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A new chance for private pension saving?
The European Commission aims at strengthening
the cross-border provision of pension products by
the introduction of Pan-European Personal Pensions (PEPP) as a new regime on top of existing
national frameworks. However, a pre-requisite for
the success of PEPP will be the support of the
national legislators for this framework.
Advantages of a Pan-European Pension Product.
Improving pension coverage is a major issue for the
European Union (EU). The life expectancy in the industrialized countries rose by 13 years from 1960 to
2014, while the retirement age stayed more or less
constant over the same time span. Public pay-asyou-go pension schemes are therefore under financial pressure and private pension saving becomes
more and more important for maintaining the citizens’ standard of living after retirement. The pension
system in most EU country consists of three pillars:
The public pension scheme forms the first pillar, an
occupational pension scheme the second and personal pension schemes the third pillar. However, the
public-private-mix, the combination of pay-as-yougo and funded elements and the importance of each
pillar for pension saving is unique in each member
state. Furthermore, coverage of private pension sche-

mes also vary across the EU (see Table). The reason
for this may somehow be explainable with different
historical backgrounds and preferences, which might
influence the awareness of the importance of private
saving as well as the preferred form of private saving
(e.g. pension products versus investment funds or
real estate). However, regarding the market for pension products it can be seen, that this market is
fragmented along national lines. Cross-border third
pillar pension products are hardly available, from
which the European Commission concludes that
consumers’ choices are limited (COM, 2017). Furthermore, the portability of existing entitlements from
one pillar-III-pension scheme into the one of another
Member State is also hardly possible. Based on a call
for evidence of the European Commission, the European Insurance and Occupational Pensions Authority (EIOPA) suggested reducing barriers for the
cross-border provision of pension products by the
creation of a product passport for Pan-European
Pension Products (PEPP), which is part of a 29th regime on top of the current 28 national regimes. With
such a product passport, providers only need the
authorization from one member country in order to
distribute the product in the EU’s single market. The
establishment of a product passporting regime might
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Coverage of private pension schemes by type of plan in selected EU
member states
2013, number of private pension contracts as percentage of working age population (15-64 years)
150

100
100
83

56

18

Mandatory / Quasi-mandatory

20
5

Voluntary (Occupational)

3
16

18

7
9

3
4

5

y
Po
rtu
ga
Lu
l
xe
m
bo
ur
g

15

12

y

31

Ita
l

55

n

5

ng
ar

57

an
y
Es
Cz
to
ni
ec
a
h
Re
pu
bl
ic
Be
Sl
l
g
ov
iu
m
ak
Re
pu
bl
ic
Ire
la
nd

ar
k

66

Ge

nl
a

nd
s

Fi

er
la

Ne
th

Sw
ed

en

0

35

rm

22

nm

21

nd

28

De

36

Hu

74
9

Sp
ai

50

a
Fr
an
ce

84

Au
st
ri

88

Voluntary (Personal)

Individuals are counted more than once, therefore the summing of occupational and personal coverage does not reflect total voluntary pension plan coverage.
For Germany, Ireland and Sweden coverage rates are provided with respect to employees subject to, Source: OECD, 2015

be the easiest way for the EU to reduce at least some
barriers. Yet, national differences in tax laws and, for
occupational pensions, labour laws will still hinder
portability and the cross-border pro-vision of pension products in the EU’s single market. In addition,
government subsidies are national specialties that
shape the demand for certain pension products.
Characteristics of PEPP. EIOPA suggests PEPP to be
a simple, transparent, cost-effective, trustworthy and
well-governed product. It sees these principles as
necessary for customers to feel confident enough to
demand the product on a cross-border basis. To this
end, the product is intended to provide the customer
with a limit of five possible investment strategies.
Transparency will be promoted by a clear definition
of the investment strategies and disclosure rules.
Moreover, the product is intended to be subject to
appropriate product oversight and governance (EIOPA, 2015). Whether these principles help to develop
a sufficient demand for the product can only be tested by reality.
Demand-side restrictions. It is highly uncertain
whether there is sufficient demand for PEPP. In coun-

tries, like Germany, which have established markets
for pension products and where consumers have the
choice between many different providers the impact
of PEPP will probably be limited. However, citizens
in member states with an underdeveloped second
or third pillar would possibly benefit from an improved cross-border provision of pension products. EIOPA expects that the pension providers can reach a
sufficiently high number of consumers via online
distribution channels. Although online distribution
limits the costs of cross-border and within country
provision, the assumption that online distribution is
the customers’ favoured distribution channel, can
be taken into question. While online distribution
works very well for consumer goods, financial services depend on trust between the customer and the
supplier. Given the required high level of trust in such
an important matter as retirement provision, online
distribution might not be equivalent to the face-to-face communication to a trusted agent.
Supply of pension products. The underdevelopment of the markets in some countries in Southern
and Eastern Europe raises the question why foreign
providers have not tapped these markets already and
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why even national providers for private pensions are
more or less absent in these countries. The reason
might not so much be a lack of cross-border provision, but barriers within the country based on tax laws
or labour laws in case of occupational pensions or a
lack of public subsidies. If this is the case, then PEPP
alone will probably not encourage enough citizens
to save more. A prerequisite for PEPP’s success will
be that the national legislator adjusts the legal framework in that way that private pension schemes are
attractive to citizens, or in the case of occupational
pension plans to employers and employees.
Tax incentives. EIOPA recommended a beneficial tax
treatment for PEPP. Preferential tax treatments are
in many countries available for long-term retirement
planning. Most commonly are deferred taxation schemes (so-called EET systems – Exempt contribution,
Exempt capital gains, Taxed benefits). However, also
other preferential tax principles can be found in some
member states. Since the tax code lies in the realm
of the national legislator, the EU is heavily reliant on
the cooperation with the national legislator to introduce the PEPP framework into national law.
Investible assets. EIOPA suggested guidelines for
the investment policy. PEPP’s underlying assets
should, among other things, reflect a certain level of
security, quality and profitability and assets should
be diversified geographically, over assets as well as
over issuers (EIOPA, 2015). The investment guidelines
seem sensible. However, it has to be clarified what
will happen to the customers’ claims in case of an
insolvency of the PEPP provider. This issue is serious,
since customers have to invest vast amounts of their
savings into retirement provisions over their life-cycle.
Supervision. The cross-border provision of pension
products requires a higher degree of cooperation
between the national supervisors. In other areas of
financial supervision, national supervisory agencies
already proved a functioning cross-border cooperation. From the viewpoint of the possible providers of
PEPP, a supervision from more than one supervisor

will lead to high bureaucratic costs. Providers will
therefore prefer the sole oversight through their
home country supervisor. From the viewpoint of
customers it has to be clarified, which the supervisory body for consumer complaints is. Since consumers are non-experts, they have to tackle with a
complex product from their viewpoint. They will likely have a preference for sending complaints to the
supervisor in their home country. In order to avoid
confusing and overlapping jurisdictions, supervisory
cooperation has to be clarified.
Recommendations. PEPP can be a useful supplement in the market for private pension products.
Especially in member states, where the second and
third pillar of the pension system is underdeveloped,
a Pan-European product might offer a valuable alternative. For being a serious alternative, however, there
are still some issues, which have to be improved.
First, PEPP has to be a trustworthy product. Second
and most important however, its overall success is
hugely reliant on the willingness of the member
states to harmonise their tax code for PEPP. PEPP will
only be attractive to consumers if it enjoys the same
preferential tax treatment as comparable private
pension products. This also implies that double taxation has to be avoided when PEPP is offered on a
cross-border basis. Unfortunately, it is uncertain
whether member states will guarantee their cooperation in this case.
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