people, and as a way to
facilitate and safeguard long-term economic graivth.

More and more middle- and low-income countriesdieeloping non-traditional forms of
social protection to eliminate the coverage gagheir formal social security systems of
individuals who, often to differing degrees, haeefar been excluded. They include older
people who, although ostensibly covered, were @ntabbuild up sufficient contributions
to be entitled to pension benefits. Many of thesepbe are women. There are successful
examples of modest universal social benefits inicAfr Asia and Latin America (ILO
2011: 25). China, Jordan, Mauritius and Uruguayaaneng several countries — along with
six European countries — with such innovative sa®grthese schemes are analyzed in this

paper.

Indeed, the 2008-2010 global financial and econoenigis has brought to the fore and
exacerbated concerns over the gaps in social piarieio general and over the risk to the
sustainability of the existing pension arrangemewdddwide in particular. Such concerns
have led to an international debate on this issukthe recognition that universal social
protection is a basic human right, as enshringderi944 ILO Declaration of Philadelphia
and the Universal Declaration of Human Rights.

The ILO launched, as early as 2003, a Global Cagnpain Social Security and Coverage
for All. Moreover, ILO’s recent research findingave shown that basic social security is
affordable for countries at virtually all stages aévelopment. The recognition of the
strategic importance and necessity of ensuringansal social protection as one of the
major pillars of the response to the current crist the United Nations System Chief
Executives Board to adopt, in April 2009, the Globatiative for a Universal Social

Protection Floor (SPF-I). The lead agencies in liisative are the ILO and World Health

The political economy of pensions reforms in times of global crisis-paper9.docx 1



Organization (WHO), with all United Nations spetell agencies cooperating in the
effort.*

The ILC report points out that the ILO has alwayessed the importance of social

dialogue and the role of workers’ and employergamizations in the governance of social
security schemes and in the wider national poliepale on social security strategies.
However, the fundamental role of social dialogugiiamoting sustainable and inclusive
economic growth and ensuring social cohesion anisertsus has never been more
apparent than in the aftermath of the global fimglnend economic crisis. The situation

highlighted and confirmed the need for a constwectind inclusive social dialogue in

designing, implementing and monitoring economic aadial policies in response to the
crisis (ILO, 2011: 26; 2009c; 2010c).

The participants in the 2011 ILC Committee for tRecurrent Discussion on Social
Protection stressed that the participation of dop@tners was needed in designing,
implementing and monitoring social security polci@s they were ultimately the
contributors, taxpayers and beneficiaries of thpsécies. Effective social dialogue

ensured national consensus on social security, ifistance by identifying and

implementing effective response mechanisms torikesc

Beyond the immediate response to the recent glotsis, longer-term progress in the
extension of social security coverage can be obserin various world regions.

Nevertheless, in others, stagnation and even aiitna has occurred, reflecting the
decline in stable and well-paying jobs in the fofmsactor, the concomitant rise in
unemployment and in jobs in the informal sectod #me increasing numbers of people
dropping out of the economically active populatiogsulting in reduced coverage. In this
context, consultation by governments with the dquéatners plays an important role, on
the one hand, in identifying the most vulnerableugis of the population that should be
covered by non-contributory schemes to guarantekeast minimum universal social

coverage and, on the other, in designing and imghtimg appropriate contributory

schemes, including supplementary private formsavipion.

In sum, successful and sustainable social secsyigtems are based on good governance
and full accountability and participation of sogi@t general, and workers’ and employers’
organizations in particular, in the decision-makimocess. While the ultimate
responsibility for comprehensive and adequate keeturity coverage lies with the State,
the involvement of employers’ and workers’ orgatiiaas in the design, supervision and
governance of social security systems can make jarncantribution to creating and
maintaining sound systems with effective delivaBgards of social insurance institutions
are therefore an important arena for institutioreadi social dialogue. In some countries,
where other institutionalized forms of social dge do not exist, these boards constitute
centres for social dialogue on specific issues.s€hleasic characteristics reflect ILO’s
social security principles and standards (ILO, 204id).

This paper argues that the pension reforms hava bemajor worldwide concern of
policy-makers for many years — and for decades a@mebbped and some emerging
economies. Factors in this are the major challepgsed by demographic changes and the
radical transformation of the labour market. Thebgl financial and economic crisis,
feeding a ballooning increase in public deficitsl @ebts, has added to strains on pension

* Cf. for instance: ILO (2008): “Can low-income cadties afford basic social security?”, Social
Security Policy Briefing Paper 3 (Social Securitgfdd), 24 pp.

ILO (2010): Extending social security to all. A guide throughallenges and optiongSocial
Security Dept.), 140 pp.

ILO/WHO (2010): Social protection floor initiativé&Nov., 7 pp.
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systems, prompting governments to accelerate tioermeprocess in order to restore the
sustainability of those systems (though not neci#gspaying adequate attention to
guestions such as coverage and adequacy).

Governments are under multiple pressures to regubkc expenditures. Pressure is being
exerted by financial markets (as measured by thdeming of spreads in share prices,
rising basic interest rates, growing sovereignaitsfiand debts, and heightened difficulty
in accessing markets to obtain new loans). Pressisie comes from the international
institutions (IMF, WB, EU and OECD), whose policyrepcriptions are pushing
governments to introduce significant reforms, nhtaid pension systems, and often to do
so in haste, which does not allow for effectiveadiequate consultation with the social
partners. These pressures sometimes result intenaillalecision-making by governments,
which they declare to be “non-negotiable”.

The political economy of pensions reforms in times of global crisis-paper9.docx 3



The pension reform debate!

The World Bank’s reform paradigm focused on privately managed, fully funded pensions as the “second
tier” of a multi-pillar pension scheme. The main message of Averting the old-age crisis: Policies to protect
the old and promote growth was that this system would insulate pension schemes against the effects of
ageing societies and also increase growth thanks to a rise in national savings.

Towards the end of the 1990s, the World Bank model (notably its focus on the forced savings component)
drew criticism from within and outside the Bretton Woods institutions. Criticism centred on several key
issues. It was demonstrated that it was by no means clear that national pre-funding of pension schemes
actually made pensions less vulnerable to the effects of ageing, bad governance or economic shocks. The
evidence of the impact on growth was also considered inconclusive. It was shown that both pay-as-you-go
(PAYG) and funded systems require good governance and enduring economic output to ensure their
viability. Privatization per se did not improve the quality of governance. Systemic reforms often
camouflaged the fact that actual benefit levels were reduced over time. Many authors also pointed out that
the financing of the transition from PAYG or partially funded to fully funded schemes caused transitional
fiscal problems in most countries.

In 2000, the ILO presented its position on multi-tiered pension systems in Social security pensions:
Development and reform. Being less prescriptive about its paradigm, the ILO stressed the importance of
the adequacy of benefit levels (to provide income security in old age and thus give people the right to
affordable retirement), the extension of coverage (with the ultimate objective of making it universal), and
the role of good governance as sine qua non conditions for the proper functioning of all pension systems.

The bottom line of the ILO position was summed up in 2000 by an author from the OECD: “The ILO is
fundamentally unwilling to accept systems which cannot guarantee insured persons with a full
contributions record any more than benefits at the subsistence level.” (Queisser (2000), p. 37) Since the
minimum replacement rates required by the ILO Social Security (Minimum Standards) Convention, 1952
(No. 102) are close to many national relative poverty lines, the ILO has maintained its stance.

While the academic policy debate was raging within and outside the institutions, a variety of pension
reforms were introduced in a number of countries during the 1990s and early 2000s. Following the
Chilean reform, 11 more countries in Latin America included mandatory savings tiers in their pension
systems. The first wave of such systemic paradigmatic reforms in Latin America was followed by reforms
in 13 countries in Central and Eastern Europe and Central Asia: Bulgaria, Croatia, Estonia, Hungary,
Kazakhstan, Latvia, Lithuania, the former Yugoslav Republic of Macedonia, Poland, Romania, Russian
Federation, Slovakia and Ukraine. These countries implemented multi-tier systems that were essentially
scaled-down versions of the Latin American reforms.

The crisis of 2008 and beyond has led to new developments in the history of pension reform. Argentina
and Bolivia have effectively reversed their reforms based on individual accounts. In some parts of Central
and Eastern Europe, countries are debating the resizing of the private tier of their pension systems
(Croatia, Hungary, Poland).

However, a substantial number of (often overlooked) European countries adopted so-called “parametric
reforms” of their pension systems that did not radically change the paradigm of old-age income security.
These countries included Germany and France. These reforms generally focused on the adjustment of
some parameters, predominantly by increasing the pensionable age, modifying eligibility conditions,
reducing benefit entitlements through changes in the pension formula or indexing rules, and adding a new
tier to the pension system. Italy and Sweden introduced reforms which, although they kept the PAYG
character of the main pension scheme, also introduced notional defined contribution (NDC) principles in
determining future benefit levels. The ILO has advocated and been involved in a number of such reforms.

Sources: Based on A. Diop: “Pension reforms in Central and Eastern Europe in a global perspective: Lessons learned,”
address to the Wissenschaftliches Kolloquium “Internationale Entwicklungen in der Rentenpolitik”, held in Berlin, 2 Apr. 2008;
ILO: “Social security for all: Investing in global social and economic development. A consultation”, Issues in Social Protection
Discussion Paper No. 6 (Geneva, 2009); World Bank: Averting the old-age crisis: Policies to protect the old and promote
growth (Oxford, Oxford University Press, 1994); C. Gillion, J.A. Turner, C. Bailey and D. Latulippe (eds): Social security
pensions: Development and reform (Geneva, ILO, 2000). See also C. Gillion: “The development and reform of social security
pensions: The approach of the International Labour Office”, in International Social Security Review, Vol. 53 (2000), No. 1, pp.
35-63; and M. Queisser: “Pension reform and international organizations: From conflict to convergence”, in International
Social Security Review, Vol. 53 (2000), No. 2, pp. 31-45.

' Taken from ILO (2011): “Social security for social justice and a fair globalization”, Recurrent discussion on social protection
(social security) under the ILO Declaration on Social Justice for a Fair Globalization, 2011, Report VI, Sixth item on the
agenda, ILC.100/VI.
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This minimalist approach to social dialogue hasnbebserved in recent years even in
countries which in the past demonstrated an alidityse social dialogue to regulate labour
market policies, including pension reforms. Notadaheong these are the Nordic countries
(i.e. Denmark, Finland, Norway and Sweden), Irejatiee Netherlands, Slovenia and
Spain. This contrasts with the early reactionshi 2008 global financial and economic
crisis, during which social dialogue played a digant role in devising crisis responses
and stimulus packages to mitigate its impact awelacate recovery.

Employers’ organizations have generally tendedpjor@ve the process and substance of
pension reform, on the grounds of the urgent neegih in all sources of public deficits
and debts and to restore competitiveness. The wadms, for their part, have voiced
strong criticisms of such measures and the hagtewhiich they were decided, as well as
of the fact that the reforms left unsettled magsuies such as the low employment rates of
certain categories of workers, especially the ypattier workers and women. They have
expressed concern, too, about more specific aspécpension reforms, including the
unequal access of workers to supplementary pensiothdhe vital issues of the adequacy
of income provided by pensions as a result of ttenge in the public-private pension mix,
and the inadequate safeguards for the guarantéeddfaeturns of the pension funds’
investments, evidenced by the collapse of the Gizdmarkets.

The haste with which the pension reform processbieasn undertaken in some countries
also raises the question of the sustainabilityhef teforms, as it prevented an inclusive
discussion of the broad range of issues at stakeesd include the employment

(recruitment and retention) of the youth and olderkers and the problem of providing

fair and adequate benefits to workers who may Men exposed over long durations to
arduous and/or hazardous work environments, or ackevs who experienced career
breaks, especially women with care responsibilifeeschildren and elder dependants, and
the like.

On the basis of lessons drawn from past experighisepaper argues that the challenge of
pension reforms cannot be addressed by governnhemé,aengaged in a unilateral (or

guasi-unilateral) decision-making process. It cfdlstripartite cooperation between public

authorities and social partners in pursuit of dnatale and negotiated solutions. The social
partners, as representatives of the main contrigutothe financing of pensions, should be
able to identify sustainable solutions to the pemgihallenges, not least in dealing with

measures to increase employment rates. They stamitdajor taxpayers, also contribute to
public debate on addressing public deficits anddeb

Examples exist in a number of countries where,utinothe use of collective bargaining,
the trade unions have created and now run — by dblees or jointly with employers’
organizations — occupational pension schemes cuyexi substantial part, or even the
majority, of wage earners (notably in France, therdit countries, the Netherlands,
Switzerland and the United Kingdom). In so doingeyt have acquired invaluable
technical expertise, which should be called onatiomal debates on pension reforms.

This paper presents examples of countries whermalsdi@logue has delivered positive
outcomes, notably Finland, Spain and Uruguay.

However, social dialogue cannot be taken for gdinte

Certain basic conditions must be met if it is todffective and deliver positive results. To
this end, the ILO resolution concerning tripartiand social dialogue, adopted by the ILC
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in 2002; invites governments to ensure that the necessacopditions are in place for
social dialogue. Among these preconditions areadsfor the fundamental principles of
freedom of association and collective bargainingpand industrial relations environment
and respect for the role of the social partners.

The ILO Social Security (Minimum Standards) Convamt 1952 (No. 102) specifies in

article 72 (1) that "Where the administration id eatrusted to an institution regulated by
the public authorities or to a Government departmessponsible to a legislature,

representatives of the persons protected shalicyeate in the management, or be
associated therewith in a consultative capacitgeumprescribed conditions; national laws
or regulations may likewise decide as to the pgditon of representatives of employers
and of the public authorities.”

Strong and representative social partners, togaetfitr well-functioning social dialogue
institutions are also important preconditions (farther discussion of the conditions for
effective social dialogue, see Auer, 2000; Fasho2004; Ghellab and Vylitova, 2005;
Ghellab, 2008; ILO, 1996).

The ILO’s Global Jobs Paétadopted by the ILC in June 2009 in response t@xpected
prolonged social impact of the global crisis, slatieat “social dialogue is a strong basis
for building the commitment of employers and woskeio the joint action with
governments needed to overcome the crisis and $astainable recovery.” In past crises,
social dialogue has proved irreplaceable as aafolhlanced crisis management and a key
governance instrument with regard to change.

Challenging times can offer governments and th@éabkpartners an opportunity to improve
tripartite cooperation through social dialogue aodaddress openly all problems facing
workers and employers, as well as society in gé@faellab, 2009; Sarfati 2003, 2007).

As a contribution to the debate on the role of alodialogue in the governance of pension
system reform, this report highlights some lesdoms experience in which the outcomes
of social dialogue practices have either succeedddiled — in the latter case, particularly
owing to the absence or inadequacy of the dialogue.

This paper consists of two parts. Part | descrthesglobal context of pension reforms,
considering successively: the demographic, labanket and socio-economic context; the
concern for pension coverage and adequacy; andrip&ct of the global financial and
economic crisis on pensions. Part Il looks at theiad dialogue process that has (or has
not) taken place on pension reforms. It highlights preconditions for an effective social
dialogue to take place and how social dialoguefaesd in pension reforms in the post
crisis context in 10 countries selected from déferworld regions. It assesses the extent to
which policymakers have involved the social padnier the process of the design and
implementation of the pension reform, the outcowiethis involvement, or the obstacles
to its achievement, and then draws some policylasioms on the role of social dialogue
in helping to achieve sustainable solutions.

® |LO: Resolution concerning tripartism and social dialegadopted by the ILC at its 90th
Session, 18 June 2002. Available at www.ilo.orgliginglish/standards/relm/ilc/ilc90/pdf/res.pdf

® ILO: Recovering from the crisis: A Global Jobs Raatlopted by the International Labour
Conference at its Ninety-eighth Session, Geneva, JU®e 2009, 22 pp. Available at:
www.ilo.org/wemsp5/groups/public/---ed_norm/---retd/documents/meetingdocument/wcms_115076.pdf
ILO adopts “Global Jobs Pact” aimed at creating jobstofecting workers and stimulating
economic recoverylLO, 19 June 2009. Available at: www.ilo.org/gidfabout-the-ilo/press-and-
media-centre/press-releases/WCMS_108482/lang-dmyihtm
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1.

1.1

The global context of pension reforms

The primary purpose of pension schemes is to peowdme assurance of adequate,
affordable and sustainable incomes in retiremedit pinevent old-age poverty among the
population. This supposes the existence of pensiremes that are affordable for
individuals and society and financially sound erfot@be sustainable over the foreseeable
future. This objective now appears to be sharedhtgynational institutions, including the
ILO, United Nations, IMF, World Bank, OECD, Europe&ommission and regional
development banks. However, reconciling adequacth vaffordability has become
increasingly difficult in the wake of the major degnaphic, societal and labour market
changes of the past three decades which led tova wapension reforms with diverse
scope. The outcomes of these reforms, as well@setic and social stability worldwide,
are now threatened by the massive ripple effectsed2008 global economic and financial
crisis.

The demographic, labour market and socio-economic context ’

The radical changes that have taken place ovempd#s¢ three decades in the closely
interlinked labour markets and social protectiostesgns have tended to undermine the
basic parameter that underpinned the post SeconttiWiar welfare state and the related
pension systems that were set up in the advanaeteges. It set the model for pension
systems worldwide — namely stable and full-time kyment (mainly of the male
breadwinner) and the (traditional) family. Both bashanged dramatically since 1945 as a
result of societal, labour market and economic greents.

In a nutshell, these trends, in the more develgmhomies in particular, relate to the
accelerating demographic ageing and a declinertititie rates, which coincided with an

unprecedented transformation of the labour markégsiong the features of this

transformation are the low or declining labour netngarticipation and employment rates;
rapid growth of non-standard employment contrapat{time, temporary, casual jobs,
etc.) — associated with low-paid and low-skillebgqespecially among the rising female
workforce, young people, migrants, ethnic minositiend older people); the growing
incidence of the working poor; high and persistanemployment rates; and delayed
labour market entry of young people and early ekitlder people — among whom there is
a growing incidence of single person householdspanverty (particularly among women).

Taken together, these developments result in alshg working population on whose
contributions the funding of the pension systenygedds. Arguably, in many societies, the
declining fertility rates mean that the younger elggent population may be declining to a
relatively greater degree, worsening the old-ageeddency ratio, while the total
dependency ratio may not alter. But growing youtkraployment, which has been vastly
aggravated in the wake of the recent global crisiseducing the number of wage earners
contributing to the pension system, besides put@ngrisk their future wages and
employment prospects in the long term.

These important facts highlight a major concernifitergenerational income distribution,
which is rarely acknowledged in discussions abbet redistribution of national wealth

" This section updates and relates essentially aofa, H. (2002): “Labour market and social
protection policies: Linkages and interactions”,Sarfati, H. & Bonoli, G.:.Labour market and
social protection reforms in international perspeet Parallel or converging tracksPAshgate,
Aldershot), pp. 11-57.
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across generations. Social dialogue would be a gtadtbrm from which to recognize and
discuss this issue and its broad policy implicaigifhough, in many countries, the social
partners may have a vested interest in the statoofjthe institutional design of social
security.)

These trends make labour market and welfare refangent, because they add to the
“traditional” social risks that already weigh hdgivon public expenditures (sickness,
unemployment, disability and death). They also teregew social risks, linked to such
factors as: the mismatch between available jobglandualifications and competencies of
the workforce; the difficulty in reconciling familyesponsibilities and work and hence
limited employability and career opportunities f@omen; job precariousness and an
increasing incidence of poverty at work and inrestient as well as social exclusion.
Reforms must therefore address the conditionsitiattove the self-financing capacity of
programmes, notably employability and, above ateiht and well-paying jobs.

The conjunction of these risks weakens the findrstistainability and social pertinence of
traditional social protection systems, which haiféicdilty in adjusting appropriately and
at the required pace to address them satisfactdtripiso threatens economic growth and
the living standards of the population — both yowanyl old because of the expected
doubling over the forthcoming decades of the depeoy ratio of the older inactive
population vis-a-vis a shrinking, but partly precas, active population. This brings to the
fore the need to focus more on the economic depeydeatio than on the old-age
dependency ratio, that is, the ratio of the paywblhe active population to the amount of
pensions paid. Indeed, it is the growing weightha global payroll in this equation that
enabled the development of the post-war welfar¢éestdence the OECD, European
Commission and International Social Security Asstoon (ISSA) have given priority to
increasing activity and employment rates across gheder and age groups of the
population in any welfare reform policy (OECD 20@ropean Commission 2006; Sigg
2002, 2005). Indeed, while in some countries tHative size of the “potential” active
working population in comparison with the total ptgition has never been so large, much
of this potential is wasted because new technatogied global competition tend to
displace jobs to emerging markets, while vacanfmesvalued jobs are sometimes not
filled owing to the mismatch between the supplyasfgd demand for, skills. Moreover, the
emphasis of the international institutions tenddéomore on employment per se rather
than on the quality of jobs, on which eventuallypgien sustainability also depends.

To illustrate the magnitude and financial implicas of the current and projected
demographic ageing, on the one hand, and the laiauket participation of the elderly
and their life expectancy at age 65, on the otherfwo tables below from the IL@orld
Social Security Report 2010-1L.O 2010a) provide a useful framework, as doeabA.1,
A.2, A.3 and A.4 in Appendix A on global and regabtrends in ageing, life expectancy
projections, dependency ratios and public socialisty expenditure as a percentage of
GDP.
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Table 1.1.  Projected elderly population in 2010 and 2050 (percentages)

Population 65+ Proportion of population ~ Proportion of women
65+ in total population among 65+

2010 2050 2010 2050 2010 2050
World 100 100 8 16 56 55
More developed regions 37 22 16 26 59 57
Less developed regions 63 78 6 15 54 55
Less developed regions 41 56 5 13 55 55
(excluding China)
Africa 7 9 3 7 56 54
Asia 54 62 7 18 54 55
China 21 22 8 24 52 54
India 12 16 5 14 53 54
Europe 22 12 16 28 61 58
Latin America and the 8 10 7 19 56 57
Caribbean
North America 9 6 13 21 57 56
Oceania 1 1 11 19 54 55

Table 1.2.  Participation in the labour market of elderly (aged 65+), and life expectancy at age 65,
1980-2005 (percentages)

Labour force participation at age 65+ as % of labour Life expectancy at 65
force participation at age 15+

Men Women Men Women

1980 2005 1980 2005 2000-5 2000-5
Middle Africa 84.4 85.0 55.1 56.5 10.96 12.38
Western Africa 814 82.3 58.7 56.3 11.36 12.50
Eastern Africa 82.7 815 62.5 59.1 11.31 13.00
South-Central Asia 68.5 60.2 39.3 43.8 13.36 14.58
South-Eastern Asia 62.2 57.9 38.4 327 13.36 15.33
Central America 73.6 56.6 53.4 34.0 16.24 18.16
South America 435 445 22.2 254 15.35 17.98
Northern Africa 59.9 42.9 61.5 223 12.8 14.58
Western Asia 46.2 42.7 35.7 40.5 13.16 15.14
Caribbean 473 38.2 291 17.0 15.30 17.67
Eastern Asia 38.3 335 10.8 16.9 14.81 17.53
Southern Africa 33.0 329 20.6 12.5 10.69 14.18
Australia and Oceania 19.1 19.9 10.4 9.9 16.49 19.86
Eastern Europe 20.2 15.4 8.7 10.7 11.56 15.27
Northern Europe 17.0 13.7 8.9 75 15.76 19.05
Southern Europe 20.3 12.8 15.7 9.7 16.12 19.75
Western Europe 10.1 57 7.3 3.2 16.06 20.01
World 40.6 38.2 18.4 215 14.39 16.95

Source: ILO 2010a Table 4.1 p. 49: (1) Labour force participation: ILO calculations based on the ILO database Economically
Active Population Estimates and Projections, 1980-2020 (ILO, 2009g); (2) Life expectancy: United Nations, 2007. Country
groupings according to UN World Population Prospects, Cf. esa.un.org/unpp/index.asp?panel=5

Improving the economic dependency ratio requiredymaamic labour market. Such a
market provides conditions and incentives for erand exit, mobility between jobs,
employability, adequate opportunities for the asijgin and upgrading of skills and
competencies, suitable conditions of work and depaw for all individuals according to
their needs and capacities, accessible and afflerdedring services which facilitate
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reconciling family and career, and the appropridg¢sign of taxation, safety nets and
family policies that encourage and facilitate ergpient rather than inactivity. This means
that it is necessary to reconcile increased fléjbivith security against fluctuating
incomes and careers. However, this also requirgsrmaltural and behavioural changes
among all stakeholders (Bonoli and Sarfati, 20@21§id & and Gazier, 2002).

In addition to demographic, societal and labourka&achanges, two other socio-economic
developments over the past three decades have tampamplications for effectively
functioning labour markets and for the funding ofial protection systems.

The first relates to the shift towards a servicenemy, where the majority of the
population is now employed in most countries. Tet®nomy has a limited ability to
contribute to social protection, given its res&@ticapacity to increase productivity and to
raise wages of a stable workforce. Indeed, the faaturing sector of the industrialized
economies of the first three post Second World Wémades, which employed the majority
of the (male) workforce, was associated with risivgges and tax revenues resulting from
the rapid productivity growth brought about by timechanization, standardization and
streamlining of production. This growth enabled ggovnents to finance and expand the
welfare state. Arguably, the scope for productigtgpwth is — with few exceptions - very
limited in the services sector, where human cordack service quality count (notably in
education, child care, health care and personalices). Moreover, low wages and
precarious job status characterize substantial estgmof services-sector occupations
(cleaning, janitorial, domestic and handling sessicetc.), limiting their potential to
contribute towards decent pensions and health agedn old age.

The second trend is the acceleration, since thel®gds, of economic globalization. This
has been characterized by a growing integratiomaabnal financial and product markets,
higher mobility of capital and production, and eowing incidence of massive job
displacement to countries with lower labour coktgier levels of social protection and a
significant informal sector. This trend has redugeglernment’s capacity in middle- and
high-income countries to regulate employment andaise tax revenues to the level
necessary for financing enhanced social protection.

To address the concerns for pension adequacy astdirsbility that result from these
developments, governments in all world regions Haeen adopting since the mid-1990s
policies to reform their pension systems. Thougk toincided with a period of rapid
economic growth, the policies often encounteredsitipn from the various stakeholders,
particularly when they were not subject to adequpaitaic debate or social dialogue. The
recent global financial and economic crisis has dadamatic impact on the sustainability
of pension funding — through the huge losses ircuhy pensions funds, the massive job
losses and wage cuts or wage freezes, and, lasioblgast, the rapidly expanding public
deficits and debts, which make it increasingly idifft for governments to maintain high
and growing levels of social expenditures, notably pensions and health cdte.

8 To illustrate this point, in the European Uniomgcisl benefits for old-age pensioners and
survivors are by far the highest item in this exgigrme, close to 46 per cent on average, and
growing steadily since 2000 by 3.4 per cent per.yeas followed by sickness benefits and health
care, close to 20 per cent on average. (EUROSTAB2()
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1.2.

Furthermore, the global crisis has raised the ilikeld of sovereign debt defaults for a
growing number of countries.

The next section looks at pension coverage anduadggconcerns, while section 1.3
highlights the impact of the recent financial @ien pension schemes and funds.

Concern for pension coverage and adequacy

Against this backdrop, the various societal analmbmarket trends described above are
increasing concerns about the extent of pensioerage of the population, the adequacy
of income replacement in retirement, and the firdngustainability of existing pension
schemes in both advanced and emerging economies.

Indeed, the first ILONorld Social Security Repoctearly shows the relatively low pension
coverage worldwide: a mere 40 per cent of the vimgrkhge population is statutorily
covered by contributory mandatory old-age pensahreses. Clearly, this average hides a
widely diverse regional situation. In North Ameriegand Western Europe, statutory
coverage is almost twice as high, though somewdwaei in Central and Eastern Europe
(73 per cent, 70 per cent and 62 per cent resphgtivMore importantly, when
considering the effective coverage of the mandatdrage pension, the percentages
slightly decline to 72 per cent in North Americada#b per cent in Western Europe, but to
48 per cent in Central and Eastern Europe. By coisgrg the percentages of statutory
versus real coverage drop from 58 per cent to 28cpat in Latin America and the
Caribbean, from 38 per cent to 18 per cent in thedM East, from 28 per cent to 19 per
cent in Asia and the Pacific, and from 14 per dertist 4 per cent in sub-Saharan Africa
(ILO, 2010a, pp. 49-50).

While the pension systems have been effective dnai@g poverty in old age in high-
income countries — the basic goal for creating |ystems — a substantial number of non-
protected people in atypical jobs or in the informe@onomy are not covered, particularly
in developing countries, where two-thirds of thdegly receive no regular income, while
100 million individuals live on less than US$1 adigess than 20 per cent of the elderly in
low-income countries receive pension benefits (tieelian for these countries is just over
7 per cent).

In Africa, with few exceptions, fewer than 10 pent of those in the labour force or in
employment contribute to a pension scheme, as #jerity of the workforce is employed
in the informal economy. As a result, only 10 pentcor less of the elderly have any
pension entitlement. But there are few exceptioheres high coverage has been achieved
by adding, beyond the contributory pensions forkeos in the formal sectors, universal
pensions for the rest of the population, notablyLesotho and Mauritius, or social
assistance in South Africa. Coverage is also beaitégeria and Tunisia, which have a
larger formal economy and a longer social sectrdglition.

In Asia and the Pacific and the Middle East somentrées have relatively high coverage
of the elderly. For a significant part of the padidn in Asia effective coverage varies

° The burden of sovereign debt and debt default hia& been growing in Greece, Ireland and
Portugal, and the European situation is aggravlyetumoured difficulties in Spain and Italy, as

well as in the United Kingdom and France.

Cf. EU: “Debt default by EU governments? Messy, prugbably not the end of the euro area”, by
Zsolt Darvas BRUEGEL, 12 April 2011, 6 pp. To thig of countries one could add the United

States, which had to raise its sovereign debtnggidind whose credit rating was downgraded in
August 2011.
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between 20 per cent and 40 per cent. In South/Asatit is lower, as a result of the high
incidence of the informal sector.

Latin America and the Caribbean have a long histdrgocial security, and coverage of
workers in the formal economy varies between 30 gent and 60 per cent. Higher
coverage exists in some Caribbean islands whertoth®l economy is predominant, and
in Brazil and Uruguay. Argentina and Chile are eteé to follow soon as a result of their
recent reforms (2006-2007 in the former and 2008324 the latter) (ILO, ibid: 45-52).

It is important to note that the worldwide patterhpension coverage in old age has a
strong gender dimension, as has poverty in old Bgenost countries women are less
represented than men in the formal economy. Wheywork their earnings are relatively
lower than men’s, they are often employed in lé&dted and less paid jobs, in part-time or
temporary jobs (see comments below on other imjpdiea of part-time and atypical job
patterns). They also tend to have shorter and diiseemus careers due to child rearing,
providing care for the elderly and having incergite leave work earlier. Their pension
coverage therefore is inadequate and exposes nighgra to poverty in old age (Sarfati
2004 & 2010 a,b).

On the coverage issue, the IMIorld Social Security Repocbncludes that:

Incomplete coverage is a widespread phenomenas;siten not only in developing countries but in
industrialized countries too. Given the fact thdame proportion of pension schemes provide benefi
on an earnings-related basis, some groups withmptete past work records tend to fall behind. Niytab

hard-hit groups include women, low-skilled workarsl ethnic minorities. (ILO 2010a: 53)

Arguably, the policy challenges are not new. Theeng crisis has only exacerbated pre-
existing trends and concerns. In particular, camc@bout pension coverage and adequacy
have pointed to the urgency of pension reforms pushed the reform issue to the
forefront of the political debate worldwide.

The debate over pension reforms, however, rareighted the problem of coverage of the
growing numbers of people with short or discontumiccareers. These are ill-defined
categories of ‘flexible’, ‘non-standard’ or ‘aty@ic workers, for which limited labour
market statistics are available nationally, andneless so internationally. They roughly
include: (a) people on part-time work; (b) peoplke mporary work — which may
include fixed-term contracts spanning several yeara few months, but also contracts
through temporary employment agencies of diversatiun and extent of social and
employment protection; (c) the self-employed, weither very high (e.g. for the liberal
professions) or very low earnings (viz. the soezhllI'mini jobs’ or ‘solo self-
employment’); (d) people on seasonal and casuakwamd (e) people working in the
informal sector.

OECD and EU statistics do provide data on part-mployment generally, but without a
breakdown of the extent of hours worked. Data dal foours worked, on the other hand,
do not provide insights into distribution among rstandard workers. One study on social
protection coverage of this category offers onlfea@ general comments on coverage of
persons in ‘marginal employment’ and ‘solo self-émgment’ in six EU countries
(Schulze Buschoff & Protsch 2008), while anothéernational comparative study focuses
on the informal sector and migrant workers (vann@ken 2010).

The social protection rights of atypical workergseaconcern because they may be
significantly curtailed, notably as regards pensmmverage (and even when they are
covered, there is no guarantee for the adequattyedhcome replacement of their pension
benefits). This issue was raised as far back a8 #0the EU Task Force on employment
report which “called on EU Member States and sqg#tners ‘to examine the degree of
security in non-standard contracts’ to help previet emergence of a two-tier labour
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market, where ‘insiders’ benefit from high levels employment protection, while an
increasing number of ‘outsiders’ are recruited uraéernative forms of contracts with
lower protection” (EU, 2003:7). This risk is presaverywhere, particularly where the
informal economy is a major source of employment.

In the post crisis context, there is a risk thatgpess achieved towards poverty reduction
and extending guarantees to the informal sectokfware may go into reverse, notably in
Latin America. Mesa-Lago notes that the latesticrisggered a notable increase in
unemployment in the region, adding three to fodfioni on top of the pool of 16 million
already unemployed in 2008, halting the declingha informal economy (where the
workforce is usually uninsured), and further retegpaseven million workers to extreme
poverty (see Mesa-Lago 2010).

Atypical work status is common among women in adeaneconomies, which explains

the strong gender dimension of poverty in old agarf@ati 2004 and 2010a,b). Atypical

workers are usually not covered by unemploymentrarsce which in several advanced
economies pays pension contributions (credits)ngutiinemployment. This of course

affects the limited level of income replacement wehiey have pension coverage. In high-
income countries, nearly 70 per cent of the lalforge is covered by law by some type of
unemployment protection scheme, the percentagesdm@0 per cent in upper-middle-

income countries and less than 20 per cent in laniddle-income countries. However, as
with pensions, the effective level of coverageubstantially lower, even in high-income

countries, dropping to less than 40 per cent ofiadimployed, though many among them
may qualify for general social assistance (ILO, @0Z0-71). Moreover, coverage of

atypical workers varies widely even within this gpoof countries, with high coverage

above or close to 80 per cent in Denmark, Finlhnedembourg and Sweden, about 60 per
cent in France, the Netherlands and Spain, butrlawether EU-15 countries (Leschke

2007 and 2009).

Indeed, where the level and duration of cash benpéiyments are linked to the length of
past employment records, the amount of contribatmeid and previous earnings, atypical
workers may be at significant disadvantage compéredtandard’ full-time, full-career
workers. Even in the few countries where univebsalic public pension schemes exist for
all residents, the qualifying period of residenseaather long (40 years in Denmark, 50
years in the Netherlands), or the level of benditselow poverty line, for example in the
United Kingdom (cf. Ginn 2002). Moreover, where tgraration is low (sometimes
reflecting part-time employment), it may disqualihany atypical workers from access to
supplementary pension schemes to improve theirereéint income (e.g. in the United
Kingdom and, until recently, Switzerland).

It is important to stress here that, while popolathgeing will have a substantial impact on
pension expenditures, the sustainability of pensmremes largely depends in addition to
adequate returns on investment by pension fundspaibtic pension reserve funds on
dynamic labour markets, which depend in turn, faistl foremost, on high employment
rates of all age cohorts. Regrettably, employmeésr are low in several countries,
particularly among the young, women and older wigkand they fell further during the

recent crisis as a result of mass dismissals, terrg-unemployment and increasing labour
market exit due to the lack of employment oppottasi Arguably, social protection has

provided ‘automatic stabilizers’ in several Eurapemountries that helped maintain job
security with State subsidies for short-time wogkiand pay ‘flexibility’.

Other characteristics of an efficient labour marketiude: employment that ensures a
decent lifelong career; fair remuneration; oppattes for job and skill upgrading; and
adequate social protection coverage.

So how did the financial crisis affect the penssmhemes’ sustainability and adequacy?
This is the focus of the next section.
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1.3. The impact on pensions of the global financial crisis

The aforementioned generalized trend in pensioormef in many countries to shift an

increasing part of the responsibility for pensi@néfits to the private sector — notably to
employers, private pension funds, insurance congsardand, above all, individual

employees has generated a further risk of povertgld age. This risk is due either to
exclusion of a substantial part of the workforcenir such coverage or to inadequate
benefit levels resulting from shortfalls in employeontributions, unwise investment

choices and financial market fluctuations or marfkédtires. Among these failures are the
financial crises in the Russian Federation, Asid aatin America in the 1990s, the

technology and real-estate bubbles in the early020&nd the mortgage and financial
market collapse that started in 2007 and resuftekld recent recession.

It may be recalled that, “unlike most social setyuslystems, private pension systems tend
to rely fully on accumulated funds to meet accrpedsion benefits. Hence, the short-term
impact of the financial crisis is of greater comcéor these systems, especially where
investment losses are directly translated into folenefits. This may be the case in
defined contribution (DC) systems [and]... in definbenefit (DB) arrangements where
benefits, or their indexation, are adjusted with fimancial health of the pension fund”

(Pino & Yermo 2010: 17)°

The OECD assesses that since the financial ciitsieehnews in late 2007, private pension
funds with around half their investments in thegandy market and corporate bonds and
deposits lost a sizeable 23 per cent of their iimvest value in 2008 (or some US$5.4
trillion for the OECD area), leading to a loss ohfidence in pension funds. In 2009 stock
markets further lost much ground, which they sonmsmwtecovered by midyear. But
recession hit all advanced economies, with outpatliting (in some countries,
dramatically, notably in Ireland, Spain and the tddi Kingdom), returning to very
minimal growth by year end. Wage growth slowed weredeclined, and unemployment
shot up in most countries to unprecedented levéls f@w encouraging signs from an
anaemic jobless growth.

While the rebound in equity prices that startedviarch 2009 enabled pension funds in
some OECD countries to recover a substantial ptigooof their 2008 losses, their asset
values were still below nine per cent of the Decent007 levels on average. At the end
of 2009, the gap between pension fund assets ahilities was 26 per cent, compared
with only 13 per cent in 2007 before the crisise®the same period, the decline in bond
yields in some countries, which are used to caleuteension fund liabilities, has offset
investment recovery. At the same time, public pemsieserve funds in some countries,
which were set in place to guarantee default ofipational pensions, recovered strongly
from their heavy losses by end 2009. The OECD cwmied that:

Most (private) pension funds were wealthy enougbkuxvive the crisis and wait for things to improve.
However, some people paying into them were hit éwiosing their savings because of the financial
crash, then losing their job as the crisis in fitiahmarkets started to take its toll on the resthe
economy. This is particularly serious for older kems, who have less time to build up savings again,
and have more trouble finding a new job. (OECD 207®).

But public pension schemes are affected too, amdhatpey could be hit twice. First,
because their investments may be worth less. Secominployment and lower earnings
mean less money is flowing into the system, buéssithe rules are changed, it still has to

19 |n defined contribution (DC) plans, each persoresdor retirement in an individual account and

the value of pension benefits is determined by stment performance. In defined benefit (DB)

plans, pensions should be paid whatever the fupefformance. However, the stock market crash
means that the assets that fund the payouts ath lgss, and many plans are now in deficit.
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pay out just as much as before. However, despierdécovery, the implications are

particularly hard for older workers who may notaep the investment losses in the private
pension funds’ pension reserves and other saviibe. OECD concedes that “Even

postponing their retirement may allow them to dffsely part of their loss. Declines in

account balances in private pensions in the US \Wagest for the 45-54 year-old age
group, ranging from a loss of around 18 per centpfople with short tenures to 25 per
cent for longer periods of coverage.” (ibid).

The extent of crisis-induced loss among currensjperers depends on the composition of
their retirement income. Indeed, income replacentgntpublic pensions (first pillar
PAYG) is usually protected by automatic indexatibnsome countries, the amount paid
out by public schemes depends on the resourcé dfeneficiary and the value of private
pensions, so the public payout adjusts to risesfallglin private pensions, shielding the
old-age retirement income of some or most retifem® the full impact of the financial
crisis (notably in Australia and Denmark). By cast; other countries have set up
mechanisms that automatically adjust benefits l&vgluarantee the solvency of the public
pension schemes, implying lower pension benefits (8 Canada, Germany and Sweden)
(ibid: 76).

The impact of the fall of equity and property pscen private pension schemes was
arguably greatest in countries where these schehagsa predominant role in providing
old-age incomes. These countries, listed in dedirorder of impact, include Iceland,
Mexico, Denmark, the Netherlands, Slovak Repulfie United Kingdom, Australia,
Poland (where private pension schemes provide 60qm or more of retirement income),
the United States, Sweden, Ireland, Canada, Hun@witzerland, Belgium, Germany,
New Zealand, Norway and the Czech Republic (betwtemper cent and 17 per cent).
Both defined benefits (DB) and defined contribut{@C) plans suffered from the crisis,
the former probably less than the latter. It shdaddhoted that far more people with private
pensions are now covered by DC as DB schemesa@sedcto new entrants and sometimes
even to existing members. The OECD warns that nmtcg and no pension system
whether public or private is immune from the cri€=CD 2009).

Public pension schemes suffer from dwindling cdmittion revenues and growing benefit
expenditures as a result of lower earnings anagisinemployment. In addition, their
reserves have undergone from investment losseswand used in some countries to
mitigate the impact of the crisis, notably for rgitalizing failing banks or financing public
works programme in Ireland and Norway, taking ggevate pension funds in Argentina
(2008), and more recently in Hungary (2010) ancaR@!(2011). In mid- June 2011, the
Hungarian Government approved using the countrgissipn fund assets to cut public
debt from 81 per cent to 77 per cent of GDP. ThikWed the transfer, in early June, of
€18.2 billion worth of second pillar assets to 8tate pension plan. Commenting on this
transfer, the IMF said “pension sustainability reedd be reassessed” and expressed
concern about the use of some returned pensiotsdsseurrent spending: This concern

1 See, “Argentina makes pension fund takeover afficiAssociated Press, 8 Dec. 2008; «
Congela griesa otros US$1000 millones - Por pedeldonistas en default ka Nacién 3 Nov.
2008. Available at: www.lanacion.com.ar/nota.asp&nio=1065465;

“Hungarian parliament OKs take-over of second-pitiansions”|PE, 15 Dec. 2010. Available at:
www.ipe.com/news/hungarian-parliament-oks-take-afesecond-pillar-
pensions_38411.php?s=Hungarian parliament OKsdakeof second-pillar pensions;

“Hungarian government OKs use of pension fund assetut debt”, IPE, 22 June 2011. Available
at: www.ipe.com/news/hungarian-government-oks-use-ofma-fund-assets-to-cut-debt_41090.php
“Poland raids private pensions to keep state schawheent”, IPE, 9 March 2011. Available at:
www.ipe.com/news/poland-raids-private-pensionsaegkstate-scheme-
solvent_39678.php?s=Poland raids private pensmhksdp state scheme solvent
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clearly highlights the interdependency of sociabremic and fiscal policies as much as
the need for a comprehensive and long-term poligr@ach to solving the public deficits
and debts problem, while keeping in mind the sodialension of the measures and the
implications for the sustainability and adequacyefsions.

Indeed, many people lost much of their retiremenirggs either in pension plans or in
other assets (notably housing); these savings xgvected to contribute on average a
guarter of retirees’ income in OECD countries, fmsich more than 50 per cent in seven of
them. This impact is particularly acute for oldeoriiers who are more likely to become
unemployed and have little chance of landing a ey with the same pay level; in
addition they have only a short period at work befetirement in which to reconstitute
their savings or pension entittement. Those alreaelyyed may be less exposed,
particularly if they purchased an annuity paymemt their pension assets, locking in
earlier investment gains and benefiting from aldifig pension payment. But those who
did not buy an annuity or deferred such a purclmaae have suffered large losses, while
younger workers who tend to save less at thisslifgle and are supposed to have more
time to recoup the losses during their career rimait the losses. However, they are no
less exposed to old-age poverty (OECD 2009).

The ILO notes that in fully funded defined conttibn pension schemes, pension
entittements in some cases might be lost completelyre crisis turns into a long-term

downward adjustment of asset prices, the outconirschemes will inevitably be lower

benefits paid at retirement. The size of the lagat effect will depend on the depth and
the duration of the downturn of asset prices. ¥ ffresent price reductions turn into
permanent adjustments then old-age income wiledecged; if the downturn is short-lived,

the effect will be transitional. Nonetheless, thaimlesson of the recent crisis is the
urgency of a fundamental review of pension systants the related reforms undertaken
during the last two decades.

The crisis has demonstrated the high vulnerabitify future pension levels to the

performance of capital markets and other econoluatufations. This must be corrected to
protect the pension levels of those who are clogettrement by creating strong minimum
pension guarantees to ensure that they have dé@degtstandards when they retire. Some
countries have already introduced such guaran@thers have included in their stimulus
packages one-off payments to older people as ac@mprelief (Australia, Greece, United

Kingdom and United States). Still others have degtith strengthen and expand minimum
guarantees in their pension systems; they inclugiim, Finland, France and the United
Kingdom, as well as countries with higher-than-ager poverty incidence among the
elderly, such as Australia, Republic of Korea apdis.

Beyond these immediate steps, it is necessarnajaepuild trust in public DB schemes,

which proved more secure in the crisis; (b) rebadamixes of pension systems (public
PAYG and funded systems, DB vs. DC) to avoid pgviriold age; (c) reconsider pension
reforms in a broader context that take accounthainging demographic variables, other
social protection inputs (unemployment insurandsalility insurance, social assistance)
and policies conducive to a more dynamic labourketarn(d) ensuring funding levels of

DB public pension schemes that optimize the ecoaawle of pension schemes in the
short run to address economic fluctuations andénlong run to cope with ageing (ILO

2010a: 118-19).

This comprehensive approach is certainly necesaarg time of sluggish and jobless
recovery in high-income countries. In these coestriess resources will be available for
the necessary reforms, as GDP growth is expecteentain low in most of them (below

1.5 per cent in the EU) and without or with verpitied job growth.

However, given the prospect of a shrinking labaurcé, the immediate policy emphasis,
particularly among international organizations sashthe OECD, EU Commission, IMF
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and World Bank seems to be on increasing the empay of older workers, and — in
response to the looming sovereign debt crisis scaficonsolidation. The costs of this
consolidation, according to the labour movemenlikiedy to be borne mainly by workers
and their families as they imply cuts in publicvsees and in social protection, regressive
taxation and downward wage flexibility (TUAC 201&d).

On the whole, the OECD notes that there existsigh-mmcome countries a substantial
scope for promoting the employment of older workérguably, the situation varies from
country to country, but in 2004, an average of teas 60 per cent of the population aged
50-64 in these countries had a job, compared véthet cent for the age group 24 49. The
figure ranges from less than 50 per cent in cetaumtries to more than 70 per cent in
others. There are numerous work disincentives anglayment barriers facing older
workers, including age discrimination and poor wogkconditions, which often result in
early exit from the labour market (ILO 2010d). Sespite sustained increases in longevity
in these countries, the effective age at which wexwkretire has tended to follow a
downward trend in virtually all of them, at leasttilirecently. Thus, the number of years
that workers can expect to spend in retirementrisas considerably — for men, from less
than 11 years on average across the OECD in 19ji@ttander 18 years in 2004 and, for
women, from less than 14 years to just under 28sy&ECD 2006).

While the motto “live longer — work longer” to addss the demographic ageing promoted
by the OECD (2006), in the context of rapid ecorogrowth in the mid-2000s has been
widely accepted among the international finanaigtitutions and the EU Commission, it
has met resistance among trade unions and empldyeesunions object to it because the
implications of raising the retirement age revesbat came to be considered an acquired
right and because it fails to consider the longees of low-skilled and low-paid workers
in arduous jobs who tend to have shorter than geeliée expectancy. For employers,
faced with growing competition in a globalized eocmy, the main concern is the
increased cost of employing older workers and #saii@ption of their lower productivity
or declining skills.

After the crisis, the prospects for the OECD optampear slim, given the persistent high
levels of unemployment and the jobless growth peotpin the immediate future at least.
So the focus of policymakers leans back towardsiparreform. This reform needs to be

considered in the global economic context, inclgdiising public deficits and debts, the

growing exposure of governments to the risk of seigm debt defaults, the potential of the
labour market to attract and retain more people @nthe social safety net to facilitate

labour market transitions between different sosiatuses in and out of the labour market
(employment, unemployment, education, continueiditrg, sick leave, disability, care and

work, retirement and work).

In all these areas, which imply different and chaggaspirations, expectations and
outcomes for different categories of the populatitrere are concerns about equity,
fairness and solidarity, on the one hand, and priser sustainability, on the other. It is
thus paramount to give a voice to the stakeholdeasticularly the social partners —
employers’ organizations and trade unions — ingyoformulation and in monitoring
implementation.

The next section will therefore look at the role’sdcial dialogue’ as a generic term for
various modalities of participation in public delatonsultation or negotiation on pension
reforms, in particular in the post-crisis context.
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2. Pension reforms and social dialogue

2.1. The context of social dialogue on pension reforms

The preceding sections clearly show the interdepecel between macroeconomic and
financial developments and social protection systemparticular pensions, and highlight
the related concerns of the major stakeholdersgehagovernments, employers, workers,
retirees and the organizations that represent them.

Governments have to ensure pension funding subiliipanot only in relation to the
liabilities of public pension schemes, but alsogamrantor of last resort in case of
employer default. They must also introduce regoitetithat ensure the sustainability and
adequacy of pensions schemes and their cost-efeatiministration, as well as regulate
the relationship between the funds and financiakets.

Employers are stakeholders as well as investonsedihey are both contributors to the
pension funds and guarantors of their pensionliiigsi to their employees (at the least in
defined benefits schemes). As the management afpational pension funds is often
outsourced to the pension insurance companies whoprofessional pension funds,
employers need to have a say in the managemeandfstrategies for, their funds. But
pension obligations are also subject to policy gean(i.e. changes in retirement age, in
indexing formulas or in the eligibility rules inghpublic PAYG first pillar, all of which
influence occupational pension funds). The insthdl channel for this ‘voice’ is a
representative body for employers or business. dnyntountries employers are involved
in the management of various social funds inclugegsions, unemployment funds and
wage guarantee funds.

Workers and retirees are direct stakeholders, dhmdr as investors, by virtue of their
pension contributions, which are in fact deferreabas, and the latter as beneficiaries of
pension payouts. Changes in government regulatiomstaxation, capital market,
remuneration (minimum pay), unemployment, sociasistance, labour market and
employment policies and pensions are bound to taffeeir job status and their
employment and pension rights. Economic fluctuati@md the volatility of financial
markets impact on their pay, employment and pessidhey therefore need to have a
voice in the formulation of macroeconomic policiaad labour market and social
protection reforms, in particular those that haweHiect on pensions.

Trade unions have traditionally been the instindilochannel for this voice, though other
professional organizations (for example, nursespibots’ associations, some of which
may also be affiliated to, or associated with, ¢radnions) or non-governmental
organizations (NGOs) like pensioners’ associatibage recently been involved. Trade
unions also have a historic record of participaiimghe development of modern welfare
States and in shaping and administering mutual temmgntary pension schemes,
unemployment insurance and sick funds. While irngiregy many of these protective
functions have been taken over and regulated byStie in a number of European
countries, unions retained a role in the admiristna of unemployment insurance,
occupational pensions and sometimes also the labatket through tripartite or bipartite
bodies.

As already noted, one of the elements essent&lgtaining pensions is increasing activity
rates across age cohorts and genders. This reqdpestment in the conditions of work
and remuneration, career prospects, skill upgradimgentives to enter the labour market
and to stay in employment, and addressing the @nablof age and gender discrimination.
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2.2.

Policies and practices in these areas clearly wavalll three stakeholders, while social
dialogue can facilitate consensus among divergiteyésts and possible trade-offs.

In the past two decades, demographic ageing andnjpgact on the sustainability of
pensions had become the focus of heated politiebht® across the European Union as
Governments tried to reform their pension systam&s$pond to increasing concerns about
their ability to guarantee a decent income to eesirin the near future. In most instances,
reform proposals met with public resentment andoaal opposition from the social
partners — employers’ organizations and trade wiobecause they tended to increase the
obligations of enterprises and employees, involViiggner costs to the former and reduced
levels of benefits or longer qualifying periods the latter, also perceived as a reversal of
acquired rights. Certain proposals were blockedabge of the short-term horizons of
politicians. These were reluctant to introduce ynyar reforms for fear of an electoral
backlash, postponing reforms indefinitely or inwoihg them piecemeal with
disappointing results.

Across Europe, in countries where comprehensivarmefprojects were publicly debated
and social partners closely involved in reform fatation and implementation, reforms
were successfully adopted and implemented, notablthe Nordic countries and the
Netherlands. By contrast, in countries where theeguments tried to impose reforms
unilaterally, the projects invariably failed (orlpmpartially addressed the major issues at
stake). In the mid-1990s, opposition to pensioomas brought down governments in no
less than three countries Austria, Germany andy.lt&h France it prompted the
Government to partially renounce its reform plansltaly, just one year after a reform
proposal had been rejected, the “Dini reform” ad ublic pension system, introduced by
law in 1995, was based on an agreement betweeGdvwernment and the three trade
union confederations, though it was not signedhieyemployers (Baccaro, 2002).

On the whole, parliamentary debates on labour maakd welfare reforms have been
stormy and lengthy, rarely leading to successftdrmes. So it may be timely to turn to
another existing channel for such stakeholder werokent because it proved successful in
a number of countries with different industrial atgbns characteristics and traditions
namely social dialogue and collective bargainingr{&i, 2003, 2006, 2007).

In the wake of the 2008-09 crisis, governments sstbistimulus packages to stem the
recession and to minimize its adverse social impactworkers and enterprises by
extending unemployment insurance and coveragejdingvsubsidies for training and job

preserving schemes (mainly via reduced working Yiregtending social assistance to the
unemployed as well as helping enterprises to adaphis process, in many countries,
governments tended to consult the social partrigpartite or tripartite negotiations at

national and sectoral levels led to trade-offs resprve jobs and skills with proportional
pay reduction, partly compensated by the State.

From stimulus packages to austerity and fiscal consolidation:
Adjustment through social security without social dialogue?

As soon as the first recovery signs appeared ahlicpieficits rose, and with the pressure
from international financial institutions to acaelte the termination of stimulus packages
and adopt austerity measures to reduce public debernments increasingly sought to
introduce measures to reduce the rising cost o$ipas. They did this by trying to raise
the retirement age and modify eligibility conditoorisuch as the duration of pension
contributions to qualify for full pensions), oftemith little consultation with the social
partners.
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In the United States, for example, several States lacal authorities are faced with
growing public deficits, especially in the waketlbé real-estate-cum-financial crisis. They
have seen their tax revenue decline as a restlighfunemployment, while the potential
returns on their pension fund-backed bonds arerdthv. They are thus running short of
cash and are unable to meet the considerable sing tiabilities of their large unfunded
pension schemes, whose assets have been depletieel tais in equities and other risky
assets. As these pensions plans constitute a higloqtion of their expenditure and nearly
all have funding problems, these cash-strappe@sStatd local authorities are now under
the threat of downgrading by the rating agencies.

The situation led the State of Wisconsin, soorofedd by others, to adopt, in March 2011,
an unprecedented and highly controversial law $trict the collective bargaining rights of
many public sector workers on pay and pensioragglied that this measure was necessary
to limit what it considered the too generous retieat benefits negotiated in a period of
economic growth. The Wisconsin Republican Goverotaimed the measure was
necessary to balance the State budget, and thelaégm was adopted despite the
concessions on pay and benefit limits that the naiagreed to. Critics of the law claim
that the Republicans used the deficits as an extugeish for another agenda that has
more to do with power politics than with econom{Esancial Times, 17 & 25 Feb., 10
March 2011). The spread of such legislation bolderi building a social consensus on
necessl?ry pension reform plans, which could cdytdie achieved by a variety of other
means.

As the heated debate on public deficits and debtsow also taking place at the federal
level, politicians from both the Democratic and Rigliran parties seek target cuts, and
tend to focus on entitlement programmes such amlS8ecurity (the public PAYG). And
yet, Social Security has not contributed to theatteh the past (it is statutorily financed
by payroll taxes, so it cannot spend money it dogshave). Moreover, it is not the key
fiscal problem facing the nation, as the retiremmnefits it pays now amount to only five
per cent of GDP and they are projected to risentyg about six per cent by 2050, much
lower than in most advanced economies (see Appéxadixble A.4), and much lower than
health care costs which are expected to increatsdsi*?

Arguably, at present, even without reform, SocietBity could still pay its full benefit
commitments for the next 25 years and between 7T@a and 80 per cent for several
more decades. But warning signals are already pres®v, as this year Social Security
will pay out more in benefits than it receives iaymll taxes, a threshold that was not
expected to be bypassed before 20N&x York Time24 March 2011).

Restoring the balance to Social Security wouldse@scitizens, whose trust in the system
has dramatically declined, as more than eight irciti@ens believe it is heading for a
crisis, according to the latest opinion poll in Mar2011 Washington Postl7 March
2011). It would also reassure investors and thel lmarkets on the nation’s fiscal health
and its creditworthiness.

However, while reform is necessary to ensure th&/®Apension system’s long-term
sustainability, cutting benefits to reduce the publudget deficit would be dangerous since
retirement income is already at risk. The recesaimh anxiety about the system’s future

12 «To cut the deficit, look to social security”, bilicia Munnell (member of the Council of
Economic Advisers under President Clinton, curserdirector of the Center for Retirement
Research at Boston Colleg®)ew York Times April 2011.

13 peter Orszag (Director of the White House OffifeManagement and Budget from 2009 to
2010), “Safer Social Security”, New York Times, Név. 2010.
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capacity to pay encouraged people to claim beneéity (at age 62 instead of 66) with a
25 per cent cut, so their pension savings may befficient when they have exhausted
their other sources of income. Moreover, the needdtirement income increases with
longer life expectancy, and the existing employmrsored retirement plans (the 401K
plans) have low returns as most consist of definedtributions rather than defined
benefits. As a result, some 51 per cent of houslshate at risk of declining living
standards.

Against this backdrop, developing a programme wwatld restore the longer term balance
of the Social Security accounts, which would neaglys include benefit cuts, tax
increases, indexing full retirement age to improgats in longevity, among others, would
suppose a broad consensus among the stakeholdatahlyn the social partners.
Withdrawing collective bargaining rights does ne¢m conducive to such an outcome.

In the United Kingdont* reform of the public service pension schemes le&s lin the
works for some time. When, in 2005, the former Lab&Government tried to reduce its
cost, it had to attenuate its plans following ®rikreats. This left the possibility for almost
all existing staff to retire at age 60 or earlieven though the women’s State pension age
was already set to rise to 65 and the State peagienvas planned to increase for all to 68.

The reform proposals of the current Conservativeetal government coalition met with a
similar threat of forthcoming strikes in June 201ds soon as the government-
commissioned report on the pension reform was glietl on 10 March 2011. On 30 June
2011 public sector unions organized a 24-hour estrike biggest public sector strike for
years, in which some 750,000 public servants ppatied, awakening memories of the
industrial strife in the mining and steel industrief the 1980s, which brought Margaret
Thatcher to power. As more threats of industrigioacwere voiced by public service

unions for October should negotiations fail, somethe Conservative party and the
employers’ organization, CBI, called on the Goveentrto toughen anti-strike legislation.

On the eve of the strike, David Cameron, the Piina@ister, who resisted such calls, told
Parliament that there was no case for strikes windlgotiations continued, and that he
would pursue negotiations during July in an effmtfind a settlement. He warned,
however, that reform was unavoidable because isettdongevity threatened the
pensions’ sustainability.

To illustrate the extent of the emergency, he ndtadl civil servants who retire at 60 (the
current pensionable age for most) would now claipeasion for 30 years, up from 20
years in 1970 — an increase of about 50 per cer#009, total payments to public service
pensioners and their dependants amounted to ai@&billion, up by one-third, on top of

inflation, compared to 1999.

The gap between contributions and paid out pengiotie public service now stands at £4
billion and this deficit is forecast to reach £ Hidion by 2014 in the absence of reform.
Moreover, public service pensions are subsidizedhieytaxpayers who contribute over
two-thirds of the cost, amounting to £1,000 perdadwld, of maintaining public sector
pensions, and this amount is expected to rise ruaotisly.

4 This comment is based on extensive coverage ofubéc sector pension reform, including the
Hutton report and the latest strike. SEgrancial Timeg6 April, 12 Oct., 22 Nov. 2010, 3, 6, 9, 10
& 11 March 2011, 29 & 30 June, 2-3 July 201The Guardian(10 March & 30 June 2011); The
Telegraph (28 June 2011); IPE (10, 11 & 17 Marchi2Pand the Hutton report itself, entitled
Independent Public Service Pension Commission:|fegort March 2011, 19 pp.
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This is considered unfair as private sector perssibave sharply deteriorated, with
employers closing many defined benefit (DB) schethas were linked to final salaries in
favour of defined contributions (DC) which depemdinvestment returns and transfer the
related risks to private sector employees. At preseore than 80 per cent of public
employees are members of a DB occupational pensicmsme, compared to only about
35 per cent of the private sector employees covbyedny employer-sponsored pension
scheme. In addition, fewer than 10 per cent of@hinghe private sector are now members
of a DB scheme as against about 35 per cent in.1997

In 2008-09 most of the five million public sectangloyees were in DB, much higher than
the less than two million in the private sectoreThstitute of Fiscal Studies estimates that
the value of public pension accrual was equal D520 25 per cent of earnings as against
only eight per cent in the private sector. Mr Camnerhowever, rejected the argument
made by several critics, that public sector persioere “ridiculously generous”, noting
that, in fact, around half of public service pensis received less than £6,000 per year.

The main reform measures that the Government glarearry out on the basis of the
recommendations of the Hutton report are: (a) m@pdpthe existing final salary public
service pension scheme by new career-average defierefit schemes — which Lord
Hutton deems fairer to the majority of members thainot have the high salary growth
rewarded in final salary schemes; (b) raising #t@#ement age of the five million public
sector workers (currently 60 for most employees)66 in 2018, with Lord Hutton
recommending that Government should link most s@serpension age to the State
pension age; (c) increasing employee contributlonsan average 3.2 percentage points
across the public sector, phased in over threesyasaof 2012, which is expected to raise £
2.8 billion. For many public sector employees #ngrage may push contributions up by
half and by more than double for some, thoughdiett paid may be exempt.

In addition to these measures, the Government deduin its June 2010 Emergency
Budget a switch in the measure of inflation for #wenual indexing of public sector
pensions (as well as for the State second pensidrvarious other social benefits) from
the retail price index (RPI) to the consumer pricdex (CPI). This move to CPI is
expected to produce the Budget's biggest savisggifrom about £ 1.2 billion in 2012 to
£ 5.8 billion by 2014-15. For current public seatonployees and pensioners it may result
in having retirement benefits cut by one-third,ading to an official assessment by the
Department for Work and Pension carried out in Gatyr 2011.

The workers were already carrying the main burdethe 2010 austerity plan, in which a
two-year pay freeze and the planned retrenchme#0@f000 public sector staff by 2015-
16 were included. They were highly critical of thgsension reform measures, resenting
the expected decline in pension benefits as atre$uhe shift to CPI index. They also
contested the Government’s assessment of the fp@unrgion deficit.

Lord Hutton warned the Government that the necgdaating change in public pensions
can be achieved only through effective dialoguewbeth public service employers,
employees and their representatives. Both the Gawent and the unions are aware that a
settlement is necessary and that they both statubeoif they do not reach agreement. So
the coming weeks or months would hopefully show weyy for a fair and acceptable
solution.

Australia presents the peculiarity of having esdapxession in the wake of the global
economic downturn, thanks to the strong demanditforaw materials from emerging
economies, notably China and India. It has alsoyen a massive job growth.

Its pension system consists of two tiers, of whiuh first is the basic Age Pension, the
universal State pension scheme for men aged 65+wamden aged 61, funded from
general taxation with flat rate benefits. It is glgmented by private contributory pensions
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known as ‘Superannuation’ funds, which were setirud985 within the wage awards
system. The funds were negotiated by the Austr&iaumncil of Trade Unions as part of its
national wages claim before the Conciliation andi#ation Commission (AIRC). The
Council sought a three per cent employer superdiomugontribution to be paid into
industry funds; these funds were mostly managedgoln union-employer organization
boards. The Federal Government supported the daiththe Commission accepted the
submission in principle.

In 1992, the Federal Government introduced the S@uarantee Schenrein order to
provide superannuation coverage for employees dritsie awards system. The scheme
required that, in order to avoid paying a taxatevy, an employer must make minimum
contributions in respect of all employees, excépsé in an exemption category. After it
was made compulsory, superannuation continued todadt with through awards and
agreements, and AIRC adopted principles to dealh wapplications for award
superannuation provisions. AIRC’s task was to emsbat any award that was made did
not contain requirements that would result in apleyer failing to meet its obligations
under the Super Guarantee legislattén.

In March 2006, the legislative amendments madehleyHoward Government removed
superannuation as an allowable award matter. Tkanhtrthat AIRC could not arbitrate in
relation to superannuation, which continued to baltdwith in agreements. In 2009 the
Federal Government established the Super SysteniewRe( which resulted in 177
recommendations being presented in June 2010. &khew found that superannuation
fees were too high, the choice between funds hadielivered a competitive market that
reduced costs, and there were too frequent adjussnad the superannuation mechanism.
The Federal Government has stated that it will bdista a consultative group before
implementing reforms. Incremental increases hadsedai the minimum level of
contributions to nine per cent by 2002-2003. In M210, the Federal Government
announced a staged increase in contributions tm le@013 from nine per cent to reach
12 per cent by 30 June 202d.

The challenge to the Australian pension refornihédountry’s ageing population. Indeed,
the Australian Bureau of Statistics (ABS) projetttat by 2051 about 25 per cent of the
population will be aged 65 or above (cf. Harbrid@®02: 190). Hence, as Michael
Rafferty®® points out, the Government convened no less thangolicy reviews around
pension reform, i.e. reviews of the tax system, #ige pension, superannuation and
financial planning. On the basis of these revidgiws,Government has already announced a
phased increase in the retirement age, a proposaiise mandatory superannuation
contributions (from nine per cent to 12 per ceninobme), and tightening of eligibility for
access to the age pension (means and asset testing)

Rafferty believes that these decisions were natgarrived at through social dialogue,
either explicitly or implicitly. But he concedesathit would be fair to say that the earlier
settlement between organized labour and the Lalidowernment was based on a

Superannuation Guarantee (Administration) Act 19@2 111.

1994 Superannuation Test Case: judgment.

www.supersystemreview.gov.au/

Information provided by Commissioner Greg SmitairfVork Australia, 7 March 2011.

Information provided by Michael Rafferty, Seniorestarch Analyst University of Sydney
Business School, Australia, April 2011 and 30Jub&l12
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renegotiation of the reviews. He believes, howethext the real issue for all the reviews is
whether the Australian system moves toward grgateatization (as in Chile), or remains
formally, at least, a system in which superannuatmps up the age pension. In other
words, does superannuation still consist of defewages on top of the age pension, or is
it replacing the age pension in whole or part?

Ireland, unlike Australia, has been badly hit by tjlobal crisis and was still in recession
in 2011, with a looming sovereign debt defaulshriunded occupational pension schemes
are in deep trouble as a result of investment ®ssel increasing liabilities. While there
has been much consultation between the Governmenthe social partners on the crisis,
there has perhaps been insufficient action to tiateave the pension schemes. Many
schemes have been reorganized, with benefit reshsctnostly impacting on active and
deferred scheme members, while pensions in paymawt been, for the most part,
protected from reductions. However, many schemeashwprovided for periodic increases
have dropped that provision and the value of a ipanmay erode over time. The
Government, EU Commission and IMF, as part of tlseircalled ‘bailout’ deal, have
agreed that the age at which the public pensioorbes payable will in a short period of
time rise from 65 to 68, in effect unilaterally ¢amg workers three years of the pension
they paid for through the national social insurasgstem. There has been no dialogue
with the social partners on this questi@rThis clearly is a serious departure from over
two decades of social partnership and pacts orlsacd economic policies (on the latter,
see Pochet, Keune & Natali 2010:191-221).

In the context of the bailout of three failing libanks and the subsequent growing public
deficits, the Government decided on 4 February 2008chieve €2.1 billion in spending
cuts, of which about €1.4 billion were to be praddby a pension levy on public sector
workers, averaging 7.5 per cent of their gayThis is believed to have caused the
breakdown of negotiations between the Governmedhttla@ unions. Though Impact — the
largest public service union — said its members &eackpted the need for a significant
contribution to help the country address its ecangmoblems, they objected to being the
main contributors, while neither the business comitgunor wealthy individuals had been
asked to contribute (Investments & Pensions Eu(iiie), 4 Feb. 2009).

Despite the introduction of the pension levy in Bar2009, by November the OECD
considered that public service pay and pensiongldhave a further role in producing the
savings necessary for balancing Ireland’s publificile. The savings required totalled
around €5 billion in both 2010 and 2011 (equivakenabout three per cent of GDP). The
OECD suggested that this could be achieved by aantdpia major reform of the public

sector pension scheme (rather than a modificatfothe existing defined benefit plans)
with a State guarantee of certain minimum investmeturns.

By May 2010, the Irish Association of Pension Fu@iéd$F), which was highly critical of
the pension levy, conceded that while the monegigdad needed to be found somewhere,

% |nformation provided by Fergus Whelan, expert @mgions, Irish Congress of Trade Unions
(ICTU), Ireland, March 2011.

2L Under this plan, the levy was to apply to all pulservants, but not to those already receiving a
pension. It was graduated to affect people at lomeome levels somewhat less and people at
higher income levels somewhat more (i.e. a levupfto three per cent on the first €15,000 of
annual pay, 6 per cent on the next €5,000 and d.6g on the next €5,000.
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the levy “was not the way to do if% It complained that the Government had not
responded to its criticism nor listened to its mgtive proposals. Its director of policy,
Jerry Moriarty, described the levy as a stealth takich would cream €2 billion off
pension funds over the next four years, noting thapplied to private sector but not to
public sector schemes — an omission criticizedrdaiuby pension providers’

Another policy measure of concern is the use of Nagional Pension Reserve Fund
(NPRF) for reducing public gross debt. Indeed, filmed was set up to pay some of the
projected increase in the cost of State and pwgieice pensions after 2025. The OECD
acknowledged that, in coping with public deficitsmight be necessary temporarily to
suspend payments into NPRF. However, this fund lshbe maintained to increase
government savings for the future, despite the pemirns in 2008, because the underlying
long-term ageing problem remained and was even moblematic as a result of the
overall increase in public debt (IPE, 5 Nov 2089).

Despite this concern, by February 2011, the Irigisokiation of Pension Funds (IAPF)
warned that NPRF had been largely exhausted orpitalizng the banks. Of the €25
billion that had been saved, there would only beuak€7 billion left following the
agreement with EU/IMF. The liabilities of public cter pension schemes alone had
increased to €116 billion, exceeding the NovemiEO2EU/IMF bailout of €85 billion.
With defined benefit schemes mostly in deficit, nbems were now faced with the
prospect of reduced benefits and higher contribstioWhile the new Fine Gael
Government announced a National Pension Framewd?k) in March 2011, the bailout
plan raised doubts about when and how it couldntygémented (IPE, 14 Feb 201%).
Indeed, by late June 2011, the Pensions Board ad&dged that the number of active
Irish pension schemes had fallen by almost 10 eet io 2010, while three-quarters of the
defined benefit schemes were in deficit. The Baamrhair Jane Williams sounded the
alarm about the impact of the recession, spedyidaghlighting the shrinking workforce
and the resulting drop in the numbers participaitingccupational pension schemes, which
could have lasting consequenc@s.

In France, too, the reform of pensions introduged010 has been one of the main means
of adjusting to the global economic downturn wittid social dialogue (see infra).

These developments clearly show the difficulties ey of maintaining a broad social
dialogue on crucial social and economic issuesatffatt the well-being of the population,
but also the external pressure exerted on governsnemrlaborate and implement recovery

22 “Irish Government confirms ‘damaging’ levy on pemsfunds”, inIPE, 11 May 2011. Available
at: www.ipe.com/newsl/irish-government-confirms-dgimg-levy-on-pension-
funds_40492.php?s=Irish government confirms ‘damgidevy on pension funds

% “Irish pension funds attack government's levy msa”, in IPE, 6 May 2011. Available at:
www.ipe.com/news/irish-pension-funds-attack-goveenis-levy-proposal_40454.php

2 The value of NPRF assets fell by 10.5 per cer?df8 and again by 6.7 per cent in the first
quarter of 2009, corresponding to a drop over g yo end March 2009 of almost €4 billion from
€19.4 billion to €15.5 billion. Almost a quarter tie fund’'s assets are now invested under the
direction of the Minister of Finance as part of Hank recapitalization scheme (IPE, 9 Apr. 2009).

% “pension policy in the wake of the Irish recoveian”, in IPE, 14 Feb. 2011. Available at:
www.ipe.com/news/pension-policy-in-the-wake-of-ihish-recovery-plan_39194.php?s=Pension
policy in the wake of the Irish recovery plan

% «“Number of active Irish pension schemes slumpsl®%”, in IPE, 21 June 201. Available at:
www.ipe.com/news/number-of-active-irish-pensionestles-slumps-by-10_41075.php
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plans that take account of the social dimensionthed long-term adverse impact, notably
on pensions.

In Denmark, before the global economic crisis, angfe was introduced to the pension
system in 2006. To become effective in 2019, itvtes for postponing withdrawal from
the labour market and a gradual increase in perag@nand the age for eligibility for
voluntary early retirement pay (VERP), linking rethent age to life expectancy at 80.
Professor Madsefi points out that this 2006 agreement, entitled $peoity and Welfare
for the Future”, was presented as a reform thatldvialy the foundation for a stable long-
term development of the economy, employment andigpfibances by making Denmark
better prepared for the challenges of globalizatliomvolved the coalition Government
(the Liberal Party and the Conservatives) and gposition parties (the Social Democrats,
the Danish People’s Party and the Social LiberaRaulikale Venstre). The social partners
did not participate in the negotiations, but it cke assumed that some informal
consultations took place between the Social Denwenad the trade unions.

In January 2011, the Government announced plans f@aw retirement reform, including
abolishing early retirement altogether for unskillgorkers, increasing the retirement age
to 70 for birth cohort 1970. In the first two yeafsearly retirement (as it is now), people
will receive only 91 per cent of their pension bignend deductions will be made for all
occupational pensions. Thereafter, deductions @rbet applied (55 per cent) only for
occupational pensions (as has been the case s@8&), Ibut as occupational pensions
mature, this means that early retirement will beemor less phased out for people with
above-average incomes.

On 13 May 2011, a new political agreement was reddbetween the two parties in
Government and two opposition parties (the Danmsbple’s Party and the Social Liberals)
concerning retirement reform. It brings forward fixe years parts of the 2006 Welfare
Agreement, thereby gradually increasing the agetHervoluntary early retirement pay
(VERP) by half a year per year from 2014 to 201filevraising pensionable age by half a
year per year from 2019 to 2022. The duration oR¥Hs shortened progressively from
five to three years from 2018 to 2023. The deductimde for private pension assets will
be larger, thus de facto reserving VERP for persdgtissmall private pensions.

Another important element is the introduction of @ut-out option for those who have
already contributed to the scheme, who can nowdnath the money paid into the scheme
without paying taxes, in spite of the fact that twatributions have been tax-deductible.
The linkage between retirement age and life expegtés maintained. Moreover, a new
early retirement scheme, labelled “senior disabpignsion”, is introduced for persons who
are less than five years from retirement age. Therse is in most respects similar to the
present disability pension, but the procedure pplyng will be simpler and there will be
no requirement to undergo work testing. The schewike be open to all workforce
participants, i.e. not limited to those who haventdbuted to VERP. Finally, the
agreement includes incentives for recipients ofagd pension to have part-time work.

This new reform has not been discussed with thelspartners and is fiercely opposed by
the blue-collar trade unions (see infra). Howevenyill become effective only if the

2" Information provided by Professor Jorgen Goul Asda of the Department of Political Science,
University of Aarhus, Denmark, Mar. 2011. Andersentributed a fascinating history and analysis
of the Danish pension system “Denmark: The Sileavdltion towards a Multipillar Pension
System”, in Ebbinghaus (2011): Ch. 7.

% prof. Per Kongshoej Madsen, Centre for Labour Mafesearch (CARMA), Dept. of Political
Science, Aalborg University, Aalborg, Denmark, 4rbtaand 22 May 2011.
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current coalition parties behind it win a majorilyParliament at the next election, due no
later than November 2011.

Turning to the trade union reaction, Mia RasmusSdrom LO, the Danish Confederation
of Trade Unions, points out that the reform propastaoduced in January 2011 conflicts
with the Danish statutory early retirement schethémplies that five years before the
official retirement age (which will increase in theming years due to the 2006 reform),
people are able to retire on a government-subslidpEnsions scheme as long as they
fulfill certain requirements, notably membership an unemployment insurance fund,
having paid pension contributions for 30 years beitig available for the labour market at
the time of obtaining the right (currently at age@).6She notes that the Government’s
proposal met strong objections mainly from the @rachions for manual workers; the
unions representing professional and manageritilsstpported it. However, strong public
criticisms and the campaigns to point out the cgueaces of repealing the existing
retirement scheme have turned the general publgnsgthe proposal. One of these
consequences would be that the earliest retireagmt(for non-health reasons) would be
71Y years for a person who in 2010 was 20 yearsShld notes that the Government had
called for negotiation on the proposal in the Igpeing of 2011, but that in March 2011
there did not seem to be majority support in Pandiat for the proposal in its current form.
Moreover, there had been no official dialogue betw¢he Government and the social
partners on the subject.

To conclude this description with a more global &nmth-term view of social dialogue on
pensions in Denmark, it should be recalled, asd3safr Andersen points out, that the
social partners introduced occupational pensiongnfearly) everybody in 1989, 1991 and
1993. Taken together, these constitute a huge gemsform, which took place without
legislation. By contrast, the 1998 and 2006 reforasswell as the 2011 reform proposal,
were not discussed with the social partners.

Re-emerging social dialogue

Across Europe and beyond (Chile, Japan, Republicooga, Nigeria and South Africa, to
mention a few countries), there was a strong causermmong the social partners to
support government stimulus packages. In severaitdes joint or tripartite agreements
were concluded to preserve jobs by reducing workimg, with governments topping up
the lost pay. However, consensus became incregsihggive between the social partners
and the government and among the social parthesistlves as the pressure for
competitiveness increased with the early signsecbvery, with employers looking for
more flexibility in job status and pay. Unions wamnereasingly resisting government plans
to raise the mandatory pension age and years dfilmotions; they also did not welcome
pressures from employers on jobs and pay, notiag tthe impact of the crisis and the
austerity measures were borne mainly by the wockfoo consensus has been disrupted,
even in countries where social dialogue had beematent for generations, notably the
Nordic countries, Ireland, the Netherlands and i&pdowever, there are instances, as in
the Netherlands and Spain, where such dialogue-ésnerging, probably as a result of a
growing awareness that the harsh economic and deyltig context leaves little leeway
for policy adjustment, and that mere oppositiorhatit alternative viable proposals leads
down a blind alley.

In Spain, for instance, following the request of Batalan centre right party (CiU), the
Congress Working Committee agreed in late June 20lihtroduce new conditions to

2 Information provided by Mia Rasmussen, Economidt@, the Danish Confederation of Trade
Unions, Denmark, March 2011.
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soften the pension reform plan launched by the Gowent earlier in the year (Appendix
B). One of the new conditions allowed all Spanisbrkers to take into account paid
training undertaken over a period of two yeardhim ¢alculation of pension benefits. In the
plan introduced in January 2011, only workers whd heceived training over a period of
four years before the introduction of the pensieform were allowed to include those
years in their pension calculations. The Congreeskiffg Committee also agreed to revise
the statutory retirement age for workers with dis#zds, with those having a total
impairment of more than 45 per cent being allowerktire at 56, instead of the current 58
(IPE, 23 June 2011).

The International Monetary Fund, while recognizthgt the various reforms introduced
by the Government have improved the economy, censitheir impact insufficient. It has
called on the Spanish Government to adopt muchetgeforms to stabilize the economy,
including reforms in the labour market and the pmrssystemKinancial Times22 June
2011).

In the Netherlands, meanwhile, the tripartite agreement reached aadical pension
reform on 10 June 2011 (Appendix B) was stronglpaged by the two largest trade
unions affiliated to the FNV Confederation, nameENV Bondgenoten and Abvako FNV.
They opposed the raising of pensionable age byyw®ars from 65 to 67 by 2025, and
called for a referendum against it. They believed pension deal offered insufficient
guarantees to low-wage earners and let employéteehook in times of crisis.

During a referendum among members, both BondgerastdrAbvako rejected the pension
agreement. In subsequent negotiations, FNV demadetpromise measures. These
included a guarantee that workers who were cusrguaiticipating in the ‘tax-friendly life
course’ (levensloop) scheme would be able to caatsaving for early retirement and that
low-wage workers would also be allowed to save ghato avoid an income gap when
they retired at age 6%.

These compromises were granted. In September 204 1Social Affairs Minister, Henk
Kamp, made concessions to enable employees tonoensaving for early retirement
through the ‘tax-friendly life course’ scheme. Liwcome workers who worked after
reaching 62 years of age would receive €9,000 adstef €5,000 in tax benefits. This
would allow them to retire at age 65 in 2020 whies tetirement age was due to increase
to 66 years>* Having gone through lengthy negotiations and hgibtained government
concessions, the FNV endorsed the Pensions Agréeme® September 2011.

The aforementioned developments show that theread for an open-minded and flexible
or resilient approach from all stakeholders to adgrthe complex issues involved in
pension reforms. When there is disagreement, Hieelsblders should not simply give up,
but maintain contact and strive to restore configeim order to bridge their differences
and move the dialogue forward.

So what are the preconditions for social dialogudifferent national contexts? What have
been the diverse approaches in selected counti&scan be conducive to a consensus
under current constraints? And what has been tpergnce with — or without — social

% preesman, Leen and André de Vos. “Dutch Pensiareefnent at risk as unions fail to find
common ground,” inIPE, 13 Sep. 2011. Available at: http://ipe.com/newsid-pensions-
agreement-at-risk-as-unions-fail-to-find-commontgrd_42012.php?s=netherlands

31 pPreesman, Leen. “Final deal on Dutch Pensions ekgemt in sight after government
concessions”, iPE, 14 Sep. 2011. Available at: http://ipe.com/neimsifdeal-on-dutch-pensions-
agreement-in-sight-after-government-concession2 Apbp?s=netherlands
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2.3.

dialogue in the most recent pension reforms in diintries from different world regions
on which data has been collected? These questiinbeadealt with in the sections that
follow and in the 10 country briefs presented imApdix B.

Preconditions for social dialogue

As a preliminary comment, it is worth recalling tisacial dialogueis an essential element
of ILO structure and policies and an integral pafrtthe European industrial relations
systems. ILO Recommendation No. 113 on consultatoimdustrial and national levels,
adopted by the ILC as far back as 1960, calls omipee States to take measures
appropriate to national conditions to promote seffbctive consultation and cooperation
at these levels between the public authoritieseangloyers’ and workers’ organizations,
as well as among these organizations. While ther@atf consultation procedures is left to
member States, the Recommendation states thahduld aim, in particular, at joint
consideration of matters of mutual concern withiewwto arriving, to the fullest possible
extent, at agreed solutions”, and that it must cavébroad range of issues including
“... the preparation of laws and regulations ... anel ¢kaboration and implementation of
plans of economic and social developmefit.”

Arguably, social dialogue has different meaningd acope in different national contexts,
but it has a commonly acknowledged feature of wiwgl the social partners, in many
cases also governments, in consultations, negwoimtnd even collective bargaining. In
the EU over the past decades, governments in \smountries tried to involve trade
unions and employers organizations in tripadibeial pactsdefined as tripartite bargains
or “publicly announced formal policy contracts beem government and social partners
over income, labour market or welfare policies ttdEntify policy issues and targets,
means to achieve them and tasks and responsiibitithe signatories” (Avdagic, Rhodes
and Visser, 2011). They can have different contdotsns, scopes and durations. Social
pacts were concluded in the past two decades, switbessful completion of negotiations
in two-thirds of cases, though in the past dechde humber was halved (reaching 44) in
comparison to the 1990s (Pochet, Keune and Naldld2 Among the most recent social
pacts the main issue was wage setting and the fgeflation targets, followed, in
declining order of priority, by social security (particular, unemployment insurance),
vocational training, active labour market policiesnployment protection and pension
reform (EU, 2011).

Despite arguments by several analysts that sodopesumic trends like globalization,
European integration, technological change anathployers’ quest for flexibility, on the
one hand, and the decline in trade union membegsidpin centralized bargaining, on the
other, have rendered social dialogue obsoletegiins to have survived. Social pacts have
had a renaissance in Europe over the past decadesogial dialogue has developed in
South Africa, the Republic of Korea (Papadakis, ®0Baccaro and Lim, 2007) and
Uruguay ( see Appendix B).

The ILO has traditionally promoted social dialognetably in response to crisis situations,
considering it more effective in stimulating demaadd more equitable because it protects
the vulnerable groups of society as has been shpwthe Global Jobs Pact. In many
countries the combination of public policy measuwuaed tripartite consultation has helped
to mitigate the consequences of the economic aisisto accelerate recovery. However,
not all countries have resorted to social dialoigughaping their response to the crisis. In

32 1LO: Consultation (Industrial and National LeveR@commendation, 1960 (No. 113).
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some countries, attempts to reach consensus hded, favhile in others governments
chose to act unilaterally.

Arguably, social dialogue, takes place in an intihal context that varies widely among
countries, even among those that have long-stanttamjtions in this area. In some
countries, where social dialogue has existed faades, it has gradually evolved from
dealing primarily with traditional workplace or $exal industrial relations matters to
encompass broader cross-sectoral or macroeconaiigy ssues, notably in Europe.

In the United States, the President's Commission Festal Reform (the so-called
Simpson/Bowles Commission), which reported its nee@ndations in December 2010,
was appointed by the President with a firm repgrtitate and representation from all
quarters, including employers’ organizations antms Social security/pension reform
was an important chapter of the Commission’s recentations and it covered a wide
variety of measures to ensure the future solvefitheosystem (e.g. changes in indexation,
the retirement age and the benefit formula; inardasthe tax ceiling, introduction of a
new minimum benefitf> The Commission’s recommendations, however, wetewsd
received and most Republicans and Democrats hded slway from endorsing it in its
entirety, though parts were supported by both @sarti

These differing approaches raise the question oétlér particular circumstances or
institutional arrangements are conducive to sodialogue or characterize its absence.
Two recent papers look into this question and theimclusions are briefly summarized
below. A brief reference is also made to Latin Aiceer

In their research work, Baccaro and Heeb firsttteeestablish whether or not there was a
social dialogue in response to the financial crism$ween 2008 and 2010, and whether
there was a national-level agreement among goverhmanions and employers’
associations. They also sought to find out whetiverthe absence of such tripartite
agreements, employers and unions play an imporaet in adjustment programmes
through sectoral collective agreements. Basing sedras on parameters identified by
previous research, they retain four factors thay mmeplain the presence or absence of
social dialogue as a response to the crisis, namely

m  alegacy of tripartite policymaking.e. whether in the given country a social pag h
been signed in the past 10 years or, in its absevicether there is an institutional
system in which public policy is discussed andfegatiated with the social partners
as a routine matter;

m  aserious economic crisithat fundamentally threatens the country’s ecocoamd
financial viability with negative GDP growth in omme more years between 2008 and
2010;

m trade union strengthas measured by union membership density equai gveater
than 20 per cent; and

m  Freedom of associatign.e. independently of the unions’ organizatiostiength,
whether or not they are allowed to organize freely.

The analysis of these four parameters 44 countries is based mainly on information
collected by ILO through th€risis Policy Inventory Questionnaifdled by country or
regional experts (ILO 2010 b).

% United States (2010): The National Commission mtal Responsibility and Reform: The
Moment of Truth, The White House, Washington, D@ecember.
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Baccaro and Heeb show how modalities and outcomessdcial dialogue vary with
differing institutional arrangements and degreesseferity of the crisis in several
countries around the world. They include Brazilri@any, Hungary, Republic of Korea,
South Africa and Switzerland.

The general conclusion of Baccaro and Heeb is Widte social dialogue may not be used
or may fail where trade union rights are guarantefededom of association is a
prerequisite. Therefore, if national and internadio policymakers believe that social
dialogue is an efficient and equitable responsesdonomic emergency, they should
operate to strengthen freedom of association inests in which it is not currently
guaranteed (Baccaro & Heeb, 2011). This is in it the earlier-mentioned stipulations
of the ILO Resolution concerning tripartism andiabdialogue, which identify freedom of
association and collective bargaining as precamthitfor effective social dialogue.

The second paper, by Freyssinet, analyses thetamrgdivhich can be associated with the
existence or absence of social dialogue in resptmgbe recent crisis. Freyssinet uses
three sets of circumstances in six European camtfrance, Germany, Ireland, the
Netherlands, Spain and the United Kingdom in thagitutional context surrounding the

formulation of industrial relations regulation. ssinet concludes, among others, that:

m There is no “one best way” that would qualify atype of development of
employment and social regulation as more effeétivesponding to the impact of the
crisis on labour relations.

m  The behaviour of the actors is guided, but notigtermined, by existing institutions,
because the actors can retain their capacity togehtheir strategies (as shown by the
German and Irish response to the crisis).

m  The existence of tripartite agreements does nadigr the quality of their contents
(e.g. the social pacts of the 1990s had balan@etenffs, but there are instances
where such agreements impose on unions importardessions just to be able to
remain acknowledged actors in the social regulaiea).

m  While the early stimulus plans exhibiting a pckti will to attenuate the social cost of
the crisis secured a broad consensus, the boubhatigof the imperatives of a return
to international competitiveness, balancing puldaficits and even securing the
monetary and financial credibility of governments &ound to change the order of
priorities to varying extents in different coungieThus the crisis can constitute a
window of opportunity to impose on unions reformspiay and employment status
flexibility that have figured on the policy agend# employers and certain
governments well before the recent crisis. (FreydsP0lla; see also Freyssinet's
case study of France in Appendix B, as well as shalies of Spain and the
Netherlands in the same Appendix.)

Turning to Latin America, an ISSA report notes thahile active inclusion of all social
partners and stakeholders in the process of sdiciligue to reach national consensus on
social security reform is often considered the pkoe rather than the rule, recent
experience in this region shows that there has laes&isible trend to resort to public
consultations and debate with regard to pensiotesyseform proposals in particular. In
the region this has been considered as “a mechatisextend and improve social
governance and help legitimize not only governmpalicy but also social security
systems.”

The main purpose has been to reduce the gaps bebtrtige (essentially, formal-sector)
contributors and the total number of affiliatescmuntries operating defined contribution
pension schemes, which ranged between approximageper cent and 69 per cent. The
combination of such high levels of unpaid contribg and the fluctuating investment
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returns put at risk the levels of future pensiondsies in the countries concerned. To deal
with this issue, a participatory process was puytlate to shape the reforms. As a result,
the reform focus shifted from economic factorsdwarage extension, adequacy and scope
of benefits, and the impact on public finance (#enomic factors were still taken into
consideration but were no longer the main objestiobthe reforms). Countries such as
Argentina, Barbados, Brazil, Chile, Costa Rica, ¥agua, Panama, Peru and Uruguay
have established a national dialogue on pensiammefThese diverse country experiences
on social dialogue led ISSA to draw five importanticy implications for pension reform
processes:

m  The fundamentals of social security outcomes negained priority. Pension reforms
must simultaneously address issues of coveragejuadg of benefits and the
capacity of public finance to integrate contribytand tax-financed approaches.

m  Reform should be envisaged as a participatorysacihlly consensual process.
m  The highest level of political leadership is vital

m Interaction between actuaries, economists, engpiresearch, lawyers, policymakers
and the policy-implementing administrative agengsasecessary.

m  Education about social security to inform publiedarstanding about how society
manages social risk is necessary (ISSA 2010a: 21-24

The range of policies discussed above clearly threaffect workers, employers, local
authorities and citizens. In democratic societiess therefore only natural that these
stakeholders be involved in the formulation of pels that impact not only on their daily
lives at work and beyond, but also on intra- andrigenerational solidarities.

The conclusions of the Baccaro and Freyssinet esydaind the Spanish and Latin
American experience, need all to be kept in minénvtrying to assess the potential for
social dialogue in the post-crisis debate on pensaforms.

The next section looks at the extent to which datiElogue has taken place in the recent
pension reform measures in selected 10 countries.

2.4. Social dialogue on pension reforms in the post-crisis context

This section draws essentially on the experiendesOocountries from different world
regions on which nine short case studies wereezhout on the subject of pension reforms
by national experts for the ILO Industrial and Eayphent Relations and Social Security
Departments. The countries concerned are Chinac€raGreece, Jordan, Mauritius, the
Netherlands, Slovenia, Sweden and Uruguay. A susmmarSpain was added, for which
information was received direct from national sesron the negotiation of the social pact
approved in February 2011, which contains an ingmircomponent on pension reform. A
more detailed presentation of these 10 studieiwéndgn Appendix B to this report.

This paper has highlighted the complex factorscaunding efforts to ensure the viability,
adequacy and broad coverage of pension schemesvenp old-age poverty in the context
of rapid demographic ageing, the global financiarkets and economic slump or slow
growth. It has tried to show the difficulty of fimd) adequate solutions to this equation,
which involves tough negotiations and difficult d#ans, often resulting in a sharing of
the burden among economic sectors and social gragsh is unequal, or is at least
perceived to be so. It is apparent that thereasvirg public discontent and protest against
austerity measures, rising unemployment and exatysi discontent which is also directed
to policies leading to smaller pension benefitgghbr pension contributions and an
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obligation to work longer. In this light, the obui® implication is that social dialogue
offers the route to reaching a broad consensus gshomme main stakeholders and
governments.

As regards the financial markets, this approacmseewidely shared in the early response
to the global crisis. However, the bouncing backhef markets since the end of 2010 and
the first quarter of 2011 seems to have signalleetan to ‘business as usual’, and there
are even early warnings of a new Internet bubld¢ ¢ichoes the 1990s dot-com euphoria
(cf. “LinkedIn euphoria sparks fears of bubble’ ,n&ncial Times, 20 May 2011).
Meanwhile, recent efforts to regulate these marketsational, regional and international
levels have become increasingly difficult as théied approach pledged by the G20 in
the wake of the global crisis threatens to unrésiel“A shield asunder”, Op.Ed. Analysis,
Financial Times20 May 2011).

Against this background, it is worrying to see alithe in social dialogue even in countries
with long traditions of social consensus on maapoemic issues and on pension reforms
in particular. However, this paper has shown teagn in severe economic conditions, it is
possible through social dialogue for the socialtmmas, the employers and workers,
together with governments, to avert the higheradaand economic costs to all concerned
which would result from the failure to reach cormes) notwithstanding the toughness of
the negotiations.

Indeed, the difficulties encountered, which aretaiely shared by many countries in

different latitudes, include fragmentation among tbocial partners, the tendency of
governments who may be under pressure to cut slatidnal debates to act unilaterally,
and growing public deficits and sovereign debtse emands to act swiftly on austerity
and reform measures are reflected in pressurestfrermternational financial institutions,

often, it may seem, with little or limited appareoicern for their social impact. While the
concluding remarks that follow seek to draw peritnessons for countries across world
regions, it should be appreciated that they arévegrspecifically from the 10 country

studies covered by this paper.

Changes in the pension system

The 10 countries under review have all been aftebtethe global financial and economic
crisis though to different extents, as shown bydtentry briefs (cf. Appendix B). Most of
them have undertaken reforms of various componehtheir pension systems, which
included one or several of the measures listedlet2.1.
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Table 2.1.

Checklist summary of pension reforms

Country Age Contributions Formula Early Coverage Adequacy Work  Other

(years or %) calculation retirement incentives
changes

China X X X

France X X X X X X

Greece X X X X X X

Jordan X X X X

Mauritius X X X

Netherlands X X

Slovenia X X X X X X

Spain X X X X X X

Sweden X X X

Uruguay X X

Source: Based on the information provided in the 10 country case studies unless otherwise indicated.

With the exception of Sweden (where the statutetyement age was increased in 1998)
and Uruguay, seven countries (China/Shanghai; Era@ceece, Mauritius, Netherlands,

Slovenia, Spain) have postponed the statutoryeraént age and six (France, Greece,
Jordan, Mauritius, Slovenia and Spain) have ine@dbhe number of contribution years

required to have full pension rates. Five count(l@sdan, Mauritius, Slovenia, Spain and
Sweden) have changed the formula for calculatingsiogs, making it less favourable.

Four (Greece, Jordan, Slovenia and Spain) haveduted measures tightening the
conditions of access to early retirement.

Greece, Slovenia and Spain and, to a lesser exkratjce have introduced plans
combining several measures. These include an iser@athe statutory retirement age and
of the contribution years required to access fhgion rates, a tightening of early
retirement rules, and incentives to encourage ohdakers to work longer in order to

make the pension systems more sustainable.

In some instances the introduction of tougher ridesccess to full pension rates and the
increase in the retirement age have been accontpdnyieneasures meant to improve
coverage or adequacy (or both) of pension benéfhgs has been the case in countries
such as France and Spain as shown by table 2.danldras extended social security
coverage to a wide range of categories of workech s agricultural workers, fishermen,

housewives and self-employed persons. This wadlgdachby an increase in the minimum

number of contribution years required to accessoltbage pension benefits and a
tightening of the rules governing access to eatiyament.

China and Uruguay are rather special cases. InaCthia focus of reform has been on
strengthening and expanding the coverage of thialseecurity system, though the major
city of Shanghai did raise the statutory retiremegé from 60 to 65 years for men and
from 55 to 60 for female enterprise workers. Uruguan the other hand, has maintained
the statutory retirement age while relaxing thesuior access to a retirement pension by
decreasing the number of years of activity requifeain 35 to 30) and granting women
who have had breaks in their careers to raiseremlddditional entittements. (Women will
be credited with one additional year of work peitd;twhether their own or adopted, up to
a maximum of five. This benefit can be used to sappnt insufficient working years or
to increase the amount of the pension.)

... accelerated by the financial/economic crisiscapressure from financial markets and
international institutions
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While pension reform has been a major concern taypoakers in the 10 countries and
worldwide for many years, and even decades, thedmpf the global financial and

economic crisis has added further urgency to thedn® meet the demographic and
structural challenges facing pension systems. Tiesshas been compounded by rising
public deficits and debts (with the exception, agginthe countries studied here, of
Uruguay).

In Jordan, for instance, the decision to embarkaanambitious reform of the social
security law, including the reform of the pensigstem, was made before the outbreak of
the financial and economic crisis in 2007. By |&@08, the financial crisis further
encouraged the promoters of the reform to go aheadjus forums were used to convince
the Jordanians of the relevance and the urgendyeofeform. While, at an early stage, it
appeared that the opposition to the reforms wadyfanited, this approach may have
disrupted that unity (bringing about a change afidramong the engineering professional
unions, for instance).

In Mauritius, the discussion on pension reformtethin 2001 with a conference organized
by the World Bank and the Ministry of Social Seturdbn the problem of an ageing
population and the related need for pension ref@mne outcome was that the Government
put forward proposals which would have resultedhaking the Basic Retirement Pension
(BRP), originally conceived as universal and nontdbutory, contributory and dependent
on means testing. The trade unions boycotted thieence, and organized strong popular
opposition to this measure, compelling the Goveminte restore the non-contributory,
universal basis for the scheme. Subsequently, henvewnd following consultations with
stakeholders in the public sector, the MinistryFofance announced two major reforms in
the 2006-2007 Budget. These were an increase iretmement age and making the BRP
contributory in the public sector as of July 208&juiring public employees to contribute
six per cent of their pay and their employers 12 gant. The economic crisis, which hit
the country in 2008, accelerated the adoption isfréform.

In Sweden, the large fall of stock market valuesautumn 2008 led to a considerable
deterioration in the financial position of the pens system. This moved the multiparty
Parliamentary Pension Grotipto consider whether a key parameter underlying the
calculation formula for the pension benefit (thecaled “balance figure”) produced an
“optimally true picture” of the financial positiarf the pension system. The balance figure
represents the ratio of total assets (i.e. totakjpm contributions plus asset value of the
public buffer funds) to the liabilities of the pag-you-go pension system. It became clear
that, as a result of the global financial criske tmodification of this parameter, pending
since the 1994 pension reform, had become urgent.

In France, the Government has drawn attention teglato the potentially long-lasting
impact of the crisis and the urgent need to rejpublic deficits and debt. It pressed for the
urgent completion of the 2010 pension reform, legwery little time for consultations
with the social partners. At the conclusion of tieform process in October 2010, an
amendment was filed to organize a national debath® possible introduction of systemic
pension reform, currently planned for 2013. Howewench experts have recently said
that this debate is unlikely to go ahead, as séyai#tical and economic issues remain.
Though they acknowledge that the idea of systepfmrm is probably the best option, as
the current pension system does not fit the ecom@and demographic situation, they
consider that the French are not ready for it. Tdygyect that the Government to be elected
in 2012 will probably amend the reforms introduded2003 and 2010. Indeed, these

3 Consisting of five parties in the Swedish Parliamencluding the Social Democratic Party,
Moderate Conservative Party, Liberal Party, CeRtaty and Christian Democratic Party.
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reforms, which aim to extend contributions and pbskck the statutory retirement age
from 60 to 62 years, are seen as a temporary nmafaaskling the deficit. Many pension
experts in the country argue that those reformkbeilinsufficient to absorb the deficit and
that systemic reform would cut costs as a resultaobetter understanding of the
demographics. Like many other European countriesfrench pension system is facing a
sizeable deficit due mainly to an ageing populatiod a low birth raté®

Arguing likewise in the aftermath of the crisistemational institutions such as the
International Monetary Fund, OECD and the EuropBaion have also exerted strong
pressures on governments to accelerate the refonpersion systems. This has clearly
been the case in countries such as Greece, SloaedisSpain (and, as already noted,
Ireland).

In Greece, the 2010 Memorandum of Agreement withEb) and IMF on the emergency
package includes specific requirements for sonsliiance and pension reform that aim at
ensuring the pension system’s long-term sustaiityabil

In Slovenia, the stability programme introducedtiy Government in January 2010 may
be seen as a response to both the EU Commissias&ixe Debt procedure (launched in
2009 under the EU Stability and Growth Pact) amdrépeated representations made to the
Government by the OECD. There had been a dranmatrease in the Slovenian budget
deficits and public debt in the wake of the globabnomic crisis.

In Spain, the IMF issued blunt warnings to the Gomeent in May 2010, urging it to
implement harsh cuts and transform the countryf®ua market and pensions system,
while also stressing the need for consolidating ttmmestic banking sector. The
groundbreaking, tripartite Social and Economic Agnent for Growth, Employment and
Pensions guarantee was reached between the sadia¢ns in February 2011, albeit after
long and difficult negotiations. Nevertheless, thgreement has not assuaged public
indignation at the unprecedented and persistett leigel of unemployment, particularly
among youth (45 per cent among the 16 to 29 yetw-atcording to the National Statistics
Institute, high even at the figure of 35 per cerdfgrred by the Government), or the
distrust among unemployed graduates and the disilment with the existing bipartisan
political system. The unrest resulted in a progdovave of public protest in May 2011
(“Pain in Spain drives young people’s protegihancial Times20 May 2011), which was
still continuing in June.

In many cases, the social partners, especiallyréte unions, have specifically criticized
the pressure exerted by the international financredtitutions and rejected their
prescriptions for urgent reforms. The highly vogsdtests in Greece, Slovenia, France and
Spain were provoked by this dissension.

In Slovenia, the IMF found fault with pension refomproposals as being insufficient,
because they did not go far enough to addressriverg pressures on the State Treasury
which will see pension expenditure rise to onehefhighest levels in the European Union
by 2050. The reform proposals were passed by tbeeSilan Parliament in December
2010 (Appendix B). The reform package was challdngethe courts by the unions,
resulting in a binding referendum that dismissed fackage on 5 June 2011 by an
overwhelming majority of 70 per cent. The referamdvejected the increase of the
statutory retirement age to 65, the lowering of pleasion’s income replacement rate and
the changes in the conditions of access to secitlad netirement savings. It is noteworthy
that the Prime Minister himself admitted just beftine referendum that Slovenians were

% “French experts skeptical of systemic pensionsrref’ in IPE, 15 June 2011. Available at:
www.ipe.com/news/french-experts-sceptical-of-systepensions-reform_40989.php?s=france
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unlikely to approve the changes and conceded bardforms had not been introduced
properly %

Trade unions, including the International Trade ddnConfederation (ITUC), argue that
international institutions failed to take into aoob the need for genuine and effective
consultations between public authorities and stakiens, and particularly the social
partners, in order to build national consensusherréform objectives and implementation
strategies. Furthermore, they failed to take iminsaderation the impact of labour market
conditions, especially age discrimination, on theices of older workerg’

Even when an agreement has been reached betwegovtremment and social partners to
increase the retirement age within a defined tiraeé, pressure has been maintained on
them to accelerate the pace of retirement ageaseras shown by the Dutch case. The
Dutch Parliament has endorsed the government’sogedfio increase the retirement age
for the state pension AOW to 66 in 2020 and submethy to 67 in 2025. During the
discussion in Parliament, social affairs Ministegnd Kamp again rejected a proposal —
tabled by the liberal democrat party (D66) and gneen party (GroenLinks) — to start
increasing the AOW age incrementally next year. “West stick to the Pensions
Agreement with employers and workers, to avoid nmewertainty and new negotiations,
so we can implement the necessary measures ass@ussible,” he said. “If we opt for a
premature review of the Pensions Agreement, thdendheal might collapse.”

... Involving little social dialogue and limited dcomes

Acting in haste, often under pressure from finaneiarkets and international institutions,
to finalize pension reforms, many governments héefe little room for effective
consultation with the social partners and othekedtalders. In France, for example, after
the Government published a draft bill, the sociaitpers had just three days to make
suggestions. The trade unions considered the parnoshsonably short for preparing their
observations on the text of the draft law. Furtramemthe Government held meetings on
the pension reform plans with each social partregpasately instead of organizing
collective tripartite consultations during whicl @érties would have exchanged views and
arguments. The trade unions described the conisnisainitiated by the Government as a
“farce” (Freyssinet, 2011).

In Greece the dialogue on social insurance refdartesd in early 2006, well before the
financial crisis, and was pursued in stages in 2808 2009. The latest phase of the
pension reform was conducted within the framewoikhe IMF/EU Memorandum of
Understanding on the emergency package in 20M@adtto be concluded within a time
frame of four months which, in view of the needutalertake actuarial studies, left hardly
any time for further discussions.

In Sweden, the government consultation before ttadt degislation was submitted to
Parliament was curtailed in the light of the peredineed to enact new legislation within
the year 2010. The unions were not consulted atethis occasion.

% IMF deems Slovenia pension reforms ‘insufficientth IPE, 1 June 2011. Available at:
www.ipe.com/news/imf-deems-slovenia-pension-refemmssifficient_40793.php?s=slovenia;
“Slovenian government defeated in pension refornferemdum”, IPE, 6 June 2010
www.ipe.com/news/slovenian-government-defeatedeinspn-reform-
referendum_40856.php?s=slovenia

37 Pension reforms and ageing populations in devel@oentries in “World Parliament of Labour
Turns 100", inWorld of Work No. 71. Apr. 2011,pp. 28-29.
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Even when governments have initiated consultatmmseform plans with stakeholders,
including the social partners, the process of $aiddogue suffered several limitations.

Firstly, it has often been the case that relativiglie weight has been put on the social
partners’ views and alternative proposals, rislangreakdown in the negotiations as has
happened in Slovenia.

Secondly, there has been a tendency for the sdialalgue to be diluted or subsumed into

a broader attempt at national debate involving@dewange of stakeholders. This results in
an effective marginalization of the role of the isbgartners, as has been the case in
Jordan.

Thirdly, the value of any social dialogue actuallydertaken can be nullified if the final
legislation enacted or submitted by governmentatdigment differs substantially from the
text on which consultations (by way of social diale or in other forums) have been
based; this appears to have been the case in GtaeBweden, as already noted, before
submitting new draft legislation to Parliament, tBevernment consulted various entities
within its own structure, together with selectedilcsociety organizations, including
pensioners, but not the trade unions. This mayelea o be a hardly satisfactory form of
social dialogue.

Lastly, in Mauritius, it appears that a number takeholders hold diverging views on the
guality of social dialogue undertaken. While thev&mment, together with public sector
unions, considers that adequate social dialoguetdiah place on the pension reform, in
the view of the trade unions representing priveget@ workers no effective social
dialogue had occurred.

It may be deduced from these examples that somergments see social dialogue as little
more than a pedagogic exercise, the purpose ofwgisimply to explain to and solicit the
endorsement of the social partners for the rateoria@hind the policies of economic
adjustment which are decided exclusively at thetipal level. Social dialogue must be
seen to have a role far beyond this not merelyawlifate the smooth application of
adjustment policies decided unilaterally by the ggoment, but to promote an interactive
process between the government and the socialgparto find alternative and better
solutions to economic adjustment (Sarfati 2003 20Q5).

It is worth noting that when governments do reachto social partners, and listen in a
responsive way to their views on such issues agastifor vulnerable groups, particularly

measures to integrate the youth into the labourketathe outcome can be valuable
support from both the trade unions and employergamizations. One example, already
noted, is offered by Spain on raising the basicemient age. This country has shown that
extensive reforms can be achieved through an opéringlusive social dialogue even in

times of deep economic hardship.

The experience of Canada as well as of Finlandnaek and Sweden during the deep
recession of the 1990s clearly demonstrates thyitiaded reforms work better, notably in
times of crisis. Indeed, social dialogue is an etsakingredient of the design of smart and
creative policies and, more importantly, of thdfeetive implementation.

For instance, in the 1990s, Canada’s contributabflip pension plan, the Canada Pension
Plan (CPP), faced significantly rising costs raaglfrom changing demographics, slower
earnings growth and successive benefit enhancepsntid many public pension systems
around the world. The Federal Government and pomsfirgovernments worked together

on a major reform to put the CPP back on a sudilinaack, consulting widely across

Canada with social partners and stakeholders. Refoincluding increased contribution

rates, a new investment policy, and changes tofite@ad administration, were adopted

in 1998.
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These reforms involved difficult choices and commises. However, the CPP Chief
Actuary reports in successive triennial ActuariapBrts that CPP is sustainable for at least
the next 75 years at the current contribution Fite.

Box 1. Finland

Finland offers one of the most successful examples of the reversal of early labour market exit as a result
of a comprehensive policy mix, followed by a pension reform. In 1990, this country had the highest early
retirement rate of all the Nordic countries, with an employment rate as low as 47 per cent for men aged
55-65. To reverse this trend, the Government and the social partners agreed on a five-year national
strategy, launched in 1998, which aimed at changing the attitudes of all stakeholders towards the ageing
population by turning it into an asset for society by maintaining their health status and working capacity,
improving their work environment, promoting partial retirement through employment subsidies, and
helping the older unemployed back to work.

The strategy was based on three pillars: information; education and training; and research and
development. It consisted of no less than 40 distinct measures. These included a vast public
communication and training effort to change the perception of ageing among employers, workers and
unions; measures to adapt the work environment and improve working conditions within firms in close
collaboration between managements, workers’ representatives, experts and local authorities (Delteil &
Redor 2003; Guillemard 2003).

The basic principle underpinning this policy was to increase individual choice for labour market exit, while
providing incentives to extend one’s working life. It excluded a cut-off statutory retirement age and a
standard duration of contribution. The programme achieved its objectives by generating a significant
cultural shift towards older workers. The early retirement trend has been reversed and the effective
retirement age increased by a year and a half during the life of the programme, raising by 25 per cent the
employment rates of older workers and 10 percentage points between 2000 and 2005 (EU 2006:30).

This experience demonstrates that ageing can be a win-win situation, where social rights need not be
traded off for labour market integration. It underlines the need for government commitment to a
voluntarist, long-term policy based on social partnership and broad public awareness. It is noteworthy that
this outcome was achieved in the context of a substantial economic restructuring in the wake of a deep
recession (following the implosion of the Union of Soviet Socialist Republics, depriving Finland of its main
market), and an exponential rise in unemployment (from three per cent in 1990 to 18 per cent in 1994,
before declining again and stabilizing at nine per cent in 2003).

But these ongoing efforts to address the labour market and demographic ageing problems had also to
adjust the pension system. And, indeed, the Finnish Government and the social partners adopted in 2003,
after lengthy negotiations, legislation to reform private sector pensions with the objective of deterring early
exit.

The reform, which took effect in 2005, provides a more flexible retirement age, rewarding those who
remain in employment, restricting early retirement options, abolishing certain types of pre-retirement
pensions, increasing the age limit for early old-age pension from 60 to 62 and introducing flexible
retirement between ages 63 and 68 (previously the retirement age was 65). It substantially improved
pension accrual rates for those who work beyond age 63 (up to 4.5 per cent per annum, compared to 1.5
per cent under age 52). (EIRO-Finland 2004). Employers in the majority of workplaces regarded the
flexible retirement option positively, particularly in the public sector and in large companies (employing
more than 250 persons). This general view seems to have been shared by the workers. (Tuominen et al.
2005).

The strategy adopted by Finland shows the need for an ongoing, coherent and substantive effort over a
long period of time to adapt the active population and the welfare system to the challenges of
demographic ageing. In the latest move to secure the future financing of earnings-related pensions, the
social partners agreed to increase pension contributions in 2007 and 2008 (EIRO-Finland 2007).

Uruguay’'s experience of national social dialoguesonial security also illustrates how
social dialogue, when conducted patiently and sigkly on the basis of sound studies,

3 JLO-ILC 2011 Recurrent Discussion of Social Prdimt (Social Security), Statement of the
Government delegate of Canada, 2 June 2011.
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can be instrumental in helping the government dinstakeholders to reach consensus on a
far-reaching reform of the pension system.

The recent experience of social dialogue on pensforms in Spain and Uruguay and the
past experience of Canada and Finland have in conthefollowing features:

m  The government imposed no time frame until thesatiations were completed and
an agreement reached.

m  The government had the political will to listen ttee social partners, to take into
consideration their proposals and to come to aeeagent with them.

m If addressed comprehensively and openly, ageingbeaa win-win situation for all
sides.

m  Reform proposals must involve choices and commesiand not ultimatums and
unilateral decision making: acquired social righteh as retirement age need to be
traded for a better labour market integration afouss categories of workers such as
the youth and older workers.

m  The challenges of labour market integration aneiragmust be addressed together
and not separately.

m  Flexible retirement options offered to workerstttake into account their different
needs tend to attract the agreement of both sitleslostry as compared to a rigid
solution of a fixed age for retirement for all.

m  Trade union mobilization and cooperation is us&fukuccessful negotiations.

m  Through effective social dialogue and negotiati@geing which is seen by many as
a challenge can be turned into an asset for sodigtgotiated measures aimed at
maintaining the health and working capacity of old®rkers, improving their work
environment, promoting partial retirement throughpioyment subsidies, helping
older unemployed workers back to work and effodschange the perception of
employers and society at large in relation to agegd critical.

Past ILO studies show that the participation of keos’ and employers’ organizations in
the design of reforms can ensure that these reforatsh the needs and preferences of the
work force and the financial capacities of the esopn. Their support can also give reform
measures stability during implementation, whictpémsion systems typically spans many
years. This stabilizing effect has been observeskeueral countries in transition, including
Estonia, Poland and Sloveria.

... what are the consequences of the lack of socialajue?

Implementing pension reforms hastily and withoutigee consultations have to a certain
extent marginalized social dialogue institutionsorlbver, it has generated frustration
among the social partners, particularly the tradens, and triggered social tensions in
countries such as France, Greece, Slovenia, Spdirnt@a lesser extent, Jordan, as shown
in table 2.2. In France, the frustration of thed&raunions caused by the lack of social
dialogue is said to have undermined the unionsfidence in government policymaking
and the prospects for any quick resumption of ttitfgaconsultations on nationwide social
and economic issues. In Slovenia, under the lehgersf the trade unions, the law on

3% See Fultz and Ruck, 2001 and Leppik in Fultz, 2006
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Table 2.2.

pensions adopted by the Parliament was defeatadeferendum, as has been mentioned
earlier.

State unilateralism — under pressure from financiatkets — not only places a strain on
social dialogue institutions but also affects irtdat relations systems and risks
undermining the capacity of tripartite actors takst possible post-crisis social pacts. The
marginalization of social dialogue may also lead tteterioration of the negotiating power
of actors in the real economy, notably trade uni@ml creates an opportunity for the
emergence of new social movements outside orgasiaeid! partners. Table 2.2 lists the
incidence of industrial action in response to irp@ge or no social dialogue.

Checklist summary of industrial action against pension reform

Country Protests Strikes Other action

China
France
Greece
Jordan -
Mauritius
Netherlands
Slovenia
Spain
Sweden - - -
Uruguay - - -

< X
< X

>

> X
>

Source: Based on the information provided in the 10 monographs.

... the social partners can play an active role

One of the important lessons from the wave of regemsion reforms in the countries
reviewed in this paper (as well as in other coesjris the value of the active role played
by the social partners in the tripartite procesd #mough bilateral negotiations. In the
tripartite process, in most cases the social pegtnet only tried to analyze government
plans but also tabled their own proposals on tst fImeans to ensure the sustainability of
pension systems.

In France, for instance, the confederations ofetnaions made concrete proposals for new
sources of funding that would safeguard the systduature sustainability. These included
taxes on capital revenues (corporate profits rinvested in the company, dividends).

In Slovenia, the trade unions proposed the creatiomcentives to encourage longer
employment. They also proposed measures for fingrttiose incentives, such as taxes on
luxury goods and on dividends.

In Spain, the two trade union confederations, Cammées Obreras (CCOO) and Unién
General de Trabajadores (UGT), proposed a new iacstmucture to guarantee social
security financing without having to resort to defeg the age of retirement. They also
recommended measures to encourage workers to cliaytarily in the labour market and
an increase in minimum pensions.

In the Netherlands, the trade union confederatiodV F(Federatie Nederlandse

Vakbeweging or Federation Dutch Labour Movementppsed measures to protect the
rights of low-paid workers in arduous work. It witre right for the latter to continue to be
able to retire at the age of 65 in 2020 when thieeraent age is expected to rise to 66.
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Employers’ organizations, while generally suppartigovernment plans to raise the
retirement age, have also tabled various propoasiwed at increasing employment
opportunities for older workers. For instance, iovBnia, the Association of Employers of
Slovenia (ZDS) proposed a drop in the social cbations of employers for workers who
turn 60 in order to encourage enterprises to khemtat work. The French employers’
organization for small and medium-sized enterpri€snfédération générale des petites et
moyennes entreprises or CGPME), made a similarosadmand requested the Government
to abolish social security contributions for SMHEmtt recruit senior workers who are
unemployed. It also proposed an increase to 4%yaahe contribution period for access
to full pension as well as a unification of thevate and public pension schemes. In
Uruguay, employers proposed the creation of ingeatfor older workers to work longer.

These examples show how active the social partmere been in the debate on pension
reforms and how creative they were in proposingaits of solutions in order to move the
social dialogue forward and to advance the pengforms agenda.

As far as bilateral negotiations are concernedstitial partners have been active not only
in designing occupational pension schemes and ssitdy managing them, but also in
adapting them to changes in the labour market andoiciety, as demonstrated by
Denmark, Finland, France, the Netherlands and Sweflpain has followed a tripartite
path since the mid-1990s with the periodic renexfidhe Toledo Pact on pension reforms,
notwithstanding that, on occasion, the negotiatimange been very difficult.

In France and the Netherlands the social parthemsodstrated their willingness,
independently of their Governments, to take resipditg through the joint negotiation of
collective agreements for reforming private secopplementary pension schemes and
tackling other labour market issues. The vitalitiy bopartite social dialogue in both
countries contrast with the difficulties encounterespecially in France, during tripartite
social dialogues carried out to bridge the diffeenbetween the Government and the
social partners on the reform of the PAYG pensigsiesn. At the time of the completion
of this study (October-November 2011), two tradens the Confédération générale du
travail (CGT) and the Confédération francaise @mdadrement-Confédération générale
des cadres (CFE- CGC) and one association repiegesnployers in the electricity
sector (the Union francaise de I'électricité or JF&Rd challenged the pension agreement
before the French courfS.

The ten country briefs show a diversity of institoal arrangements for social dialogue
that were used to varying degrees in the pensfonmeprocess.

Table 2.3 recapitulates the tripartite institutiomarangements for social dialogue on
pension reforms in the 10 countries under review.

0 Retraite complémentaire: La CFE-CGC, la CGT eEBJs’allient pour contester I'accord du 18
mars 2011 devant les tribunaux », AEF n° 14714¥%eldredi 18 mars 2011.
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Table 2.3.

Tripartite institutional arrangements

Country Does a tripartite institution for social dialogue Was it used for ~ Outcome
exist? pension reform?
Yes No Yes No
China X X No agreement
X X 1. No agreement
France French Economic, Social and 2. Bilateral agreement on
Environmental Council (ESEC) supplementary pension
Conseil d'Orientation des Retraites schemes (AGIRC and
(COR) ARRCO)*
X X
Greece Economic and Social Council (OKE) No agreement
X X
Jordan Economic and Social Council (ESC) No agreement
X X
Mauritius National Economic and Social Council No agreement
(NESC)
X X
Netherlands  Social and Economic Council (SER)
Labour Foundation (STAR) Tripartite agreement
X X
Slovenia Economic and Social Council (ESS) No agreement
X
Spain Economic and Social Council (CES) Tripartite agreement
Sweden X X Partial agreement — unions
were excluded
X X
Uruguay The Social Security Sector Committee Tripartite agreement

Source: Based on the information provided in the 10 monographs.
*AGIRC: Association générale des institutions de retraite des cadre; ARRCO: Association pour le régime de retraite
complémentaire des salariés.

Tripartite (or at least bipartite) institutionalrangements exist in practically all the
countries studied. The arrangements have been tosedrying degrees in most of the
countries during discussions of pension reformg, thay may not have brought about
many agreements, as table 2.3 seems to indicate.

The fact that governments in some countries (fetaimce in France, Greece and Slovenia)
acted in a hasty way under the pressure of finanesakets did not allow for a smooth
dialogue with social partners where all the compdmeof pension and labour market
reforms would have been examined in a dispassi@raténclusive way. This would have
increased the chances of reaching a tripartiteeageat on the issue of pension reform, as
it was the case in the Netherlands, Spain and @yugu

At this juncture it is worth noting, as the OECDimed out in 2009, that despite the scale
of changes, the pension reform agenda is not fiish

First, the pension systems of some countries, fagtFrance, Greece, Luxembourg,
Slovenia and Spain, still appear in need of a foretztal overhaul.

Second, in other cases — such as in Austria, ldeliorway and the United States — the
reform process has stalled. In Italy, rises in pleasion age and reduction in benefits to
reflect increased life expectancy have been postghan the Slovak Republic, reform has
gone into reverse. Moreover, some pension reformsbaing phased in too slowly,
running the risk that drastic, ad hoc changes mightnecessary that could perversely
cause more hardship than faster change. This igelmapg in Austria, Italy, Mexico and
Turkey, for example.
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Third, many cuts in public pensions have been pegdd on people saving for their own
retirement through voluntary retirement savingsplddowever, in several countries many
workers will save too little and for too short aipd to ensure an adequate income in old
age.

Fourth, too many pension systems still encouragyg egtirement.

Finally, there will be reduced pension entitlemefds low earners in countries with
across- the-board benefit cuts, such as Germanylapdn, and those that moved to a
stronger pension earnings link, such as PolandtlaadSlovak Republic. These changes
pose the risk of poverty in old age to low earraard people with broken work histories
(Whitehouse 2009:534).

To these considerations it is indispensable totaddnounting pressure of public deficits

and debts and the related austerity measures adbptenore and more governments by
the day (in October—November 2011). The risingilitégds of public pensions constitute an

important ingredient in these deficits, while acalated funds in public pension guarantee
reserve funds or in private occupational schemeptggovernments to use them to stem
the public deficits or even to bail out banks, as heen shown in this paper. On such vital
issues for the population and the economy, it semef$al that all stakeholders are kept
aware of the options available and their long-ténmlications, and be consulted on how
the burden could be equitably and acceptably shHazetate adopting such policies.

This clearly shows that the pension debate willehtovcontinue on a number of essential
parameters. It underlines the need to maintaineatehd social dialogue on such issues as
there is no credible and viable alternative toaagialogue.

Social dialogue is an instrument for sound goveceasf change for at least three reasons.
First, the quality of policy design and stratedmsthe reform of pension systems and the
labour market can be improved through informatibargg. Second, social dialogue is a
means for building trust in, and a commitment toljgies, easing the way for their rapid
and more effective implementation. Third, the psscef social dialogue helps to resolve
inevitable differences and avoid conflicts of imgrwhich could delay the implementation
of policies and, ultimately, the much needed reforihhelps to bring about the bargains
needed to restore macroeconomic balance (Rodré9)19

This is not to say that social dialogue is a cukeSocial dialogue provides a policy tool
for addressing divergences and disagreements akihgesolutions, but it is not able to
eliminate them once and for all. Sound regulati@m&l public decision-making in
economic and social policy are also important uments of good governance.

Historically, social dialogue between governmemtd social partners has played a crucial
role in times of economic adjustment. Countriedwexperiences of social partnership and
well-established social dialogue institutions areren likely to formulate rapid and

effective tripartite answers to the challenges ghwuabout by the transformations of
societies and economic adjustment, as shown byet@nples of Finland and the
Netherlands.

However, when there is the political will and cortrment, particularly on the part of the
government tripartite partners can come togethdrauhieve compromises on measures
meant to address the challenge of ageing and iggtitre balance of pension systems, as
illustrated by the examples of Canada and Finlamt] enore recently, the Netherlands and
Spain.

Indeed, public discontent and protests are sprgaaémoss countries and regions in the
wake of the global financial crisis and the relaedterity measures to stem public deficits
and debts, which were preceded in several courtiyi¢le bailout of failed big banks from
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taxpayers’ money. There is also anger and frustraiith growing job precariousness,
social exclusion and deprivation, stagnating wagdsgh-income countries and increasing
income disparities in both emerging economies agt-imcome countries, even in the
Nordic countries, formerly a model of narrow incodigpersion.

The widening income disparity coincides with theemsal of the post Second World War
upward social mobility in advanced economies, whéchesulting from unequal access to
education and the accelerating mismatch betweesupply of, and demand for, skills in
the context of rapid technological change and dinéiton. This has further increased the
numbers of the discontented.

The demographic time bomb and the impact of glab&bn had already imposed a

rethinking of the welfare state and pension systbafere the global financial crisis and

generated great resistance from the populatiorttadocial partners. Now, in addition to

austerity measures, pension reforms are requiredmy to ensure the long-term financial

sustainability of pensions but also to addressipul#ficits and, in some cases, even to
bail out banks. It is no surprise therefore thatent and continuing protests have been
occurring in Greece, Ireland, Spain and even im&hi

In China, some 150 million workers who have ‘migditfrom rural to urban areas and
who have been the backbone of the exceptionalli rggowth of the economy, are still

marginalized by the household registration systeak@u), which deprives them of access
to schools, health care and pension coverage, dingoto a recent report of the State
Council Development Research Centre (Financial Simditorial, 20 June 2011). These
events highlight the urgency of the need to tal@muawt of the social dimension of fiscal,
monetary, urban, educational, and welfare and parsilicies.

This paper has pointed out some of the complexesssurrounding pension reforms and
the factors to be taken into consideration to emshe adequacy of coverage and the
sustainability of pension schemes. They requirentedge and understanding not only of
how to administer pension schemes and ensure gjuidareflow of contributions, but also
of how to balance investment decisions to ensusefficient flow of returns in a volatile
market and how to adjust to changing macroeconamicsocial developments such as:

m  the economic context (growth, inflation, stagnatisiowdown or recession);

m the state of public finances (rising public deicand debts, affecting the ability of
governments to increase expenditure on pensiorhaatih care in ageing societies;
shortfalls in employers’ contributions and the ifiab of employers to meet their
liabilities, e.g. in the case of bankruptcies);

m  changes in financial markets;

m the demographic impact on labour market retendiod on accommodating old-age
dependency;

m the impact of atypical employment status on theelleof pension benefits, the
existence and level of minimum pensions, and thalability of, and access to,
schemes for topping up such pensions to preveragddpoverty.

Understanding of what replacement rates are gusedrny the different pension pillars,
how they are calculated and how they are adjugted {0 changes in the cost of living or
in wages, or a combination of both, and the imp&changes in such formulas).

These factors vary widely among countries, as daéhative reliance of employees on the
different pension pillars. To be able to contribpésitively to the public debate on pension
reforms and to make knowledgeable decisions ormigsli strategies and governance while
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maintaining trust in the pension system, it iS 3eaey to possess technical expertise,
administrative capacity and awareness of the griesiof good governance. While some
bigger employers’ and workers’ organizations maggess such capacity, particularly if
they have members in the banking and insuranceorsecémall and medium-sized
enterprises, smaller trade unions and the growimghers of workers in atypical jobs may
not dispose of such expertise. This suggests antrgeed for an effort to build capacity
in this area among the various stakeholders anécedly employers’ and workers’
organizations.

Policy recommendations

The first essential in addressing social secunty jpension reform in the crisis and beyond
is to secure the political will to reach consensasreform with the major stakeholders,
notably the social partners themselves, as masteofi have communications channels and
institutions for bargaining collectively.

The existence of social dialogue institutions may Helpful, but even in the countries

where they exist and should give a voice to théaspartners, they have not always been
adequately used. By contrast, some countries withpecific institutions for that purpose

have nevertheless undertaken effective social gi@r informal consultations.

But a key necessity, if all of the stakeholderstarbe able to play a positive and full role

in policy formulation and pension reforms, is tsere that they have (or have access to)
adequate technical knowledge, skills and capacifiéss study has shown cases where
social partners do have in-house technical exjgedis pension issues to enable them to
contribute effectively to deliberations on pensieforms if they are asked to do so. This is
the case in Denmark, Finland, Spain, Sweden, aMhuritius.

In many instances, a special capacity-building réfi® needed by way, for example, of
training seminars and ensuring widespread and &a®ss to networked knowledge bases
on pension issues (including on the various investmchoices and their impact).
Moreover, a major improvement is needed in comnatiins among stakeholders on
pension reform plans and their impact on staff, ganies and public services. These
improvements are needed not only by governmentsergloyees in both public and
private sectors, and by trade unions and employgggnizations, but also by the boards
and human resources departments of occupationaigefunds, particularly in view of
the increased role of private pensions in the jpersoverage mix.

Regional and international trade union networks lealp trade unions in their efforts to
build their knowledge capacity so that they cantdveinfluence national debates on
pension reforms, as shown in box 2.
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Box 2. Regional and international trade union pension networks and expertise

While pension systems greatly differ from one country to another, there are several international and
regional trade union networks and forums that deal with pension issues and help coordinate the sharing of
experiences between unions.

In Europe, the European Trade Union Confederation (ETUC) has a Working Group on Social Protection
which gathers annually the ETUC affiliates’ experts on pensions, health care and safety net issues.

At the international level, the Global Unions Committee on Workers’ Capital helps trade unions monitor
the investment policies of pre-funded pension schemes and supports national networks of pension
trustees appointed by trade unions. The Committee benefits from the active participation of many trade
union national centres in Europe, North America, Brazil, Japan and South Africa.

Other smaller trade union networks specialize in monitoring international organizations active in pension
reform. The ITUC*-Global Unions Washington office, for example, covers IMF and World Bank policy work
on pension reforms. Similarly the Trade Union Advisory Committee (TUAC) to the OECD in Paris runs a
network of trade union pension experts and participates as an observer in regular sessions of the OECD
Working Party on Private Pensions.

Source: Pierre Habbard, Trade Union Advisory Committee to the OECD (TUAC).

* International Trade Union Confederation.

Problems related to pensions have, by their vetyreaa long-term character, spanning
several decades for one generation and impactiniytore generations. They cannot be
solved effectively on the basis of quick fixes amdergency sittings under the pressure of
the short-term concerns of the capital market, whremcial sustainability is also at issue.

Pensions do not evolve in a vacuum. They reflebtaad range of social, societal and
economic parameters. Among these are the econamimok (stability, growth, whether
of slowdown or recession, the state of public disfiand debts); the demographic outlook;
and the labour market outlook, especially the egooa@ctivity rate and, more importantly,
the employment and unemployment rates of all geaddrage cohorts. The employment
situation of young and older people, ethnic mimesitand migrant workers is of particular
importance. The differentials in the employmentiaions of men and women are part of
the picture. In some countries, the recent criaegise to higher unemployment among
men than among women, and male employment rates teaded to decline in recent
years in several advanced countries, notably in tthéted States, while female
employment has tended to increase.

But employment per se is not enough. As economiawtyr is closely linked to
consumption, and public budgets depend on tax teveit is vitally important that
consumers (and taxpayers) should be able to coustable and regular employment with
decent pay and working conditions, together witecuéite social protection. This will
enable them to consume goods and services, pay, tdeéay the education and health
expenses of their families, let alone pursue diliéling activities.

The global crisis has condemned many to unemploymemactivity, while others have

experienced cuts in pay and reduced employmentoacdpational safety and health
protection where labour costs have been constramta pursuit of competitiveness. Cut-
throat competition may result in social dumping axdlusion. The overarching objective
must be to seek instead a balanced growth withthaamong the family of nations. This
was the message already voiced (well before ttanéial crisis) in the 2004 report of the
World Commission on the Social Dimension of Globation under the auspices of the
ILO) entitled A fair globalization — Creating opportunities foil aand reiterated by the

ILO Global Jobs Pact of 2009. This message receinetdrn wide endorsement at the
September 2010 Oslo conference, which brought hegehe heads of the IMF and ILO
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with other world leaders and called for a broaeérnnational commitment to a jobs-focused
response to the global economic downturn. Moreawerthis occasion the IMF and ILO
agreed to pursue cooperation in two priority ar8d® first has to do with exploring the
concept of a ‘social protection floor’ in the caxtt®f a medium- to long-term framework
of sustainable macroeconomic development policieb sirategies, and the second with
policies to promote employment-creating growth. Sehéwo global objectives have now
received wider attention amongst the United Natmgesncies and related institutions such
as the International Social Security Associati@GSA).

When engaging in a process of reform of pensiotesys tripartite partners should keep
in mind certain principles as follows:

As shown by most of the country studies coverethisypaper, governments should not be
obsessed by what the financial markets think ofpthee of the reform or its content. They
should rather seek to build national consensushenkey components of the pension
reform in order to improve the chances of buy-iwrgership) and therefore of effective

implementation of such policies. Governments shaudid acting in a hasty way and

ring-fencing topics as being “non-negotiable”. ladesocial dialogue is a two-way street:
the government should openly inform the social gad, listen to them, and take their
views into account. That can be achieved by makwajlable to the social partners and
other stakeholders adequate and credible informatiod data to enable them to

understand the government’s motivation and pladsti@alevelop their own proposals.

Employers should not focus only on their narrow gmns, such as the level of
contributions and liabilities as they did in SloiserRather they should take into account
broader issues which can also affect staff motiwaéind commitment, such as the level of
pensions that will be paid to the future retiredsoware their current employees, the
situation of vulnerable groups, the situation oflesl workers and how they can be
encouraged to remain productively employed rathan tinciting them to leave early, and
the like.

On their part, the trade unions, rather than jesisting rigid government plans to increase
retirement age, should support incentives for longerk and flexible retirement age as
alternatives, by including as part of the reforntkzaye measures both to improve the
health status and working conditions of older woskand to integrate the youth better into
the labour market. They can also suggest a diveatin of the sources of funding for
pension schemes, for example through taxation vtleinds and other sources of capital
income. Finally, to the extent possible, they staeimain united in the tripartite process
and cooperate among themselves in order to ber ladthe to negotiate trade-offs from the
government, as has been demonstrated by decadesialf pacts across Europe. However,
as the prolonged impact of the crisis may affedious economic sectors differently,
consensus among unions may be more difficult taeaeh For example, as demonstrated
in the recent measures in various countries on bimtbes of the Atlantic, governments
trying to reign in public deficits are planning majstaff cuts and slashing pension and
medical benefits for public sector employees, whomriany countries have sometimes
benefited from more favourable coverage than tbeb@ed to private sector workers.

This paper has explored experience in various cimsnbf social dialogue on pension
reform during and after the global financial andreamic crisis that resulted in the loss of
assets worth some US$50 trillion, roughly the eal@nt of one year of the world’s
aggregate GDP. This huge loss called into quedtientrend during past decades of
shifting responsibility for pension coverage andoime security in retirement from the
State (as the main guarantor of public PAYG scheamessome funded schemes) to the
private sector pension industry, employers and.eemingly, to the individual employee.
Indeed, the crisis also adversely affected compgairievarious sectors, significantly
reducing employees’ job security and income fronmkyas their pension savings were hit
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by the financial meltdown. Some Governments hage #lied to use pension assets to
address public deficits (viz. in Argentina, Hungdrgland, Poland).

This combination of circumstances certainly desemvmjor attention from policymakers
and the social partners and should lead them tsidena broad set of issues to ensure the
well-being of the population, at work and in retirent. These include general policy
issues such as reducing public deficits and debtgylating financial markets, reducing
growing wage and retirement income inequalitiessueing life-long and broad-based
education and training, and creating conditionsafalynamic labour market with a decent
employment perspective for the active population.

At the same time, and more specifically, it is imtpat to define the kind of guarantees
needed for the sustainability, adequacy and broadrage of public and private pension
systems. These require regulation, monitoring, goMece rules and investment
guidelines, occupational schemes, insurance régnjJatand a government pension
guarantee fund (i.e. financing on a last-resorisbas case of employer bankruptcy or
default).

A sustained political commitment to these diverlssents is essential in order to prevent
old-age poverty among the majority of the poputatibo secure the expected balanced
outcome of the aforementioned pension policies stheal partners representatives of the
potential victims of policy and regulations shdifahould participate in their formulation
and in monitoring their implementation. In severauntries they have gained experience
in administering pension institutions, and as memlwd# civil society they should also
have a say on the issues that correspond to glatriomic and societal concerns at
national and international levels.

These concerns are neatly spelled out in the csiociwf a just-published comparative
study by Bernhard Ebbinghaus and his colleaguegemsion privatization in Europe. It
highlights today’s pensions’ dilemma and the imaoce social dialogue, or as the authors
describe it, ‘collectively negotiated self-reguberti:

Although public pensions, particularly in multidait systems, have reduced the risk of poverty aed t
degree of inequality in old age, the different camaktions of the public-private mix still entail a
relatively similar overall reproduction of sociakiqualities found prior to retirement. [...] The iaased
emphasis on occupational and personal pensiondisdsom attempts to offset the costs of public
insurance in ageing societies and under fiscakatyst However, public pensions that provide unsetr
minimum income in old age will become even more antgnt in the future. Moreover, as European
welfare states have been challenged by the finkacid economic crises of the 2000s, individuals
relying on funded pensions have also faced inctefisancial risks, and these may continue to grew a
the reliance on private funded pensions increa®edy broad-based public policies and collectively
negotiated self-regulation can pool risks and tebiste social benefits to effectively counter-aotial
inequalities in the lengthening phase of life afirement. (Ebbinghaus 2011: 420.)

This study confirms that the message is applicalmedwide and that in the field of
economic and social policymaking there is no creddnd viable alternative to social
dialogue.
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Appendix A+

Table A.1.  Ageing trends: Global and regional projections

Region Population younger than age  Population aged 60 or older Population aged 80 or older
15 (% of total population) (% of total population) (% of total population)

2010 2030 2050 2010 2030 2050 2010 2030 2050
World 26.9 227 19.6 11.0 16.5 219 15 2.3 43
More developed regions? 16.5 15.4 15.4 21.8 28.8 32.6 43 6.4 9.5
Less developed regions® 29.2 24.0 20.3 8.6 14.2 20.2 0.9 1.6 35
Least developed regions® 39.9 33.7 27.0 5.2 7.0 11.1 04 0.6 1.1
Less developed regions, 27.3 21.9 18.5 9.3 15.8 22.7 1.0 1.8 4.1
excluding least developed
countries¢
Less developed regions, 32.2 25.9 215 75 11.8 17.8 0.8 1.3 2.7
excluding China
Sub-Saharan Africae 42.3 35.6 284 49 5.9 9.1 04 0.5 0.8

Notes: The projections are based on the medium variant fertility scenario of the United Nations.

a Europe, Northern America, Australia, New Zealand and Japan.

b All regions of Africa, Asia (excluding Japan), Latin America and the Caribbean, plus Melanesia, Micronesia and Polynesia.
¢ 49 countries: 33 in Africa, 10 in Asia, 5 in Oceania, plus 1 in Latin America and the Caribbean.

4 The less developed regions excluding the least developed countries.

e All of Africa except Northern Africa; includes the Sudan. Sources: Based on ESA. 2009. World population prospects: The 2008 revision. New York,
NY, United Nations Population Division, as cited in ILO. 2010. The world social security report 2010/2011. Geneva, International Labour Office.

Table A.2. Life expectancy at age 20 and age 60 — Global and regional data

Region Life expectancy at exact age x for both sexes (in years)
At age 20 At age 60

1995-2000 2005-2010 1995-2000 2005-2010
World 525 54.0 18.5 19.7
More developed regions? 56.1 57.9 20.2 218
Less developed regions? 51.0 525 17.3 18.5
Least developed regions® 45.0 46.8 15.4 16.1
Less developed regions, excluding China 498 51.2 17.0 18.0
Sub-Saharan Africa® 431 431 15.3 156.7

Notes: The projections are based on the medium variant fertility scenario of the United Nations.

a Europe, Northern America, Australia, New Zealand and Japan.

b All regions of Africa, Asia (excluding Japan), Latin America and the Caribbean, plus Melanesia, Micronesia and Polynesia.
¢ 49 countries: 33 in Africa, 10 in Asia, 5 in Oceania, plus 1 in Latin America and the Caribbean.

dThe less developed regions excluding the least developed countries.

e All of Africa except Northern Africa; includes the Sudan.

Sources: Based on ESA. 2009. World population prospects: The 2008 revision. New York, NY, United Nations Population Division, as cited in ILO,
2010. The world social security report 2010/2011. Geneva, International Labour Office.

“1 Source for all four tables: International Sociatrity Review (ISSR), vol. 63, Nos. 3-4, 2010.
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Table A.3. Dependency ratios — Global and regional projections

Region Total dependency ratio (%) Old-age dependency ratio (%) Youth dependency ratio (%)
2010 2030 2050 2010 2030 2050 2010 2030 2050
World 53 52 56 12 18 25 41 35 31
More developed regions? 48 61 71 24 36 45 24 25 26
Less developed regions® 54 51 54 9 15 23 45 36 31
Least developed regions¢ 76 62 53 6 7 11 70 55 41
Less developed regions,
excluding least developed 50 49 54 9 16 26 41 33 29
countriesd

Less developed regions,
excluding China

Sub-Saharan Africa® 84 65 52 6 6 9 78 59 43
Notes: The old-age dependency ratio is the ratio of those aged 65 or older to those aged 15-64; the youth dependency ratio is the ratio of those
younger than age 15 to those aged 15-64; and the total dependency ratio is the sum of old-age dependency ratio and youth dependency ratio.

The projections are based on the medium variant fertility scenario of the United Nations.

a Europe, Northern America, Australia, New Zealand, and Japan.

b All regions of Africa, Asia (excluding Japan), Latin America and the Caribbean, plus Melanesia, Micronesia, and Polynesia.

¢ 49 countries: 33 in Africa, 10 in Asia, 5 in Oceania, plus 1 in Latin America and the Caribbean.

4 The less developed regions excluding the least developed countries.

e All of Africa except Northern Africa; includes the Sudan.

Sources: Based on ESA. 2009. World population prospects: The 2008 revision. New York, NY, United Nations Population Division, as cited in ILO.
2010. The world social security report 2010/2011. Geneva, International Labour Office.

59 51 52 8 12 19 51 39 33
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Table A.4.

Regional estimates of public social security expenditure (% of GDP)

Regional estimates of public social security expenditure (% of GDP) — weighted by GDP

Public social security Public health Total
(excluding health)

Western Europe 17.9 71 25.0
Central and Eastern Europe 14.5 5.0 19.5
North America 9.0 7.0 15.9
North Africa 10.5 25 13.0
Commonwealth of Independent States 9.0 3.9 12.9
Asia and the Pacific 7.9 4.2 12.1
Middle East 8.8 2.8 11.6
Latin America and the Caribbean 6.6 341 9.7
Sub-Saharan Africa 5.6 341 8.7
Total (for 138 countries) 11.3 59 17.2
Regional estimates of public social security expenditure (% of GDP) — weighted by population

Public social security Public health Total

(excluding health)

Western Europe 18.0 71 251
Central and Eastern Europe 14.1 48 18.9
North America 9.0 7.0 16.0
North Africa 11.0 25 13.5
Commonwealth of Independent States 9.9 3.6 13.5
Asia and the Pacific 71 3.1 10.2
Middle East 7.6 22 9.8
Latin America and the Caribbean 3.6 1.7 53
Sub-Saharan Africa 2.8 25 53
Total (for 138 countries) 5.7 2.7 8.4

Note: The regional groupings are defined by the International Labour Office.

Sources: As cited in ILO. 2010. The world social security report 2010/2011. Geneva, International Labour Office, and based on: IMF. 2009. Public
social protection (excluding health) expenditure in percentage of GDP. Washington, DC, International Monetary Fund;. OECD. 2009. Social and
welfare statistics — Social expenditure database. Paris, Organisation for Economic Co-operation and Development; Eurostat. Living conditions and
welfare social protection database; WHO. Statistical information system — Public health expenditure in percentage of GDP (combination of existing
indicators). Geneva, World Health Organization.

Table A.5.  Gross replacement rate
Gross replacement rate in 2008 (% of average gross earnings)
China 77.9
France 491
Greece 95.7
Jordan 75
Mauritius 33.3
Netherlands 89.1
Slovenia 62.4
Spain 81.2
Sweden 53.8
Uruguay 45
Sources: OECD, 2011. Pensions at a Glance 2011: Retirement-income Systems in OECD and G20 Countries.
UNRISD, 2009. Pension Schemes and Pension Reforms in the Middle East and North Africa (draft).
Poder Legislativo, Republica Oriental del Uruguay, 2008. Ley No.18.395 Beneficios Jubilatorios.
www.parlamento.gub.uy/leyes/AccesoTextoLey.asp?Ley=18395
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Appendix B. Country summaries

The Netherlands #?

Overview of the pension system in the Netherlands

The pension system in the Netherlands is regardeoha of the most effective pension
systems globally. In 2011, the Melbourne Mercerb@ldPension Inde¥ ranked it as the
the best pension system in the world. As in mamgioEuropean countries, it is a three-
pillar system consisting of the State pension,gheplementary collective pensions, and
the private individual pension.

The first pillar is the basic old-age pension (AGVGeneral Old Age Pension Act) and is
a pay-as-you-go system. It provides a basic incentige level of which is linked to the
statutory minimum wage — to the entire populatige &5 and over and is not linked to
past contributions or income. The second pillag, shpplementary occupational pensions,
is linked directly to a person’s contribution ana@oyment history. Contributions are
paid for largely by the employer, and the futuregen is considered a deferred salary for
the employee. In 2009, there were over 630 secdtadt pension funds which covered
some 95 per cent of the employed workforce. Thastrg-wide funds are generally set up
by collective agreements between employers ane tumibns. Finally, the third pillar is
relatively small and constitutes a voluntary eletnerthe system.

The pension system is a mixed system combiningdifft welfare state logics. It is a
strong collective system with a universal basidesgension that has a very high rate of
participation in the occupational pension fundsadigition, it is an ambitious system that
attempts to provide pensioners with an income gp&0cent of the wage they earned just
before they retired by combining the first and setceillar. Furthermore, it reflects the
Dutch ‘polder model’ in that apart from the Stabe social partners play a fundamental
role in the system. Under the 2007 Pension Act, gbeial partners carry the main
responsibility for the provision of these pensiohkerefore, it is not surprising that the
social partners are at the heart of the pensiarmetiebate since they manage the second
pillar.

Pension reform and social dialogue prior to the 200 8 crisis

Despite its strong international position, the pemsystem of the Netherlands is facing a
number of long- and short-term challenges. The nthiallenges under debate are the
impact of demographic developments and the perfoceaf the second pillar pension

funds, in particular in light of the recent andliearcrises.

During the early 2000s, a series of reforms werdena the pension system to address the
declining coverage rate of the second pillar penfimds and the ageing of the population.
The objective of the reforms was to make up forltdsses resulting from the early 2000
dot-com crisis and to make the pension system isasia in the long run. However, the

“2 Based on an unpublished paper for ILO-DIALOGUEefiBion reform and social dialogue in the
Netherlands”, by Maarten Keune, Professor, Amsterdastitute for Advanced Labour Studies
(AIAS), University of Amsterdam, unless otherwigesified.

*3 The Melbourne Mercer Global Pension Index compagéisement income systems around the
world and rates them on the basis of a total ofuabtD indicators that measure adequacy,
sustainability and integrity.
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next crisis that emerged in the second half of 28&®onstrated that the reforms did not
manage to prepare the pension system for the extuvematility of the present globalized
and financialized economy.

Pension reform process during the current crisis

When the impact of the recent crisis became evijdbate was widespread consensus on
the need to reform the pension system. A firstrrefattempt was made by the Balkenende
Government which pushed for an increase in theipealle age, currently set at 65 years.
Initial efforts to reach agreement between uni@mployers, and the Government were
made within the tripartite Social and Economic GoU(SER) in 2009. No agreement was
reached, mainly because the unions refused a chanige pension age and the employers
rejected increases in contributions. The Governrtfent commissioned two major studies
to review the sustainability of the second pill@npions and proposed measures to raise
the pension age by law to 67 years in 2025. At time, there was a parliamentary
majority for the pension age increase. Howevenvas not implemented because the
Balkenende Government collapsed and new electi@ns announced.

The social partners saw a window of opportunityhi& forthcoming elections and the fact
that a new government would be formed. They revampegotiations in the bipartite

Labour Foundation (STAR) and reached broad agreeorethe reform of both the State
pension and the second pillar. The agreement pedvidr: (a) linking the pension age to
the average remaining life expectancy at 65, wingblied pushing the pension age up to
66 by 2020 and further afterwards if appropriabg;tying the State pension to growth in
effective wages, instead of collectively negotiat®eges, to ensure that their value
synchronizes with the general welfare; (c) linkpgnsion payments in the second pillar to
the financial results of the funds; (d) maintainithg level of pension contributions; (e)
introducing more individual choice on retiremeneatpwering the level of benefits for

early exit and hiking it for later exit; (f) improwg the governance of the pension funds;
(g) strengthening the labour market position ofeoldorkers. However, eventually the
government programme adopted only the rise in #sipn age to 66 and excluded the
other measures agreed by the social partners. iDegisn pension reforms were further
postponed and negotiations have since been ongoing.

On 10 June 2011, workers, employers, and the Gmerhreached a pension agreement,
under which the pension age will climb to 66 yeafraige in 2020 and to 67 in 2025. In

2020, people will be able to choose when theyeaetior every year below the retirement
age accrual will be reduced by 6.5 per cent anckvery year above the retirement age it
will be pushed up by 6.5 per cent.

However, the pension agreement was strongly oppbgethe FNV Bondgenoten, the
largest trade union affiliated to the FNV confediera (Federation Dutch Labour
Movement) and Abvako FNV, the largest public seatoion. These unions believe the
pension deal offers insufficient guarantees to Wage earners and lets employers off the
hook in times of crisis. During a member referendiooth Bondgenoten and Abvako
rejected the pension agreeméhin their view, low-paid workers in arduous worlosid
continue to be allowed to retire at age 65, withfading a reduction in their pension
benefits. During subsequent negotiations, the FN¥hahded compromise measures.
These included the guarantee that workers who aneerdly participating in the ‘tax-
friendly life course’ (levensloop) scheme should ddde to continue saving for early

4 van der Westen, M. “Dutch public-sector union sosgainst Pensions Agreement”,IRE, 9
Sep. 2011. Available at: www.ipe.com/news/dutchligubector-union-votes-against-pensions-
agreement_41997.php
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Dutch state pension to increase to 67 in 2025

retirement; and that low-wage workers should als@lowed to save enough to avoid an
income gap when they retire at age 5.

In September 2011, the social affairs’ ministernki&amp, made concessions to enable
employees to continue saving for early retireménough the ‘tax-friendly life course’
scheme. Also, low-income workers who work aftercteag 62 years of age will receive
€9,000 instead of €5,000 in tax benefits. They atill be able to retire at age 65 in 2020
when the retirement age is due to increase to 86syRAfter lengthy negotiations during
which the Government made various concessions, RR¥ endorsed the pension
agreement on 20 September.

The main elements of the new Pensions Agreemeraisai@lows:

m  The retirement age for the AOW (the state pensiah)oe linked to life expectancy,
and raised to 66 in 2020 and probably 67 in 2025.

m  AOW benefits will increase by an additional 0.6 pent a year from 2013.

m  The AOW age will become flexible, but a discound additional benefits will apply
for earlier or later retirement, respectively, thhe standard age.

m  Additional pensions will be linked with the acckuaf pension benefits to
developments on the financial markets.

m  Older workers will be kept active through measwiesed at raising their availability,
education, labour conditions and mobility.

m  Contributions for additional pensions will be staled.

m  The financial assessment framework (FTK) will bgrioved and extended to cover a
pension accrual based on real but conditional pensights, rather than on the
current unconditional but nominal funding.

m  Tax-facilitated saving for additional pensionslwi¢ adjusted from 201%’

48

The Dutch Parliament has endorsed the governmprjsosal to increase the retirement
age for the state pension AOW to 66 in 2020 andeglently to 67 in 2025. Social
Affairs Minister Henk Kamp again rejected a propgosdabled by the Liberal Democrat

> Preesman, L. and André de Vos. “Dutch Pensionsément at risk as unions fail to find
common ground”, inPE, 13 Sep. 2011. Available at: ipe.com/news/dutchspms-agreement-at-
risk-as-unions-fail-to-find-common-ground_42012.pkpnetherlands

6 Preesman, L. “Final deal on Dutch Pensions Agrerimesight after government concessions”,
in IPE, 14 Sep. 2011. Available at: ipe.com/news/finadde®n-dutch-pensions-agreement-in-sight-
after-government-concessions_42027.php?s=netherland

*" idem. “Dutch labour union federation finally endes Pensions Agreement,” iRE, 20 Sep.
2011. Available at: www.ipe.com/news/dutch-labouaiem-federation-finally-endorses-pensions-
agreement_42107.php

8 www.ipe.com/home/login.php?type=noaccess&extragsattp%3A%2F%2F
www.ipe.com%2Fnews%2Fdutch-state-pension-to-iner¢as7-in-2025_43944.php
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Party (D66) and the Green Party (GroenLinks) — tartsincreasing the AOW age
incrementally next year. “We must stick to the Fems Agreement with employers and
workers, to avoid new uncertainty and new negaiiesi so we can implement the
necessary measures as soon as possible,” he said.

Slovenia®®

Overview of the Slovenian pension system

Slovenia’s pension is based on three main pilldms:compulsory pension and disability
insurance; the compulsory and voluntary supplemmgnpension insurance; and the
different types of insurances or savings. The fpilar is an earnings-related, defined
benefit pension scheme financed on a pay-as-ydoags. The second pillar consists of a
compulsory supplementary pension insurance, wisigiaid by employers to workers who
perform services which are restricted to a cerége, or services which are hazardous to
health® The third pillar supplements the benefits of thandatory first pillar and is a
defined contribution scheme in which benefits delpen a person’s contributions and
investment earnings at the point of retireme&nt.

In the 1990s, the Slovenian pension system undérimenreforms, namely the Pension
and Disability Insurance Act (ZPIZ) in 1992 and tABIZ-1 in 1999% These reforms
stabilized expenditures only in the medium terrmdien expenditures were expected to
rise to 19.3 per cent of GDP by 2050, if no furtheiorms were made. In March 2007,
Slovenia was encouraged by the IMF to undertakebstantive reform of its pension
system in an effort to ensure its sustainabilitye TMF argued that, without the proposed
reforms, the country’s pension system would be detaly unsustainable by 2050, since
Slovenia had one of the most rapidly ageing popmriatand the lowest average retirement
age in Europe; in addition, it had a high pensmwages ratio.

Pension reform in the wake of the crisis

By late 2008, Slovenia’s economy was badly hit ley tinancial and economic crisis, the
worst crisis in two decades. The country’s publkidt increased from 1.8 per cent of
GDP in 2008 to 5.6 per cent in 2010, while its pubkebt swung up from 21.9 per cent in
2008 to 38 per cent of GDP in 2020The impact of the 2007-2009 financial meltdown,
as well as extreme pressure from international rozgéions, especially the OECD and
European Commission, forced the Pahor Governmeantr@left) to propose several
unpopular measures and to act with excessive hasteng those measures was the 2010

9 Mainly based on an unpublished paper for the ILEBESSOC and DIALOGUE Depts. by Igor
Guardiancich, except when otherwise indicated éntéxt.

0 Country profile: Slovenia.Pension Funds Online. Allianz Global Investokvailable at:
www.pensionfundsonline.co.uk/countryprofiles/sloeaspx

*1 Holzmann, Robert and Ufuk Guven (2009). “Adequaxyretirement income after pension
reforms in Central, Eastern, and Southern Europ&stld Bank Publications.

2 Guardiancich, Igor (2009/2010): “Slovenia: curr@ension system: first assessment of reform
outcomes and outputObservatoire Social Européen

%3 Statistical Office of the Republic of Slovenia.aable at:
www.stat.si/eng/indikatorji.asp?id=28&zacobd=1-2008
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pension reform, also known as the Pension and [Oityalnsurance Act (ZP1Z-2), which
modified the retirement age, benefit formula andviwions of private pensions. In
addition, in the preparation of the 2010-2012 budtiee Government partially froze the
indexation of pensions and the wages of public eyg#s (almost a fourth of the
workforce), as well as social transfers.

The 2010 pension reform was mainly parametric ahded the most radical proposals
(such as the introduction of Notional Defined Cdmitions or of a point system) that were
advanced at the early stages of social dialogueth@&tmicro level, the reform forces
workers to work between 2.5-3 years longer fomailar level of pension benefits. At the
macro level, ZP1Z-2 will lower overall pension spérg by slightly more than two per
cent of GDP by 2050. The main characteristics ef2010 ZP1Z-2 are summarized below.

Retirement ageFirst, the statutory retirement age for womenaisad from 63 to 65 by
2014, or at a rate of six months per year, witheast 15 years of pension insurance.
Second, early retirement without penalties is pmssat age 58 for women and age 60 for
men (formerly 58 years), if they have 41 (forme8§) and 43 (formerly 40) years of
pension qualifying period, respectively. Third, lgaretirement rules allow for drawing
permanently reduced benefits at 60 years with 38&Hrs of pension qualifying period.
The penalty is 0.3 per cent of the benefit for eaamth missing until 65 years. Formerly,
the deductions were temporary and varied from &Rgent to 3.6 per cent per missing
year. Fourth, the pensionable age can be reducedjbymonths for each child born up to
the lowest age of 58 years for women and 60 yearsren. In addition, mandatory
military service fully counts towards a reductionthe pensionable age for men. Lastly,
ZP1Z-2 allows individuals to buy back up to five aye of insurance period, plus,
eventually the years spent in the army.

Pension benefit formulaThe benefit formula and other parameters, whidbrdéne both
entry and existing pensions, have been paramdyricaddified by ZPIZ-2. The pension
assessment base is extended from the average getovéhe 18 best consecutive years to
the best 30 consecutive years, from which the tivarst are deducted. Regarding pension
indexation, under the ZPIZ-2, indexation is bas@g&r cent on wage growth and 30 per
cent on inflation, on a yearly basis. During thansition period of 2012-2015, the
indexation is based 60 per cent on wage growthanakr cent on inflation.

Private pensions:ZPIZ-2 introduces several changes to the secolha poluntary and
mandatory schemes. The new system has a higheibediuin rate of 10.55 per cent, a
pure defined contribution structure with some netuarantee and new eligibility
conditions. A professional pension is payable wséhinsured who have achieved a total
pension qualifying period of 38/40 for women/mendahave accumulated in the
Compulsory Supplementary Pension Insurance accematigh money to guarantee a
monthly pension at least equal to 80 per cent efrtfnimum pension assessment base.
The other changes introduced concern mainly elityilionditions, the content of pension
plans, investment strategies as well as the papluage.

Social dialogue process

Slovenia has had a long tradition in social dialgleading to several collective
agreements and social pacts. The consensual deamsiking approach saw the social
partners, especially the Association of Free Tlddmns of Slovenia (ZSSS), negotiating
on equal terms with the Government. The socialneast have a dual role in matters
bearing on social protection: they have an advisoky through the Economic and Social
Council (ESC) and an administrative role throughirthrepresentatives in the tripartite
boards of the Institute for Pension and Disabilitgurance (IPDI), the Health Insurance
Institute of Slovenia (HIIS) and the Employment\8eg of Slovenia (ESS).
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While lively and continuous tripartite social diglee characterized the formulation of the
reform of the supplementary pension schemes wioick place between March 2009 and
September 2010 (at the same time as the reforntatftery schemes), the negotiations
broke down, despite some concessions from the @ment. Notwithstanding, the
Government unilaterally submitted the text to Rankent, which approved the Pension and
Disability Insurance Act (ZPIZ-2) in December 204@ rather rare occurrence in the short
Republic’s history. This outcome seems to haveltegidrom the pressure and acuity of
the economic crisis which altered the consensuzEsa-making approach by radicalizing
the positions of the social partners: the unions, b increasing unemployment and falling
membership, and the employers’ associations, beaafugidespread firm insolvency and
low competitiveness. Moreover, the presence ofReenocratic Party of Pensioners of
Slovenia (DeSUS) in the centre-left coalition lem the complete breakdown of the
consensus in the parliamentary debate, given th¢y'®aopposition to the pension
indexation method adopted.

The social dialogue surrounding the 2010 pensidiorme failed for a number of
interrelated reasons. The perceptions of the adivasrged substantially and all three
stakeholders committed mistakes. The Governmentundsr extreme pressure from the
international organizations (EU Commission, IMF,@B) and acted with excessive haste
on too many different structural reforms as welbasvery unpopular, though temporary,
anti-crisis measures, rendering the situation urageable. The trade unions, while
espousing different positions, were entrenchedhgirtoriginal positions, having been
often overridden by their own members. With fallimgembership and a threat of
marginalization, they were probably pushed to raldie the social dialogue process.
Finally, the employers’ associations, which weregpled by widespread company
insolvency and low competitiveness, were very comeg in particular with the level of
their contributions and pension liabilities. Howevihey have alerted the Government to
the fact that the Slovenian labour market is harefdy to absorb high numbers of elderly
workers. Even though they were apprehensive abloeitstate of social dialogue in
Slovenia, they did not help the other social pagn@ bridging the most divergent
positions. Both trade unions and employers wereagamtized by the fact that the
Government ignored their alternative proposalgherreform.

Social partners take action against pension reform

Reacting to the unilateral pension reform, whichli&aent approved in December 2010,
the trade unions launched a court appeal againsindt succeeded in obtaining a
referendum. This took place on 5 June 2011. Theorityajof the voters rejected the
government scheme, with the electoral committeertig that 72.2 per cent rejected the
reform, while 27.8 per cent supported the retirenage increasé’

In addition, the IMF expressed the view that thagien reform approved by Parliament
was insufficient and that additional measures weseded to control expenditur2 The

** Bryant, C. “Slovenia Rejects pension reform”,Amancial Times 5 June 2011. Available at:
www.ft.com/intl/cms/s/0/ca05ad66-8f73-11e0-954d-Dfkab49a.html#axzz1PLuprvig

5 Sourbes, C. “Slovenian Government defeated inipeneform referendum,” in IPE, 6 June
2011. Available at: www.ipe.com/news/sloveniangcgéjpension-reform-as-deficit-continue-to-
grow_40856.php
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Sweden 8

OECD concurred with this view and reiterated thather reforms were required. Other
analysts warned that the rejection of the reformdtower the country’s credit rating.

Six weeks before the referendum, the pensionerty eSUS decided to withdraw from
the coalition Government, which put in question d@hdity of Pahor’s centre-left coalition
Government to address the challenges the countgdfeBorut Pahor announced that he
would deal with the pension issue, which is clogelgted to the State’s budget deficit, by
preparing an intervention law. It would include aratorium on new jobs in the public
sector, and would also cut into the rights and phgcks of pensioners and public
employees, along with other cuts in social trarssfélo one welcomed the intervention
law, not the opposition parties, nor the uniong, the coalition itself. Therefore, Pahor
started to talk about a State budget amendmentwasdwilling to call for a vote of
confidence in Parliament on it. Since the coalitiost the pensioners’ party, it is unclear
whether Borut Pahor would survive the vote of coefice®’

Overview of the Swedish pension system

Since the 1940s, the Swedish model has been basstong political commitment to the
goal of full employment. In the late 1980s, theraswa broad consensus — among
politicians, but also among social partners — @nrtbcessity for increasing the share of the
working population in order to guarantee the loagrt sustainability of the social
protection system in general and the pension systgrarticular.

Fundamental alterations in Sweden’s pension systemre made in June 1994. The
Swedish Parliament passed legislation replacingltidoenefit defined system (DB) with
mandatory defined contribution (DC) schemes. Theé public pension system was
converted into two defined contribution pillars: Eay-as-you-go notional defined
contribution system (NDC) and a financial defin€&®D) contribution system. These two
earnings-related components are both based onilmaigns from lifetime earnings and
the total contribution rate amounts to 18.5 pert a@hearnings. The two mandatory
schemes were supplemented by a guaranteed miniraosion for those with low income
or no income from work and were designed to prdtetifetime poor.

It is also worth noting that the new system isifie since the annuities for both NDC and
FD can be claimed partially or fully at age 61,hwitr without leaving the labour force. If
the individual decides to continue to work whilaioling a partial or full annuity, the
pension benefits will be recalculated to take iatgount the additional contribution from
work. The new pension system also makes it possibtk financially advantageous to
leave the workforce gradually after the age of 68 therefore to postpone the retirement
decision.

% Bryant, C. ibid.

" Pureber, T. “The super aftermath of super reféweri, in The Slovenia Times$ July 2011.
Available at: www.sloveniatimes.com/the-super-aftath-of-super-referendum

8 Based mainly on an unpublished paper preparetL@DIALOGUE, “Questionnaire on social
dialogue and pension reform in times of crisis &@eyond”, by D. Anxo (Professor, School of
Business and Economics, Linneaus University; Dingc€entre for Labour Market Policy Research
CAFO, Sweden) and T. Ericson.
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The impact of the global crisis and pension reform

The economic downturn weakened Swedish public iaansubstantially, even though
from an international perspective, the deficits éndoeen limited. The Swedish public
deficits are primarily the result of “automatic tezers”, which have been crucial in
maintaining aggregate demand in the economy anihateéd the impact of the global
crisis, and have enabled the Government to underaak expansionary macroeconomic
policy. Because of its healthy public finances, 8&re unlike most other EU countries, is
not subject to an excessive deficit procedure withe framework of the EU Stability and
Growth Pact.

Pensioners are one of the groups most affectetidyinancial crisis and the subsequent
recession. The balancing mechanism in the publd-age pension system led to
substantial lower income-based pensions in bothO028hd 2011. The Government
therefore considered that further measures to gitnen the economic situation of
pensioners were necessary. It thus decided in 200&vise the pension system by
changing the so-called balance figifélhis was previously calculated on the basis of the
asset value of the pension buffer funds on DecerBlethe preceding year, and would
now be based on the average of the three previoushvalues on December 31.

The changed calculation constitutes an automatbilster, constructed in order to
guarantee the long-term financial stability of fension system. It can obviously affect
the level of pension benefits. Indeed, in 2009 réferm led to a slower reaction of the
balance figure to sudden falls in the market agsktes of the pension buffer funds, and
therefore also reduced the magnitude of the reslucti pension benefits. However, it will
also delay the recovery of the pension benefitsmthe asset value of the pension system
increases? It is worth noting that the reduced pension bésefiill mainly affect
individuals with pensions above the ceiling for gudeed minimum pensions, while
pensioners with a guaranteed minimum pension atttbwii or with a low income-related
pension will not be affected by the changed batemanechanism.

Beyond this change in the balance figure, the Guowent did not reform or adapt the
pension system, opting instead for a reductiomobine tax for pensioners in both 2009
and 2010 by means of a higher basic income taxvatice for people aged 65 or older.
The tax reduction implemented in 2009 and 2010 @ogosed for 2011 should be seen
partly in light of the extraordinary nature of tfieancial crisis and the fact that, without
the measures taken, pensioners would have beawoplisponately affected.

Social dialogue process

One specific feature of the Swedish industrialtietes system is the crucial role played by
the social partners in mechanisms for regulatimglabbour market. A unique feature is the
mostly optional nature of the Swedish labour mat&gislation, as most of its provisions
may be amended, wholly or partly, by collectiveesgnents. There is thus a long tradition

*¥ The balance figure is the ratio between the agsstel pensions contribution asset + asset value
of the buffer funds) and the liabilities of the pasryou-go pension system.

9 As a consequence of the global financial crisi@008, the balancing mechanism of the pension
system was activated for the first time in 2010.8Asesult, the indexation of pension benefits in

2010 decreased by 1.7 per cent instead of by 32&nt. The balancing mechanism was to have
been activated again in 2011, and the indexatigmeasion benefits was expected to be negatively
affected, because the return on funded capitahénbuffer funds rose between 2008 and 2009,
while contribution assets fell.
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of well-established and constructive tripartiteiabdialogue, through various forms of ad
hoc consultation and hearings. A particular forrthesinquiry system — the key element of
the Swedish governance system — for which the Gowvent fixes the terms of reference
on given policy issues (e.g. pension reform). Aihkeholders participate in these
deliberations, including representatives of empisyand workers’ organizations. The
deliberations thus provide a sound basis for thmiiey proposals and their endorsement
by the social partners increases the legitimadp@teform.

The large fall in stock market values during théuenn of 2008 led to a considerable
deterioration in the financial position of the pens system. Consequently, the cross-party
Working Group on Pensions, representing the fivetigm in the Swedish Parliament
(Social Democrats, Conservatives, the Liberal pa@gntre party and the Christian
Democrats), argued that there were strong reasmrigvestigate whether or not the
construction of the aforementioned balance figumspced an “optimally true picture” of
the financial position of the pension system. Ibrigary 2009, the centre-right coalition
Government, in cooperation with the Working Groappointed the central government
authority for social insurance to analyze the awmmsion and functioning of the balance
figure. The authority presented its conclusions adiernative options in April 2009,
proposing to change the calculation by equalizingmoothing the market value of the
buffer funds over time. This was approved by thekig Group.

Before the draft legislation incorporating the Wadk Group’s recommendations was
submitted to Parliament for approval, various gowegnt entities and interest
organizations were given the opportunity to commamtthe draft. However, while the
Confederation of Swedish Employers and three pamsiorganizations were consulted,
the trade unions were not.

In summary, the Government’'s consultation in thésec was characterized by the fast
process of getting the new legislation in place tlfoe coming year 2010. Although a
majority of the bodies consulted did not suppo# tjuick change of the balance-figure
calculation, the Government and the Working Growgrided to proceed with the
legislative process. A central reason seemed tdhbe this model had already been
analyzed and seriously considered ten years baolgth a simpler model had been
selected. Now, on the basis of recent experientiethve financial crisis, it was considered
timely to correct the model. In submitting the bilh Parliament, the Government
acknowledged that equalization of the buffer funadue entailed both advantages and
disadvantages. A main disadvantage was a possblgel period of reduced pension
benefit growth as a result of the financial cridikwever, lowering the volatility of the
pension benefits over time was regarded as an tabming argument in favour of the
proposal.

Even though the new pension system does not prdoide fixed retirement age, pensions
cannot be drawn before the age of 61 and there &atutory right for employees to work
after the age of 67.

The exclusion of the trade unions from the contiohaprocess does not seem to have
been explained either by the Government or by tliens. However, there still remains a
window of opportunity to revive the tripartite satidialogue on pension reform in
Sweden, namely on the pensionable age.

At present, the Swedish pension system does matlaté a statutory pension age. While
pension cannot be drawn before age 61, there isgab right for employees to work after
age 67. In autumn 2010, the Government decideduoch a dialogue with the Working
Group on Pensions to investigate the possibilityaiing the age for the right to work
from 67 to 69 years. The objective is to sustaia thbour supply and to increase
opportunities for work for older workers as a meahgising the effective average age of
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labour market exit, thereby improving the long-tesmstainability of public finances.
There seems to be a cross-party consensus thas #hisecessary measure, but there is as
yet little agreement on how this should be achievattording to the secretary of the
Working Group, the social partners and other @uitiety organizations will be consulted
on the planned reform through the usual proce$®afings and consultation. However, at
the time of writing (July 2011) no formal calendar the consultation had yet been
decided.

China

Brief historical overview of pensions in China

Soon after the founding of the People’s Republi€bina in 1949, a centralized pension
system was established, with three per cent of svagdlected for revenue, maostly
administered at local level by the trade unionsl969, the administration of the pension
system became the responsibility of State-owneerpnses (SOE). As a result, the system
became very fragmented, as it still is at predaniate 1970s, following Deng Xiaoping's
economic reforms, pension eligibility criteria wéo@sened, and the number of pensioners
increased dramatically. The responsibility for nging pensions became an increasing
burden for SOEs, which were under pressure to aitjussmore market-oriented economy.
The Government was called upon to take over pensiigations, leading in the mid-
1980s to the establishment of a nationwide municgaoling, resulting again in a
fragmented system.

By the early 1990s it was recognized that the systas not only fragmented but also that
its sustainability was threatened by increasingalgaphic ageing. This led to an attempt,
starting in 1991, to set up a multi-pillar systehis would consist of a first basic pension
pillar topped up by mandatory individual accounssveell as voluntary pension savings
supported by tax concessions. In 1997, the WorltkkBaublished a report recommending
for China a multi-pillar system with nine per ceasitwages going to the first pillar and
eight per cent to individual accounts in the secpitidr. However, it saw problems with
the financial sustainability of the first pillar duhe projected rate of return for the second
pillar.

In accordance with these recommendations, in J8®7 1the State Council laid down the
broad principles of the new pension system, leasitape for differing implementation at
the provincial level. Under these principles thategn would consist of a first pillar, a
PAYG defined benefits scheme, based on contribstipsud over 15 years that should
deliver a pension of 20 per cent of the average ipagities, and a second pillar of
individual accounts. The retirement age was seb@tfor men, 55 for women in
management cadre positions and 50 for women warlkéoe/ever, it fixed contribution
rates at levels considerably higher (20 per ceitt lpathe employer, eight per cent by the
employee) than those recommended by the World Bank.

The rules were supposed to be introduced graduatigl, benefit employees who started
working after 1996, while those retiring by end @98ere still covered by the former

system. The system did not work as planned, notiabtile wake of the large-scale SOE
restructuring. Many laid-off workers were given ithpensions at young ages, and the
remaining revenues were used to pay current retitee2001, a new pilot programme was

61 Oksanena, HThe Chinese pension system — First results on sisgeshe reform options
Economic Papers 410, June 2010 (European CommjsBioectorate-General for Economic and
Financial Affairs), 43pp.
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Latest phase in the pension reform process

launched in Liaoning province, separating the twians, fixing contributions for the first
pillar at 20 per cent of pay for employers and ejgdr cent for employees. The relevant
State Council document specified that the balancéndividual accounts at retirement
would be converted into monthly payments and wienindividual account was depleted,
pension would be paid from the social pooling fumdking the public authorities liable
for the deficit.

Aware of the funding problems at provincial levitle Central Government set up the
National Social Security Fund (NSSF) as a strateggerve fund, transferring to it part of
the proceeds from selling the SOEs. In 2004-200@, ltiaoning pilot scheme was
extended to 10 other provinces (out of a total 8dyering 39 per cent of the population.
By the end of 2008 only a fraction of the origibélleprint was implemented, and only 55
per cent of employees with residency registratioarban areas were covered.

There seems to be agreement among both Chinesenam@hinese experts that the
contribution rate of around 28 per cent for urb@mgwoons is an obstacle to increasing
coverage, and even at that level it would not eaffio maintain the current level of
pensions as the population ages. As regards thel population, the 1991 reform

document also covered pensions for rural employtedse financed by a contribution rate
of three per cent. Coverage remained low and by 200y 12 per cent of rural employees
had joined the system. The challenge of extendimgemage to the rural population is
recognized by the Government, which issued a nem pi August 2009 aiming at full

coverage of the rural elderly by 2020. It consgdta flat-rate pension, to which are added
the individual accounts, based on contributionshege per cent of rural wages, which
would offer a pension of 15 per cent of rural wages
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Investment and Pensions Asi@PA) notes that, with the 2010 census confirm@igna’s
rapidly ageing society, the Government recentlyught forward its target for universal
pension coverage from 2020 to 2013. To help achilie it has adjusted the target for
coverage of the rural pension pilot scheme fronpdOcent to 60 per cent by the end of
2011. Moreover, on 1 July 2011, the Governmentdhad a new plan for previously
uncovered unemployed urban residents, which wifuineled by government subsidies and
individual contributions. All unemployed urban msits over the age of 45 are eligible.

But the rapid development of national pension sgstehas given rise to financing
problems, particularly evident with the rural p@msscheme launched on a pilot basis in
2009. The scheme is part of a broader governmeve tiv ease interregional inequality
and accelerate the transfer of the benefits of mmizigtion to citizens living in the Chinese
interior. However, continued migration to the dtis aggravating the rural aging problem,
and weak economic growth in some rural areas coinder enrolment and ability to pay
for coverage.

Dr Guo Jinlong, Assistant Director of the InstitatieFinance and Banking at the Chinese
Academy of Social Sciences (CASS) and a pensiomrexpoints out that the current
funding for the first pillar urban pensions is emsh by government subsidies and
individual contributions. This may not be easilylieated by local governments and
individuals in less economically developed rurataes. Moreover, he notes the lack of
expertise in managing pension funds and limitedoapt for investment that generate
adequate returns to cover the growing pensionliligisi as population ageing continues.

%2 Based on “China expands statutory pensions ans fainsystem convergence”, iRAsia, 7 July
2011.
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However, he points out that the currently fragménpension systems will eventually
converge, driven partly by the ongoing urbanizafioocess and improving social status of
the population. He notes that the regulations wigiaime into effect on 1 July 2011 (see
above) are a first step in this direction as theakenit easier for individuals to transfer
pension schemes between different jobs and geadgraplations. Another factor
favouring convergence will be the improvement afdunanagement standards. Currently,
he notes, most pension capital is collected andagesh by municipal governments, and
there have been instances of misappropriation iat lével. In the future, he expects
pension funds to be pooled and managed on a pialitevel to improve oversight,
returns and efficiency of the funds.

Among the other pension changes between 2008 ar@i&e the following™

m  Part-time urban enterprise workers are now alsegereal under the pension plan,
increasing coverage by eight per cent. While thetrdmutions and benefit formula
remain unchanged, pension benefits for retireee lhaen raised by 10 per cent, and
are paid by transfers of funds from the Central &oment.

m A pension plan for rural residents was implementeith the Central Government
paying RMB 55 per month for men aged over 60 amdviamen aged over 55. Local
governments also pay a subsidy of RMB 30 per yaarural residents to encourage
them to set up an individual account starting &t b6}

m  Some local governments (Guangzhou City, Shangtg) &nd public institutions (in
Shanxi, Shanghai and Chongging) piloted a pensisarance policy that harmonizes
the pension systems for civil servants and entsgpsiorkers.

As regards coverage of the rural population, Htiadinthe Communist Party Secretary,
stated in March 2010 that the Government shoulélacate the establishment of a social
security system covering urban and rural residémtguarantee basic living standards;
promote the reform of the basic pension insuranystem for enterprises, government
agencies and public institutions; establish rutdtame insurance; and improve work for
the elderly (Yansui Yang, loc.cit. p. 6).

The urgency of bridging the gap between urban dnekhnd rural migrant workers is now
recognized by the Government, as shown by Chinasd foreign) press coverage in
March 2010 and June 2011. A report from the StadenCil Development Research
Centre, published on 14 June 2011, noted thatube khift from the countryside to cities
will continue for decades, and unless the migraiatee better welfare, housing and legal
status in towns and cities, their discontent cdulth into a serious threat to stability. It
notes that while the pool of young rural residastshrinking as China ages, another nine
million villagers will move to cities each year the next five years. It singled out the
household residence permtikoy system, which channels most welfare, housing esupp
and health care to urban residents, as another mapediment to the integration of rural
migrants, estimating that granting these migrahés welfare, health care and education
conditions of established residents could costGbgernment RMB80,000 (US$12,340)
per migrant People’s Daily 05, 08, 24 March 2010Zhina Perspectives2010/4;The
Guardian14 June 2011Financial Timeseditorial, 20 June 2011).

% |nformation from an unpublished monograph for IDBALOGUE by Prof- Yansui Yang,
Research Centre of Employment and Social Secusithool of Public Policy and management,
Tsinghua University, China.
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A multidimensional social protection response to th e crisis (2008-2010) *

It is noteworthy that unlike many countries worldej China’s financial institutions were
not significantly affected by the global financatd economic crisis, despite the fact that
the country is a major actor in the globalized eroy. This can be attributed mainly to
three factors: the non-convertibility of its curegnthe yuan or yuan renminbi (RMB); the
very limited investment in foreign equities; ane flact that its social security fund has not
yet invested overseas.

The main impact of the crisis was on export-oridngnterprises as demand fell
dramatically, especially from advanced economies] axports plummeted, causing
factory closures, massive lay-offs and a sharpiniech recently created urban jobs. By
the last quarter of 2008, some 40 per cent of prisers experienced job losses, as net
retrenchment affected three million urban workerd more than 20 million rural migrant
workers. By mid-2009, exports were halved by congoar to their pre-crisis level, while
GDP growth shrank to 6.1 per cent (from over 10qeet toll per cent per year over the
past decade). These developments affected the | seew@urity system, generating
difficulties in the collection of contributions anqmovoking a significant decline in social
security coverage.

The immediate response to the crisis by the Govenbnin which social protection played
an important role, has mitigated the impact of #mck. It consisted of expanding
domestic demand by investing overwhelmingly in astructure and in social security
projects. These were financed by a government ®ar-wtimulus package of US$586
billion ® and a US$73.2 billion tax concession programmeh agar, which aimed at
producing an eight per cent annual GDP growth asdlted in nine million new jobs in
2009.

Measures to strengthen the social security systara focused on employment promotion
and the improvement of various social security se® They include:

= An employment promotion package (with an expemditaf US$27.53 billion in
2009, an increase of 131.2 per cent over 2008).

m A pilot pension programme for farmers with goveeminsubsidies (under which the
Government committed itself to covering 10 per cenhtural areas by the end of
2009, benefiting around 10 million farmers agedafii above)?®

m  Upgrading social insurance pooling levels (tamgeth provincial pooling of pension
funds by end-2009 and envisaging a national podfrgension funds by 2012).

% Based on People’s Republic of China, ISSA Crisisittry Case Study. ISSA, Geneva, 2010.
% US$1 = RMB6.83.

Major decisions were made in 1998 and 1999 inrceg@mthe nationwide implementation of the
basic medical insurance and basic pension insurfoicerban employees. Since 2003, there has
been an effort at unified planning for both urbad aural areas and the extension of coverage, with
the Government committing itself to developing anpoehensive social security system for the
entire population by 2020. By 2008, the urban bpsitsion scheme covered 165.87 million people,
equivalent to a 54.91 per cent coverage ratio.

Data from the National Bureau of Statistics of Ghshow that, in 2009, the rural population in
mainland China totalled 712.88 million, accountfog53.4 per cent of the total population. (ISSA-
China 2010).
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= New policies on portability of pension and healtine benefits.
m A pension scheme for rural migrant workers.

m A US$125 billion three-year plan on top of themstius package for building a
universal health care scheme by 2011.

To reduce the financial burden of enterprises, @mvernment allowed companies
experiencing difficulties to delay or reduce thgmant of social security contributions for
a certain period of time. In 2009, the unemploymestrance funds alone spent about
US$3 billion on deferred or reduced social insueamontributions as well as social
insurance contribution subsidies, which benefite@@0 enterprises, covering 7.4 million
workers.

How effective were these measures, particularipénarea of pensions? According to data
from the National Bureau of Statistics, by the eh@009 a total of 234.98 million people
(including retirees) had participated in the bagsension scheme for urban enterprise
workers, a rise of 16.07 million or 7.3 per centovthe previous year. The provincial
pooling of pension schemes was implemented in Rlp®vinces, and the Government
hoped to complete the national pooling by 2012. édwer, a total of 127.15 million
people nationwide participated in unemployment iasae schemes, up by 3.16 million
since the end of 2008. In 2009, new jobs were edefur a total of 11.02 million people,
and 5.14 million laid-off or unemployed people weeemployed. Urban employment also
bounced back, absorbing most of the 20 million Iranegrant workers who had to leave
the cities after the crisis, as manufacturing hasnbed back and the sector is already
complaining about staff shortages. The policy resps appear to have effectively
countered the impact of the crisis. The GDP grawth amounted to nine per cent in 2008
and 8.7 per cent in 2009; the forecast for 2010 atmsit eight per cent, but the latest data
show a growth rate of 10.3 per cent for the year.

Social dialogue process

Besides government institutiofis, the following stakeholders participated in the
discussions on the pension reform process: theChiha Federation of Trade Unions
(ACFTU) and the China Enterprise Confederation.skenexperts from research institutes
and universities also joined the policy consultatio

However, Professor Yansui Yangp(cit) states that the social partners do not appear to
have pension experts who are able to conduct penai@lysis, nor do they have
specialized departments to deal with pension isddeseover, while consultations were
held with social partners on various reform paramsetthese were not conducive to any
outcome given the complexity of issues and var@tpolicies involved (implications of
the pension budget, regulations on investment pgtin stocks and equity for the pension
funds, how to maintain the value of funds, build@igina’s pension market, etc.).

7 Research Office of the State Council, the Old-exgerance Bureau (in the Ministry of Human
Resource and Social Security), the Ministry of Ricey and the Ministry of Civil Affairs.
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Greece

Overview of the Greek pension system

The Greek pension system is predominantly based generous public pension pillar.
Voluntary occupational and private plans exist, lam¢ of minor importance. High

replacement ratios and generous rules for earilyene¢ént, especially for women, have put
pressure on the Greek pension system, and congbgoemublic finances.

The public pension pillar consists of three pagrnings-related basic pension, earnings-
related supplementary pension, and minimum pertsémefits®® The pension is financed
on a pay-as-you-go basis and the contributionisat@equally shared between the worker
and the employer, with actual rates depending emtbrker’s profession. For persons who
were affiliated with the Social Insurance Institt&A) after 1 January 1993, workers
contribute 6.67 per cent of their salary, while é&wyprs provide 13.33 per cent and the
State 10 per cent. For supplementary pensionsdinhaadhl contribution has to be paid.

The most important social insurance institutionsGneece are the Social Insurance
Institute, the Farmers’ Insurance Organization (@Ae Insurance Organization for the
Liberal Professions (OAEE), and the State insurdocecivil servants — together they
cover 92.9 per cent of the population and 92.7cpet of pensioners in Greece. More than
130 funds provide primary and supplementary pensimerage (the recent pension reform
lowers the number of funds considerably in ordetetuce complexity and administrative
costs). Pension benefit rules and levels differ mgnthe various funds and separate
schemes exist for the different occupational linesiployees in the public sector are
directly paid from the national budget during retnent. Besides the earnings-related part
of the pension system, a minimum pension is pattidee without adequate meaffs.

Impact of the global crisis

ISSA Crisis Monitor notes that the global finanataisis clearly induced a recession in
Greece and the resulting 4.5 per cent decline i ®pthe first quarter of 2010 — the sixth
successive quarter of contraction hit the manufamiuand tourism industries particularly
hard. Average unemployment escalated from 7.7 @etia April 2004 to a six-year high
of 12.1 per cent by February 2010. By spring 20@feece was still grappling with the
recession and the threat of default of its sovereligbt, despite the repeated and stringent
austerity programmes and the US$145 billion thregryemergency financing package
from the EU Commission and IMF.

The global financial crisis also harmed the invesimperformance of social security
funds. There was only a marginal change in totabtagalue between 2007 and 2008,
according to the Ministry of Employment and Sodrabtection. However, the pension
deficit is estimated at about twice the size ofdbentry’s GDP of US$322 billion and the
system is likely to go bankrupt in less than 15rgg#i left unchanged. This weak actuarial
state of pensions motivated several wide-rangirgjesity measures as part of the bailout.

® This section draws on the unpublished monographedfor ILO-DIALOGUE by Patrina
Paparrigopoulou, Associate Professor, Universitthfens, unless otherwise indicated. The other
sources include the ISSA Crisis Monitor Project &R0 (European Foundation, Dublin).

® Country profile: Greece. Pension Funds Online.iahlt Global Investor. Available at:
www.pensionfundsonline.co.uk/countryprofiles/greaspx

® ibid.
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The first bailout enabled the Government to cominpaying benefits with rising
expenditures and falling revenue, and led it to aklon a large-scale social security
reform (ISSA, ibid).

Latest pension reform in light of the crisis

To understand the stringency and pressure undechwthie Greek Government had to
reform its pension system, one has to note the mequirements imposed by the
Memorandum of Agreement between Greece and the mtUIMF on the emergency

package. The Memorandum was enacted into Law 3848/2t specifies requirements for
social insurance and pension reform which aim aueng the system’s long-term

actuarial balance. These requirements were to baea implemented by end-December
2010.

On 8 July 2010, the Greek Parliament approved nmelj@anges to the national pension
system, a key element of the US$145 billion agregmdth the EU and IMF. The reform
cuts pension benefits and curbs early retirement2@0, IMF staff projections indicate
that the reform could reduce annual pension expemadi for private sector workers and
civil servants by 8.5 per cent of GOPThe main characteristics of the recent pension
reform can be summarized as follows:

m  The statutory retirement age for women will bedgily raised from 60 to 65 by
December 2013, to match the current retiremenf@gaen. Beginning in 2020, the
statutory retirement age for men and women willabéomatically adjusted (every
three years) to reflect changes in life expectancy.

m  Early retirement for all including workers in amlis occupations will be restrained
by limiting the minimum early retirement age tol®02011. The Government aims to
increase the effective average retirement age thenpresent 61.4 years to 63.5 years
by 2015.

m  The minimum contribution period to receive a fyéension will be gradually
lengthened from 37 years to 40 years by 2015. Beit@nefits will be reduced by six
per cent each year for individuals who retire betwthe ages of 60 and 65 with less
than 40 contribution years.

m  Pension amounts will be frozen during the 201120ériod and will be indexed to
changes in the consumer price index (instead afgbgidexed to changes in civil
service pensions) starting in 2014.

m  Benefits for new claims will be based on careesrage earnings rather than the
current highest five out of the last 10 years.

m  The average annual accrual rate (the rate at whithlement to future pension
benefits accumulate) will be limited to 1.2 per tceh earnings, resulting in a less
generous earnings-related pension. This benefittoylup a new means-tested, non-
contributory monthly pension of US$474 for citizeslder than the normal retirement
age.

™ Social Security AdministratiorResearch, Statistics, and Policy Analysigernational update,
Aug. 2010. Available at: www.socialsecurity.govfipgldocs/progdesc/intl_update/2010-
08/index.html#greece
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m A new flat bonus of US$1,053 per year will replate seasonal bonuses (for
Christmas, Easter and summer) currently payabjetsioners. The new bonus will
be available only to those with pensions of lesstblS$3,290 a month. As a result,
monthly pensions of more than US$1,806 will be oeduby an average of eight per
cent. This reduction will affect about 10 per cehpensioners.

m  Pensions greater than US$1,843 per month willaked by five per cent to ten per
cent starting in August 2016.

Social dialogue process and social partners’ positi ons

Social dialogue takes place within the Economic 8ndial Committee (ESC), created in
1994. It proceeds through the presentation of s/ of the social actors and government
— appointed experts (economists, lawyers, accots)tpansion experts), and tries to shape
a common agreement on a number of issues. In thentueform exercise, the Ministry of
Labour and Social Insurance (MLSI) distributed xt te an expert committé@ outlining

the objectives of the reform in light of the curreontext (the extremely difficult financial
situation of the country and the interaction betwtee social and financial situation).

The dialogue was to be completed within a shoribgesf four months, leaving time only
for a discussion of the adequacy of the actuatiadiss. Objectively, this was of minor
importance, since all existing actuarial evaluaiotiearly showed the urgency of
containing costs to ensure sustainability. The HB€pared two reports expressing its
opinions on the proposed reforms of pensions (194.dnd 241) on the proposed bill and
including the opposing views and arguments of tifferént actors. There appears to be a
consensus that the proposed bill provided for astsubial reduction in the amount of
pensions and a restriction of State responsibiMypre specifically, this meant that the
State would guarantee and finance only the basisipe but not the contributory pension
or the supplementary pension); the contributorysimnhad a very low replacement rate
and would be calculated by taking into account snentire working life; the reform
reduced the supplementary pension benefit; thesrighwomen with minor children and
workers insured under the special regime of arduangs unhealthy occupations were
seriously curtailed by the sharp increase in taadird retirement age to 65 years.

Following this debate, the original bill was postauthe website of the Ministry (MLSI)
for public consultation, and was simultaneouslyMarded to the EU Commission and IMF
so that these could consider its consistency vhighMlemorandum. Surprisingly, the bill
that was eventually submitted to Parliament for cievwas different from the text
originally posted on the website. The differencesanin key areas, such as the calculation
of basic and contributory pensions. The Governmener explained how the differences
arose and on which basis they were decided. Ever swprising is the fact that the ILO
technical note dealing with the pension incomeaeginent rates, which was forwarded to
the National Actuarial Authority and accompanied Hill submitted to Parliament, refers
to the version of the bill that was posted on theidiry’s website and not to the actual text
submitted for vote’?

2 ibid.

3 Committee of Experts, Social Partners, and théi®all Leadership of the Ministry of Labour
and Social Insurance.

™ Technical Note of 22.6.2010 by the ILO titl&bnsolidated financial situation of the Greek
pension systen2008-2060.
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The final ESC report included members’ suggestionswhat action to take. These
proposals, however, were not benchmarked with baoid economic criteria in a manner
that would help assess whether the solutions uidilpmahosen by the Ministry were the
best. In other words, the main weakness of theabd@logue in this case was the lack of
scientifically and technically argued alternativasd the related selection criteria and
benchmarking.

The position of the social partners GSEE and ADEDWas very clear and firm: the State
is obliged to finance social insurance and the ipess parameters should not change,
because all changes lead to a fall in pension kienBith were against the equalizing of
the retirement age of men and women, mainly owmghe latter’'s family caretaking
responsibilities. ADEDY’s positions were not incorpted in the ESC report, but were
publicized in the media. GSVEE, another trade union, also participated activelyhie
social dialogue. GSEE left ESC halfway throughdreogue, having submitted proposals
only on increasing State financing for the sociaturance system. As employers’
contributions were not to be raised, the employsst® would be limited to pointing out
that measures to accelerate economic developmeutdshe taken by the Government so
that pensions and social protection in generalctbalfinanced adequately.

Jordan ’’

Overview of Jordan’s pension system

Jordan’s national pension scheme is managed bydeeal Security Corporation (SSC)
and covers private sector workers, public sectaff stho joined the civil services after
1995, and military personnel recruited after 208ihce 1987 and until recently, it had
been a compulsory scheme for enterprises operaiitiga minimum of five employees.
However, since 2008, the SSC has been extendirgpusrage to enterprises with fewer
than five employees and to self-employed persopgh® end of 2011, 150,000 micro and
small enterprises with approximately 340,000 woskevill be covered by this new
initiative. In 2009 about 60 per cent of the Jordarpopulation was registered with SSC,
compared to 40 per cent in 2002. In addition, tl& $as endeavoured to cover, on a
voluntary basis, the 600,000 Jordanians workingadhrespecially in countries where they
are denied any social security protection.

Since 2001, the contribution rate for combined $ypé pensions (old-age and early
retirement; natural cause; work-related disabiltyd natural cause and work-related death
insurance) has been 14.5 per cent of the wage,emijsloyers contributing nine per cent
and workers 5.5 per cent. Workers’ contributionghte SSC are exempt from tax, and
employer contributions are income-tax-deductibleatidition, registration with the SSC
requires employers to contribute an additional (veo cent for insurance covering work
injuries and occupational diseases. Two new tygdesoatributions were to have been
made mandatory by September 2011: a maternityansercontribution of 0.75 per cent to

> GSEE: Hellenic General Confederation of Labor; ADE Civil Servants’ Confederation.

® GSEE represents workers and employees in thetprsector and is the biggest Greek trade
union confederation. GSVEE, the Hellenic Confederatof Professionals, Craftsmen and
Merchants, represents small businesses and theraplbyed.

" This note is based on an unpublished monograpttewrifor ILO-DIALOGUE by Jalal Al
Husseini, Associate Researcher, Institut francais?tbche-Orient, Amman, Jordan, except when
otherwise indicated.
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be paid by the employer, and an unemployment bsrefheme to be funded jointly by the
employer (0.5 per cent) and the worker (0.5 pet)cen

Impact of the crisis and pension reform

Jordan escaped relatively unscathed from the glebahomic crisis, suffering little by

way of unemployment, which by the summer of 200% wa by two per cent on the

previous year. However, despite having minimal expe to risky financial products, the
global economic downturn shook investors’ confideme Jordan. In 2008, the Amman
Stock Exchange index suffered unrealized losse20af per cent for the SSC, Jordan’s
largest investor and administrator of social séglrénefits. Conversely, by end 2009 the
entire SSC portfolio grew by 1.5 per céfit.

The Government’'s main objective in reforming thegien system was the urgent need to
salvage SSC from future bankruptcy, given the alegnsonclusions of the ILO actuarial
study, besides the concern for maintaining sociabilty. It is noteworthy that, to
maintain social stability, the Government is contedt to universal social security,
spending over 14 per cent of GDP on social pratactnd health in 2007 alone,
considerably higher than some developed econorsées for example, Appendix B to this
paper, table A.4).

In October 2009, the Cabinet approved a first Batadifications to the social security law
of 2001, which included restrictive revisions o&tharly retirement pension regulations
and to the calculation of pensions. In March 20d@ébinet endorsed a temporary social
security law that finalized the SSC’s reform endray The temporary law also extended
the coverage of the mandatory social security lavpreviously non-covered categories
(small or micro enterprises with less than five kevs); it linked the pension benefits to
inflation; it established new insurance schemesniaternity and unemployment; and it
excluded a few categories of insured persons (bontrs) from the new early retirement
regulations. The components of the pension reftwah have triggered the most debates in
Jordan are outlined below.

The temporary Social Security Law of 2010 maintairesssame mandatory retirement ages
prescribed in the previous 2001 social security. Bfvyears old for men and 55 years old
for women, including the payment of a minimum oD18onthly contributions (15 years
of contributions). The contributions may be paithei as a portion of the monthly wage
(for employed persons) or as payments (for non-eyaal persons or employed persons
purchasing previous, non-paid months of contrimg)oHowever, the 2010 law raises the
minimum number of actual monthly contributions pa&l employed persons for old age
retirement from 60 (2001 law) to 84 (article 62rga). It compels the enterprises to hire
employees until they have met these conditionic{aut3).

Given its alleged burden on the SSC’s budget, eayéyretirement is the main target of the
2010 temporary law’s restrictive approach. It delthye minimum age for early retirement
pension from age 45 to 50 and increases the nuofbeontributions required for both
genders to 300 monthly contributions for men (iadt®f 216 contributions previously)
and to 264 monthly contributions for women (instedd180 contributions previously)
(article 64, para.l, 2). As a measure of equitysé¢hinsured persons who were approaching
the age of early retirement requirements accorttirthe previous pension regulations (41-

8 Crisis country case study: Jordal$SA Crisis Monitor Project, Geneva, 2010.
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44 years old before 1 January 2011) may still appiya pension before age 50, although
on rather disadvantageous terfis.

Pension benefit formula: The temporary law of 2pt€scribes a calculation formula that
may result in a fall in pension benefits, espegidtir pensioners with high insurable
wages. For old-age pension, the annual accrualaggibed to insurable wages exceeding
JD 1,500 drops from 2.5 per cent to 2 per cenaddition, the average monthly insurable
wage is calculated on the basis of the 36 last hipntontributions instead of 24.
Moreover, the insurable wage at the end of thed@snhonths of contributions shall not be
higher than 60 per cent or lower than 20 per cérthe wage at the beginning of the
person’s service. In order to maintain the pensipnschasing power, the temporary law
indexes for the first time pension benefits toitifation rate, provided the pension benefit
does not increase by more than JD®2@urthermore, the temporary law sets caps on
family allowances provided to pensioners with dejaes.

The new pension calculation formula lowers incesgivor early retirement. As with old-
age pensions, the accrual rate of 2.5 per centeidynused is replaced by a gradual age-
based accrual rate on average lower than 2.5 per The calculation used to determine
the early pension benefit takes into account thexrage monthly wage during the last 60
monthly contributions, instead of the previous 2dnihly contributions, and applies the
new maximum 60 per cent and minimum 30 per ceritdiion. Early retirement pensions
are not indexed to the inflation rate until thelyaetirement pensioner has reached the
mandatory old-age retirement age of 60 for men&infbr women.

Social dialogue process

During its preparatory work for the new social ségulaw, SSC launched a national
dialogue over a two-year period. This differed frtme traditional framework for social

dialogue. First, it was a temporary endeavour tiied specific reform of the social security
law. The second major difference between the natiatalogue and other dialogue
settings is precisely its national character. Molmed a vast array of stake-holders,
ultimately endeavouring to embrace the entire Jueshapopulation. Third, the national

dialogue was carried out quasi-exclusively by t&&€ Swith technical assistance from the
ILO and the World Bank.

The national dialogue consisted of face-to-facetimge with institutional stakeholdets

to inform them of the relevance of the SSC refolanpand to collect their views and
suggestions. Additionally, it used a series of aireommunication channels with the
Jordanian population through a wide range of metlieere were numerous workshops,
lectures and meetings, and media awareness carspaldren, the input of SSC's

" For instance, those insured persons who reachediadefore 1 January 2011 may apply for
early retirement when they complete age 49 witkeast 282 monthly contributions (men) or 246
monthly contributions (women). At the other endygd who reached age 44 before 1 January 2011
may apply for early retirement when they compleje 46 with at least 228 monthly contributions
(men) or 192 monthly contributions (women) (arti6 para. b).

80 yUs$1=JD0.7.

8 These consisted of the traditional social partribes General Federation of Jordanian Trade
Unions (GFTU), the employers’ Chambers of Commend the Jordan Engineers Association

(JEA) as well as representatives of political matiacademia, the media and cultural circles, and
civil society.
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counterparts during the national dialogue was ®giged in a “National Dialogue
Matrix”, # and was made available at SSC’s headquarters.

Following the closure of the national dialogue B02, SSC has had to engage, quite
reluctantly, in a controversial “post national dglie” with the opponents to its reform,
mainly through the media. The SSC’s reluctance istethfrom its belief that opposition to
its scientifically-based reform boiled down to farst beyond its control, which it identified
as the conservative character of Jordanian soclét!s political agenda; and the ‘selfish
behaviour of the main losers in the reform, mairttye wealthy contributors or
contributors who wanted the generous benefits effdéry the old early retirement scheme,
irrespective of its adverse impact on the pens@nfsiture generations. The controversy
did not revolve only around the new pension systeut,it also questioned the overall
governance of the SSC and its operational methods.

The social partners’ position

The notion of “dialogue” has been contested, astmtakeholders did not consider that
national dialogue was the participatory tool tha¢ SSC claimed it was. Rather, they
thought that it was mainly an effort by SSC to dane its counterparts of the inevitability
of the reform for reasons of financial sustain@piéind the interests of future generations.
Several voices insisted that such an ambitiousrmefdeserved more than a patronizing
“civic education” exercise and that it requiredoimhed teamwork involving all parties
familiar with the issues at stake, including thaditional social dialogue partners and
experts from relevant institutions of civil society

The Jordan Engineers Association contended thatfihees produced by the ILO’s
actuarial study and aired by the SSC during theomnal dialogue were inaccurate. More
precisely, it contested the figure of 80 per cenearly retirement pensioners repeatedly
used by the SSC to justify its modification of #mrly retirement regulations. The actual
figure, JEA spokespersons argued, is 37 per cdm. Highly publicized, but irrelevant,
“data controversy” was fuelled by restrictions eform-related data.

By way of conclusion, it appears that the opponehtke reform were never in a position
to influence its legislative outcome. Their voickea came out fragmented and at times
contradictory. While JEA adopted a radically opposal stance to the reform, the Jordan
Pharmacist Union publicly voiced its approval. Exbaugh JEA’s anti-reform campaign
was widely publicized by the media, it did not niizei the masse& The SSC claims that
it did record various suggestions made by its cenpatrts and that these inputs had brought
about 18 revisions of the law draft. These incltigeexclusion of workers with hazardous
occupations from the new pension system; the lgthvben pension benefits and inflation;
and higher wage pensions for those above 65. Hawelie basic parameters of the
pension reform, namely a new and more restrictatyeetirement pension regime and a
cap on the highest pension, remained untouched.

8 The matrix is an 18-page document presenting inand feedback.

8 The gatherings and sit-ins JEA staged since 2@@@ Imobilized no more than a few hundred
people at most, mainly union members themselves.
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France®

Overview of the French pension system

The French pension system is especially complex laas five components (“regimes”):
(a) the general old-age pension scheme for prsetéor wage earners, set up in 1945; (b)
the public servants scheme; (c) special pensiornseh for employees of State-owned
enterprises and public utilities (SNCF, RATP, EDRdaGDF)?® (d) two mandatory
supplementary (second pillar) pension schemeslifarage earners (with the exception of
those covered by the special schemes), namely ARRElue-collar workers and
AGIRC for professional and managerial st&fffand (e) voluntary, ‘optional’ third pillar
‘super-supplementary’ pension schemes open (sifG08)2to all wage earners and can
consist of individual or collective savings arramgats®’

The complexity also results from the fact that heshemes are governed by different
rules for the various parameters, among them tmtribation rates for employers and
employees, the number of working years requiregetoa full pension, retirement age, and
early retirement options. These differences reduite inequalities between different
categories of workers, which have been subjecttrting criticism over the years from
various stakeholders including political parties dime social partners.

As in most EU countries the French pension systasi bieen faced with a number of
challenges, including low economic growth, ageirfgtlee population, persistent high

unemployment rate, and low employment rates fomgoand old people. For more than a
century, the pension system has been the subjatisafission, conflict and compromise
between the various political and social actorss ln area of confrontation between the
political right and left, and between employers &radle unions, but it can also generate
tensions and disagreements within each of the lstddters themselves.

The impact of the crisis and early recovery

Like most EU countries, France was severely hitHgyglobal crisis, though perhaps less
acutely than some of its neighbours. The biggepaizhoccurred in 2009, when real GDP

fell by 2.9 per cent, the total unemployment ra&ched 9.5 per cent (up from 7.8 per cent
in 2008), and the youth unemployment rate swung3t@ per cent from 19.1 per cent in

2008.

The French economy has experienced a moderateamgcsince 2010; there has been a
rise of 1.3 per cent in real GDP in 2010 and anotise of an estimated 1.5 per cent in
2011. However, despite the Government’'s macroecanpoiicy response which enabled

8 This section is based mostly on an unpublishedog@ph prepared for ILO-DIALOGUE by
Jacques Freyssinet, Professor Emeritus, UniverBayis |, France, except where otherwise
indicated.

% SNCF: Société Nationale des Chemins de fer Fran@ATP: Régie Autonome des Transports
Parisiens; EDF: Electricité de France S.A; GDF: GaZFrance.

8 ARRCO: Association pour le régime de retraite climentaire des salariés; AGIRC:
Association générale des institutions de retrage chdre.

8 The collective schemes are optional in the sehae they can be created by an individual
company, by a financial institution or by collegiagreement. In the last case, they can be made
mandatory for wage earners covered by the agreement
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the economy to withstand the shock, the OECD debats given the financial and global
nature of the recession, it will leave lasting &meven in France. The OECD predicts that
France will continue to undergo a moderate paaeasvery, which will be insufficient to
bring down unemployment quickly. This implies theeed for a number of policy priorities,
of which the first is fiscal consolidation and tbecond is raising the employment rate of
young and older workers.

The 2010 pension reform

The French pension system has undergone sevevamsebver the last three decades. In
1982, the statutory retirement age was fixed afd@@vn from 65) by the then Socialist
Government. In 1987, the Conservative Governmewotisiied the system of indexing
pension to wages and instead indexed it to consymees. In 1993 the National
Assembly adopted a law reforming the pensions systawo ways: the first extends from
10 to 25 the number of work years used as the asisalculating pension benefits; the
second raised from 37.5 to 40 the number of camioh years required to benefit from a
full pension rate. Another law, adopted in 2003I¢chthe Loi Fillon), further increased,
among other things, the number of contribution geaquired to get a full pension from 40
to 41 by 2012. At the same time, it set a date §d0r a national debate on the
sustainability and future orientation of the penssystem in France. This clause is at the
origin of the pension reform carried out in 2010\jei is further discussed below.

The French Government had originally scheduled pmpension reform to take place in

2012. However, the deteriorating financial situatimf the basic old-age pension system
due to the rapid ageing of the working populatiooampounded by the outbreak of the
global financial and economic crisis, promptedoiteimbark on a major reform in 2010.

The ageing of the baby boomers and the preferemicedrly retirement resulted in a

decline in the number of active contributors pdiree, from 4.1 in 1960 to 1.8 in 2010.

This ratio is expected to decline further to 1.28%0. Therefore the focus of the reform is
on raising the legal retirement age and delayimgage of entitlement to full retirement

benefits in the general PAYG scheme covering theatwr sector. The reform package
became law on 9 November 2010. It includes thefotig main provisions:

The first important change is the phased incre&gbeostatutory retirement age for both
men and women from 60 to 62, adding annually paegsion (age cohort) four additional
months starting on 1 July 2011 and completing tioegss by 2018.

The second measure is the phased increase of ttrtement age from 65 to 67 for full
pension benefits without penalty by adding annupdly generation four additional months
starting in 2016 and ending in 2023.

Exemptions from these rules allowing early retirammclude: workers in arduous or
dangerous occupations; workers who began theiecaesarly; mothers of three children,
who have interrupted their working careers to raiséeast one of the children; and the
disabled.

Social dialogue on the 2010 reform

The reform process started with the publicatiora déchnical document prepared by the
Advisory Council on Pensions (Conseil d'orientatides retraites or COR, see box A
infra), a body composed of various stakeholderkiding the social partners, members of
Parliament and pension experts. The document athlgifferent reform options and
assessed their impact on the sustainability ofgéreeral pension scheme. Both medium-
and long-term perspectives for the four pensioes@s were considered.
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Consultations with the social partners took plaegvieen April and June 2010. In April,

the Labour Minister organized a first series oftgtal meetings with the social partners;
they were held separately with the employers’ oizgtions and the trade unions. The
Government steadily refused to have a tripartitbatke with all the social partners,

admittedly to avoid the risk of a “union overbiddinin May, the Government released a
guidance document suggesting some objectives atmhephat were discussed in a new
series of bilateral meetings. In June, the Goventraanounced a draft law, on which the
social partners had three days to present theimamts and suggestions.

In late August, reacting to the mass union and faomlemonstrations, the Labour Minister
resumed discussions with the trade unions on pesaimendments to the draft bill or
additional provisions concerning the arduousneswak, long careers and the case of
people who as a result of changing jobs were afifii at different periods to different
pension schemes with heterogeneous applicable r{ifsdypensionnés”), adversely
affecting the level of their total benefit entitlent. While the Labour Minister was
adamant about keeping the measures regarding agitrbduced to the parliamentary
debate new topics for which modifications coulddnwisaged, namely: gender equality in
employment status, early retirement for disabledkexs, and the issue of jobseekers close
to retirement. In early October, amendments weteodlnced to remove the benefit
reduction (décote) for mothers who interruptedrtpedfessional activity in the three years
following the birth of a child or the parents ofrldicapped children. While trade unions
welcomed these measures, they reaffirmed theirathaposition to the reform.

Trade unions have consistently defended divergipgraaches to the objectives and
contents of pension reforms since the 1980s. Tthedp divergence in confronting the
1995 and 2003 pension reforms left lasting trd€edherefore, the inter-union
coordination among the five nationally represemtattonfederations and their unity of
action since 2008 has been outstandihiy.is also exceptional that the eight existinglera
union confederations met regularly throughout 2@1@oordinate their action against the
government reform project and maintained their gmpm till the end. The unions
believed that the burden of the 2010 reform projectld fall mainly on wage earners.
Moreover, they considered that it was unfair towalolw-skilled workers who started
working early in life, mothers with discontinuedeers, and workers exposed to hardships
and dangerous work.

8 Historically, unions have always considered theettspment of pensions as a social conquest
and have systematically fought for the advancer(retuction) of the statutory retirement age and
for improvement of the level of pensions. Whileytlexpressed a global opposition to the restrictive
measures that were gradually introduced in thersekesince 1987, they were sometimes divided
on the advisability of accepting compromises witlde-offs. The most significant event in this

respect was the signing in 2003 by the Confédérafiancaise démocratique des travailleurs
(CFDT) and the Confédération francaise de I'enamérg - Confédération générale des cadres
(CFE-CGC) of an agreement on the final Fillon pensieform, which was vehemently rejected by
the other unions. CFDT suffered, as a result, amags of membership.

8 These are the five confederations that are cuyreetognized at national level as representative
intersectoral social partners — namely CFDT, CFB=CGonfédération francaise des travailleurs
chrétien (CFTC), Confédération générale du tra(@BT) and Confédération générale du travail
force ouvriere CGT-FO. They are the only organ@ai present at the consultative “social
summits” convened by the State, and authorizedegotiate intersectoral (national) collective
agreements, including those that regulate the supgitary pension schemes. However, a 2008 law
changed the rules for recognizing union represwitigtwhich will from now on be based on the
election results of staff representatives at entsgdevel. Taking into account the time to complet
the electoral process, these new rules will nat &ffect before 2012.
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During the 2010 reform debate all three employerganizations® globally approved the
Government’s proposal, though notable differenggseared among them with regard to
alternative proposals, partial reservations oranaries of priorities. Arguably, as private
sector pensions (basic PAYG schemes and supplemesttaemes) are primarily financed
by payroll contributions, employers’ organizatiohave always manifested a global
opposition to any increase in labour costs (i.einecease in contribution rates).

General assessment of the outcome

The social dialogue suffered two major flaws. Fiistwas limited to bilateral meetings

between the Labour Minister and each social parseparately; there were thus no
tripartite consultations between the three partidso, from the outset, the Government
stated that the postponement of the statutoryeragnt age was not negotiable. The fact
that the Government eschewed tripartite meetingshwivould have allowed an exchange
of views and arguments, as requested by the tratng led the latter think that the

Government did not want to engage in a dialogu¢hernreform options or to change its

plans.

Secondly, the Government left little time for reahsultations and negotiations. The trade
unions felt that they lacked time to study the diafv and the different possible scenarios
that would have enabled them to make appropriaten@nts on issues involving complex
parameters. After the draft law was issued, th@éakpartners had three days to react. Such
a rush was attributed to the pressure of the fimhnmarkets which were carefully
watching the pension debate in France in a confieixicreasing deficits and debt.

It therefore appears that the reform debate didlireva limited social dialogue. The few
concessions made by the Government, which relatedet question of equality between
men and women, pre-retirement of persons with diseb and older jobseekers, were
obtained as a result of the massive and succgasftdsts and industrial action organized
by the trade unions.

Bipartite agreement on supplementary pensions reach edin 2011

On 18 March 2011, the social partné€rsoncluded their negotiations by signing a historic
agreement on the two mandatory second pillar pansahemes ARRCO and AGIRC
(covering all workers and professional and managstaff respectively). This agreement
is meant to adjust several parameters of thesanesgi(retirement age, duration of
contribution years, etc.) in accordance with th&®[aw on pension as well as to increase
benefits.

The agreement provides a top-up to the pensionfibenethe private sector which
represents 30 per cent of total pension benefitblfee collar workers and 55 per cent for
professional and managerial staff. To take accotitite 2010 reform, the new agreement
focuses on the extension until 2018 of the Assmriapour la gestion du fonds de
financement (AGFF), set up in 1983 to finance tpppensions for individuals retiring
before the age of 65. The scheme is currently iplss; however, the long-term financial

% These are: Mouvement des entreprises de FrancBBHE the predominant organization, which
considers itself the representative of French caongsaacross the board; Confédération générale des
petites et moyennes entreprises (CGPME) for smadl medium-sized enterprises; and Union
professionnelle artisanale (UPA) for craftsmen.

1 The three national employers’ associations (MEDEBPME and UPA) and the five national
confederations of trade unions (CFDT, CGT, CGT-EBTC and CFE-CGC).
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sustainability of the ARRCO and AGIRC schemes ca@oassured without an increase
in contributions. On the side of the unions, CFTiGtfhad reservations but eventually
signed the agreement with CFDT and FO on 30 Mdreln. unions remained opposed and
did not sign, CGT and CFE-CGC, the latter beinguh®mn representing professional and
managerial staff (“cadres”). CFTC signed it becaustherwise, workers nearing
retirement would have suffered a 20 per cent réoluéh their pensions. However, aware
of the risk for the scheme’s future sustainabilityyill continue to lobby for an increase in
contributions by both employers and employees. Gfiisidered such an increase a
prerequisite for signing the agreement, as it betlethat without it, future pensions were
in danger. That increase was, however, unaccep@a&EDEF (IPE, 31 March 2011).

Despite such differences, the agreement, conclafted several weeks of negotiations,
demonstrates the vitality of the bipartite soci@l@hue in France on pensions and other
labour-market issues. It also shows the willingnafsthe social partners to preserve their
autonomy and to move the dialogue forward despige difficulties encountered at the
tripartite level. Interestingly, Laurence Parigbie president of MEDEF, in a recent press
interview, expressed her positive assessment dgdlsdi@logue and bilateral cooperation,
and said that it was now possible to relaunch nagmbis with the unions on updating
social dialogue in France, including on how to sharrofits with employees (Le Monde,
17-18 April 2011).

Despite major obstacles to tripartite social dia@n pension reforms, the impact of the
financial crisis and growing public awareness @f ithpact of demographic ageing led the
social partners to rise to the challenge of the tbm asserting their autonomy vis-a-vis the
State, as the sole arbitrator in the industriatiehs area, and reaching a major agreement
on supplementary pensions. This is an importargolegor many other countries facing
similar challenges.

Box A. France - The Pensions Advisory Council

Created in 2000, the Pensions Advisory Council (COR) is a permanent, independent and pluralistic body,
combining a broad range of different political and social points of view. It reports to the Prime Minister.

The Council's mandate consists of the following responsibilities:
m  monitor changes and the outlook of public mandatory pension schemes;
m  assess the requirements for ensuring the long-term financial sustainability of these schemes;

m disseminate information on the retirement system and on the effects of both the currently
implemented and planned reforms;

m  monitor the living standards of both the working population and retirees.

The COR membership brings together members of Parliament, representatives of employers, employees
and self-employed persons, directors of relevant administrations, as well as experts chosen for their
experience and competence.

Since its creation, the Council has been an active forum for debate between these different stakeholders.
It has strengthened their capacity for analysis and dialogue. It has, in particular, succeeded in formulating
a shared diagnostic on some issues, while on others, it enabled the participants to juxtapose their
opposing views on a shared rigorous analytical basis.

The COR'’s analysis underpinned the social debate on the 2010 pension reform. In particular, its January
2010 report examined the implications of a systemic reform by comparing the impact of different options,
namely pension schemes based on annuities, on pension points and on notional accounts. The COR’s
April 2010 report updated its earlier medium- and long-term impact assessments, which provided the
quantitative data for the debate on the proposed reform. These assessments do not contain any
prescriptions, nor do they advocate any specific scenario and they do not commit the organizations
represented in COR to any stance. However, these assessments have been of crucial importance for
agreement among the stakeholders on the diagnostics and on the range of the different anticipated
outcomes that were deemed reasonable.

Source: Jacques Freyssinet.
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Spain

Overview of the Spanish pension system

Spain’s pension system is a multi-pillar scheme posed of a generous State pension, a
voluntary occupational pension and a voluntary gtévpension. The State pension system
contributes about 90 per cent (for low and averagges) towards pensioners’ incomes. It
consists of two components: an earnings-relatedribotory scheme and a means-tested
non-contributory scheme. The contributory schemenémdatory for all employees and
self-employed persons. It is financed through dbutions paid by employees, equivalent
to 4.7 per cent of their wage, and employers, pliogi 23.6 per cent. The non-contributory
old-age pension is granted to persons aged 65 lded, evho have not acquired enough
pension contributions or are not entitled to a KGbatory old-age pension. It is financed
solely from tax revenue¥.

Spain has one of the most rapidly ageing populationEurope as well as one of the
lowest birth rates. Over the last 10 years, thesgmed number of women and immigrants
in the Spanish workforce has helped to pay theipersf people who are retiring at this
time.*® However, there are real concerns about the sadfiity of the pension system in
the long term, when the number of retirees is @éhd¢rease dramatically. Therefore, the
current Socialist Government is committed to pemgieform and has achieved social
consensus on measures aimed at maintaining thetéomgsustainability of the pension
system.

The impact of the recent global crisis

After a decade of very rapid economic growth analthg public finances, Spain entered a
recession of unprecedented depth and length in.20@09, its GDP declined by 3.6 per
cent and total employment shrank by 6.7 per cemit §ame year, general unemployment
reached 18 per cent and youth unemployment 37.8&@at: Both continued to rise in
2010, and by the second quarter of 2011, the ursymm@nt rate had climbed to 20.89 per
cent and youth unemployment to 45.7 per cént.

While the economy began to emerge slowly from tleepdrecession, the Zapatero
Government (in power until late 2011) adopted arbiious and wide-ranging policy

response to address its exponentially rising pubéicits. These measures included:
reforming and strengthening its banking sectoraligt its weakened regional savings
banks which were particularly exposed to the hapusmeltdown; reforming labour

legislation to reduce labour market duality; anfbmaing the pension system. While the
OECD welcomed these important measures, it insigtatithat deeper reforms were still
required.

In announcing its ambitious budgetary consolidadod sweeping reforms in May 2010,
the Zapatero Government acknowledged that it wasiarto convince investors of its

commitment to a structural reform to revive theremay and avoid a bailout. Its cost-
cutting measures included a reform of the pensystesn. The Government stated that it

%2 Country profile: Spain Pension Funds OnlineAllianz Global Investar Available at:
www.pensionfundsonline.co.uk/countryprofiles/spaspx

% Wood, Danny. “Guide to Europe’s pension woesBBC News 17 August 2007.
news.bbc.co.uk/2/hi/feurope/6937301.stm#spain

% Eurostat.
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was counting on reaching a tripartite agreemer2®yanuary 2011. After several months
of negotiations, this date appeared beyond reacweMer, the pension reform was
eventually adopted as part of a global social palt a few days later.

Pension reform

The retirement age will be gradually increased f@&Brio 67 years of age, but with a list of
exceptions. Generally, retirement can take platedsn 61 to 67 years of age, depen-ding
on one’s contribution history and personal situatibhe main provisions of the pension
reform can be summarized as follows:

= Normal retirement age:The retirement age with full pension is set at &ge but
people with a contribution period of 38 years aixdnsonths (an increase from 35)
can retire at age 65.

m  Early retirement: Workers may retire as of age 63 with a minimumtbation
period of 33 years, with a reduction coefficientZdd per cent for each year under the
normal retirement age.

m  Early retirement for hazardous workThe retirement age for heavy, hazardous, toxic
or dangerous working conditions or for disabilgybielow age 65.

m  The calculation base period will gradually inceedsom 15 to 25 years of the
workers’ last earnings.

m  Calculation scale to earn full pensionThe scale will be gradually changed from 50
per cent of the calculation base with 15 yearsasitrtbution to 100 per cent of the
calculation base with 37 years of contribution.

m  Incentives to voluntarily delay retiremenffhese are given for each additional year
worked after the normal retirement age, 65 or 6aryef age, and depend on the
years of contribution. For a contribution periodieds than 25 years, the annual ratio
will be two per cent annually starting at age 6@t €ontribution periods between 25
and 37 years, the incentive for voluntarily delayiretirement after the normal
retirement age shall be 2.75 per cent per annuitingfat age 67.

m  Recognition of credited yeardVomen who have interrupted their career because of
giving birth or adoption may advance their retireiey nine months for each child,
up to a maximum of two years.

Social dialogue on pension reform

The Spanish social partners have been involve@gotiating all the aspects of the public
pension system since the 1995 Toledo Pact. TheviRgesctrenewed in 2001, 2006 and on
28 December 2010 and had three objectives: (a)otsatidate the national pensions
system; (b) to reinforce the contributive charaaitthe system; and (c) to control the
increase in pension expenditure and guarantee imdevel *° In the latest negotiations on

% Acuerdo social y econémico para el crecimient@repleo y la garantia de las pensiones, 19 pp.
CCOO: Reply to the ILO’s request for information swcial dialogue and pension reforms in times
of crisis, March 2011. CCOO also provided a coptheftext of the Social Pact.

% “Spain — Pension reform: difficulties experiencedrenewing the ‘Toledo Pact™, by A.M.
Artiles, in Transfer, Vol. 17/1, Feb. 2011, pp. 11157.
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pension reform, the Spanish Government had beeerucohstant pressure from the
European Union to accelerate the reform and to gmécwith or without a social
agreement.

In early January 2011, the Government and the fwgebt trade unions (Comisiones
Obreras — CCOO and Unién General de Trabajadot¢&™® held meetings in hopes of
reaching an agreement on the upcoming pensionmefbine meetings were scheduled to
discuss reforms of the pension system as well lesufamarket and employment issues,
changes in the collective bargaining system anch@oic policy. Before the formal
meetings, government officials and union leadefd hdormal negotiations, mostly over
the telephone. At one point, the talks broke dowd the future of the proposed reform
looked bleak.

A number of interest groups and, to some degree,Gbvernment, wished to move
towards a “mixed pension system”, using the econoarisis and the sustainability
concern as an opportunity. The Government’s prapeseasures included: compulsory
retirement at age 67 for all workers; limited accde early retirement and partial
retirement; an increase in the number of minimumtriloution years needed to have the
right to pension payments from 15 to 17 years; adgal rise to 38 or 40 years of
contribution to obtain a full pension; and changihg calculation period for pensions to
the entire working career.

Trade unions and civil society organizations weppased to the pension reform bill. The
CCOO and UGT had warned the Government againshgdise retirement age from 65 to
67 and were planning a second general strike inalgn These unions considered that a
social and political global pact to address ecowcochiallenges was necessary to address
the two urgent issues of pensions and collectivgaiaing.’” Furthermore, they believed
that a widespread and mandatory rise in the reéirénage was both unjust and
unnecessary. The CCOO warned that the pensionmrgiooposal would produce more
poor pensioners in 20 years. Instead, it proposétement bands (e.g. 61 to 67 years),
seeking ways to discourage labour market exit wheras not justified and to encourage
workers to work longer when it was possible. TheQ@C felt that the government
proposals would not only adversely affect the lesepension benefits but would also
weaken the overall system. The main union objectras, within a sustainable financial
framework, to ensure that the public pension systemld provide maximum coverage of
the population and an adequate income for retirees.

After lengthy negotiations, agreement on the penseform was reached. The Zapatero
Government secured the support of the main tradenuor a rise in the retirement age.

This agreement led to a larger tripartite agreeptbaSocial and Economic Agreement for
Growth, Employment and Guaranteed Pensiamsich focuses on growth, jobs and the
sustainability of public finances. The social paets signed on 2 February 2011 by the
three parties. Hence, Spain demonstrates thatgadlijt difficult and extensive reforms can

be achieved through social dialogue also in coestwith adversarial industrial relations,
record-high unemployment and a high incidence yfiasl jobs.

9 “CCOO y UGT convocan encierros por una pensiémaligo a la jubilaciéon a los 67 afios”, in
CCOO. Jan. 14, 2011. Available at: www.fsc.ccoavebfsc/menu.do?Inicio:113129
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Mauritius %

Overview of the Mauritian pension system

The pension system is one of the major elementhefbroader structure of the social
security system in Mauritius. In a survey of eighfrican countries, the Economic
Commission of Africa (2001) concluded that Maustiiad the best organized programme
in terms of social security covering all citizeriso age.

The World Bank (2004) classified the Mauritian genssystem into a three-tiered system.
The first tier consists of the universal non-cdnitory Basic Retirement Pension (BRP). It
was introduced to provide a guaranteed minimumnreéor the elderly when the majority
of the Mauritian population was living in poverfihe tax-based financing was meant to
introduce a strong redistributive effect. The settar, for the private sector, is made up
of two mandatory income-related pension schemesN#tional Pensions Fund (NPF) and
the National Savings Fund (NSF), which are puldictar institutions. Lastly, a number of
voluntary schemes make up the third tier, whicly@ared to supplementing the pension
income.

Under the system, Mauritians receive non-contrityubnefits and contributory benefits.

Non-contributory benefits are administered by thblig sector and are payable to every
Mauritian citizen under certain residency condisiohhese benefits include:

m  basic pensions which cater for the elderly, imglwidows and orphans, irrespective
of their economic status;

m  allowances such as Social Aid, Food Aid, UnemplegtnHardship Relief and
Funeral Grant which are payable to the low-incommig of the population;

m inmates allowance and indoor relief payable t@robehalf of, Mauritians residing in
government-subsidized institutions (such as oldpfe® homes, infirmaries and
orphanages) provided they would have otherwise flieddfrom a basic pension or
from Social Aid.

Contributory benefits, on the other hand, are pkeyahbly to, or on behalf of, persons who
have contributed to the National Pensions Fund NFPRey cover old age, invalidity,
widows and orphans; industrial injury allowances aliso provided.

The pension rates for non-contributory benefitsfexesd at the beginning of each financial
year. The allowances payable as contributory benefary according to the amount
contributed to NPF by the insured worker. For that®se contributions were marginal,
the Government guarantees a minimum contributongipa.

Economic context

Over the past three decades, Mauritius has mademens progress in economic
development and poverty reduction. At the timetsfindependence in 1968, it suffered
from a stagnant plantation economy with a singbg er sugar — which accounted for more
than 90 per cent of its exports. Beginning in tB8ds, however, the relative importance of

% This note is based on an unpublished monograptaped for ILO-DIALOGUE by Riad Sultan,
Department of Economics and Statistics, and lbrakimodoruth, Department of Social Studies,
University of Mauritius, April 2011, except whertherwise indicated.
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sugar dropped markedly, mainly as a result of m®ed exports of light manufactures,
primarily garments. The persistent and strong gnowtthe 1980s and 1990s was referred
to as the “Mauritian miracle”, during which the Gomment diversified the economy,
developing tourism, manufacturing and financialvems. It added an information
technology and communication (ICT) sector at thia of the twenty-first century.

Mauritius’ economic policies, such as the Governtsemitiatives in the labour market
and in the public sector, have helped to mitigh&impact of earlier slowdowns as well as
of the latest global financial crisis. Some of #hésitiatives included the revision of pay
and conditions of work in 2008 and public sectanrgien reforms.

The issue of pension reform

Pension reform in Mauritius has been a major canterpolicymakers and social and
economic partners for decades — the first refoiitiatives were taken in the 1990s. Major
attempts to reform the pension system started 04 20hen a World Bank team examined
policy options to make the pension system sust&endiW/B 2004). In 2005, the
Government Actuaries Department (GAD) of the Unikédgdom (UK-GAD 2005) also
proposed policy recommendations in the same areavekr, Mauritius chose policy
options which were quite different. Moreover, or@iqy option (the targeting approach)
recommended by both the World Bank and GAD didhaste the required results.

In 2006, regular meetings on pay and pension weaganized with government officials,
representatives of the private sector, the Pay dkelseBureau (PRB) and trade unionists
from the public and private sectors. The Ministfy=mance announced two major reforms
in the 2006-2007 budget speech: the retiremenfageoth public and private employees
went up from 60 to 65 years (in practice, this wlobk implemented gradually over a
number of years starting in August 2008) and thielipisector pension, which was non-
contributory, became contributory as from Augus0&0with public sector employees
having to contribute six per cent of their pay #melemployers 12 per cent. A third change
made the Basic Retirement Pension a part of chhlg@aome for income tax purposes.

The start of the progressive implementation ofriber retirement age coincided with the
publication of the 2008 PRB report on wage deteatidm, which provided for a revision
of salary and conditions of service in the pubkctsr. Upon retirement, public sector
employees are entitled to a pension gratuity. Tdren@ila for computing the gratuity
changed slightly: the amount of pension would nogkr be computed at the rate of
number of months of service divided by 600, buhatrate of number of months of service
divided by 690. With the rise in pensionable abe,riumber of months required to qualify
for a full pension changed from 400 to 460 months.

The Government eventually decided not to align Blasic Retirement Pension with the
new retirement age (65); rather, it kept the esmignt to BRP payment at age 60 and
allowed some employees to continue to be employhitevbenefitting from the BRP.
Since pension has now become contributory andethgth of service has been extended
from 60 to 65 years of age, an adjustment table beesy set up for calculating when
workers would retire.

In accordance with the conditions for the gradmakéase in retirement age, from July
2008 all employees will have to work one additiomainth for every two months of work
left before they reach age 60. This formula is i&gppto both public and private sector
employees. Where the employees have reached tyeisalary and still have years to
work, the Government decided to give one increneaich year above their wage bracket
as an incentive to remain in employment till thegah the retirement age.
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Civil servants were given a choice between remgimrthe previous system (no change in
the retirement age to 65, no increase in salapeashe PRB report 2008, and no six per
cent contribution to the Public Civil Service P@mgi and accepting the reform (i.e.
agreeing to an increase in salary in 2008 andingtat age 65). Trade unionists insisted
that the contributions should not be channelled bewly formed separate pension fund in
the wake of a bank scandal involving the disappearaf large chunks of the national
pension funds. (cfinfra). In response to this concern, the Governmentdéecthat the
contributions would be kept in the Consolidated geidRevenue of the Government.

Social dialogue process

No formal and exclusive mechanism was set up farsipa reform, even though an
institution for social dialogue — the National Eoaric and Social Council (NESC) —
exists. However, consultations did take place aadous stakeholdefd had regular
meetings. In the 1990s the Government initiatedeade sensitize all stakeholders to the
implications of an ageing population for the pensgstem. Public debates and workshops
have been organized through the years with thécgmation of both civil society and the
employers, thus encouraging social dialogue though concrete recommendations
resulted. Several technical committees and a tasle fwere also set up to examine the
technicalities of the pension reform. In 2006, @®vernment used a different approach to
the reform by allowing it to coincide with the dissions leading to the publication of the
PRB report on wage determination in 2008. Consetyehe debates, especially in the
public sector, focused on wage issues and pensformm for the public sector was brought
in as a side issue.

Inquiries with stakeholders revealed divergent igmis on social dialogue. Employees and
trade unionists in the public sector held the vibat social dialogue existed, while trade
unionists in the private sector did not recogniea this dialogue had taken place.

Stakeholders in the public sector consider that ghecessful adoption of the pension
reform in the public sector was due to the packagacentives offered to employees by
the PRB report. Nevertheless, some trade uniobidisve that public sector employees
had been misled by the decision to link the PRBmepith the pension reform. Moreover,
the percentage increase in salaries was offsethbyirhposition of income tax and
additional responsibilities.

The employers held an ambivalent opinion. While iiimy that there had been social
dialogue, they believe that more discussions shioale taken place.

The discussions with stakeholders also revealddhlegpension reform was welcomed by
most workers and pensioners. There was a chamaeigin which consultations took place.
The Government had used the PRB office and theuttations held under its auspices to
obtain feedback from the workers’ and employergresentatives. Some stakeholders
considered that more consultations were requiredaaspecific forum should have been
set up to discuss the issue. Others felt that domme of dialogue did prevail and were
therefore satisfied with the reforms.

It may be concluded, therefore, that social diaéogid take place. It might have been
more intense after the announcement of the refoutneventually the social and economic
partners, including trade unions, did accept thedlrfer reform, as well as the changes that
were introduced.

% Public sector officials, representatives of thivate sector, representatives of the Pay Research
Bureau (PRB) and trade unionists.
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Uruguay %

Overview of the Uruguayan pension system

101

In 1996, Uruguay introduced a mixed pension sydiieah consisted of a public pay-as-
you-go first pillar and individual accounts as a@w pillar. The public pillar covers
employed and self-employed persons including ramadl household workers. Certain
groups such as the armed forces, the police, bandogees, notaries, and university
professors fall under separate systems. The ingiidccounts are mandatory for those
earning above 19,805 pesos (US$957) a month anshtaoy for all other income levels.
In December 2009, approximately 900,000 worker&6oper cent of the labour force, had
individual accounts in four pension fund managenoempanies (three privately managed
and one State-run), with assets totalling 70 ilfp@sos (US$3.4 billion).

Response to the global financial and economic crisi S

As the global crisis mainly affected exports, thev&nment took measures to promote
trade, support competitiveness and assist the haodthit sectors to encourage retention
of employment. To address labour market difficsltie¢ developed a comprehensive
package linking employment protection to socialt@cdon. The Equity Plan included an
employment insertion package and Working Uruguayu@uay Trabaja) combined family
benefits and old-age non-contributory benefits. Tin@in goal of the package was to
promote the employment of the long-term unemploygt came from low-income
households.

The package was followed on 1 July 2008 by the Bympent Target Programme, aimed
at stimulating employers to retain or recruit ldegn unemployed workers. In addition,
the National Employment Board (JUNAE) earmarkechdditional fund of US$5 million
for training in industry-relevant skills to facdite workers’ reinsertion into the labour
market (ISSA, 2009a). These measures were impledeniirough strong cross-
institutional coordination between the Ministrylaibour and Social Security (MTSS), the
Social Development Ministry (MIDES) and the Sodreurance Bank (BPS).

The 2008 pension reform

Since the beginning of his term, President Taba#guez emphasized plans to reform the
social security system structurally to improve étsverage. The Vazquez Government
reform that was put into force in September 20@Brait change the overall system. The
reform introduced amendments to Law 167333 September 1995). In the short term, if
Law 16713 had not been amended, it would haveteskiri coverage loss.

19 This note is based on an unpublished monogragraped for ILO- DIALOGUE by José Miguel
Busquets, Department of Social Science, Universidadla Republica, Montevideo, Uruguay,
January 2011, except where otherwise indicated.

101 Based on: International update: Recent developsnienforeign public and private pensions,
Social Security Administratioidctober 2010.

102 | aw 16713 called for contributors to be 70 yedrage and to have had 15 years of service to be
eligible for pension payments. The rigidity of thermal and old-age retirement did not allow

contributors 65 years of age or more with a sigaift number of years of service (between 25 to 30
years) to receive coverage. Therefore, a more blexsystem has been introduced: for every
deducted year of age, the years of service areased by two years until 65 years of age and 25
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Social security experts agree that the severityhef restrictions and requirements of
pension schemes put forward by Law 16713, in pddicthe increase in years of service
from 30 to 35 years, would bring about a significannual decline in the number of
retirees in subsequent years. After 10 years ofleémentation of the reform, a study
carried out by the Social Insurance Bank (BPS) aw 116713 concluded that “there is a
high risk a significant percentage of registeredkes will not reach the 35 years of
service requirement by the time they reach the abratirement age.”

The 2008 reform proposal was originally a bill deaf by BPS which sought more flexible

conditions for access to old-age pensions; thigpgsal was later submitted to the
Government. The BPS study triggered the dialogoeqss, as it showed a dramatic drop
in pension coverage over the short and medium termn situation that goes against
Uruguay’s historical record of being among the ddams with the highest pension

coverage in Latin America. The enactment of Law9B8f 24 October 2008 sought a
solution to this problem.

The normal retirement age (60 years) was not & tofpilebate at the National Dialogue on
Social Security (DNSS). The main concern was dieetated to the guiding principle of
social security: the universality of the coveralger this reason, the 2008 reform aimed to
modify the required number of years of serviceheatthan to change the statutory
retirement age. Law 18395 of 24 October 2008, whiame into effect in July 2009,
sought to render the conditions governing eligipifor retirement pensions more flexible
by doing just that. Its main provisions can be samped as follows:

m  The number of years of activity required to qualdr a retirement pension is reduced
from 35 to 30, while maintaining the same statutatjrement age (60 for both men
and women). Women will be credited with one addaioyear of work per child born
alive, up to a maximum of five.

m  Workers with more than 30 years of activity toithreedit will receive a rise of one
per cent of the basic pension for each year ofisewer 30 years, up to a maximum
of 35.

m A graduated scale provides access to old-age gensit age 65. This scale is based
on a combination of age and number of years obiscti

m  The conditions governing eligibility for full dibdity pensions as well as temporary
allowances for partial disability have been madeemitexible. In both cases, the
requirements concerning activity in the six mongh®r to the disability or within
two years of cessation of the activity have beaslisified.

m The law also introduced a “special compensatedmpi@®yment subsidy” that
provides protection for unemployed workers who atrdeast 58 years of age with
more than 28 years of registered employment.

These changes were phased in gradually and progelssin order to facilitate the
implementation process and mitigate their finanicigdact.

years of service are reached. Law 16713 raiseddhmal retirement age for women from 55 to 60
years of age and from 65 to 70 years for old-agieeraent. However, the increase in the years of
service — from 30 to 35 years for normal retiremeamid 10 to 15 years for old-age retirement —
caused a postponement in the retirement age.
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Social dialogue process

During the Vazquez administration (2005-2009), ¢hewas a push to further
institutionalize the processes of consultation smdal participation. In 2007, the National
Dialogue on Social Security (DNSS) was createdolts beyond the existing institutional
structures and enables civil society and the Statsmme together to formulate proposals.
The DNSS comprises two bodies: a Plenary, wherasidge shared; and an Executive
Committee, where agreements are negotiated. liribdr organized into five committees:
demographics; inclusion and employment; socialgmtidn; coverage; and financing. The
Government invited 50 institution$ to participate in the DNSS committees to discuss
and negotiate a more flexible access to pensiomeats and between 50 per cent and 60
per cent of these institutions responded positively

According to the workers and retirees’ delegatiahg, requirement to access pension
benefits should be based on working years and notyears of contribution. Their
arguments are: there are people who have workeccamgibuted but who cannot offer
proof of their number of years in service; and ¢hare cases where companies withhold
contributions from their employees but fail to semt these to the BPS, as a result of
which the withholdings do not get recorded.

There was consensus among the participants thae tisea need to make access
requirements for pension more flexible. Howeveeréhwere different opinions on what
measures to take. The delegations’ proposals canrbenarized as follows:

m  PIT-CNT,®retirees and BPS: for normal retirement casesiceethe working years
from 35 to 30 years; for old-age retirement, redthee pension age from 70 to 65
years. All the delegations agreed with the latter.

m  PIT-CNT and retirees: the number of working ye@guired for old-age retirement
should be reduced from 15 to 10.

m  Employers: as an incentive to work longer, givieoaus to those who can reach 30
years of service. There must be a scale that allmwsbinations, so that workers
between 60 and 69 years of age with more than assyand less than 35 years of
service can retire.

After the social partners reached consensus on mbasures to take, the BPS’ proposed
bill was modified. When the Executive Committ&ehad a draft law, it consulted the
workers, employers, and retirees before sendinglthit to Parliament. Parliament passed
the bill unanimously.

193 Government institutions, other public sector repreatives, universities, the four political
parties representing Parliament, workers, employensd retirees. The ILO, Organizacion
Iberoamericana de Seguridad Social (OISS), UnitatioNs Development Programme (UNDP),
United Nations Development Fund for Women (UNIFEM}ited Nations Economic Commission
for Latin America and the Caribbean (ECLAC) and WoBank also participated in the DNSS
Plenary.

104 PIT-CNT: Inter-Union Workers’ Plenary National Wers’ Confederation.
15 The Executive Committee consists of employers, kexs; retirees, and government

representatives. They met after each Committeeingett compile a report that includes points of
agreement.
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An important result of the DNSS was the strengtderetationship and communication
between the participants. The participants assessedagreement very positively.
According to the former MTSS Undersecretary, DigéoBruni, there were no barriers or
differences — at least none that were not overcenoa the implementation of pension
reform. The actors’ participation in the DNSS stithiened the already strong institutional

culture of cooperation within the BPS. Implememativas eased because the amendments
were conceived inter-institutionally.
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