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Abstract

Automatic enrolment (also referred to as auto-enrolment) is a mechanism that encourages pension
saving by enrolling individuals into a pension scheme unless they actively choose to opt-out. This
study identifies and evaluates 32 best practices for the design of auto-enrolment pension schemes,
informed by an in-depth qualitative and quantitative assessment of pension schemes in selected EU
and non-EU countries and consultations with pension experts and stakeholders. The best practices
cover the entire saver's journey, including the initial decision to save through a pension, fund
choice, growing pension entitlements and post-retirement choices. In addition, best practices are
presented on the implementation of an auto-enrolment pension scheme. Finally, a scoreboard is
presented that assesses each best practice against key evaluation criteria, including its relative
importance in the functioning of an auto-enrolment pension scheme and its impact on performance
measures, namely participation, savings and investment returns.



Résumé

L'adhésion automatique est un mécanisme qui encourage I'épargne-retraite en inscrivant les
individus a un régime de retraite a moins qu'ils ne choisissent activement de s'en retirer. Cette
étude identifie et évalue 32 meilleures pratiques pour la conception de régimes de retraite a
adhésion automatique, fondées sur une évaluation qualitative et quantitative approfondie des
régimes de retraite dans certains pays de I'UE et hors de I'UE et des consultations avec des experts
et des parties prenantes en matiére de retraite. Les meilleures pratiques couvrent I'ensemble du
parcours de I'épargnant, y compris la décision initiale d'épargner par le biais d'une pension, le
choix du fonds, I'augmentation des droits a pension et les choix aprés la retraite. En outre, les
meilleures pratiques sont présentées pour la mise en place d'un régime de retraite a adhésion
automatique. Enfin, un tableau de bord est présenté qui évalue chaque meilleure pratique par
rapport a des critéres d'évaluation clés, y compris son importance relative dans le fonctionnement
d'un régime de retraite a adhésion automatique et son impact sur des mesures de performance, a
savoir la participation, I'épargne et les retours sur investissement.



GLOSSARY

Aggregate replacement
ratio

Annuity

Automatic enrolment
(AE)

Automatic enrolment
mechanism

Beneficiary

Contribution

Contribution-neutral

Collective bargaining

agreements

Decumulation

Defined benefit (DB)
pension plans

Defined contribution
(DC) pension plans

Financial literacy

Funded pension plans

Net replacement rate

Occupational pension

The aggregate replacement ratio is the value of the gross median individual
pension income of the population aged 65-74, relative to gross median
individual earnings from work of the population aged 50-59, excluding other
social benefits.

A form of financial contract which guarantees a fixed or variable payment of
income benefit for the life of a person (the annuitant) or for a specified period of
time.

Automatic enrolment involves automatically signing individuals up to a pension
plan while giving them the chance to opt out. The opt-out may be limited to
specified timeframes and conditions.

The process by which automatic enrolment operates, for example, the enrolment
process, default contribution rates and default plan investment strategies.

An individual who is entitled to a benefit (including the plan member and their
dependants, if the plan provides benefits for dependants)

Those monies transferred into a pension savings vehicle. Contributions can be
from the employer, employee, or government.

Contribution-neutral schemes are funded through a partial reallocation of social
security contributions into a funded pension plan without additional contributions
being made by or on behalf of the beneficiary

A contract which sets out the terms and conditions of employment and usually

covers a specific employer or a specific sector of the economy. Collective
bargaining agreements can include pension requirements.

The process of converting pensions savings into retirement income.

A defined benefit pension plan (DB) sets out the specific benefit level that will be
paid to the beneficiary upon retirement. In the case of occupational pension
plans, this calculation generally takes into account factors such as the number of
years an employee has worked and their salary (career average or during a
defined period, such as the last years or best-paid years), which then dictates
the pension and/or lump sum that will be paid on retirement. The investment
risk and the longevity risks are borne by the plan sponsor, for occupational
pension plans this will be the employer.

A defined contribution (DC) pension plan uses contributions (from the employee,
employer and/or government) to buy assets with the purpose of financing future
retirement benefits. The benefits received depend on the value of contributions
paid and the value of the assets upon retirement. The beneficiary bears the
investment risk in the case of DC plans, (though in some cases the plan may
provide a minimum return guarantee).

Having the awareness, knowledge, skills, attitude, and behaviour necessary to
make sound financial decisions and achieve financial wellbeing.

Statutory, occupational, or personal pension plans which accumulate dedicated
assets to cover the plan's liabilities.

The ratio of the individuals net pension entitlement to the net pre-retirement
earnings, taking into account personal income taxes and social security
contributions paid by workers and pensioners.

A pension plan where access is linked to an employment or professional
relationship between the plan member and the entity that establishes the plan
(the plan sponsor).



Pension schemes where current contributions and/or tax revenue finance current
P REREL R (A pension expenditure
Assets for the exclusive purpose of financing pension plan benefits. These assets

R S may have been purchased with contributions or be set aside by plan sponsors.

Pension fund is the pool of assets which are bought as a result of contributions
to the pension plan, or which are set aside by the plan sponsor. Plan
members/beneficiaries have a contractual claim on the assets held within the

Pension fund fund. Pension funds can be managed as a separate legal entity (such as a trust,
foundation, or corporate entity), by a dedicated provider (pension fund
management company) or by a specific financial institution (insurance
contracts).

A pension plan refers to a contract put in place which helps individuals save for
retirement. A contract can be established between an employer and employee in
the case of occupational pension schemes or an individual and plan provider in
the case of personal pension schemes.

Pension plan

A pension scheme is the type of pension plans available to individuals. Public
pension schemes are those plans administered by governments. Occupational
Pension scheme pension schemes are plans whereby access is linked to employment. Personal
pension schemes are private schemes set up by plan providers, typically
financial institutions, for individuals irrespective of their employment status.

Pension system refers to the various pension schemes available which enable
Pension system individuals to save for retirement. This includes statutory, occupational, and
personal pension schemes.

A pension plan entered into by an individual and administered by a pension fund
or a financial institution acting as pension provider. Individuals independently
purchase and select material aspects of the arrangements. Participation in
personal pension plans is not linked to an individual’s employment, but the
employer can in some cases make additional contributions into the employee’s
personal pension plan.

Personal pension

Income replacement provided by the pension system, measured by the ratio of
Replacement rate an individual’s pension entitlement to their pre-retirement earnings or by the
ratio of pension income to work income in the national economy.

Pension schemes, which can be accessed on the basis of employment
Supplementary pension relationship (occupational pension schemes) or an individual pension saving
schemes contract (personal pension schemes), generally providing additional retirement
income to the statutory pension schemes.

Pension schemes, which are accessed on the basis of legislation and buy assets
Statutory funded to finance future retirement benefits. Statutory funded schemes are typically
pension schemes administered by authorised private managers and may be contribution-neutral or
involve additional contributions.

Statutory pension Pension schemes administered by government whereby access is based on
scheme legislation.



1. INTRODUCTION

An ageing society and higher life expectancy in the European Union (EU) have raised concerns over
the adequacy and financial sustainability of existing pension systems to deliver a retirement income
that would ensure decent living standards and prevent old-age poverty. Moreover, the economic
and financial crisis in 2007-08 and subsequent policy response exacerbated social inequality across
the EU. In 2015, the Juncker Commission acknowledged the need for upward social convergence
between and within Member States and proposed a European Pillar of Social Rights (EPSR). The
EPSR initiative was launched by the European Commission (EC) in 2017 with the overarching
objective to deliver new and improve existing social standards for people across the EU. Of the
twenty principles agreed by all Member States, there was a commitment and responsibility (at both
Union and Member State level) to ensure?:

e 'Workers and the self-employed in retirement have the right to a pension commensurate to
their contributions and ensuring an adequate income. Women and men shall have equal
opportunities to acquire pension rights’, and that

e 'Everyone in old age has the right to resources that ensure living in dignity.’

In the 2018 edition of the triennial Pension Adequacy Report,? the Commission stressed the role of
well-designed supplementary pension schemes, in addition to statutory pensions, to help achieve
adequate pension outcomes. It also recognised automatic enrolment (also referred to as auto-
enrolment) (AE) as a potential policy tool that may be used in combination with others (e.g., tax
and financial incentives) to improve the coverage of supplementary pensions. AE is a mechanism
that automatically enrols individuals into a retirement savings scheme unless they actively opt-out.
Such schemes, depending on their design, may encourage regular savings in cost-effective pension
products that re-invest in a diversified portfolio of assets.

The purpose of this study is to set out the features and best practices of different auto-enrolment
mechanisms into pension schemes. It also compares such practices across EU and non-EU
jurisdictions and provides preliminary empirical evidence of the impact of auto-enrolment on
pension adequacy, especially in countries where it is well established. The study contributes to one
of the key objectives of the Commission’s Capital Markets Union (CMU) programme of improving
the diversification of households’ financial assets and pension adequacy through capital markets.
The Final Report of the High Level Forum on the Capital Markets Union, published in June 2020,
called for the Commission to:

\...identify best practices in automatically enrolling workers into occupational pensions with a view
to developing a blueprint to provide principles and proposals on good occupational schemes and
how engagement and guidance can be harnessed to secure adequate retirement incomes for EU
citizens in the future, which Member States can tailor to their particular pension landscape’.?

Subsequently, in September 2020, the CMU Action Plan stated that:

\...people should be encouraged to supplement public pensions with life-long saving and
investment, including through more active participation in occupational pension schemes. This will
enable them to benefit from more adequate retirement income and make it possible to finance the
long-term growth of the real economy, as well as its green and digital transition’.#

In support of this, the European Commission would launch a study analysing auto-enrolment
practices and other potential solutions in order to identify best practices in auto-enrolment.>

! European Commission (2017), ‘European Pillar of Social Rights - booklet’, Proclamation of the European Pillar of Social Rights, Brussels,
16 November 2017.

2 European Commission and the Social Protection Committee (2018), ‘Pension Adequacy Report 2018°.

3 European Commission (2020), ‘A New Vision for Europe’s Capital Markets’, Final Report of the High Level Forum on the Capital Markets
Union. Available at https://ec.europa.eu/info/sites/info/files/business _economy_euro/growth_and_investment/documents/200610-cmu-high-
level-forum-final-report_en.pdf.
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The report is organised as follows:

Chapter 2 outlines the taxonomy of auto-enrolment schemes and other policy approaches
in the scope of this study;

Chapter 3 provides a literature review on the pre-conditions and pre-requisites for the
introduction of AE schemes and the costs associated with them;

Chapter 4 discusses the key features of AE schemes and alternative schemes with a cross-
country comparison;

Chapter 5 presents four case studies, and a further two short case studies, of the
experiences that countries have had in introducing AE schemes;

Chapter 6 presents findings from empirical analyses assessing the impact of AE;

Chapter 7 provides a list of best practices for AE schemes and a scoreboard for these best
practices;

Chapter 8 presents the study’s conclusions;
Chapter 9 provides a bibliography;

Annex 1 provides details on the methodology used and justification for the approaches
used in the study;

Annex 2 outlines the countries considered within the scope of the study;
Annex 3 provides fiches for selected countries within the scope of the study;

Annex 4 presents a list of stakeholders that have been consulted, the main conclusions
from the interviews and country questionnaires that have been used; and,

Annex 5 is a technical annex supporting the empirical analysis and scoreboard strategy.
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2. TAXONOMY OF AUTO-ENROLMENT MECHANISMS AND ALTERNATIVE POLICY

APPROACHES

A taxonomy of auto-enrolment mechanisms and alternative policy approaches to boost
participation and savings in funded pension schemes is described below. In summary, the main
difference between the various types of pension schemes is whether participation of eligible
persons is compulsory, voluntary or on an auto-enrolment basis. Among the two main types of
auto-enrolment schemes, the main distinguishing feature is whether it is mandatory for firms to
grant access to a scheme to their employees or if it is voluntary. The contribution models (that is,
supplementary contributions or the reallocation of social security contributions) and scope of
schemes also feature in the taxonomy. Each of the abovementioned features is defined below,
followed by a description of the various types of schemes and a list of the countries with each type
of scheme.

Participation conditions: Participation relates to whether participation in a pension
scheme is compulsory, opt-out or voluntary (opt-in) on the part of employees and self-
employed people. Auto-enrolment mechanisms require employees to make the active
choice to opt-out of pension plans which, due inter alia to inertia, may lead to greater
participation than approaches based on voluntary participation. Policy approaches that
make participation compulsory obviously have the highest participation rates all else equal.
Access provision: For occupational schemes, provision is concerned with whether auto-
enrolment and alternative policy approaches require employers to provide access to
pension schemes or whether access is made on a voluntary basis. The presence of a
requirement for employers to provide pension scheme access is likely to have an important
bearing on participation in pension schemes.

Contribution models: Contributions affect savings in pension schemes and there are two
broad policy approaches observed. Firstly, there are policy approaches that involve
supplementary contributions made by some combination of employer and employee
contributions, and possibly the state, and secondly there are policy approaches that involve
the partial reallocation of social security contributions to funded pension schemes but
involve no supplementary contributions. The two approaches can be combined, i.e.
reallocation of social security contributions complemented by some additional contributions.
Scope: Scope relates to the groups of persons that are covered by auto-enrolment or
alternative policy approaches. At one end of the spectrum are state-mandated pension
schemes covering all employees and self-employed people and, moving towards the other
end of the spectrum, there are occupational schemes covering all employees, certain types
of employees (for example, based on length of service or union membership status) or the
employees of particular sectors. Clearly, the scope of auto-enrolment or alternative policy
approaches has a large potential impact on coverage in pension schemes.

The features abovementioned help to develop a typology of auto-enrolment and alternative policy
approaches, as follows:

a.

Auto-enrolment mechanisms (with mandatory access provision) are defined by
participation on an auto-enrolment basis, with it being mandatory for firms to give access
to occupational schemes if they are being used. The scope of such schemes is either having
all employees, groups of employees based upon certain conditions (age, income or time
spent at the employer), specific companies or sectors (through occupational schemes) or
employees and self-employed people (through state-mandated schemes). Auto-enrolment
mechanisms (with mandatory access provision) involve supplementary contributions. Italy
and Poland have such mechanisms in place, as well as the UK and New Zealand. Each of
these mechanisms involves the use of occupational schemes. In Germany, auto-enrolment
can be implemented through collective bargaining agreements. Lithuania also has such a
mechanism with a state-mandated® scheme in which the key difference from the
aforementioned schemes is that both employed and self-employed persons are in scope.
Auto-enrolment mechanisms (with voluntary access provision) are like mandatory
access auto-enrolment mechanisms operated through occupational schemes, but firms are

¢ In state-mandated schemes, the scheme is administered through a state body and access is not tied to an employment relationship or worker

status.
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not required to provide access to an occupational scheme, and they can do so on a
voluntary basis. Auto-enrolment mechanisms (with voluntary access provision) involve
supplementary contributions. Such mechanisms can be deployed through the creation of an
auto-enrolment occupational scheme or through auto-enrolment mechanisms applied on
top of existing occupational pension schemes. For example, Canada created such an auto-
enrolment occupational pension scheme. In contrast, the US created types of auto-
enrolment mechanisms which could be applied to existing occupational pension plan
structures such as 401(k), 403(b), Governmental 457(b), SARSEPs and SIMPLE IRA.
Contribution-neutral auto-enrolment is defined by participation on an auto-enrolment
basis but, as opposed to the types of auto-enrolment above, does not involve
supplementary contributions but rather a partial reallocation of social security

contributions. Contribution-neutral auto-enrolment schemes have employees and self-
employed people (through state-mandated schemes) in scope.
Such a scheme was in place in Romania between December 2018 and January 2020.

d. A contribution-neutral compulsory mechanism is similar to contribution-neutral AE
except that all employees and self-employed people in scope are required to participate in
the scheme. Such a scheme is used in Croatia, Romania and Sweden and was in place in
Hungary between 1997 and 2010.

e. A supplementary compulsory mechanism is a policy approach similar to a contribution-
neutral compulsory mechanism except it involves supplementary contributions. All
employees and self-employed people/employees within particular sectors are in scope for,
and all participate in, schemes where they can make supplementary contributions. Where
occupational schemes are used, firms are required to provide access to occupational
schemes. Such a policy approach is used at the sector level for employees in the
Netherlands, Sweden, and Denmark, and for employees and the self-employed in Finland.

f. Finally, a voluntary mechanism (with voluntary access provision) gives the
employees of firms that offer occupational schemes the opportunity to opt-in to a scheme
and make supplementary contributions.

The table below summarises the auto-enrolment mechanisms and alternative policy approaches for
increasing participation and savings in pension schemes and lists the countries using these
mechanisms that will be considered through the study.

Table 1 Classification of auto-enrolment mechanisms and other policy approaches for

increasing participation and savings in pension schemes

Access Participation Contribution
provision conditions models

Auto-
enrolment
State-
(e Employees and mandated Opt-out Supplementary LT
(mandatory self-employed schemes
access
provision)
Employees/Employ Mandatory DE, IT, PL
ees of particular occupational  Opt-out Supplementary and NZ and
sectors schemes UK
AE (voluntary
access Emol Voluntal_’y I 0 S | FR, US and
provision) mployees oc;:upatlona pt-out upplementary CA
schemes
Sl ?Doecember
Contribution- Employees and mandated _ q ~
neutral AE self-employed schemes Qe e oo AU
January
2020)”
Employees of Mandatory DK, NL (and
Compulsory particular sectors occupational  Compulsory Supplementary SE),
schemes

7 Between December 2018 and January 2020, people who had been contributing for at least five years were permitted to opt out from
Romania’s otherwise-mandatory contribution-neutral private scheme. See Romania country fiche in Annex 3 for further details.
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Access Participation Contribution
provision conditions models

State-
Employees and mandated
self-employed schemes
— State-
Sl oL Employees and mandated
neutral
self-employed schemes
compulsory
Voluntary
(voluntary Vquntal_'y
access Employees occupational
o schemes
provision)

Compulsory

Compulsory

Voluntary

Supplementary

Reallocation

Supplementary

FI8

RO, SE, HR,
HU (1997-
2010)

ES, FR

8 The Finnish earnings-related pension (ERP) is included in the study for possessing features that could be deployed in auto-enrolment

pension schemes, that is, despite the Finnish ERP being the main old-age pension in Finland.
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3. PRE-CONDITIONS AND PRE-REQUISITES

This chapter presents a list of the pre-conditions and pre-requisites for the introduction of an auto-
enrolment mechanism, based on the findings of a literature review, stakeholder consultations and
conversations with expert panel supporting the study and informed (in places) by LE Europe’s
judgement. The analysis considers both economic and legal factors, as well as both essential pre-
conditions and pre-requisites and enabling pre-conditions and pre-requisites.

3.1. Legal and regulatory pre-conditions and pre-requisites
3.1.1. Legal basis for the establishment of auto-enrolment pension schemes

Auto-enrolment schemes should have a legal basis through which the act of auto-enrolment itself is
legally permitted at a national or regional level. Voluntary access auto-enrolment can exist in the
absence of a legal basis for it; for instance, in the USA McDonald’s implemented auto-enrolment
into its 401(k) plan in 1984,° before the legal permissibility of this was made explicit in 1998.
However, auto-enrolment is unlikely to achieve widespread uptake without a legal basis.

The legal basis for auto-enrolment can take various forms. In Germany for example, auto-
enrolment pensions are regulated by a law. Similarly, in the UK and Canada, this legal basis is
embodied in an act (i.e., a law). Specifically, any changes made to the original act in the UK
require the passing of another act. In New Zealand, an act was passed to set a basis in law for
auto-enrolment; however, more specific provisions and any subsequent changes are contained in a
regulation. By contrast, in the USA auto-enrolment was first established through a ruling, although
an act was later enacted.

In the USA, the Internal Revenue Service Revenue Ruling 98-30 in 1998 clarified that auto-
enrolment was permissible for new employees, giving employers the ability to automatically enrol
employees through ‘negative consent’. 10 Effectively, employees could be automatically enrolled in
their company’s 401(k), and their contributions are automatically deducted from their pay, unless
they voluntarily chose to opt out of participation.!! Subsequent instruments, such as the Pension
Protection Act (PPA)!2 contributed to more widespread adoption of auto-enrolment pensions.

Similarly, the Pensions Act 2008, provided a legal basis for auto-enrolment in the UK.13 It
ascertains that it is compulsory for employers in the UK to automatically enrol their eligible workers
into a pension scheme, into which the employer must also pay money. In New Zealand, auto-
enrolment was introduced in the KiwiSaver Act 2006 and the KiwiSaver Regulations 2006.14

Moreover, in Germany the Betriebsrentenstarkungsgesetz (BRSG)!>, Germany’s new pensions law,
took effect at the start of 2018 and established a legal basis for auto-enrolment for the first time.
Section 20 of the BRSG stipulates that a certain part of the employee’s gross salary is
automatically retained by the employer to finance a company pension, however the employee
reserves the right to object, by opting out, within a certain period of time.1® The BRSG specifies

° Pender, K. (2006), ‘Automatic enrollment in 401(k)’, SFGate. Published 8" August 2006. Available at
https://www.sfgate.com/business/networth/article/Automatic-enrollment-in-401-k-2491506.php.

19 Internal Revenue Service Revenue Ruling 98-30, available at: https://www.irs.gov/pub/irs-drop/rr-98-30.pdf.

!1'J. Dietch, T. Choukhmane (2019), ‘Auto-enrolment’s Long-Term Effect on Retirement Saving’, available at:
https://www.troweprice.com/content/dam/retirement-plan-services/pdfs/insights/ CCON0020242_C8.pdf.

12 Pension Protection Act of 2006, Public Law 109—280, available at: https://www.govinfo.gov/content/pkg/PLAW-109publ280/pdf/PLAW-
109publ280.pdf

13 Pensions Act 2008, Article 3, available at: https://www.legislation.gov.uk/ukpga/2008/30/contents.

14 KiwiSaver Act 2006, available at: https://www.legislation.govt.nz/act/public/2006/0040/latest/DLM378372.html; KiwiSaver Regulations
2006, available at: https://www.legislation.govt.nz/regulation/public/2006/0358/latest/ DLM418375 .html.

15 Law for the Improvement of Company Pensions Plans, 2017, (Betriebsrentenstirkungsgesetz), available at:
https://www.buzer.de/s1.htm?g=Betriecbsrentenst%C3%A4rkungsgesetz&f=1.

16 Section 20, of the Law for the Improvement of Company Pensions Plans, 2017, (Betriebsrentenstirkungsgesetz), available at:
https://www.gesetze-im-internet.de/betravg/  20.html.
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that automatic enrolment of employees through a salary sacrifice arrangement is permitted only as
part of a collective agreement.!”

3.1.2. Regulatory framework for occupational and personal pension schemes

A regulatory framework for occupational and personal pension schemes in general should exist in a
country if that country is to introduce auto-enrolment in occupational or personal schemes.

A regulatory framework for occupational and personal schemes would delineate, inter alia,
reporting requirements for pension funds, the powers and duties of pension plan governance
bodies, the obligations of employers acting as sponsors of pension plans, the types of investment
vehicles permitted, tax implications, and the rights of scheme members upon retirement. Auto-
enrolment schemes would need to operate within this regulatory framework.

Because an auto-enrolment scheme is likely to involve relatively large numbers of savers with
often low levels of engagement and financial literacy, policy-makers may choose to impose
additional minimum standards for funds in the auto-enrolment scheme. The existence of additional
minimum standards may help to foster trust in the system. Section 4.3.1 discusses the trade-offs
associated with having different levels of minimum standards for funds in the auto-enrolment
scheme. In addition, the importance of trust for the successful introduction of auto-enrolment is
discussed below in section 3.3.1.

3.1.3. Supervisory body, or bodies, for providers

The compliance of occupational or personal pension providers with any relevant regulations must
also be monitored and enforced. Such monitoring and enforcement might be done by an existing
body or by a body established alongside the introduction of auto-enrolment, although the latter will
require preparatory work before the auto-enrolment scheme becomes active.

The responsible supervisory body, or bodies, must be adequately resourced as auto-enrolment is
liable to place new and additional burdens on supervisory bodies.!8 There are financial costs
associated with resourcing a supervisory body. The budget for The Pensions Regulator, the
regulatory body for occupational pension schemes in the UK, was more than €110 million in the
2019/20 financial year.® The budget is derived from two sources. The majority comes from the
Department for Work & Pensions and is recovered by the Department for Work & Pensions through
a levy on providers.2® The remainder comes from general taxation.?!

In countries where trust-based governance, characterised by governance by a board of trustees
with a fiduciary duty to savers (see section 4.4.4), of pension schemes exists, regulation of master
trusts is an area of particular interest when auto-enrolment is being introduced. A master trust
operates a scheme used, or intended to be used, by multiple unrelated employers.2? Master trusts
can be expected to play an increased role in pension provision when auto-enrolment is

17 Hogan Lovells (2019), ‘Workplace pensions in Germany : what you need to know’. Pension briefing, July 2019. Available at
https://www.hoganlovells.com/~/media/hogan-lovells/pdf/2019/2019 08 14 german pension_schemes _client_note.pdf?la=en.

18 See, e.g., Paklina, N. (2014), ‘Role of Pension Supervisory Authorities in Automatic Enrolment’, IOPS Working Papers on Effective
Pensions Supervision, No.22. December 2014.

1 The Pensions Regulator (UK) (2019), ‘Corporate Plan 2019-22°. Available at https://www.thepensionsregulator.gov.uk/en/document-
library/corporate-information/corporate-plans/corporate-plan-2019-2022.

2 Ibid.
! bid.

22 See, e.g., The Pensions Regulator (2021), ‘Check if your scheme is a master trust’. Available at
https://www.thepensionsregulator.gov.uk/en/master-trust-pension-schemes/check-if-your-scheme-is-a-master-trust-.
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introduced.?3 In the UK, new master trusts must be authorised by the Pensions Regulator before
they may operate, and master trusts are subject to ongoing supervision.24 25

3.2. Financial system pre-conditions and pre-requisites

3.2.1. Availability of suitable low-cost investment vehicles that provide adequate returns to
investors

The first financial-system-related pre-condition concerns the accumulation phase of pension saving.
There must exist suitable investment vehicles in the country in question and, for auto-enrolment to
be successful, they must be sufficiently low-cost and adequately well-performing.

The availability of investment vehicles that are sufficiently low-cost and adequately well-performing
are important in order to improve participants’ retirement incomes?® and to minimise opt-out rates.

A range of different investment strategies should be available in order to allow savers to choose
funds that match with their goals, preferences, and risk tolerances. Investment strategies with
different levels of exposure to equities and bonds respectively as well as ESG investing and Sharia-
compliant products should be available. Section 4.3.1 below discusses the issues associated with
the amount of choice of funds and providers offered to savers.

Clear fee and reporting information - in line with reporting codes such as Global Investment
Performance Standards (GIPS) - by providers also promotes competition, trust, and efficiency at
the accumulation stage. Transparency and the provision of information are also aided by the
presence of platforms that allow pension savers to compare funds’ performance and fees. Such
platforms exist in New Zealand and the UK, for instance.

The availability of suitable low-cost investment vehicles that provide adequate returns is likely to
rely on a regulatory framework that supports such availability. Relevant aspects of such a
regulatory framework include the entry requirements imposed on funds and providers, the scale of
providers and the mandates of any providers established by the state (like NEST in the UK). These
issues are discussed in section 4.3.1 below.

There are several policy measures that might be implemented if costs in the pension provider
market are inappropriately high, such that pension savers receive poor value for money. Measures
could be employed to increase the transparency of costs and charges in a bid to stimulate
competition on the basis of costs and charges. Moreover, in several auto-enrolment schemes, there
exist caps on annual management charges as a percentage of assets under management.2’ These
policy options could be implemented in isolation or together. Section 4.4.3 discusses the issue of
costs and charges in auto-enrolment schemes further.

The state may choose to establish a provider in order to increase the availability of suitable low-
cost, adequately-performing investment vehicles to pension savers. In the UK, Nest was
established in order to ensure that all employers would be able to access a suitable low-cost
pension scheme pursuant to their obligations under the auto-enrolment scheme.?® Nest is obliged
to serve any employer that wishes to use Nest to fulfil their obligations under the auto-enrolment
scheme and to serve all eligible workers who are auto-enrolled by their employer. The default
investment strategy and performance of Nest are discussed further in the UK case study presented

2 See, e.g., PWC Ireland (2020), ‘The future of master trusts in Ireland’. Published 18" December 2020. Available at
https://www.pwec.ie/services/human-resource-services/insights/future-master-trusts-ireland.html.

24 The Pensions Regulator (2021), ‘Authorisation of new master trusts’. Available at https://www.thepensionsregulator.gov.uk/en/master-
trust-pension-schemes/authorisation-of-new-master-trusts.

5 The Pensions Regulator (2021), ‘Master trust supervision: an introduction’. Available at
https://www.thepensionsregulator.gov.uk/en/master-trust-pension-schemes/supervision-of-master-trusts/master-trust-supervision-an-
introduction.

26 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

%7 See, for instance, OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

8 See, for instance, Department for Work & Pensions (UK) and Nest (2018), National Employment Savings Trust Corporation Framework
Document - Effective from February 2019.
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in section 5.6 below. Nest has received funding (in the form of loans) from the Department for
Work & Pensions; the total balance of loans to Nest from the Department for Work & Pensions was
£884 million by the end of the 2020-2021 financial year,?° approximately ten years since Nest's
launch in 2011 and 13 years since its formation in 2008. It is expected, however, that Nest will be
able to repay this loan as it grows.30

3.2.2. Access to foreign asset managers and ability to invest in foreign securities

The presence of foreign (i.e. non-domestic) asset management companies and the ability to invest
in foreign (i.e. non-domestic) securities are important enabling pre-conditions for the successful
introduction of auto-enrolment, particularly (but not only) in countries in which capital markets are
less well developed.

Both the cost of investing in foreign securities and regulatory restrictions on doing so are relevant
here. A number of countries permit foreign investment only in certain countries (for instance, just
countries in the OECD or in the EEA) or restrict investment in foreign securities; the latter can be
done either through direct ceilings or through currency matching rules (according to which pension
funds must match some proportion of their liabilities with assets in the same currency).3! Direct
ceilings may relate to the overall share of assets within a fund’s portfolio, or they may apply within
specific asset classes.3? In many countries, foreign investment by pension funds is regulated
largely by the ‘prudent person’ principle.33

The OECD Core Principles of Private Pension Regulation state that investment abroad by pension
funds (and other pension entities) should not be prohibited.3* The ability to invest in foreign
securities is an especially important pre-condition in countries whose domestic capital markets are
less well developed because in such countries, the ability to invest in foreign securities will permit
access to deeper and more liquid capital markets.35

In general, access to foreign asset managers and the ability to invest in foreign securities will
facilitate diversification in pension investments. The IORP II directive3® facilitates this at the EU
level, while the CMU initiative is likely to promote further cross-border investment the EU. Absent
these features, pension funds’ investments may exhibit a high degree of home bias. Such home
bias exposes the funds to country risk and will lead to investments being concentrated in those
industries that dominate the domestic economy.3” In addition, if asset managers are better able to
operate across borders, they may be able to achieve greater scale in their operations and thereby
achieve lower costs through economies of scale.38

Barriers to access to foreign asset managers can take several forms. One would be a prohibition of
the use of foreign asset managers.3° National regulations may hinder access to foreign asset
managers by imposing administrative burdens or costs on pension funds who wish to outsource

2 Department for Work & Pensions (UK) (2021), ‘Annual Report & Accounts 2020-21°. Available at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1005399/dwp-annual-report-and-accounts-
2020-2021-web-ready.pdf.

30 bid.

31 OECD (2020), ‘Annual Survey of Investment Regulation of Pension Funds and Other Pension Providers’. Available at
http://www.oecd.org/daf/fin/private-pensions/2020-Survey-Investment-Regulation-Pension-Funds-and-Other-Pension-Providers.pdf.

32 bid.
3 Ibid.

3* OECD (2016), ‘Core Principles of Private Pension Regulation’. Available at https://www.oecd.org/daf/fin/private-pensions/Core-
Principles-Private-Pension-Regulation.pdf.

35 See, e.g., Davis, E.P. (2002), ‘Pension Fund Management and International Investment — A Global Perspective’.

36 Directive (EU) 2016/2341 of the European Parliament and of the Council of 14 December 2016 on the activities and supervision of
institutions for occupational retirement provision (IORPs). Available at https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX:320161L.2341.

37 See, e.g., Gillbe, R. (2017), ‘How to avoid home bias in auto-enrolment funds’, FT Adviser. Published 7" April 2017. Available at
https://www.ftadviser.com/pensions/2017/03/31/how-to-avoid-home-bias-in-auto-enrolment-funds/.

3 BNY Mellon, ‘Institutions for Occupational Retirement Provision II’. Available at
https://www.bnymellon.com/content/dam/bnymellon/documents/pdf/emea/iorp-ii-challenges-and-opportunities.pdf.coredownload.pdf.

% Ibid.
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asset management in this way.4® Hence, a regulatory framework that avoids imposing additional
costs on foreign asset managers could help the introduction of auto-enrolment.

3.2.3. Existence of a well-functioning market for post-retirement products

The third financial-system-related pre-condition relates to the withdrawal phase of pension saving.
Upon retirement, many purchase an annuity with some or all of the proceeds from their
contributions to a pension fund(s). Doing so can protect the retiree against the risk of the proceeds
from their contributions running out while they continue to live.4!

A well-functioning market for annuities is important for the successful introduction of auto-
enrolment. Products should also be consistent with the decumulation conditions set out by the
auto-enrolment mechanism; the latter should in turn involve auto-enrolment into genuine pension
products with pay-out options that enable savers to secure a retirement income, rather than
investment products.

A market for post-retirement products that is deep, competitive, and transparent is important for
proper pension provision. A 2019 OECD report“? also notes that in many countries, ‘[t]here is no
default option and no safeguard against scams or too high prices’ in the market for post-retirement
products. Post-retirement choices are discussed further in section 4.5.1 below.

Some countries have introduced auto-enrolment in the absence of a well-functioning market for
post-retirement products and have responded differently to this issue. For instance, New Zealand
has almost no market for annuities.*3 There is not a coordinated approach to decumulation in the
KiwiSaver scheme and a state-established annuity provider has not been established.4* Lithuania,
in contrast, made the State Social Insurance Fund (Sodra) a centralised annuity provider in an
intervention aimed at reducing costs for consumers.4> The European Commission and the OECD
assisted in the implementation of this solution.*®

3.3. Other pre-conditions and pre-requisites
3.3.1. Trust

For auto-enrolment to be introduced successfully, people must have trust in the scheme. If such
trust does not exist, auto-enrolment will not serve as a successful ‘nudge’, and significant numbers
of people will exercise the option to opt out from the pension scheme. The legal and regulatory
treatment of pensions can influence the degree of trust individuals have in them. Where the auto-
enrolment scheme is subject to EU law, such as the IORP II, this may increase trust in the scheme.
It was an explicit objective of the pan-European Personal Pension Product (PEPP) to create a pan-
EU ‘quality label’ for personal pension products and thereby to increase consumer trust.4” In
addition, a statutory funded auto-enrolment scheme may be viewed by savers as being subject to
greater political risk than an occupational auto-enrolment scheme.

4 See, e.g., PensionsEurope (2019), ‘PensionsEurope Overview: Cross-border Pension Funds’. Available at
https://www.pensionseurope.eu/system/files/Overview%20Cross-border%20pension%20funds%20-%20FINAL.pdf.

4 Blake, D. (2003), ‘Financial System Requirements for Successful Pension Reform’. Available at
http://eprints.lse.ac.uk/24862/1/dp463.pdf.

42 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

4 See, for instance, St John, S. (2009), ‘The annuities market in New Zealand’, University of Auckland Retirement Policy and Research
Centre. Available at http://docs.business.auckland.ac.nz/Doc/The-annuities-market-in-New-Zealand-prepared-for-the-Ministry-of-Economic-

Development.pdf.
4 See New Zealand country fiche.

4> Ministry of Social Security and Labour (Lithuania) (2019), ‘OECD experts will help implement a centralised annuity system in Lithuania’.
Published 27th May 2019. Available at https://socmin.lrv.It/en/activities/social-insurance- 1/funded-pension-scheme.

46 Ministry of Social Security and Labour (Lithuania) (2021), ‘Funded pension scheme’. Available at https:/socmin.lrv.lt/en/news/oecd-
experts-will-help-implement-a-centralised-annuity-system-in-lithuania.

47 European Commission (2017), ‘Proposal for a Regulation of the European Parliament and of the Council on a pan-European Personal
Pension Product (PEPP)’. Available at https://ec.curopa.cu/transparency/documents-register/detail?ref=COM(2017)343 &lang=en.
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The case of Poland illustrates the importance of trust for the successful implementation of auto-
enrolment. Poland introduced its auto-enrolment pension scheme, PPK, in a staged manner
between 2019 and 2021.48 However, to date participation is below what the government had
expected. The government had expected uptake by 75% of eligible workers.° However,
participation in 2019, when roll-out for large employers took place, stood at 40%?3° and
participation in Q1 2021 after the completion of the second and third phases of the roll-out was
lower, at approximately 25%.°! One reason that has been identified for this lower-than-expected
participation is that trust in funded pension schemes was undermined when, in 2014, the
government transferred more than half of the assets in the privately-run mandatory contribution-
neutral scheme into the PAYG public pension system.52

When trust in private or funded pensions is lacking, measures can be taken to attempt to rebuild
that trust ahead of the introduction of auto-enrolment. Such measures could include the
involvement of social partners in the design of the auto-enrolment scheme, a process of
consensus-building around the auto-enrolment scheme and a communication campaign aimed at
assuaging people’s fears. The launch of a pension tracking system that facilitates the tracking of
pension entitlements could also help to improve trust. However, attempts to improve trust in a
pension system when that trust has previously been undermined may not be successful. In Poland,
the PPK scheme was designed in consultation with social partners®3® and communications relating to
the PPKs emphasise that PPK funds are private.>* However, a lack of trust (because of the event
described above) is still cited as a key reason for low participation in PPKs.55

3.4. Summary of pre-requisites and pre-conditions in Italy, New
Zealand, Poland and the United Kingdom

This section presents a summary of whether or not the pre-requisites and pre-conditions described
earlier in this chapter existed in each of the four countries that are the subject of case studies in
chapter 5 below - namely, Italy, New Zealand, Poland and the United Kingdom. More information
on the particular experiences of each of these countries in introducing an auto-enrolment scheme is
presented in chapter 5.

Pre-condition / . .

Legal basis for the
establishment of
auto-enrolment
pension schemes
Regulatory
framework for
occupational and Present Present Present Present
personal pension
schemes
Supervisory body
for providers and
administrative
processes
Availability of The default The current default  Providers are Nest offers a low-
suitable low-cost investment of a conservative required to offer a cost solution that is

Present Present Present Present

Present Present Present Present

8 MojePPK, ‘What’s good to know about the Employee Capital Plans (PPK) — Information for employees’. Available at
https://www.mojeppk.pl/pliki/repozytorium-plikow/materialy-do-pobrania/pdf/PFR-PPK-Poradnik-dla-pracownika-ENG.pdf.

# Instytut Emerytalny and Wojewddka i Wspélnicy (2019), ‘Levels of participation in Employee Capital Plans’. Available at
http://www.instytutemerytalny.pl/wp-content/uploads/2017/08/Level-of-participation-in-PPK- November-2019.pdf.

0 Ibid.

St Krzykowski, K. (2021), ‘PPK — how many people have signed up? Is it worth it? What are the benefits? Summary of the Pension Institute’,
Polish News. Available at https://www.polishnews.co.uk/ppk-how-many-people-have-signed-up-is-it-worth-it-what-are-the-benefits-
summary-of-the-pension-institute/.

2 OECD (2019), ‘How does Poland compare?’, Pensions at a Glance 2019. Available at https://www.oecd.org/poland/PAG2019-POL.pdf.

53 Polish Development Fund Group, ‘Employee Capital Plans (PPK)’. Available at https:/pfr.pl/en/employee-capital-plans.html

3% See, for instance, MojePPK, ‘What’s good to know about the Employee Capital Plans (PPK) — Information for employees’. Available at
https://www.mojeppk.pl/pliki/repozytorium-plikow/materialy-do-pobrania/pdf/PFR-PPK-Poradnik-dla-pracownika-ENG.pdf.

3 Krzykowski, K. (2021), ‘PPK — how many people have signed up? Is it worth it? What are the benefits? Summary of the Pension Institute’,
Polish News. Available at https://www.polishnews.co.uk/ppk-how-many-people-have-signed-up-is-it-worth-it-what-are-the-benefits-
summary-of-the-pension-institute/.
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Italy New Zealand United Kingdom

strategy had
limited scope for
providing better
returns than the
revaluation of the
TFR, which savers
would receive if
they opted out

Present

The annuity market

was small at the
time auto-
enrolment was
introduced, with
high prices>®

Present

investment
strategy is being
abandoned in
favour of a
balanced default
investment
strategy because of
concerns that a
conservative
investment
strategy would not
provide adequate
returns over the
long term. Fees,
which are not
explicitly capped
but rather are
subject to a
requirement of
reasonableness,
have not declined
as quickly as was
hoped

Present

There is almost no
annuity market in
New Zealand

Present

suitable number of
target date funds
(using life-cycle
investment
strategies) that
serve as a default,
and charges are
capped at a low
level

Present (although
foreign-currency-
denominated
assets cannot
exceed 30% of
total assets by
value)

Tax incentives are
used to encourage
savers to make use
of programmed
withdrawals rather
than taking all of
their benefits in a
lump sum

A lack of trust was
identified as a
factor that
undermined the
introduction of
auto-enrolment

available to all
employers. A
charge cap secures
low fees

Present

While the UK had a
relatively large
annuity market
prior to the
introduction of
auto-enrolment,
both supply- and
demand-side
sources of
consumer
detriment were
identified.
Problems with the
UK’s annuity
markets were part
of the rationale for
the 'pension
freedom day’
reforms in 2015

Present

6 See, e. g., Guazzarotti, G. and Tommasino, P. (2008), ‘The Annuity Market in an Evolving Pension System : Lessons from Italy’, Center
for Research on Pensions and Welfare Policies Working Paper 77/08. Available at https://www.cerp.carloalberto.org/wp-
content/uploads/2008/12/wp_77.pdf?f6ta34.
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4. KEY FEATURES OF AUTO-ENROLMENT AND ALTERNATIVE POLICY APPROACHES

This chapter describes key features of auto-enrolment schemes and, where relevant, other types of
pension schemes. It describes different designs that have been implemented in auto-enrolment
pension schemes and other types of supplementary schemes, and the rationales for and
implications of these different designs. The discussion in this chapter is informed by a review of the
relevant literature, the stakeholder consultations that were conducted in support of this study,>’
and LE Europe’s judgement.

This chapter considers the issues associated with the implementation of an auto-enrolment scheme
and with four different stages of an individual saver’s ‘journey’. The first is the stage at which the
saver decides whether or not to join a pension plan; this stage is referred to as the ‘participation
decision’ stage. The next two stages comprise the accumulation phase of the saver’s journey. After
having decided to participate, the saver must then choose a fund in which to invest their capital;
this is the ‘fund choice’ stage. In this stage, the saver may have to choose both a provider and a
fund, or a provider may be chosen by the saver’s employer and the saver may have to choose
between that provider’s funds. Having chosen a fund, the saver will then make contributions and
grow entitlements. Finally, there is the decumulation phase, when the saver takes benefits from
the assets that they have accumulated.>®

/ Implementation \

Participation Accumulation Decumulation
decision phase phase

§> Growing

Fund choice entitlements

K within funds

4.1. Implementation

4.1.1. Interaction with other pension schemes

An auto-enrolment scheme must be designed in a way that is compatible with the rest of the
pension system in the country in question, including in terms of the role of social partners and in
terms of contribution levels in relation to future pension adequacy.

Pension systems across Europe, and across the world, differ considerably. The generosity of public
pension provision varies significantly between countries. The coverage and adequacy of
supplementary pension provision — both occupational and personal — also varies appreciably. For
instance, in countries such as the Netherlands and Sweden, occupational pensions based on
collective agreements between social partners are quasi-mandatory.>® In other countries, such as
Bulgaria®, the coverage of occupational schemes is negligible. Countries differ, too, in how
prevalent defined benefit (DB) and defined contribution (DC) pension schemes are. As such, the
broader pension system within which auto-enrolment operates varies considerably between
countries.

57 Further information on the main findings from the stakeholder consultations can be found in Annex 4.

581t is important to note that the depiction in this figure of the saver’s journey as linear is a simplification that may not be accurate in all
cases. The participation decision may not be a one-shot event; a saver may opt out from a pension plan, and may subsequently re-enrol.
Similarly, a saver who has chosen a fund and is contributing to it may select a fund again, either as a matter of active choice or because they
have changed employer and therefore are moving from one plan to another.

%% European Commission (2018), ‘The 2018 Pension Adequacy Report: current and future income adequacy in old age in the EU’, Vol.1.

 Ibid.
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As discussed further in section 4.4.1.1, the appropriate default or minimum rate of contributions to
an auto-enrolment scheme depends on the role the auto-enrolment scheme is envisaged to play
within the wider pension system. This envisaged role should be communicated as part of efforts to
build trust in the scheme.

The variation in the nature and generosity of public pensions also creates different incentives to
save in supplementary pensions in different countries. In Italy, for instance, the state pension
historically was generous in its provision for early retirement and occupational pension schemes
were not very widely established.®! However, the reform of Italy’s state pension has reduced its
generosity.®2 Where a generous state pension system has meant little need for supplementary
saving in occupational and personal pensions historically and the generosity of the state pension is
reduced, auto-enrolment may serve an important role by increasing participation in supplementary
pensions through ‘nudging’, complementing state provision so as to facilitate the maintenance of a
certain level of retirement income for savers. However, in countries where the state pension has
historically been generous people may choose to opt out from the auto-enrolment scheme in
greater numbers because of an expectation that they will receive an adequate replacement rate
through the state pension, attenuating auto-enrolment’s impact on participation. While
transparency about rates of contribution to the auto-enrolment scheme in relation to future
adequacy and efforts to communicate reductions in state pension entitlements may help to address
this, inertia and a lack of pension awareness are likely to mean that these efforts will not address
the issue completely. The generosity of the public pension also influences the level of saving
needed in an auto-enrolment scheme (or alternative) in order to achieve a given replacement rate.

In some countries, income from personal and occupational pensions, including from auto-
enrolment pensions, reduces, under certain circumstances, entitlements to other social benefits in
retirement. For instance, in Canada, single, widowed, and divorced pensioners receiving total
benefits over $19,248 per year from their public, occupational, and personal pensions are unable to
receive additional income assistance such as the Guaranteed Income Supplement (GIS).%3 Such
policies may act as a disincentive for participation in auto-enrolment pension plans amongst low-
income earners.

4.1.2. A body, or bodies, that performs the function of auto-enrolment

In order to make use of the behavioural phenomenon of inertia, a body, or bodies, other than the
saver must perform the function of automatically enrolling that saver. In most countries that have
introduced auto-enrolment to date, a saver’s employer has been responsible for automatically
enrolling that saver.%* However, this is not the case in Lithuania and was not the case in Chile due
to the auto-enrolment scheme’s not being occupational in each of these two countries. In
Lithuania, the State Social Insurance Fund Board, Sodra, performs this role for employees and self-
employed workers aged under 40.%° In Chile’s auto-enrolment scheme that targeted only the self-
employed, a tax rebate to in-scope individual workers was directed to a pension account unless
they opted out through their income tax declaration.%¢

4.1.3. Time to prepare

Auto-enrolment is more likely to succeed if adequate time is allowed between the passage of the
relevant legislation and the beginning of the scheme’s operation. Short implementation periods can
reduce the impact of auto-enrolment for three reasons. Firstly, they give employers, providers and
regulators little time to prepare for their obligations under auto-enrolment. Secondly, they give

¢! Rinaldi, A. (2011), 'Auto-enrolment in Private, Supplementary Pensions in Italy' in Improving Financial Education Efficiency: OECD-
Bank of Italy Symposium on Financial Literacy. Available at https://www.oecd-ilibrary.org/finance-and-investment/improving-financial-
education-efficiency 9789264108219-en.

2 bid.

% Government of Canada, ‘Guaranteed Income Supplement: Overview’, available at:

https://www.canada.ca/en/services/benefits/publicpensions/cpp/old-age-security/guaranteed-income-supplement.html, last consulted on
05/10/2021.

% See, e.g., OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

% OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

% Ibid.
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little time for the competent authority to establish licensing arrangements.®” Finally, they limit the
time during which communications campaign can be run to raise awareness of pension issues
amongst consumers before auto-enrolment begins to operate.%8 Short implementation periods
were features of the introduction of auto-enrolment in Italy, Poland and Turkey,® and each of
these countries had an experience of introducing auto-enrolment that was less positive than that of
the United Kingdom and New Zealand.

A lack of time to prepare — because of a short implementation period - is likely to be less harmful
when the additional obligations imposed on employers, providers and regulators are small (at least
initially). For instance, New Zealand’s KiwiSaver scheme came into operation the year after the
relevant legislation was passed.’® KiwiSaver, though, applied only to new employees,”! which
reduced the initial burden when the scheme came into operation since it reduced the size of the
initial target population. In addition, the deduction of KiwiSaver contributions from gross pay was
integrated into the existing Employer Monthly Schedule filing process for pay deductions that are
paid to the Inland Revenue Department.?2 Integrating the deduction of KiwiSaver contributions into
an existing process reduced the initial burden on employers.

4.2. Participation decision
4.2.1. Scope

Auto-enrolment schemes differ in scope in a number of ways. The scope of an auto-enrolment
scheme can vary along several dimensions in order to target those (judged to be) most likely to
benefit from auto-enrolment, namely:

e the way in which access to the auto-enrolment scheme is provided;

e the use and level of earnings triggers;

e the use of waiting periods (minimum tenure requirements) or maximum tenure
requirements;

e the use and level of age thresholds;

¢ the inclusion or exclusion of the self-employed; and,

e permitting or not permitting those not automatically enrolled to opt-in to the scheme on a
voluntary basis.

This list is not theoretically exhaustive’3 but includes important aspects in which existing auto-
enrolment schemes differ in scope.

4.2.1.1. Access provision

In the auto-enrolment mechanisms that exist currently, there are three ways by which access to
the auto-enrolment scheme is provided:

e occupational provision with mandatory access provision by employers;

e occupational provision with voluntary access provision by employers; and,

e non-occupational provision.

7 Rudolph, H.P. (2019), ‘Pension Funds with Automatic Enrollment Schemes — Lessons for Emerging Economies’, World Bank Policy
Research Working Paper 8726. Available at http://documents1.worldbank.org/curated/en/368081549376313709/pdf/ WPS8726.pdf.

8 Tbid.
® Ibid.
7 See New Zealand fiche.

"L OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/Financial-markets-insurance-pensions-inclusiveness-and-finance.pdf.

 Ibid.

> Another way in which auto-enrolment schemes could vary in scope is the exemption of particular sectors, for instance.
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Employers must auto-enrol eligible employees into a pension scheme in Italy, New Zealand,
Poland, Turkey, the UK and most’4 state-administered individual retirement account (IRA) schemes
in the USA. It is voluntary for employers in Germany, in France, in Canada outside Quebec, and in
the USA in the case of occupational schemes.”> Voluntary provision by employers is likely to see
lower coverage than mandatory provision by employers.”® The extent to which this is true will vary
according to the (dis)incentives employers face.”” Emerging evidence from Canada indicates that
the effect is substantial. Quebec’s auto-enrolment scheme (VSRPs) features mandatory provision
by employers with more than five employees, while the auto-enrolment scheme (PRPPs) in the
other provinces features voluntary provision by employers. At the end of 2016, 111 employees
from six companies had been enrolled in a PRPP, while in Quebec 71,547 employees from 9,733
companies had been enrolled in a VRSP.78 Non-occupational provision is used in Chile and
Lithuania, where the self-employed are within the scope of auto-enrolment (see section 4.2.1.5
below for further details).

Voluntary access provision may be chosen in order to give employers flexibility and the ability to
avoid the additional costs — both in terms of contributions and administrative/compliance costs -
that auto-enrolment implies for employers. In the case of voluntary access provision, auto-
enrolment may be implemented largely by employers who operated occupational pensions prior to
the introduction of auto-enrolment.”® Mandatory access provision prevents those employers who do
implement auto-enrolment suffering a cost disadvantage against those employers who do not
implement auto-enrolment, since all employers must provide access. Part of the rationale in the
Dutch system for making occupational pension schemes mandatory for entire sectors is to prevent
competing firms being engaged in a ‘race to the bottom’ in pension contributions.2°

4.2.1.2. Earnings triggers

Auto-enrolment may apply only to workers earning over a certain income threshold. In the UK, for
instance, only employees earning at least £10,000 are subject to auto-enrolment (see UK country
fiche in section 12.16 of Annex 3 for further details). The Irish government consulted on a proposal
for the introduction of an auto-enrolment mechanism that had a €20,000 earnings trigger.8! In
New Zealand, meanwhile, there exists no income threshold for the application of auto-enrolment
(see New Zealand fiche in section 12.11 of Annex 3 for further details).

Some countries use earnings triggers in auto-enrolment mechanisms to exempt low-earners from
auto-enrolment on the grounds that low-earners are less likely to benefit from auto-enrolment.
State pensions in themselves may provide low-earners with high replacement rates and
contributions to an auto-enrolment occupational pension may not be affordable for such workers.8?
In addition, there is evidence that suggests that workers who are auto-enrolled may not choose to
opt out even if they may be better off if they did so. A recent publication by the Institute for Fiscal
Studies®3 highlights that the ‘nudge’ of auto-enrolment secured participation rates of above 90%
even among the least financially secure UK employees. Those in this group who participate in auto-
enrolment pensions do contribute to these pensions as employers do not contribute all of the
minimum total contribution.8* As the authors from the IFS note, it is likely (by virtue of their

7 Congressional Research Service (2020), ‘State-Administered IRA Programs: Overview and Considerations for Congress’. 4" August 2020.
Auvailable at https:/crsreports.congress.gov/product/pdf/IF/IF11611.

S OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.

7 Ibid.
77 Ibid.
7 Ibid.
7 Ibid.

% Van Meerten, H. and Schmidt, E. (2017), ‘Compulsory membership of pension schemes and the free movement of services in the EU’,
European Journal of Social Security, Vol. 19(2), 118-140. Available at https://journals.sagepub.com/doi/pdf/10.1177/1388262717713414.

81 Government of Ireland (2018), ‘A Strawman Public Consultation Process for an Automatic Enrolment Retirement Savings System for
Ireland’. Available at https://www.gov.ie/en/consultation/1816502908-automatic-enrolment-retirement-savings-system/.

82 OECD (2014). ‘OECD Pensions Outlook 2014’. Available at https://read.oecd-ilibrary.org/finance-and-investment/oecd-pensions-outlook-
2014 9789264222687-en.

8 Bourquin, P. and Crawford, R. (2020), ‘Automatic enrolment — too successful a nudge to boost pension saving?’. Published 18" May 2020.

Available at https://www.ifs.org.uk/publications/14850.
8 Tbid.
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financial precariousness) that at least some members of this group would be better off not
contributing to an occupational pension and would benefit more from saving to create an
emergency fund or from having more income to spend on necessities.8> In LE Europe’s view, the
salience of the possibility of opting out and the ease of opting out could influence the extent to
which people fail to opt out when they would be better off doing so.

However, earnings triggers for auto-enrolment can generate problems if set too high as it will
exclude low-income workers that would benefit from additional pension saving. This will reduce the
success of the auto-enrolment scheme in improving pension coverage and adequacy amongst low-
income workers. Significantly, empirical evidence from the UK8® and the USA8’ suggest that
amongst those who are within the scope of the auto-enrolment scheme, auto-enrolment has a
particularly large effect on participation amongst lower earners.

Those working on part-time or irregular contracts are particularly likely to be excluded from the
scope of auto-enrolment by an earnings trigger.88 Part-time and irregular employment is often
associated with lower hourly wages, shorter working hours, and employment breaks.8 While there
is a large degree of uncertainty about how labour markets will evolve in the future, part-time and
irregular employment may grow in prevalence in the future.®® Particular sectors that employ
greater numbers of low earners (e.g. the hospitality sector®!) are likely to be disproportionately
affected by an earnings trigger. An earnings trigger will, also, disproportionately exclude women
from auto-enrolment, since women are over-represented amongst low-paid and part-time workers
in many countries.®2 In LE Europe’s view, the gender impact of an earnings trigger is particularly
troubling in light of the existing pension gender gap. This issue was raised during consultations on
proposals for the introduction of auto-enrolment in both the UK®3 and Ireland®4.

The level at which an earnings trigger is set may be reviewed periodically, as is done in the UK,°>
in response to changes in prices, wages, and tax thresholds, and in light of evidence of auto-
enrolment’s impacts. In the UK, the earnings trigger has been unchanged (at £10,000 per annum)
since the 2015/16 tax year.%¢ During this time, prices and wages have (in aggregate) risen and
therefore the earnings threshold has fallen in real terms and more people have fallen within the

8 Ibid.

8 Cribb, J. and Emmerson, C. (2019), ‘Pensions for almost all: automatic enrolment for employees of small employers’, IFS Working Paper
W19/07, available at https://www.ifs.org.uk/uploads/publications/wps/WP201907.pdf, and Cribb, J. and Emmerson, C. (2016), ‘What
happens when employers are obliged to nudge? Automatic enrolment and pension saving in the UK’, IFS Working Paper W16/19, available
at https://www.ifs.org.uk/uploads/wp1619.pdf.

87 Madrian, B. and Shea, D. (2001), ‘The power of suggestion: inertia in 401(k) participation and savings behavior’, Quarterly Journal of
Economics, Vol. 116, No. 4, 1149-87.

8 See, e. g., the response of the Citizens Information Board to the Strawman Public Consultation Process for an Automatic Enrolment
Retirement Savings System for Ireland (November 2018). Available at https://assets.gov.ie/43705/2b96da96ale34e2b8546£53572568{8c¢.pdf.
% OECD (2019), ‘OECD Pensions at a Glance 2019: OECD and G20 Indicators’. Available at https://www.oecd.org/publications/oecd-
pensions-at-a-glance-19991363.htm.

% Ibid.

o1 See, for instance, Francis-Devine, B. (2021), ‘National Minimum Wage Statistics’, House of Commons Library Briefing Paper Number
7735, published 15™ February 2021. Available at https://commonslibrary.parliament.uk/research-briefings/cbp-7735/.

%2 See, e.g., Foster, L., Wijeratne, D. and Mulligan, E., ‘Gender and proposed Auto-enrolment in the Republic of Ireland: Lessons from the
UK, Soc. Policy Adm. 2021;55: 143-156.

3 Thurley, D. (2020), ‘Pensions: automatic enrolment — current issues’, House of Commons Library, Briefing Paper CBP-06417. 21°
February 2021.

% See, e.g., the response of the Citizens Information Board to the Strawman Public Consultation Process for an Automatic Enrolment
Retirement Savings System for Ireland (November 2018). Available at https://assets.gov.ie/43705/2b96da%96ale34¢2b8546£535725688c.pdf.

% See, e.g., Department for Work & Pensions (2021), ‘Review of the automatic enrolment earnings trigger and qualifying earnings band for
g P gs trigg q ying g

2021/22: supporting analysis’. Available at https://www.gov.uk/government/publications/automatic-enrolment-review-of-the-earnings-
trigger-and-qualifying-earnings-band-for-202122/review-of-the-automatic-enrolment-earnings-trigger-and-qualifying-earnings-band-for-

202122-supporting-analysis.

% The Pensions Regulator (UK), ‘Knowing your client's ongoing duties — Automatic enrolment earnings threshold’. Available at
https://www.thepensionsregulator.gov.uk/en/business-advisers/automatic-enrolment-guide-for-business-advisers/9-knowing-your-clients-

ongoing-duties/automatic-enrolment-earnings-threshold.
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scope of auto-enrolment.®” Part of the rationale for freezing the earnings trigger in the UK has
been to create stability and to aid employers in planning.®®

In the 2017 review of the UK’s auto-enrolment scheme, the views expressed by stakeholders about
the level of the earnings trigger (£10,000 per annum) were mixed.® Some stakeholders supported
the existence of an earnings trigger and its current level.19 These stakeholders listed the high
replacement rate already achieved by the state pension for low earners, the additional costs for
employers of auto-enrolling low earners, and the affordability for low earners of contributions. 10!
Others supported a reduction in the level of the earnings trigger in order to expand the scope of
auto-enrolment. 102

An additional consideration, which has highlighted by stakeholders, is whether all employment
income is aggregated for the application of the earnings trigger, or if income is assessed on a job-
by-job basis. If earnings are considered in aggregate, fewer individuals with multiple places of
employment will be excluded. In contrast, if the earnings trigger needs to be exceeded at each
place of employment, as is the case in the UK (see UK country fiche in section 12.16 of Annex 3 for
further details), a higher number of employees in multiple low-paid, part-time jobs may be
excluded. Multiple low-paid employment (MLPE) is often associated with non-standard employment
contracts (such as zero-hours contracts) and non-standard employment conditions (in relation to
working hours, for instance).1%3 As mentioned above, in many countries, women are over-
represented amongst workers in low-paid and part-time jobs; one in 20 women employed in the
UK were in MLPE before the COVID-19 pandemic, and this proportion was rising.1% An earnings
trigger that excludes a greater number of people in MLPE may, therefore, impact on pension
provision for women and those on non-standard employment contracts.

4.2.1.3. Waiting periods (minimum tenure requirements) and maximum tenure requirements

Auto-enrolment may be subject to a ‘waiting period’ or minimum tenure requirement, such that

only employees who had been employed by their employer for a certain minimum period of time
or, alternatively, only newly-hired employees are auto-enrolled (implying essentially a maximum
tenure requirement).

Auto-enrolment applies only to newly-hired employees in New Zealand, in many companies in the
United States and, after January 2007, Italy.95 While applying auto-enrolment only to new hires
may reduce the administrative burden associated with auto-enrolment, it risks slowing the growth
of participation rates achieved by auto-enrolment.106

By contrast, in Canada, both PRPPs and VRSPs have minimum tenure requirements for auto-
enrolment.1%7 This serves to exclude short-term temporary workers, 1% thereby reducing
administrative obligations but shrinking the size of the target population.

97 See, for instance, Austin, A. (2021), ‘AE threshold frozen at £10k for sixth time’, FT Adviser. Published 21* January 2021. Available at
https://www.ftadviser.com/pensions/2021/01/21/ae-threshold-frozen-at-10k-for-sixth-time/.

%8 Ibid.

% Department for Work & Pensions (UK) (2017), ‘Automatic Enrolment Review 2017: Maintaining the Momentum’. Available at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/668971/automatic-enrolment-review-2017-
maintaining-the-momentum.PDF.

100 Tbid.
11 Tbid.
102 Tbid.

103 Nuffield Foundation, “Women in multiple low-paid employment: pathways between work, care and health — Project overview’. Available
at https://www.nuffieldfoundation.org/project/women-multiple-low-paid-employment-work-care-health.

194 Tbid.

105 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.

1 Tbid,
17 Tbid.
18 Thid.
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4.2.1.4. Age thresholds

Auto-enrolment may apply to workers of only certain ages - people below or above a certain age
may be excluded from auto-enrolment.

Some countries do not include the youngest workers in their auto-enrolment mechanisms. For
instance, the UK’s auto-enrolment mechanism applies only to employees aged between 22 and the
state pension age.1%? A reason for excluding younger workers is the fact that younger workers are
more likely to change employer or have periods of work broken up by study.110

However, many argue that it is best not to exempt young people from auto-enrolment. Beginning
to save early in one’s life is an important part of maximising one’s pension savings as it allows
greater exploitation of compounding.!! Returns on pension savings can themselves be invested
and achieve returns. This permits non-linear growth in pension assets over time. The earlier an
individual begins to invest, the more that individual can exploit this non-linear growth to maximise
their pension savings. Starting to save at an earlier age also helps in raising pension awareness
and forming a habit of saving for retirement.12 In addition, if an age threshold for auto-enrolment
means that young people are automatically enrolled after already having been in employment for a
number of years — as may be the case if the age threshold is 22 years of age, as in the UK - then
they will see a drop in take-home pay when they start paying pension contributions, which could
deter participation.!!3 The review of the UK’s auto-enrolment scheme that took place in 2017, five
years after its phased introduction began, recommended that the lower age limit for auto-
enrolment be reduced from 22 to 18.114 In addition, auto-enrolment has been found in the USA11>
and the UK116 to be particularly effective in improving participation in pension schemes by younger
people.

Some auto-enrolment mechanisms exclude people who are over a particular age (but below the
retirement age). In Poland, for instance, auto-enrolment applies to employees aged under 55, and
in Lithuania auto-enrolment applies to workers aged under 40.!17 The rationale for such an upper
limit is that older workers may accrue less entitlements as a consequence of auto-enrolment
because there is less time before retirement in which their investments can grow.!8 A 2014 report
by the UK Pensions Policy Institute, however, suggested that for most older workers eligible for
auto-enrolment in the UK there was a low risk of remaining in the auto-enrolment scheme being
unsuitable for them.11°

4.2.1.5. Inclusion of the self-employed

With the exception of Chile and Lithuania, auto-enrolment schemes that have been introduced to
date do not include the self-employed in their scope. In the case of Chile, the self-employed were

199 Tbid.

1% Thurley, D. (2021), ‘Pensions: automatic enrolment — current issues’, House of Commons Library, Briefing Paper CBP-06417. 25
February 2021.

111 Cohen, N. (2012), ‘OECD backs compulsion for pensions policy’, Financial Times. Published 11" June 2012. Available at
https://www.ft.com/content/2145bd66-b39d-11e1-a3db-00144feabdcO.

112 Department for Work & Pensions (UK) (2017), ‘Automatic Enrolment Review 2017: Maintaining the Momentum’. Available at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment _data/file/668971/automatic-enrolment-review-2017-
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115 Madrian, B. and Shea, D. (2001), ‘The power of suggestion: inertia in 401(k) participation and savings behavior’, Quarterly Journal of
Economics, Vol. 116, No. 4, 1149-87.

116 Cribb, J. and Emmerson, C. (2016), ‘What happens when employers are obliged to nudge? Automatic enrolment and pension saving in the
UK, IFS Working Paper W16/19. Available at https://www.ifs.org.uk/uploads/publications/wps/wp1619.pdf.

17 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
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the target population for auto-enrolment.!2° Lithuania’s auto-enrolment mechanism applies to all
workers under the age of 40 including employees and the self-employed. 12!

There are challenges associated with including the self-employed in pension schemes together with
employees. One challenge pertains to the calculation of contributions. For employees, pension
contributions are usually calculated as a percentage of gross wage (often less some offset).122
However, it may be difficult to separate labour and capital income for the self-employed. There is
therefore difficulty associated with determining the level of pensionable income on which
contributions are to be paid for the self-employed. One way of addressing this is calculating
‘theoretical wages’ for the self-employed, as is done in Finland’s pension system.!23 However, there
is not a single incontestable way of calculating ‘theoretical wages’.1?* Another approach, taken in
the pension systems of Norway and Switzerland, is to allow the deduction of interest on capital
outlays in calculating pensionable income.!?> Finally, the self-employed can be allowed to declare
which part of their income is labour income or to otherwise determine (within some constraints)
the basis for their pension contributions.12¢ This latter option is the one adopted by many
countries, and reflects the difficulty of separating labour and capital income for all.*?” However, it
can often result in under-insurance as a consequence of many self-employed workers striving to
minimise their contributions.!?® Another challenge in occupational schemes is the need for an
institution that performs the auto-enrolment of the self-employed, in the way that employers do for
employees. In some countries where the self-employed in certain sectors or professions must join
a sectoral or professional organisation, these organisations could perform the auto-enrolment
function for the self-employed. In state-mandated auto-enrolment schemes, the state may auto-
enrol both employees and the self-employed; for instance, in Lithuania, Sodra (Lithuania’s social
security institution) performs the auto-enrolment function for the self-employed as well as for
employees. 12°

Although including the self-employed in auto-enrolment schemes along with employees may be
complex, there are reasons to be concerned about the exclusion of the self-employed from auto-
enrolment. The self-employed account for a significant share of the workforce in many countries. In
Italy, for instance, the self-employment rate stood at 22.7% of employment in 2019; the EU-28
average in 2018 was 15.3%.13% In many countries the self-employed accrue fewer public pension
entitlements than the employed because of lower contributions. 3! Moreover, excluding the self-
employed could encourage businesses to seek to hire people on a self-employed basis in order to
avoid paying contributions, although the extent to which this is true will depend on the particular
legal and tax environments in the country in question.132

Novel behavioural and technological solutions can also be used to support the self-employed to
save for retirement if it is not feasible to include them within the scope of auto-enrolment. For
instance, ‘saving through consumption’ platforms aim to increase pension saving by transferring a
certain percentage of a consumer’s expenditure at participating retailers into a pension savings

120 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.
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122 OECD (2019), ‘OECD Pensions at a Glance 2019: OECD and G20 Indicators’. Available at https://www.oecd.org/publications/oecd-
pensions-at-a-glance-19991363.htm.

123 In Finland, the contribution base of a self-employed worker is equal to their ‘confirmed income’, which corresponds to the wage that an
equally competent person would earn for completing the same work. See https://www.etk.fi/en/finnish-pension-system/pension-
security/pension-coverage-and-insurance/self-employed/.

124 OECD (2019), ‘OECD Pensions at a Glance 2019: OECD and G20 Indicators’. Available at https://www.oecd.org/publications/oecd-
pensions-at-a-glance-19991363.htm.

125 Ibid.
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127 Ibid.

128 European Commission and the Social Protection Committee (2018), ‘Pension Adequacy Report 2018°.
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130 OECD (2021), Self-employment rate (indicator). Available at https://data.oecd.org/emp/self-employment-rate.htm.
3 OECD (2019), ‘OECD Pensions at a Glance 2019: OECD and G20 Indicators’.

132 See, for example, Brodbeck, S. (2015), ‘Thousands of “bogus” self-employed missing out on pensions’, Money Marketing. Published 24"
August 2015. Available at https://www.moneymarketing.co.uk/news/thousands-of-bogus-self-employed-missing-out-on-pensions/.
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account.!33 Saving through consumption platforms tie the act of saving for retirement, which
involves deferring income, to current consumption and do not reduce take-home pay (which could
discourage saving).

4.2.1.6. Treatment of those not included in the scope of auto-enrolment

In some cases, those who are not included in the scope of auto-enrolment - because they are older
than a certain maximum age, for instance — may be allowed to opt into the scheme. This is the
case for some individuals in, for example, Canada, Chile, New Zealand (indeed, the majority of
KiwiSaver members opted in voluntarily rather than being auto-enrolled!34), and the UK.3> When
this is permitted, the introduction of auto-enrolment is likely to achieve a greater increase in
coverage than if those outside of the targeted population are excluded from the auto-enrolment
scheme altogether.

4.2.2. Tax and other incentives

Participation in auto-enrolment pension schemes is often encouraged through the favourable tax
treatment of pensions (including, but not limited to pensions in the auto-enrolment scheme) versus
alternative savings vehicles. 136 In several countries - including the UK, Canada, Chile and Germany
- that have introduced auto-enrolment, the tax treatment of pensions follows an ‘EET’ regime (that
is, an ‘Exempt-Exempt-Taxed’ regime, referring to the tax treatment of pension contributions,
returns on pension investments and withdrawal of pension income respectively).13” Both employee
and employer contributions to pension funds and investment returns from these funds are typically
tax-free up to a pre-defined threshold. The taxation of the pension income differs between these
systems. For instance, the marginal tax rates applied to pension income vary by country. While
most countries tax income in a way that does not depend on the choice of pay-out method, 38
Estonia and the Czech Republic (which do not have auto-enrolment schemes) exempt annuities
from taxation, while programmed withdrawals (in the case of the Czech Republic, programmed
withdrawals paid over less than ten years) are taxed.13° Other countries do not follow an ‘EET’
regime. For instance, Lithuania’s auto-enrolment scheme is subject to a ‘TEE’ ('Taxed-Exempt-
Exempt’) tax regime in which pension income is exempt from taxation. 140

Empirical studies from the United States have found that different income groups respond
differently to tax incentives.!! Low- and middle-income households are more likely to increase
their overall savings in response to tax incentives for retirement saving; high-income households
are more likely to reallocate savings to the tax-favoured pension plan rather than reducing
consumption to increase their total savings.42

Non-tax financial incentives are also used to encourage participation in auto-enrolment pension
schemes.

133 Qee, for instance, Peksevim, S. (2021), ‘Pension Systems in the Developing World: Current Challenges and Future Directions’, ARC
Centre of Excellence in Population Ageing Research Working Paper 2021/07. Available at https://www.cepar.edu.au/publications/working-
papers/pension-systems-developing-world-current-challenges-and-future-directions.

134 Inland Revenue (New Zealand) (2021) ‘KiwiSaver statistics’. Available at: https:/www.ird.govt.nz/about-us/tax-statistics/kiwisaver.
135 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.
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137 Ibid.

138 OECD (2020), ‘Financial incentives for funded private pension plans in OECD countries’, OECD project on Financial Incentives and
Retirement Savings, 4™ December 2020. Available at https://www.oecd.org/daf/fin/private-pensions/financial-incentives-retirement-
savings.htm.
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141 OECD (2018), ‘Financial Incentives and Retirement Savings’. Available at https://www.oecd-ilibrary.org/finance-and-
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The primary non-tax financial incentive for participation in auto-enrolment pensions is employer
contributions. Employers must make minimum contributions to auto-enrolment pensions in Italy143,
New Zealand!44, Poland4> and the UK!4®; they may do so voluntarily in Lithuania, in the US in the
case of occupational schemes, and in Canada in the case of PRPP and VSRP.!47 Employer
contributions can be designed as ‘matching contributions’ that match the employee’s contributions;
such matching incentivises employees to increase their contributions.14® As well as encouraging
participation, employer contributions can increase the level of savings for each saver in an auto-
enrolment scheme. However, mandatory minimum employer contributions impose a cost on
employers, 1 which policymakers must consider.

The direction of the impact of the introduction of auto-enrolment on the contributions employers
choose to make is not certain. It is possible that employers may reduce their contributions to
occupational pension schemes upon the introduction of auto-enrolment, in order to mitigate the
increase in costs brought about by the greater number of employees participating in a pension plan
as a result of auto-enrolment. However, the empirical evidence with respect to whether or not this
is indeed the case is limited and mixed. In the case of US private sector occupational plans, one
study!59, using cross-sectional data and controlling for various company and pension plan
characteristics, found that maximum employer matching contribution rates (the maximum
employer matching contribution as a percentage of salary) were lower in auto-enrolment plans;
another study!>! used plan-level panel data and found that automatic enrolment was positively
associated with the ratio of employer contribution rates to employee contribution rates. In the UK,
there has been mixed evidence. In 2016, the Institute for Fiscal Studies did not find evidence
suggesting that employers had reduced their employer contributions in response to the introduction
of auto-enrolment; indeed, the proportion of employees receiving more than 2% of earnings as an
employer contribution to their pension rose by 11 percentage points after the introduction of auto-
enrolment.152 More recently, the Automatic Enrolment evaluation report 2018 did find evidence of
an increase in the use by employers of ‘levelling down’ strategies — which reduce the generosity of
employer contributions or pension outcomes for employees who are already members of a pension
scheme - after the introduction of auto-enrolment; such strategies were applied for approximately
12% of eligible savers in the private sector prior to 2012 but approximately 15% of eligible savers
in the private sector in 2016/17.153 However, this report also noted that survey evidence suggested
that only 1% of employers who had experienced additional contribution costs because of the
introduction of auto-enrolment had implemented a levelling down strategy in response.!>* In a

143 Decreto legislativo 5 dicembre 2005, n. 252, Disciplina delle forme pensionistiche complementari (Legislative Decree No 252 of 5
December 2005, Regulation of supplementary pension schemes), available at: https://www.normattiva.it/uri-
res/N2Ls?urn:nir:stato:decreto.legislativo:2005-12-05:2521vig=, last consulted on: 08/02/2021.

144 Section 64 of KiwiSaver Act 2006, available at: https://www.legislation.govt.nz/act/public/2006/0040/latest/whole.htmI#DLM379037 last
accessed 08/02/2021.

145 Ustawa z dnia 4 pazdziernika 2018 r. o pracowniczych planach kapitatowych, Dziennik Ustaw 2008 poz.2215 (Act on Employee Capital
Plans, 4 October 2018, Journal of Laws 2018, item 2215), available at:
https://isap.sejm.gov.pl/isap.nsf/download.xsp/WDU20180002215/T/D20182215L.pdf, last accessed 08/02/2021.

146 Chapter 1 ‘Employers’ Duties’, The Pensions Act 2008, available at: https://www.legislation.gov.uk/ukpga/2008/30/part/1/chapter/1, last
accessed 08/02/2021.

47 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.

148 Matching contributions are discussed in Hinz, R., Holzmann, R., Tuesta, D., and Takayama, N. ed. (2013), Matching Contributions for
Pensions: A Review of International Experience.

149 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.
150 Bytrica, B. and Karamcheva, N. (2015), ‘Automatic enrollment, employer match rates, and employee compensation in 401 (k) plans’, U.S.

Burea of Labor Statistics Monthly Labor Review, May 2015. Available at https://www.bls.gov/opub/mlr/2015/article/pdf/automatic-
enrollment-employer-match-rates-and-employee-compensation-in-401k-plans.pdf.

151 Andrietti, V. (2015), Auto-enrollment, matching and participation in 401(k) plans’, Centre for Research on Pensions and Welfare
Policies, Working Paper 154/15. Available at https://www.cerp.carloalberto.org/wp-content/uploads/2015/12/WP_154.pdf.

152 Cribb, J. and Emmerson, C. (2016), ‘What happens when employers are obliged to nudge? Automatic enrolment and pension saving in the

UK, IFS Working Paper W16/19. Available at https://www.ifs.org.uk/uploads/publications/wps/wp1619.pdf.

153 Department for Work & Pensions (UK) (2018), ‘Automatic Enrolment evaluation report 2018’. Available at

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/764964/Automatic_Enrolment Evaluation
Report_2018.pdf.
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number of countries, including the UK and the US,!>> employers’ pension contributions are given
favourable tax treatment, which may help to explain these empirical findings since the net
additional cost of employer contributions associated with auto-enrolment is lower than would be
the case if they were fully taxed.

Other examples of non-tax financial incentives include government contributions - which could
take the form of matching contributions or of fixed subsidies — and a possibility to withdraw
accumulated pension savings early in order to purchase a (first) home, both of which are present in
New Zealand’s auto-enrolment system.!>6 The New Zealand government provides 50% matching
contributions up to 521 NZD per year per saver and offers a First Home Grant for those who have
been contributing to a KiwiSaver plan for at least three years.!>” Until 2015, it offered a fixed 1,000
NZD ‘kick-start’ contribution to new KiwiSaver savers, but the kick-start was abandoned on the
grounds that it was too costly.1>8 Other countries whose auto-enrolment systems include non-tax
financial incentives are Poland, Lithuania and Turkey.1>® Evidence from Riester pension plans in
Germany suggests that fixed nominal subsidies are effective in increasing participation in pension
plans across income levels; Riester plans have greater coverage amongst low-income earners than
other occupational and personal plans in Germany, and the difference in participation between
income groups is smaller for Riester plans than for other occupational and personal plans.16°
However, there is mixed evidence with respect to whether for low earners Riester plans attract new
savings rather than inducing a reallocation of existing savings. 6!

Non-tax financial incentives can generally be targeted better at low- and middle-income workers
than tax incentives can.1%2 This is an advantage, since improving pension provision amongst low-
and middle-income workers is likely to be a particular aim of the introduction of auto-enrolment.163
Non-tax financial incentives are becoming more prominent, although in the past tax incentives
have been more common.164

Research shows that the impact of a particular (tax or non-tax financial) incentive depends on
whether the incentive seeks to rely on active or passive behaviour on the part of the saver. Chetty
et al. find that the vast majority of savers are ‘passive savers’ while a smaller number are ‘active
savers’.165 Those who are ‘active savers’ tend to be more financially literate, older and wealthier. 166
‘Passive savers’ tend not to respond to tax subsidies, while automatic contributions (e.g. by an
employer) tend to have a substantial impact on total saving; by contrast, ‘active savers’ tend to

155 See, for instance, Turner, J.A. in Cordes, J.J., Ebel, R.D., and Gravelle, I.G. (1999), The Encyclopedia of Taxation and Tax Policy;
PensionBee, ‘Pension contributions from your limited company’ at https://www.pensionbee.com/pensions-explained/pension-
contributions/contributing-to-your-pension-from-your-limited-company.

156 Article 8, Schedule 1, KiwiSaver rules, available at

https://www.legislation.govt.nz/act/public/2006/0040/latest/ DLM379487.html?search=sw_096be8ed81a4aa4f home 25 se&p=1#DLM3794
97 last consulted on 05/02/2021.

157 Kainga Ora, ‘Check you are eligible for First Home Grant’, at https:/kaingaora.govt.nz/home-ownership/first-home-grant/check-you-are-
eligible-for-first-home-grant/; Inland Revenue (New Zealand), ‘Getting the KiwiSaver government contribution’, at
https://www.ird.govt.nz/kiwisaver/kiwisaver-individuals/growing-my-kiwisaver/getting-the-kiwisaver-government-contribution.

1% New Zealand Government (2015), ‘KiwiSaver $1,000 kick-start payment to cease’. Press release, published 21 May 2015. Available at
https://www.beehive.govt.nz/release/kiwisaver-1000-kick-start-payment-cease.

159 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
http://www.oecd.org/finance/financial-markets-insurance-and-pensions-2019.htm.

10 OECD (2018), ‘Financial Incentives and Retirement Savings’. Available at https://www.oecd-ilibrary.org/finance-and-
investment/financial-incentives-and-retirement-savings_9789264306929-en.
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163 See, for instance, Department for Work & Pensions (UK) (2017), ‘Automatic Enrolment Review 2017: Maintaining the Momentum’.
Auvailable at https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/668971/automatic-enrolment-
review-2017-maintaining-the-momentum.PDF.

164 OECD (2019), ‘Financial Markets, Insurance and Pensions: Inclusiveness and Finance’. Available at
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respond to tax subsidies mostly by substituting between different types of saving.%” Because of
these facts, automatic contributions have a greater impact on saving levels than subsidies do.168

Finally, financial incentives could be used to help auto-enrolment to close the gender gap in
participation in private pensions. In several countries, governments make fixed contributions into
the account in a funded pension scheme of a parent - usually the mother - either on an annual
basis until the child reaches a certain age (as is done in Riester plans in Germany), or once upon
the child’s birth (as is done in Chile).1%° Such payments can both incentivise participation amongst
women in particular, and can help to reduce the impact on women’s pension savings balances of
time off for caring responsibilities.'”® Financial incentives that are targeted at or particularly
effective for low earners (such as fixed government contributions, which are larger in relative
terms for low earners) are likely to be particularly effective in incentivising participation amongst
women, since women are overrepresented amongst low earners. 17!

Box 1 The costs to employers associated with auto-enrolment schemes

In many countries, many of the costs of administering an auto-enrolment scheme fall on the
employer. Occupational auto-enrolment schemes imply an administrative burden and costs to
employers as they often involve additional responsibilities for employers including choosing the
fund, determining whether workers are eligible, informing workers, enrolling them, acting on
opt-in-opt-out requests, paying employer contributions (if any) and keeping records.72

The ongoing financial costs of auto-enrolment have been found to be relatively moderate. In
New Zealand, the government has taken steps to minimise the cost of compliance for small and
medium sized enterprises by embedding the implementation of KiwiSaver into existing payroll
practices.!”3 Micro, small and medium sized businesses reported spending an average of NZD
661 per year on costs related to administering auto-enrolment in 2013 compared to NZD 770 in
2009, suggesting that compliance costs decrease as auto-enrolment schemes mature.’# In the
UK, 78% of micro, 77% of small and 83% of medium sized business did not incur any additional
ongoing costs of administering the auto-enrolment scheme beyond their staff’s time.17>

Mandatory schemes may imply fewer administrative responsibilities, and therefore fewer
administrative costs, for employers than auto-enrolment schemes. In these systems, employers
do not have ensure that opt-out requests have been acted on or to re-enrol workers that have
opted-out.176

In some countries, including Italy, New Zealand, Poland and the United Kingdom, auto-
enrolment schemes require employers to pay contributions. Employers in Canada, Lithuania and
the United States can voluntarily decide to contribute to employee pension plans.!’” Contribution
costs are a form of costs to employers, although they often receive favourable tax treatment.

In addition to contribution costs and ongoing administrative costs, employers may also bear
initial set-up costs associated with spending time on understanding the new system and
choosing a pension fund, introducing new structures within the business to administer auto-
enrolment, or hiring external advisors.!”8 Survey responses from employers in New Zealand
suggest that implementation costs may be higher for large businesses compared to small ones,
due to larger businesses having more complex human resource processes and payroll
schemes. 179

Box 2 The costs to government associated with auto-enrolment schemes

Auto-enrolment schemes also impose additional costs to governments in the form of tax and
non-tax financial incentives to reduce opt-out rates, administrative costs and the cost of
communication campaigns to raise awareness about auto-enrolment.

Many countries with auto-enrolment schemes incentivise contributions through favourable tax
treatment of pensions relative to other saving vehicles. 8% If pension saving receives a
favourable tax treatment in a country with a mandatory scheme, this is likely to imply a greater

12 OECD (2019) Financial markets, Insurance and pensions: Inclusiveness and finance. Available at: www.oecd.org/finance/financial-
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cost to the government (in foregone taxes) than is implied by favourable tax treatment in the
presence of an auto-enrolment scheme, since a mandatory scheme is highly likely to secure
higher participation than an auto-enrolment scheme. Similarly, however, a given favourable tax
treatment of pension saving will be more costly in terms of foregone taxes in an auto-enrolment
scheme than for a voluntary opt-in scheme, since participation in an auto-enrolment scheme is
likely to be greater than in a voluntary opt-in scheme.

Non-tax financial incentives are also used in auto-enrolment schemes to encourage low and
middle-income earners to save. In Lithuania, the state contributes 1.5% of the average wage to
pension pots in the auto-enrolment scheme and in Poland auto enrolled participants receive a
PLN 250 ‘kick-start’ contribution, as well as PLN 240 annual contribution. The government
provides a 25% and 50% matching contribution in Turkey and New Zealand respectively; in New
Zealand, this matching contribution is capped at NZD 521.43 each year.18! New Zealand’s
KiwiSaver scheme originally included a kick-start payment of NZD $1,000 as a once-off, tax-free
government contribution to each new joiner.182 The New Zealand government ceased these
payments in 2015 due to the large expenditure associated with them.!83 The cost of non-tax
financial incentives is likely to be larger for auto-enrolment schemes than for other scheme
types. In a mandatory scheme, non-tax financial incentives are not necessary in order to
encourage participation. In a voluntary opt-in scheme, meanwhile, total expenditure on non-tax
financial incentives is likely to be lower as take-up is likely to be lower than in an auto-enrolment
scheme.

In the case of Lithuania, the responsibility for enrolling workers falls onto the social security
institution. 84 In these cases the administrative costs associated with enrolling workers, handling
opt-out requests and re-enrolling workers periodically are born by the government.

Governments also bear the cost of any communication campaigns that accompany the
introduction of auto-enrolment. In the case of KiwiSaver, the New Zealand government launched
extensive communications including advertising on television, radio, online and in print, in
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