Country specific reports

Austria 
Current competitive situation between insurers and pension funds

In Austria, there are currently three providers of occupational pensions: 

· Benefit provision schemes (Vorsorgkasse): they only provide workplace pensions and need a banking license. At retirement date, accumulated assets are transferred to a financial institution being capable to pay annuities. Participation is mandatory with a contribution of 1.53% of the gross monthly salary. These schemes will provide a capital guarantee and can voluntarily provide an additional guaranteed interest rate. 
· Pension funds (Pensionskasse): they only provide workplace pensions. Participation is voluntary. The contribution of the employer is decided upon individual agreement and employees may decide to add individual payments. 

· In case of defined benefit schemes, there is only a guaranteed benefit in case of an additional payment liability by the employer. The pension funds itself provides for no guarantee or only for a special minimum guarantee.

· In case of defined contribution schemes, benefits are volatile with the possibility to cut in annuities. 

· Occupational group life insurance (lebensversicherer, betriebliche kollektivversicherung): they provide workplace pensions, but also other pension products. Participation is voluntary. The contribution of the employer is decided upon individual agreement and employees may decide to add individual payments. Interest rates are mandatory guaranteed and can be increased with an annual profit sharing. 
Pension funds and Occupational group life insurance are in competition with each other. This is strengthened by the fact that they have a similar tax treatment as opposed to benefit provision schemes which are taxed differently. 

In terms of providers, there were 9 multi-employer benefit provision schemes and one single employer benefit provision scheme in 2011. Pension funds accounted for 6 multi-employer pension funds and 11 single-employer pension funds. 
Belgium
Competitive situation between insurers and pension funds

Occupational pension promises in Belgium are – on a voluntary basis – introduced by employers or a branch of occupation/industry. Responsibility for compliance with the pension promise lies exclusively with employers/industry.

These occupational pension schemes have to be funded and externalized. Employers who decided to set up a pension scheme for their employees have two possibilities: they can conclude an insurance contract with an insurer or they can create/join a pension fund to administer their pension promises. 

Both pension funds and insurers can offer a similar range of benefits, namely long term pension benefits including survivor and disability benefits. These arrangements can guarantee a certain investment performance or not (unit linked in case of insurance contracts). In general group insurances mostly guarantee a certain investment performance (but they are also authorized to offer products without a guarantee of the return) while the arrangements of pension funds do not provide a guaranteed return (return is the result of the performance of the underlying assets), although they are also authorized to provide a guaranteed return. 

The decision of the type of provider (insurer of pension fund) is made by the employer and is based on different criteria 

· the total cost (creation, maintenance, administration, consultancy, governance and so on) which depends on the specific situation of the employer (size, number of affiliates, amount of premium …);

· the employer’s ability to bear the financial risk himself or not and the extent of risk exposure he wants to bear;

· the responsibilities linked to the administration of a pension fund;
· … 
Actually, insurers have a market share of approximately 80% in terms of occupational pension provisions and premium income. 

Furthermore we want to highlight that

· most Belgian pension funds are sector pension funds or pension funds of large caps (e.g. multinationals);

·  all occupational pension schemes whether they are administered by an insurance company or a pension fund, are subject to the same social law.

Conclusion: pension funds and life insurers are basically not different and can offer the same pension arrangements. Employers have to choose, as a function of their obligations, a pension vehicle to execute their pension promises. Differences in the legal framework and implicitly in the cost structure of insurers and pension funds play a crucial role in the decision process of the organizer of a pension scheme and thus influence the competition.

Consequences of the entry of Solvency for the competitive situation

As mentioned above, the cost of the pension vehicle will be one of the most important drivers to choose for an insurer or a pension fund to execute an occupational pension scheme. Under Solvency II, the cost of capital of group insurers is expected to rise. Hence, while the IORP Directive remains unchanged, a comparative disadvantage of the Belgian group insurance companies will occur by comparing them with pension funds. As long as the (new) IORP Directive does not include a Solvency II-equivalent, Belgian pension funds are only subject to the Solvency I-regulation. Compared to Solvency II, only the liability side of the balance sheet is included. Solvency II also takes into account the risks on the asset side resulting in supplementary capital requirements. This will lead to higher costs which will impact the competitive situation between insurers and pension funds (see above).

Furthermore, a different solvency regime for insurers and pension funds implies that   beneficiaries of occupational pensions do not benefit from the same protection concerning their pension rights (because of different solvency requirements), which would be to consumers’ detriment.

We would like to draw the attention on two supplementary regulation adaptations that may have an additional impact on the costs of group insurance companies and hence, on the competitive situation between Belgian insurers and IORPs. First, there is the introduction of the IMD and PRIPs regulation. Pension funds are certainly out of scope, but it is still uncertain whether insurance companies will be subject to this European regulation or not. If so, the distribution channel will have to fulfill more stringent requirements (concerning financial means, education, transparency …) to offer insurance contracts to their customers. On the contrary, intermediaries and consultants supporting employers in the establishment and administration of a pension fund must not meet specific criteria.

Secondly, occupational pension plans provided by insurers seem to be included in the European Insurance Guarantee Schemes, protecting the insured against insolvability of the insurer. Despite the higher protection level of pension rights (thanks to solvency II), this measure will raise the costs of insurance companies. On the contrary, pension funds are excluded of the European Insurance Guarantee Schemes initiative even if they administer similar pension rights. The chosen pension vehicle should not matter.

Third pillar products

In Belgium, third pillar products are provided by bank institutions (linked to dedicated investment funds) or insurance companies. Belgian pension funds are specifically set up to administer occupational pension schemes. There is little chance that they will offer third pillar products in the near future.

Conclusion

As regards the Belgian 2nd pillar market, it is important to create a level playing field between insurers and IORPs. Institutions operating in the same market and offering similar services will have to fulfill the same rules, given a same risk (same risks, same rules). 

Under the label "Solvency II", the European institutions are working on the creation of a modern prudential and supervisory system for insurance companies.  This project is of major importance for all consumers across the EU as it will provide a uniform and high-level protection of consumers’ interests.

In view of the maintenance of a "level playing field" between life insurers and pension funds, it is indispensable that all (types of) pension funds are subject to equivalent solvency requirements as life insurers.  It is obvious that the supervisory principle "same risk & same situation ( same capital" and the qualitative requirements of Solvency II serve the interest of the consumer, both for life insurers and pension funds. Similar supervisory standards for pension funds and life insurance companies are necessary in order to avoid supervisory arbitrage, which would be to the consumers’ detriment.

Cyprus

Current competitive situation between insurers and pension funds
At present there is no competition between insurers and pension funds in Cyprus. Pillar 1 is an exclusive competence of the state and compulsory for all individuals who are employers and employees.

Pillar II occupational pension products are voluntary arrangements agreed mainly within the framework of the system of free collective bargaining and mainly cover the private sector employees. Insurers in Cyprus are practically hindered from offering Pillar II pension products because of a problematic legal framework. Nevertheless, the industry is in dialogue with the government concerning the legal amendments necessary to enable insurers to offer Pillar II pension products. 
In the context of Pillar III, the provision of true pension products (without term life insurance, illiquid until retirement, payment of lump sum to buy an annuity upon retirement) has been hindered by the on-going uncertainty concerning the tax treatment of these products. Due to this, insurers have instead been offering tax-advantageous individual life insurance schemes with retirement characteristics: these schemes include a term life insurance and pay the accumulated policy value as a tax-free lump sum upon retirement and/or allow for cash surrender before retirement. 
Currently IORPs do not provide third pillar pension provisions. 
Expected situation after on-going regulatory developments

Provided that the national law is appropriately amended to enable insurers to offer pension products, the Insurance Association of Cyprus (IAC) expects that an uneven playing field will be created in case the IORP Directive would remain unchanged as similar products will be provided on the one hand by insurers who will be subject to the strict capital requirements of Solvency II and, on the other hand, pension funds subject to the lighter capital requirement regime of the IORP Directive. 

Czech Republic 
Current competitive situation between insurers and pension funds

In general, most relevant financial groups have set up both insurance companies and pension funds.  Despite this economic situation, there is competition on the market as both insurer and pension funds have similar tax incentives and sell similar products.
Currently pension funds are operating in the third pillar. However, due to the current pension reform, the pension funds will be able also to provide occupational retirement benefits. 
Expected situation after on-going regulatory developments

The Czech Insurance Association is analysing future market development and its possible consequences. 

Denmark
Current competitive situation between insurers and pension funds

Above all, the Danish Insurance Association (DIA) wants to emphasize that the Danish market for pensions is by no means divided between insurers on one side and pension funds on the other. Rather, in Denmark two main types of pension providers account for the vast majority of the pension business, be it occupational business or private business.

One type of pension provider is life insurance companies. In relation to occupational pensions, life insurance companies provide earnings-related pensions that are incorporated into the contracts between a company and its employees. These are so called “Company Pension Schemes”. The schemes are mainly of the Defined Contribution (DC) type. Life insurance companies also provide earnings-related pensions that are incorporated into collective agreements between employers and employees in an industry or a field of activity. These are so called “Labour Market Pension Schemes”. And there are also by and large DC schemes. Lastly, insurers provide individual private pensions.

Another type of pension provider is the Multi-Employer Pension Funds which mainly provide earnings-related pensions incorporated into collective agreements as mentioned above. Again, the schemes are mainly of the DC type. Multi-Employer Pension Funds provide – to a smaller extent – Company Pension Schemes (as mentioned above). And they even – to some extent - allow members of various pension schemes to set up private pensions.

Insurers and Multi-Employer Pension Funds are subject to identical regulation i.e. the Danish Financial Services Act, which implements EU's Life Insurance Directive and solvency requirements into Danish legislation.
Both insurers and Multi-Employer pension funds are among the members of the DIA. Thus, in Denmark a distinction between providers of occupational pensions and providers of private pensions does not make sense, as the vehicle used for providing pensions is largely irrelevant when it comes to legislative measures. 
Altogether, insurers and Multi-Employer Pension Funds have some 4 million members, receive almost 100 trillion Danish Krones (DKK) of annual contributions, and their pension obligations comprise some 1,600 trillion DKK.
When it comes to IORPs, only 32 entities exist, which have altogether some 18.000 members, annual contributions of around 1.2 trillion DKK and reserves of around 38 trillion DKK. These IORPs are subject to rules pertaining to the Danish implementation of the IORP. 

The Danish implementation of the IORP is gold plated, meaning that the capital requirements are levelled with those of the Financial Services Act. Thus, IORPs constitute a very limited part of the Danish pensions business, and they probably do not constitute any makeable competition for insurers and Multi-Employer Pension Funds. 
However, for the Danish market as a whole, competition between pension providers is fierce and appears to be picking up. 

Expected situation after on-going regulatory developments

With the entry into force of Solvency II, both types of providers will be subject to the Solvency II measures and so will have no immediate impact on the competitive situation in Denmark.

However, with the present legislative set up, a pension fund residing in a country other than Denmark can conduct cross border pension fund business in Denmark based on the capital and supervisory requirements in the pension funds’ home country. If such capital and financial supervisory requirements of the home state follow the present IORP Directive they will be more lenient than those applying to Danish pension provider. Thus, the present IORP Directive holds in it the possibility for regulatory arbitrage and the exploitation of an unlevel playing field. 

On this basis, the Danish Insurance Association strongly supports the revision of the IORP Directive with a view to ensuring a level playing field and the elimination of any possibility of regulatory arbitrage among pensions’ providers in the various member states.

As both insurers and Multi-Employer pension funds provide occupational pensions on the Danish market, DIA opposes strongly to any steps that could limit the use of the term occupational pension to activities or providers regulated under the IORP Directive.

Estonia

Current competitive situation between insurers and pension funds

In general, the Estonian pension market is dominated by a few subsidiaries of big North European banks, which offer products for the second, as well as for the third pillar by means of pension funds. However, they also have their own life insurance subsidiaries to provide annuities (only life insurers are allowed to offer annuities in Estonia). 
Life insurers are just gradually starting to provide pensions, if to measure this on the basis of total pension volumes as insurers are not allowed to collect second pillar pension contributions. 
With the Estonian pension reform, only taking place a decade ago, the time of pay-out for most retirees is still years ahead. Nevertheless, when talking about the pure annuity business, which currently forms small part of our pension system, subsidiaries and branches of big foreign insurance groups dominate on the market and the banks have a weaker market position in the annuity market through their insurance subsidiaries. 
Expected situation after on-going regulatory developments

The Estonian Insurance Association (EKSL) does not expect major effects in the Estonian pensions market with the implementation of Solvency II. 
Firstly, because the market is to big extent still in the accumulation phase and the exposures and risks related to the decumulation phase are not expected in short notice. 
Secondly, because the business is predominantly defined benefit based. However, the provision of hard guarantees provided is very limited. This applies also to guaranteed interest, which is very rarely available. 
Thirdly, because occupational pensions are very rare with the legislative act forming a legislative framework for occupational pension funds only becoming into force this year. Currently there is no statistical evidence of major increases in the occupational pension volumes. As such, occupational pensions, to which the IORP Directive is expected to apply, are nearly non- existent in Estonian market. 

Germany

Current competitive situation between insurers and pension funds

Three types of German occupational pension schemes are subject to European prudential regulation: 

I) ‘Direct insurance’ (Direktversicherung) contracts offered by insurance undertakings are regulated by the Solvency II framework.
II) Pensionfunds (Pensionsfonds are regulated by the IORP Directive. 
III) Staff pension funds (Pensionskassen), which are IORPs that can be founded by insurance undertakings, single employers or groups thereof. These are regulated by the IORP Directive.

German supervisory law additionally differentiates between two types of Staff pension funds: 

a) Deregulated Staff pension funds: They are often founded by life insurance undertakings. Deregulated Staff pension funds and insurance undertakings are currently subject to the same prudential regulation and ongoing supervision that ensures that pension promises will be delivered. Although Staff pension funds of this type are not obliged to protect members against the IORP’s insolvency, those founded by insurers are voluntary members of the insurance protection fund “Protektor” that protects the members’ pension rights in the case of insolvency of the undertaking (insurance or deregulated Staff pension funds).

b) Regulated Staff pension funds: They must be organized as mutual insurer associations and the calculation of pension plans is approved by the supervisory authority in advance. Those plans must include the right of the IORP to reduce benefits which in fact happened in several instances in the past. Regulated Staff pension funds are not obliged to protect their members against the IORP’s insolvency. Regulated type Staff pension funds can be linked to one employer alone, but there are a number of them offering pension plans to more than one company. Regulated Staff pension funds provide sector-wide or even general cross-sectoral schemes. 

Occupational pensions (2nd pillar pensions) are voluntary in Germany. Companies are allowed to organise occupational pensions’ provision for their employees in many ways. Especially in the context of framework agreements in occupational retirement provision, IORPs acting on an inter-company basis, which are associated with more than one employer (or group), enter into competition with insurance companies. These sectoral collective agreements or framework agreements are concluded by an IORP with different companies. Through these agreements the staff members of these companies are insured with the IORP.
Additionally, life insurers enter into competition with IORPs in the context of deferred compensation as well. Frequently, the employee may decide whether he concludes a “direct insurance” contract or transfers the insurance contract from the preceding employer or chooses the standard offer of the employer (eg through a framework agreement).

Especially in the cases described, there is lack of the close link with the employer, who consciously incurs and backs these risks. This link has being frequently stressed in the consultations as well.

The high degree of competition within the 2nd pillar is shown by the fact that in 2010 of the 5.8 billion EUR in gross contributions to Staff pension funds almost one half was paid to Staff pension funds founded by insurance companies; another 6.24 billion EUR was contributed to ”direct insurance” contracts. 

Furthermore, the 2nd and 3rd pillar are equally important in the German pension system and both pillars are similarly promoted by the government. This situation creates another field of competition between IORPs and insurers. German employees increasingly finance occupational pensions out of their own pockets. The share of occupational pensions financed solely by employers decreased from 54% to 38% between 2001 and 2008. In times of tight budgets, employees have to choose whether they save for retirement by the IORPs offered by their employers (2nd pillar) or purchase individual 3rd pillar contracts. 

Differences between insurers and IORPs in Germany 

This section describes in more detail the differences between IORPs as compared with coverage through life insurers stemming from differences in prudential regulation as well as in social and labour law. Not all of them necessarily distort competition. But from the perspective of employees under certain circumstances significant security gaps may occur. Differences exist with respect to:

1. the calculation bases and the resulting level of provisions,
2. the possibility to reduce benefits,

3. protection in the event of insolvency,

4. subsidiary liability of the employer,

5. contributions paid out of private assets,

6. co-determination and information.

1. Calculation bases

IORPs frequently use different, less prudent calculation bases than life insurers to set up their provisions for meeting their benefit commitments. Provisions of deregulated type Staff pension funds are usually set up using comparable calculation bases. 
2. The possibility to reduce benefits (reorganisation clause)
In contrast to insurance undertakings, IORPs are in some cases entitled by their statutes to reduce benefits or to require additional payments from the employer. For regulated staff pension funds this “reorganization clause” is even a supervisory prerequisite.

3. Protection in the event of insolvency and subsidiary liability of the employer

Employers are ultimately liable for the vested right of employees, irrespective of the type of the pension vehicle they have chosen (subsidiary liability). Thus, employees must be protected against insolvency of the IORP or the employer itself. Depending on the type of IORP there are different security mechanisms. Since these mechanisms incur specific costs, they affect competition within the 2nd pension pillar. 

· The first mechanism is to protect the IORP against insolvency to reduce the risk for employers to become liable near to zero: solvency requirements are the primary instrument to achieve this objective. Even in the event of insolvency of an employer with these pension vehicles, the life insurer or the deregulated Staff pension funds may provide the benefits promised by the employer. In addition, supervisory law requires membership of life insurers in the statutory guarantee fund “Protektor”. Deregulated Staff pension funds are normally voluntary members of this guarantee fund. Thus employees are protected in case of the insolvency of the employer and of the IORP. Regulated Staff pension funds are not allowed to join “Protektor”, because the statute of “Protektor”.
· The second mechanism requires employers to protect their liabilities against insolvency: employers are in many cases of occupational retirement provision obliged to pay contributions to the Pension Assurance Association (Pensionssicherungsverein - PSV ag) to protect their employee’s vested rights. In this case it is argued that solvency requirements for IORPs need to be less restrictive. 

Although both mechanisms work well in Germany, there are considerable gaps in insolvency protection: 

· Regulated Staff pension funds are a special case where there is no protection in the event of insolvency whatsoever, other than subsidiary liability of the employer. Employees are neither protected against the IORP’s insolvency nor the employer’s. Considering that this concerns commitments which extend over decades, this situation involves considerable risk. In fact, if the employer no longer exists when benefits become due, insured have no claim against PSV Even any PSV obligation for regulated Staff pension funds would not solve the problem faced by those insured holding claims that are non-forfeitable by contract rather than by law (or those having acquired them through their own contributions). These insured would continue to have to rely on the solvency of the IORP.

· There is still an unsettled question about what happens when an IORP reduces benefits because of underfunding and/or a less prudent calculation base. The question as to whether or not – even if the employer still exists at the time when the Staff pension funds reduces benefits – there is protection through PSV has not been definitively settled. 

· If employees pay contributions to IORPs out of private assets (upgrading insurance or continuation of insurance after termination of an employment relationship), the employer assumes no liability for those pension rights. In this case the employee has to be able to fully rely on the solvency of the IORP. He or she must at least be informed about these risks.

4. Co-determination and information

IORPs argue that employers and employees as members of the IORP participate in supervisory boards and thus have a say about the risks incurred and they decide on them on equal terms. Firstly, it has to be questioned in which way such members’ participation really increases the security of pension schemes. 

Secondly, especially in the case of sector-wide or even general cross-sectoral IORPs, smaller employers are usually not represented in supervisory boards, even if they are members of the IORP. In addition, regulated Staff pension funds are mutual insurance associations where both employers and employees may or have to be members. In supervisory boards and in the general assembly employers and employees are represented in equal numbers. The statutes stipulate who may be a member, for instance, only a certain company and its staff members (genuine “company staff pension fund”) or a whole sector. If employees leave a company which is a member of the staff pension fund, switching to a company which does not want to or is unable to be a member, for instance, because it belongs to another sector, continuation of insurance is possible, but there are usually no genuine membership rights. Therefore, the other employer, who is not a member of the staff pension fund, is not informed about the risks and unable to co-determine, but is still liable.
Provision of third pillar products through IORPs

In Germany exists two possibilities for individual pension saving through IORPs: 

· Employees continue their contracts privately for instance in times of parental leave or after they left the company. 

· Employees pay additional contributions. 

The employer does not assume liability for pension rights which result from such contributions. 

This possibility exists for all IORPs covered by the IORP Directive and for “direct insurance” contracts. Products that are comparable to private annuity insurance are mainly offered by deregulated Staff pension funds. Insurance-like commitments undertaken by pension funds also come very close to these products in terms of security. Since “direct insurance” products are offered by life insurers, these are exactly the products of private annuity insurance.

Conclusion on the current competitive situation
To sum up competition between IORPs and insurers occurs within the 2nd pension pillar on one hand and between the 2nd pillar and insurers as primary providers of 3rd pillar products on the other. The less prudent calculated provisions reduce the IORPs’ funding requirements and may make benefits less calculable for IORPs. Provisions primarily affect competition between the 2nd and 3rd pension pillar. 

Competitive distortions must be avoided. The principle “same risks, same rules, same capital” should apply. In cases where IORPs and insurers compete with each other, at least transparency about existing risks and existing protection in the event of insolvency or identical information of beneficiaries is absolutely necessary.

The aspect concerning security through subsidiary liability of the employer, which is currently emphasized by the IORPs, should be subjected to critical analysis because there are considerable gaps in this respect. In reviewing the IORP Directive, solutions have also to be developed for claims to which employer’s liability does not apply.
Expected situation after on-going regulatory developments

Following extreme reactions of insurance undertaking are conceivable: 

· Fundamental shift of the pension business of life insurers towards IORPs. Consequently that part of the population which has no employer is excluded from supplementary pensions.

· Foundation of new IORPs by life insurers (to carry on pension business).
· Insolvency of individual IORPs / employers due to less prudent setting-up of provisions and provision of own funds. Consequently (partial) loss of occupational retirement provision suffered by the employees concerned in cases of risk (application of the reorganization clause or insolvency).
· Private continuation of former contracts on occupational retirement provision would be applied more frequently, because it is more attractive than an individual 3rd pillar contract (partial without protection in the event of insolvency).
Consequences from cross border activities may be minor when supervision and solvency requirements are harmonized. 

Greece

Current competitive situation between insurers and pension funds

Law 3029/2002 «Reforming Social Security System», introduced «voluntary occupational funds» in Greece. Execution measures were and still are limited to one particular type of occupational pension funds only, called Ταμείο Επαγγελματικής Ασφάλισης (TEA), instead of organizing an open separate pillar.  TEAs are private legal entities subject to structural and operational conditions/constraints, burdensome and expensive to create, leaving insurance companies or generally financial entities out of the scope of the law. Practically, insurers can only administer TEAs, but with obvious legal question marks.  

TEAs have little success as a structure: only 9 funds were created since 2002, with only 5 providing pensions to a mere 16 500 members or 4% of the working population. Greek Insurance Association considers the exclusion of insurance companies as one main reason of the poor performance as they have the expertise and the infrastructure required in terms of administration and distribution, as «employee benefits» proved in most EU countries. 

At the present time competition between the existing pension funds (2nd Pillar) and private insurers (3rd Pillar) exists mainly as far as tax incentives are concerned. Contributions paid to TEAs by the policy holders are tax deductible (according to the recently voted taxation bill) up to 10% of total income without an upper limit. For premiums paid to group pension schemes of private insurers there is a tax reduction up to 10% with a maximum upper limit of the tax relief of 120 EUR for singles and 240 EUR for couples. Also for the contributions paid by the employers, they are fully deductible in the case of TEAs, while in the case of group pension schemes, they are deductible up to 1.500 EUR per employee. This difference in tax treatment created a competitive disadvantage for private insurers.

Expected situation after on-going regulatory developments

The Greek insurance market is currently pursuing a crucial role in a potential revision of the occupational pension funds legislation. Taking into consideration that State pensions have been significantly reduced (and a possible further reduction may be unavoidable in the near future), the State has to seek for alternative sources of pension income for the citizens. The formation of occupational pension funds (with the participation of private insurance) is a logical and proposed option. As a result, competition is expected to be thriving in the future.

In case this scenario will be adopted, the Greek insurance market shares the “same risks, same rules” principle. Moreover, it is at least fair, in order to safeguard level plain field, to ensure that consumers receive the same level of protection for any pension product they purchase, despite the legal form of the pension provider.  It is also important that all pension products enjoy the same tax benefits and calculate similar amounts of risks in their pricing process. Equal tax benefits and similar pricing (Solvency II based pricing) will ensure that there is no comparative disadvantage and of course that the consumers will be equally protected.

IORP Directive was transposed into the Greek legislation but without taking the option for allowing private insurance companies, licensed according to the Life assurance Directive, to provide and operate occupational pension funds under the regime of the IORP Directive.

A revision of the IORP Directive is considered highly important for the Greek insurance market. The ideal scenario is along with the Solvency II implementation, to achieve a simultaneous IORP revision that will ensure the implementation of same solvency rules for IORP as well.

This will safeguard equal protection of consumers and competitive level playing field between all pension products. 
Hungary
Current competitive situation between insurers and pension funds

Although there is the legal opportunity, practically no pension schemes are operating on the Hungarian market according to the IORP Directive.

There are “voluntary pension funds” in Hungary (closely linked too but not exactly similar than IORPs):

· Participation is voluntary, contribution is paid by the employer or by the employee (both solutions are optional, or may complete each other).
· They are offering funded individual pension funds.
· There are no solvency requirements similar to insurance.
· They are enjoying tax allowance (contrary to insurance products) and are exempt from interest tax (similar to long term life insurance products).
An important difference between the products of voluntary pension funds and insurance products offered as “pension” products is that the former one theoretically is available by the customer only by retiring, while in case of insurance products there is no such a strict stipulation. (Nevertheless insurance products are not enjoying tax allowance, on the other hand.)

Ireland

Current competitive situation between insurers and pension funds
In Ireland, pensions can be taken out by individuals (ie a personal pension) or by an employer for its employees (a pension scheme - which is established under trust and separated from the assets of the employer).  If an employer has a pension scheme then normally an employee is required to join that scheme and is not permitted to make his/her own pension arrangements. 

The vast majority of pension arrangements (personal pensions and pension schemes) are operated by insurance companies as part of their normal insurance business/funds. All administration and investment services are provided by the insurer. Some large employers operate their own pension schemes with professional services from administrators and or investment managers which are not insurers.  Some self-employed individuals are permitted to administer their own pension schemes without any involvement from insurers. 

In Ireland most pension schemes are IORPs. Furthermore, although the legislation here does allow 3rd pillar products to be offered by non-insurers in practice this has been very limited. The vast majority of 3rd pillar pension products are provided by insurers.
Expected situation after on-going regulatory developments

Irish Insurance Association does not envisage any significant issues at this time if Solvency II were to come into force but IORP rules were to remain unchanged. If the IORP directive is changed then it may have a negative effect on Irish Defined Benefit pension schemes (which provide guarantees). 

It is possible that cross border pension funds might enter the Irish market but given the fact that it is a very small market and is already very competitive, Irish Insurance Association does not believe that this is very likely in the short term. 

Multinational employers based in Ireland may operate a cross border pension scheme for Irish and overseas employees. 

Italy
Current competitive situation between insurers and pension funds
Pension systems in Italy are mandatory (mainly funded through public institutions) for 1st pillar pensions. For “supplementary” (2nd and 3rd pillar) pensions participation is voluntary which was introduced for all workers in 1993. 
Due to high pension amounts provided by the 1st pillar, pension funds are not so much developed in Italy. However, current reforms will reduce more and more 1st pillar pension provisions. As a result, a gradual growth of pension funds is expected. However, currently the results are not in line with the expectations.

Pension funds in Italy are:

· IORPs: pension funds based on the collective labour agreement (on a company basis or on a sectoral basis) which are promoted by employers’ and employees’ unions and addressed only (closed-ended) to the employees of the company or of the sector (eg pension fund for chemical workers, metalworkers, etc.). Generally, IORPs’ assets under management are managed by insurers or asset managers through contractual agreements;

· Open-ended (collective and/or individual) pension funds: pension funds promoted by banks, insurers, investment firms and asset managers, addressed to individuals (workers or not) or to collective adherents (eg employees of a company throughout a collective labour agreement at the company level);

· Individual pension plans (PIP): life insurance individual contracts, promoted by insurers only, addressed only to individuals (workers or not).

Most pension funds are defined-contribution. Both occupational-collective based and individual based pension funds have the same legislative and fiscal rules. A worker can adhere initially to a collective (occupational) fund or to and individual pension fund and also afterwards can move among them, eg an employee working for a chemical company can move to an individual pension plan promoted by a life insurer or an asset manager, disregarding the fact he continues or not to work for the same company. However, collective agreements can define that the employer must pay a pension contribution to the worker only if the worker remains to adhere to the collective pension fund for chemical workers. If this is the case, the worker loses the contribution if he moves to an individual pension fund.

IORPs are client of insurers, since they outsource the asset management to third parties (asset managers or insurers) and the annuity payment to insurers. Under that point of view, the competition is among asset managers (including insurers) offering the asset management service to IORPs.

But IORPs are also competitors of insurers, since a worker can choose to adhere to the IORP of his working category or to an individual pension plan in Italy.

Insurers are also in competition with asset managers, investment firms and banks, since all of them can promote an open-ended pension fund, namely open both to individual and collective adherents. 

Expected situation after on-going regulatory developments

Italian legislation permits pension funds to directly provide financial guarantees or annuity payments (Art. 17 of the IORP Directive). These pension funds are currently subject to Solvency I capital requirements (with a margin at least equal to 4% of mathematical reserves). As a result of the implementation of Solvency II, insurers and pension funds provide similar services (eg annuity provision) having different capital requirements.
The Netherlands
Current competitive situation between insurers and pension funds
The Dutch Pension Market at the moment looks like the following:
· IORPs and life insurers are operating on the 2nd pillar pension market

· There are 7.2 million active pension members 
· Regarding the pension funds: there are 6 million active members (83%) and 1.2 million (17%) life insurers - 
Figures Dutch life insurers offer for 2nd Pillar pensions are the following:
· The premium volume (Annualised Premium Equivalent) equals to 5.2bn EUR in 2011
· There are 53% DC and 47% DB schemes
There is no direct competition between pension funds and insurers in the 2nd pillar, since about 90 pension funds concern mandatory industry wide coverage and around 300 funds contain mainly single employer pension plans. Where these pension funds dissolve, employers can either (under certain conditions) join industry-wide pension funds or get a contract with an insurer.

Regulation

In terms of labour and social law and fiscal treatment, the IORPs’ and insurers’ pensions are treated equally. Pension funds and insurers are subjected to the same information requirements. The prudential regulation and the solvency regimes differ. 

Competition issues

Where IORPs enjoy special economic privileges, for example a sectoral monopoly, due to a specific social mission granted under national law, they should not abuse these economic privileges to provide other products or enter other (also geographic) markets either directly or indirectly via connected entities. This is a trend that has emerged in the past and is to be expected in the future. 

Expected situation after on-going regulatory developments

At the moment, the Dutch government is discussing the introduction of a new type of IORP on the Dutch pension market which is subjected under the IORP Directive and will offer DB pension schemes. Recently, they have introduced in 2007 another new type of IORP which offers DC pension schemes. The effects of these developments have not shown yet in the figures of market-shares, but could have an impact in the future.  

Poland

Current competitive situation between insurers and pension funds
The pension system introduced in Poland in 1999 is based on three pillars. The first pillar is the reformed Social Insurance Institution model (ZUS), the second one is constituted by Open Pension Funds (OFE) and the third one is an additional and fully voluntary pillar. 
The first pillar is of repartition character. The other two pillars have been based on capital solutions with a defined premium (DC scheme). The first pillar is compulsory and the second one is also compulsory in respect of the persons born after December 31st, 1968. Older participants can stay only in the first one. Polish first and second pillar (together) could be treated as 1st  pillar in EU. In some cases, it is called as the second pillar 1bis. 
ZUS has been reformed to transfer social insurance contributions too but these are written on individual accounts of the insured. This contribution undergoes valorization depending on inflation rate and payroll growth. ZUS is further based on the accomplishment of the generation agreement meaning using a repartition system.
OFE is created and managed by General Pension Societies (PTE). The basic function of PTE lies in absorbing the contributions received by OFE.
The third pillar is a supplementary and wholly voluntary saving system, enabling to complement the amounts of the basic pension received in the future from the first and second pillar. 

Basic information on 3rd pillar:

· The aim is to complement the amount of basic pensions from the first and the second pillars 

· Capital investments are made in order to accumulate the benefits for future pensioners 

· There is voluntary participation in different forms of accumulating the benefits
· Possible forms of accumulating the benefits:

· collective – Occupational Pension Schemes (PPE),

· individual – Individual Pension Accounts (IKE).

PPE are institutional collective forms of systematic accumulation of additional benefits for future pensions. They are created on voluntary basis by employer. They have the form of an agreement or agreements defining the obligations of the employer and the employees in relation to the conducted scheme. 
PPE can be created as a scheme by one employer – within a company or - several employers – within several companies. PPEs are not a financial institution. PPEs form:

· Agreement with an investment fund

· Employees’ contributions are brought by employers to an investment fund or various funds managed by the selected investment fund society. 

· Capital-linked life insurance agreement with an insurance capital fund 

· Employees’ contributions are transferred by the employer to the chosen life insurance company.
OFEs currently only count for 5 institutions. Their characteristics are:
· They are created by employer or employers 

· The pension society is also created as an OPF management

· The pension society deals with accumulating and allocating the contributions on  a non-profit basis

· The creation of OPS and of pension society requires Supervisory Authority (KNF) consent. 

OPS results as for 2011 are the following:

· Total number of participants: 344 600 (most of them are not active; for information there are approximately 16 million employees in Poland in 2012)

· Total assets: 6.6bn PLN (1.5bn EUR) 

· Share of market – number of participants (%): mutual funds 44.3%; insurance 38.8%; OPF 16.9%

· Share of market – assets (%): mutual funds 46.7%; insurance 29.6%; OPF 23.7%

Expected situation after on-going regulatory developments

Occupational pension schemes and individual pensions only count for a marginal part of the pension market in Poland. Therefore, it is difficult to assess the level of competition. Currently, there are no appropriate incentives to set up occupational pension schemes and there is not enough demand. There are also no cross border pension funds operating in Poland at the moment. 

Portugal
Current competitive situation between insurers and pension funds
The amount of pension funds liabilities in Portugal is around 12 100 million EUR (of which 1 750 million are managed by insurance companies). From the other 10 350 million, about 8 500 million are mandatory (1st Pillar) pension schemes for bank employees which are normally managed by management societies owned by the bank.

Only around 1 160 million are pure third pillar products - funded individual pension products – of which 270 million are managed by insurance companies. This is low compared with the 40 000 millions of life insurance liabilities managed by insurance companies (38 000 million EUR in life savings products).
These statistics indicate that the Portuguese pension market is actually not very developed. This is partly due to the underdevelopment of the second pillar, given a relatively generous state pensions program and a lack of financial literacy.
Given the current macroeconomic environment (which can accelerate the reduction in state’s pension benefits) this situation might change in the near future. As such this could result in a higher level of competition between insurance and pension funds for both their individual pension and occupational retirement business. 

Additionally, cross border pension business (either pension funds or life insurance products) is not very relevant in the Portuguese market.

Expected situation after on-going regulatory developments

Until the Portuguese economy is rebalanced and starts growing again, it is very unlikely that any relevant changes might happen. Therefore, it is difficult to predict how the market will be affected by the introduction of Solvency II. Nevertheless, given the macroeconomic conditions and the recovery path for the Portuguese economy until 2014/2015 it is unlikely to have any relevant effect.

However, when the economy does start to recover, a level playing field between the insurance and pension funds products will be needed to avoid competitive advantages for pension funds. 
Slovakia

Current competitive situation between insurers and pension funds
In Slovakia, there is a 3rd pillar pension system – the first pillar is an entirely state-run, pay-as-you-go system. The second pillar is privately run by special licensed Pension Asset Management companies (PAM). These two pillars are more or less compulsory, the employees together with employers are obliged to pay 18% out of employee salary as a "pension levy". An employee can decide twofold: either staying entirely in 1st pillar (ie the whole 18% goes to the state-run system), or splitting between both pillars (in that case 9% goes to the 1st, and another 9% to the 2nd pillar). The second pillar is entirely private, and the money accumulated is private property of the respective employee - this pillar is something that could be called "pension funds".

The 3rd pillar is completely voluntary. Each person interested can decide between various alternatives such as life insurance products, Employee Pension Schemes (EPS), bank savings products (with mutual funds), etc.

EPS are operated by special companies called "additional pension savings companies" that partly resemble IORPs - although IORPs in Western Europe and Slovakian additional pension savings companies are not the same.

The most popular products of the voluntary pension system (3rd pillar) are life insurance products. On the other hand, EPS make only marginal portion of the market, as they are not offered by many employers, and the people do have much more confidence in classic insurance companies than in those offering EPS.

In this respect, there is no competition between insurance companies and IORP-like ones. Neither is there competition between insurance companies and PAM companies (2nd pillar). These two segments operate in two different pillars of the pension system, and very often PAM companies are linked to the insurance companies (they have the same owner, for example, or PAMs are directly owned by insurance companies). In the future, they are supposed to cooperate (during the pay-out phase), rather than compete. 
Expected situation after on-going regulatory developments

The Slovakian Insurance Association does not expect any significant changes to the current situation as the competition between IORPs and insurance companies is already very limited.
Slovenia

Current competitive situation between insurers and pension funds
The Slovenian pension and disability insurance act provides pension scheme providers: insurance companies (holding the permit to perform life insurance operations in conformity with the law governing insurance), pension companies and mutual pension funds. As distinguished from insurance companies and pension companies, mutual pension fund is not a legal entity and represents property financed by the fund collected by paying in voluntary supplementary insurance premiums or resulting from the management of these funds and shall be intended for covering liabilities to the persons insured under voluntary supplementary insurance. The mutual pension fund is owned by the persons insured under voluntary supplementary insurance. The mutual pension fund can only be managed by an insurance company, pension company or a bank.

Insurance companies and pension companies perform the following operations: collection of premiums for voluntary pension insurance and keeping of personal accounts of the insured; management of the pension company’s assets; payment of pension annuity. Mutual pension funds perform the following operations: collecting the voluntary supplementary insurance premiums and keeping personal accounts of the insured - the members of the fund; management of the mutual pension fund property. 
Currently, pension funds do not provide third pillar pension products and there is no indication that they might do this in the future.

Expected situation after on-going regulatory developments

For all pension scheme providers, the calculation of the capital and capital adequacy should be determined on an equal basis. Different provisions for the calculation of capital and capital adequacy may cause different minimum capital requirements. There is a possibility that supplementary pension insurance products (2nd pillar) will be cheaper than life insurance products (3rd pillar).

Spain

Current competitive situation between insurers and pension funds
In the Spanish occupational retirement provision, life insurance and pension funds do converge, which causes absolute no problem because of two reasons:

· According to the Spanish legislation, an insurer can be a pension fund manager, even directly (without creating a specific managing body).

· In the Spanish market, both buy-outs and buy-ins are normally practiced by pension funds.
Pension funds can also offer individual funded products, but legislation obliges them to be defined contribution and illiquid until retirement, something that an insurance contract can avoid through surrender. As a consequence, taxation is also different. Pension funds (and a special life insurance contract, as illiquid as them) have an EET tax treatment, whilst life insurance is TEt (the minuscule t stemming from the fact that only yields are taxed, and that if the product is decumulated in form of annuity more tax reliefs are applied).

Expected situation after on-going regulatory developments
The Spanish Insurance Association sees no competitive distortions arising due do regulatory developments, because of the reasons explained above. Furthermore, there is not enough cross border business to judge whether this could provide problems in the future. 
Sweden

Current competitive situation between insurers and pension funds
In Sweden, both insurers and pension funds are active in the occupational pensions market. The choice of safeguarding is in most cases (approx 90%) decided by collective agreements. 

Pension funds regulated as IORPs include “friendly societies” and “pension foundations”. “Friendly societies” offer insurance-like solutions, whereas a “pension foundation” functions as a pledge for the employer´s pension commitment. Pension commitments can also be safeguarded by credit insurance or a combination of credit insurance and transfers of funds to a pension foundation in order to achieve full coverage. But credit insurance is of course not in itself a “pension fund”.

In 2009 insurers accounted for 78% of the market for occupational pensions (by pension assets), friendly societies for 5% (by pension assets), credit insurance for 9% (by insured commitments) and pension foundations for 8% (by pledged assets). Insurers thus have by far the largest market share. In order to achieve neutrality, Sweden therefore chose to use the opt-in clause in the IORP Directive (Art. 4) as regards insurers providing occupational pensions.
In general pension funds do not provide third pillar pension products, but this is a bit of a grey area. In the eyes of the Swedish legislator, pension funds under the IORP Directive only carry out second pillar business. However, some pension funds offer a voluntary supplementary pension product in connection to the 2nd pillar pension product. Technically, this is very similar to a 3rd pillar pension product, even though it is regarded as 2nd pillar. On the other hand, the market share of such products is marginal.
Expected situation after on-going regulatory developments

For the time being it is unclear how the competitive situation will be dealt with in Sweden. A second consultation on the applicability of the two Directives (Solvency II and IORP Directive) in the future is currently in progress and there may be additional consultations to follow. 

In Sweden there is not a lot of experience with cross border pension funds. However, with the entry into force of Solvency II this may change as the capital requirements will no longer be the same for insurers and IORPs.  

United Kingdom

Current competitive situation between insurers and pension funds
In the UK there are two pension regimes: trust and contract based pension systems.

Trust based pension funds cover occupational pension funds (which must be sponsored by an employer), “multi-employer trusts” (such as NEST, the UK government sponsored solution to new auto-enrolment legislation) and large investment managers/banks who are setting up “trusts for investment”:

· Occupational pension funds: the employer decides on the benefit structure (albeit with some restrictions under the Trust and Employment law). The contributions required to fund these plans depend on the nature of the benefit (defined contribution or defined benefit) and the terms of the Trust and Employment law, although the UK regulation does place overriding restrictions on the ability of an employer to default on its obligations.  The pensions regulator monitors all occupational pension schemes (for funding, investment, administration and governance).

· Actively contributing (or accruing in the case of defined benefit) members of those funds work for the sponsoring employer (or an associated company). The company will generally contribute on behalf of the member only if it contributes to the company’s sponsored pension fund. It would be unusual for it to be in the member’s best interest to contribute to another pension arrangement instead. However, it is possible under UK law to contribute to more than one pension arrangement at once.

· Ex-employees retain rights in these occupational pension funds after they have left and generally may transfer their benefits prior to retirement to another pension fund (either occupational or contract based).

· At retirement, members may be paid directly from the fund or the trustee may secure their benefit with an insurance product. Members of occupational defined contribution pension funds must be allowed an open market option at retirement (ie they may review the whole of the market to achieve the best value annuity or income drawdown product). Generally speaking, sponsoring employers will require members to purchase an annuity (or other insurance based product) in order to remove their risk post retirement (investment, inflation, expenses and longevity).

· "Multi-employer trusts” and "investment trusts” have been set up as trusts to try to take advantage of the perceived arbitrage between trust and contract based arrangements (see below).

Contract based pension arrangements are typically offered by insurers. They are individual arrangements, although they can be accessed via a group arrangement. They are often branded and offered via a sponsoring employer to its employees and are structured as defined contribution, although guarantees and options can make them defined benefit in nature. The capital required for such business is based on insurance regulations and guidance and, in the UK, is monitored by the FSA (albeit that the pensions regulator is interested in the governance of employer based group arrangements).

· Individual contracts tend to be more flexible and more portable than under an occupational pension fund.

· Individual contracts are the only registered (tax approved) pension arrangement available to self-employed workers (or those who are not employed by a company offering a work based pension arrangement).

· Individuals have the right to transfer to another registered pension arrangement (although there may sometimes be penalties for doing so).

· Individuals have the right to an open market option at retirement.

Historically there has been some arbitrage between contract based and trust based schemes, although the UK government has recently been in consultation to identify and address some of the more practical areas (for example, the right to a short service refund refund). However, trust based schemes are funded (reserved) under Trust and Employment law (and, in the case of occupational schemes, specific trust pension scheme law) which can differ quite markedly from insurance regulation.

Typically occupational pension funds have been set up by larger, mature employers with expected longevity of existence where economies of scale outweigh the administration burden. Generally these are public sector and private companies such as manufacturers and retailers, where there are large numbers of lower earners, who typically do not tend to save unless through work-based pensions. The financial services industry has also historically set up occupational schemes. However, many occupational pension funds are closing to new entrants and moving towards contract based group personal pension plans as pension provision in the UK moves away from defined benefit to defined contribution and the benefits of the contract based group pension plan are highlighted (in particular it is easier to have members bear the administration costs under a group personal pension plan).

In summary, in the UK, there is very little competition between occupational pension funds and insurers, because:

· Occupational pension funds tend to be primarily historical defined benefit liabilities sponsored by large employers with relatively low continued benefit accrual, providing benefits for lower paid workers. There are some large occupational defined contribution pension funds, although the trend is towards contract based group pension plans.

· Occupational pension funds do not cater for individuals who are no longer working for the sponsoring employer (or an associate).

Therefore we believe that the basic principle needs to be that there is a level playing field between trust based and contract based pension provision – ie reserving, governance and disclosure should be the same. However, allowance should be made for occupational pension scheme provision to be treated separately. A relatively simple approach that can scope out of Solvency II (or apply the provisions in a different way) when a link can be identified between the occupational scheme members and the sponsoring employer would place NEST, the investment banks and the investment managers in the same position as the insurance companies whilst exempting the employer who was taking responsibility for his current and past employees.

Expected situation after on-going regulatory developments

In terms of the impact on occupational pension schemes should Solvency II apply without any amendments, the Association of British Insurers (ABI) believes that there could be real difficulties in terms of continued provision of the benefit and it may well cause businesses to fail if reserving in line with insurance requirements was enforced (if it required companies to make cash payments to schemes or to increase the reserving on their balance sheets over and above that already required under existing international accounting guidance). It should be noted that these occupational schemes fall under a different legislative framework which is well established in the UK. For example, defined benefit occupational schemes in the UK must pay a levy to the Pension Protection Fund: an insurance premium related to the employer covenant as assessed by an independent rating agency.

The introduction of Solvency II for insurers with no equivalent change in regime for trust based pension funds (such as NEST and trusts for investment outlined above) could have a significant impact on the competitiveness of insurers. The ABI would have strong concerns about this outcome.

However, ABI believes that occupational pension schemes should be scoped out of this (approached differently):

· The introduction of Solvency II for insurers with no equivalent change in regime for occupational pension funds is unlikely to have an effect on the competitive situation for individuals who do not have access to work based pension arrangements as such individuals do not have access to occupational pension funds. To the extent that individuals are price-sensitive, the introduction of Solvency II (where it increases insurers’ costs) may reduce the number of individuals looking to make pension savings.

· The introduction of Solvency II for insurers with no equivalent change in regime for occupational pension funds may make sponsoring employers reassess whether the contract based group personal pension plan is preferable to an occupational defined contribution pension fund.  However, as the costs are generally borne by the employee, the change in cost would have to be substantial to reverse the recent trend.

To the extent that the application of Solvency II to insurance companies creates some specific fund types, it is likely that asset managers would also look to sell these to pension funds if they come under the same regulatory regime.

It is unlikely that cross border pension funds would have a material impact on UK based pension provision.

In the future, pension funds might provide third pillar pension products:
· NEST (the UK government’s “solution” to help employers with low to medium income earners comply with the auto-enrolment legislation) has been set up under the Trust and Employment law  rather than as an insurance product.
· Larger investment banks/managers are looking to create opportunities to attract individuals to invest under the trust based route, gaining a competitive advantage through the different regimes.

