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OVERVIEW

Europe's population is ageing, due to people living longer and having fewer children, putting
pressure on pension systems and leading to reforms to make public pensions more sustainable -
and often less generous - in future. To support retirement incomes, the European Commission's
2012 pensions white paper called for more opportunities for citizensto save in safe and good-value
complementary pensions.

The aim of the proposed framework for a pan-European personal pension product (PEPP) was to
encourage the development of personal (voluntary, individually funded) pensions in Europe, to
support retirement saving and strengthen the single market for capital by making more funds
available for investment. Generally the proposal was considered a welcome extra optionto support
retirement savingsand investment. However differing national pension systems andtax treatments
were noted as challenges, although the Commission also issued an accompanying tax
recommendation. Following trilogue negotiations, an agreement was reached on the legislative
proposal. It was subsequently approved by the Parliament on 4 April 2019 and by the Council on
14 June 2019. Thefinal act was signed on 20 June 2019.
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Introduction

Europe's population is ageing, due to people living longer and having fewer children thanin the
past. As a result, we are moving from having around four people of working age (15-64) for every
person aged over65years, tojust twoby 2060.' This has put increased pressure on pension systems,
and led to reforms to make them more sustainable for the future. As a result, pay-as-you-go public
pensions (also known as pillar | pensions?) are, in general, expected to become less generous in
future.? To support retirement incomes, the European Commission's 2012 pensions white paper
called for more opportunities for citizens to be able to save in safe and good value complementary
funded pensions. Complementary funded pensions include occupational pensions (private
supplementary pensions linked to an employment relationship — also known as pillar 1) and
personal pensions (private individual voluntary supplementary pensions-known as pillar Ill).

Existing situation

Thereis limited EU-level competence onpension systems, as these are largely for the Member States
to determine. With public (pillar I) pensions, the EU role is essentially limited toensuringthat people
exercising their right to free movement*do notlose out, plus some anti-discrimination provisions.
Similar provisions® cover occupational (pillar Il) pensions. On top of these aspects, there are further
rules covering pillar Il (occupational) and lll (personal) pensions, given their pre-funded nature and
interactions with the single market. In essence, these rulesrelate to minimum prudential standards,
and worker and consumer protection.®

The personal pensions market is mostly served by insurance companies, with some provided by
occupational pension funds and assetmanagers. It is very diverseacross the EU with some Member
States having almost no personal pension savings, whilst others have more vibrant markets with
significant savings.” Nonetheless, in terms of their overall importance in retirement incomes,
personal pensionsare far behind both public (pillar I) pensions and occupational (pillar Il) pensions.
According to the Commission'simpact assessment,the EU personal pension marketis estimated at
around €0.7 trillion currently. This compares to over 10 times as much — around €7.5 trillion - in
existing occupational pensionsentitlements.EU expenditure on public pensionswas around 11.3%
of EU GDP in 2013.8 Other long- and shorter-term savings are also considerably more substantial
than personal pensions, with around €5 trillion of life insurance and annuity entitlements, and over
€10 trillion in currency and deposits in the EU. Hence personal pensions currently play a relatively
minor role across the EU, on average, both in supporting retirement incomes and as a source of
investment fundingfor the economy.

Parliament's starting position

In response to the European Commission's pensions white paper, the European Parliament's
resolution of 21 May 2013 welcomed 'the call in the White Paper for developing both funded,
complementaryoccupational pensions...and, if possible, individual schemes'. It alsorecognised ‘the
potential of occupational and individual pension providers as substantial and reliable long-term
investors in the EU economy'.However, it stressedthat collective occupational pension savings had
the advantage of allowing 'for solidarity within and between generations, whereas individual
schemes do not', and hence the Commission should recommend and promote such occupational
pension schemes.

A European Parliament resolution of 19 January 2016 on EU financial services regulation and a
capital markets union called for financial product innovation, including, for example, the
'development of a pan European [personal] pension product (PEPP), with a simple transparent
design'.®’ This may contribute both to supporting retirement incomes and providing more
investment, benefitting therealeconomy.


http://ec.europa.eu/eurostat/statistics-explained/index.php/Population_structure_and_ageing
http://ec.europa.eu/eurostat/statistics-explained/index.php/Mortality_and_life_expectancy_statistics
http://ec.europa.eu/eurostat/statistics-explained/index.php/Fertility_statistics
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502109234657&uri=CELEX:52012DC0055
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017SC0243&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-TA-2013-204
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P8-TA-2016-0006
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Council starting position

On 21 June 2012, in response to the Commission's white paper on pensions, Council conclusions
invited Member States and the European Commission to 'support the development of
supplementary pension schemes as a possible way to ensure the adequacy of present and future
pensions'.In 2015, in response to the Commission action plan on building a capital markets union
(CMU), the Council supported 'exploratory work on the potential merits of a European framework
for long-term individual savings schemes such as third pillar personal pensions'.

Preparationof the proposal

As already noted, the Commission's pensions white paper of February 2012 had called for more
opportunities for citizens to save in safe and good value complementary funded pensions.
Subsequently, on 18 July 2012, the Commission requested that the European Insurance and
Occupational Pensions Authority (EIOPA) develop technical advice on an EU internal market for
personal pensionschemes or products. This led EIOPA to publisha discussionpaper on 16 May 2013
'on a possible EU-single market for personal pension products’, seeking comments by 16 August
2013. As part of this, a public event was held in June 2013. A preliminary report to the Commission
was published by EIOPA in February 2014. Following this report, the Commissionissued a call for
advice on personal pensions to EIOPA on 23 July 2014. This sought further advice and evidence from
EIOPA, including the possible prudential regulation and consumer protection measures for an EU-
wide framework for the regulationand supervision of personal pension products.

On 18 February 2015, the Commission published a green paper, 'Building a capital markets union'.
This paper noted that growing funded pension provision could increase available investment funds
and contribute to the sustainability and adequacy of pension systems. It went on to raise the
possibility of introducing a standardised pan-European personal pension regime to improve cross-
border access and strengthen the single market in personal pensions, 'improving coverage and
take-up with appropriate security of savings'. A specific consultation question was 'Would the
introduction of a standardised product, or removing the existing obstacles to cross-border access,
strengthenthe single market in pension provision?'.

On 3 July 2015, taking account of the focus in the green paper on the CMU, EIOPA issued a
consultation paper on 'the creation of a standardised Pan-European Personal Pension product
(PEPP)'. The consultation ran until 5 October 2015. Having considered this feedback, EIOPA
published its final advice on the PEPP on 1 February 2016, and a final report on the public
consultation was published on 11 April 2016. EIOPA considered the consultation supported its view
that a PEPP with a defined set of regulated, standardised elements (including some flexible ones)
'would be best placed to support sustainable pensionsvia personal pension savings'. EIOPA noted
thatthe PEPP should be safe, cost-effective, transparent and flexible, and would complement pillar
Iand Il pensions in Member Statesand also supportthe CMU's objectives.

The Commission followed up the CMU green paper with itsaction plan on building a capital markets
union, published on 30 September 2015. This noted that 'Retail savings held directly or indirectly
through asset managers, life assurance companies and pension funds are key to unlocking
capital markets...". It went on to confirm that the Commission would 'explore ways to increase
choices for retirement saving and build an EU market for personal private pensions which
pension providers could opt for when offering private pensions across the EU'. This approach
was supported by the accompanying 'Feedback Statement on the Green Paper "Building a Capital
Markets Union" which noted that a large number of respondents supported the idea of a PEPP.
Consumer organisations called for value for money, certainty and mobility, with transparency and
some choice in investment and withdrawal options. The investment fund industry was strongly in
favour of the PEPP. Personal pension providersfelt it needed careful assessment, and thatthe PEPP
should be explicitly retirementfocussed and so bea long-term investment product with restricted
early withdrawal, and include the possibility to purchase coverfor longevityrisk.



http://register.consilium.europa.eu/doc/srv?l=EN&f=ST%2011639%202012%20INIT
http://data.consilium.europa.eu/doc/document/ST-13531-2015-INIT/en/pdf
https://eiopa.europa.eu/
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/green-paper_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502119649406&uri=CELEX:52015DC0468
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502119649406&uri=CELEX:52015DC0468
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/summary-of-responses_en.pdf
http://ec.europa.eu/finance/consultations/2015/capital-markets-union/docs/summary-of-responses_en.pdf
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Building on the earlier work undertaken by itself and EIOPA, on 27 July 2016 the Commission
launched a specific consultation tohelp assess the casefor a policy framework to establish European
personal pensions. There were two main objectives of the public consultation: (i) to identify
obstacles (and solutions) to the take-up of personal pensions;and (ii) to help analyse the casefor an
EU personal pension framework. Views were sought on 'possible EU action in order to offer personal
pensions to individuals which are simple, affordable, transparent and provide better returns'. The
consultation, which included a public hearing held on 24 October, closed on 31 October 2016,
having attracted 586 responses from individuals, consumer organisations and stakeholders. The
2017 Commission work programme noted that the Commission would 'propose a simple, efficient
and competitive EU personal pension product aimed atreducing barriers to the provision of pension
services across bordersand increasing competition between pension providers'.

The proposal for a regulation 'on a pan-European Personal Pension Product (PEPP)' was made on
29 June 2017. The Commission also published a recommendation 'on thetaxtreatmentof personal
pension products, including the pan-European Personal Pension Product'. The recommendation
recognised that taxincentives, which are a national competence, are one of the key drivers of take-
up of personal pensions. It therefore encouraged Member States togrant the same taxincentives to
the PEPP as those available for national personal pensions, including where 'the PEPPs product
features do not match all the national criteria required by the Member State to grant tax relief to
personal pensions.

The proposed regulation and the recommendation were accompanied by an impact assessment
(summary) and also a 'Study on the feasibility of a European Personal Pension Framework'
(summary), which had been ordered by the Commission to assist with developing the PEPP
proposal. These documents built on earlier work, including by EIOPA, to make the case that the
market in personal pensions was fragmented, with limited cross-border selling and portability.
According to these documents, developing a single market in personal pensions could offer
economies of scale, better diversification of risk and more innovation. This could benefit consumers
who are looking tosavein personal pensionsto support their retirements, but have been dissatisfied
with the options currently available. In addition, a better personal pension market could also help
address alack ofinvestment on EU capital markets contributingto the completion of the CMU.

The impact assessment (IA) considered that only EU-level action could address the fragmented
personal pension market, given differences in nationalrules. Three options were considered: (i) no
change; (ii) developing the framework for the PEPP; and (iii) harmonisation of national personal
pension rules. Option (ii) was preferred as it provided standardisation, giving opportunities for
economies of scale, whilst also having some flexibility to fit with national systems so that the vital
tax benefits may be granted. Such an approach also garnered most support with consumers and
providers, and was in line with EIOPA's advice.

Under the preferred option, providers (including insurers, pension funds, investment firms, banks
and asset managers) authorisedunder EU sectorial regimes would be able to design pan-European
personal pension products (PEPPs) based on common features. For retail investors,the PEPP would
provide an additional choice for complementary retirement savings. Mobile workers would benefit
from improved portability.

The IA considered the PEPP proposal could growthe personal pensions market in the EU from the
current estimate of €0.7 trillion to €2.1 trillion by 2030. Without the PEPP, it could be expected to
growtoonly €1.4trillion (from newinvestmentsin national personal pensionsand growth of assets)
over the same period. However, this positive impact of the PEPP was predicated on it attracting
similar taxadvantages to those available for national personal pensions. Therefore, Member States'
decisions in response to the Commission's recommendation on granting similar tax benefits to
PEPPs can be expected to be crucial to the success, or otherwise, of PEPPs. Overall, the proposal
would, over time as funds built up, bolster the CMU, whilst also providing another option for EU
citizens' retirement saving, in particularfor self-employed and mobile workers.


http://ec.europa.eu/finance/consultations/2016/personal-pension-framework/docs/consultation-document_en.pdf
https://ec.europa.eu/info/events/fisma-events-collectoin/public-hearing-personal-pensions-towards-pan-european-pension-product-2016-oct-24_en
http://ec.europa.eu/finance/consultations/2016/personal-pension-framework/index_en.htm
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502120265289&uri=CELEX:52016DC0710
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502120416024&uri=CELEX:52017PC0343
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-recommendation_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017SC0243&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=SWD:2017:244:FIN
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study_en.pdf
https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-study-summary_en.pdf
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EPRS has produced aninitial appraisal of the Commission’sIA.

The changesthe proposal would bring
The proposed regulation contained 11 chapters:

Chapter I, general provisions, outlines the definitions and rules that apply to the PEPP. The PEPP
is defined as a voluntary contract between an individual saver and a PEPP provider, which has an
explicit retirement objective providing capitalaccumulation until retirement with only limited early
access, and provides an income on retirement (article 2 (1)). Other important concepts defined in
article 2 include: 'pan-European Personal Pension Product', 'PEPP account’, 'retirement benefits',
'‘accumulation phase','decumulation phase', 'provider' and 'distributor of a PEPP', 'portability of the
PEPP' and 'switching providers'. Article 3 sets out that, apart from the regulation, the PEPP will be
governed by its contract terms, Member State laws adopted in implementation of EU measures on
PEPPs, and national laws which apply to comparable personal pensions.

Chapter I, authorisation, sets out that PEPPs are authorised by EIOPA (article 4), and that providers
wishing to apply for PEPP authorisation need to be financialundertakingsalreadyauthorised at EU
level by the competent authorities under the applicable sectoral legal instrument (article 5).
Applications can also be made to EIOPA (which must consult the competentsupervisory authority)
to convert existing personal pension products into PEPPs (article 7). Financial undertakings that
have not created PEPPs themselves can also distribute them with the authorisation of the national
competent authorities (article 8). PEPP providers must comply with the regulation and the
prudential rules applicable under whichever regime they are authorised at EU level (article 9). A
central publicregister of authorised PEPPs will be kept by EIOPA (article 10).

Chapter lll, cross-border and portability, allows savers to keep their PEPP when moving to
another Member State (articles 12 and 13). To cope with the different national regimes, the concept
of 'national compartments'is introduced (articles 13 to 17). These compartments (which must be
available to cover all Member States three years after the entry into application of the regulation),
allow the same PEPP to offer a national-incentives-compliant product in each national jurisdiction.
Prior to the three-yeardeadline, providers willhave to informsavers of theavailable compartments.

Chapter 1V, distribution and information, promotes transparency and electroniccommunication
as the default (article 21). A key informationdocument (KID) will be produced for each PEPP setting
out specified standard information, building on existing rules in the Packaged retailand insurance-
based investment products (PRIIPs) Regulation (Regulation (EU) No 1286/2014). This will include
information on any guarantees, switching, portability, and environmental, social and governance
factors. In contrast to PRIIPs rules, providers will also have to set out information on past
performance over at least five years, or the maximum available. The Commission is empowered to
adopt technical standards (developed by the European supervisory authorities) to specify the
content and presentation of certain KID information (article 23). Article 24 on disclosure of
information related to distribution, allows the Commission to adopt delegated acts on the criteria
for the standardised format of such information. PEPP providers will be expected to conduct a
suitability and appropriateness test of potential PEPP savers, although savers may waive their right
to receive advice if they opt for the default option (articles 25 and 26). During the contract term,
PEPP benefit statements, based on similar criteria set out in the Directive on the activities and
supervision of institutionsfor occupational retirement provision (IORPII) (Directive 2016/2341/EU),
must be provided, giving specified information on accrued entitlements or accumulated capital and
any guarantees applicable (articles 27 and 28) and where to go for further information. The
Commission is empowered to adopt technical standards (to be developed by EIOPA) on the details
of the format of the benefit statement (article 29).

Chapter V, accumulation phase, sets out the 'prudent person' provisions for investment polides
(article 33). Up to five investment options are to be offered, one of them being a default which
protects at least the capital invested (article 34). The investment choice can be changed free of


https://www.europarl.europa.eu/RegData/etudes/BRIE/2017/611003/EPRS_BRI(2017)611003_EN.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32014R1286
http://eur-lex.europa.eu/eli/dir/2016/2341/oj
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charge once every five years (article 36). Article 39 gives the Commission the powers through
delegated acts to set the risk-mitigation technique for the default options and alternative options.
Other accumulation criteria, such as age limits, maximum amounts of contributions and early
redemption rules are for Member States to set (article 40).

Chapter VI, investor protection, covers appointment of a depository (article 41). Article 42 allows
PEPPS to offer the option of coverage for biometric risk (i.e. longevity, disability and death). A
complaint procedure, including the requirement for alternate dispute resolution mechanisms, is
also setout (articles 43 and 44).

Chapter VI, switching of PEPP providers, allows PEPP savers to switch providers once every five
years (article 45), establishes the parameters for a switching service (articles 46 and 47) at a
'reasonable’cost,capped at 1.5 % of the PEPP balance (article 48). Liability for financial lossesin case
of the PEPP provider not meeting its switching obligations (article 49) and the provision of
information on switching (article 50) are also covered.

Chapter Vlll, decumulation phase, sets out that most rules relating to the decumulation (pay-out)
phase arefor Member States to determine, including: setting the retirement age; a mandatory link
between reaching retirement age and the start of the decumulation phase; a minimum period of
belonging to a PEPP scheme; a maximum period before reaching retirementage for joining a PEPP
scheme; and redemption rules in case of hardship (article 51). Pay-out forms offered by PEPP
providers may be one or more of: annuities; lump sum; drawdown payments; or a combination of
these. PEPP savers select their preferred option on concluding the PEPP contract, and (where
applicable) can change their choice once everyfive years during the accumulation phase(article 52).
This may have implications for whether the PEPP can qualify for national tax incentives in some
Member States.

Chapter IX, supervision, sets out the division of responsibilities between EIOPA and the national
competent authorities. EIOPA is required to monitor pensionschemesestablished or distributed in
the territory of the EU, to ensure the designation PEPP is only used by those authorised under the
proposed regulation (articles 53 to 55). EIOPA also has a role in resolving any disputes between
national authorities regarding cross-bordersituationsrelating to PEPPs (article 56).

Chapter X, sanctions, describes which infringements of the proposed provisions may lead to
penalties, how national competent authorities may impose these penalties (articles 57 to 59) and
how infringements and penalties should be reported (article 60).

Chapter XI, final provisions, via article 62, confers on the European Commission the power to
adopt delegated acts in the areas of: standardised format for distribution information to aid
consumer understanding of risk andthe making of comparisons (article 24 (3)); how to comply with
distribution rules for non-advised PEPPs, including information to be obtained to assess
appropriateness of PEPPs for consumers, and certain criteria for default funds not requiring advice
(article 26(3)); assumptionsfor benefit projections (article 28(2)), information standards forreporting
to nationalauthorities (article 32(7)) and specifying risk-mitigation techniques for default and non-
default fund options (article 39). The Commission is required to evaluate the regulation five years
after the date of entry into force of the regulation (article 63).

The Commission also adopted a recommendation on tax, alongside the proposed regulation. This
recognises the fact that voluntary personal pensions arein general only successful where there are
strong taxincentives for savers. Hence, if the PEPP is to be successful, it will need to be eligible for
taxincentives.'” These, of course, are a national competence. Hence the Commission encourages
Member States togrant PEPPs the mostfavourable tax relief asmay be available to national personal
pension products, even where the PEPPs features do not fully match those required to qualify for
such taxrelief. It also requests Member States to share best practice with a view to aligning their
national criteria for tax relief for personal pensionproducts overtime.



https://ec.europa.eu/info/sites/info/files/170629-personal-pensions-recommendation_en.pdf
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Advisory committees

The European Economic and Social Committee (EESC) appointed Philip Von Brockdorff (Workers —
Group I, Malta) as rapporteur. The EESC's opinion was adopted on 19 October 2017. It agrees with
the proposal but stresses the relevance of state and work-based pensions, whilst acknowledging
PEPPs’ appealto limited groups such as self-employed workersand mobile professionals. The EESC
considers that ‘Member States should provide fair taxation on this type of product’. The opinion
highlights the need for consumer protection and risk mitigation, and considers greater clarity on
default option guarantees are needed, as well as on fees for changing PEPP providers. The
Committee of the Regions did not produce an opinion.

National parliaments

The deadline for issuing reasoned opinions on the grounds of subsidiarity was 27 October 2017,
none were received.

Stakeholder views'

The proposal is generally welcomed as a positive step, giving more choice alongside existing
pensions. The standardised nature of the PEPP could help to bring down costs and increase
portability. However, it may have only a limited effect overall, and the tax treatment (which is for
Member States to determine, albeit the Commission has made a recommendation on this) will be
key. The PEPP may be of most interest to mobile workers, the self-employed and those living in
Member States with less-developed personal pensions markets, for example in eastern Europe.

Insurance Europe (representing Europe's insurance and reinsurance companies) welcomed the
long-term natureof PEPP saving, and the default investment option ensuring capital protection for
savers. It also welcomed the digital approach to information provision. Noting Europe's insurers
were the main providers of personal pensions, it said it would study the proposalfurther to assess
whether it would be attractive to saversand providers, as a complementto currentoptions.

PensionsEurope (the representative of European pension funds) also welcomed the PEPP as a way
to increase saving and support the CMU. Noting public pensions and occupational pensions are,
and will continue to be, the main element of retirement income, PensionsEurope considers the PEPP
could nonetheless be useful to self-employed workers and those in new forms of employment. At
the same time, PensionsEurope called on the Commission to promote occupational pension
systems and to respect existing national and personal pensionlegislation.

EFAMA (the European Fund and Asset Management Association) fully supportsthe PEPP proposal,
noting the need to support long-term investment and encourage greater retirement saving,
alongside existing state and occupational pensions. It highlighted the fragmentation of the market,
lack of cross-border distribution and resulting limited competition, higher prices and absence of
portability of personal pensionsacrossthe EU. EFAMA feels the PEPP will help tackle these problems,
generating economies of scale thus benefiting consumersthroughlower costs and also welcomed
the tax recommendation. EFAMA called for flexibility to enable different types of providers to offer
a PEPP and encourage the development of different types of default investment strategies,
including life-cycle strategies. Such a strategy typically involves risk diversification during the
accumulation phase, with higher risk/return investments in the early years, then gradually and
automatically moving to lower risk/return investments as retirementapproaches.

The CFA Institute (Chartered Financial Analyst Institute) welcomed the PEPP proposal and the
recommendation on granting tax relief in particular. It noted that in earlier work on the PEPP and
CMU development, a survey of its members found 59 % considered the PEPP necessary to
strengthenthe single marketin pension provision. It welcomed the regulatory consistency EIOPA's
role in authorising PEPP providers will bring, but also called for EIOPA to play a role in driving
supervisory convergence among Member States. The CFA Institute also hailed as a significant


http://www.eesc.europa.eu/en/our-work/opinions-information-reports/opinions/eu-personal-pension-product
http://www.ipex.eu/IPEXL-WEB/dossier/document/COM20170343.do#dossier-COD20170143
https://www.economist.com/news/finance-and-economics/21724815-modest-step-help-savers-and-bring-europes-capital-markets-union-closer
https://www.insuranceeurope.eu/sites/default/files/attachments/Response%20to%20EC%20proposal%20for%20a%20Pan-European%20Personal%20Pension%20Product.pdf
https://www.pensionseurope.eu/system/files/Press%20release%20%20-%20PensionsEurope%20welcomes%20the%20EC%27s%20proposal%20on%20PEPP%20-%202017-06-29.pdf
http://www.efama.org/Pages/EFAMA-welcomes-Commission-legislative-proposal-on-pan-European-Personal-Pension-Product.aspx
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development the inclusion of past performance information in the PEPP KID, something it felt was
animprovementon the PRIIPs KID.

Better Finance, strongly supported the PEPP proposal, noting the current fragmentation of the
pension savings product market and theneed for greater retirementsavings. In its view, complexity,
opacity and lack of competition in the market resulted in poor value for savers, with high fees and
commissions hurting returns. Better Finance supported PEPPs being simple, standardised and cost
effective, having default options and beingopen to various types of providers. It also welcomedthe
KID and particularly the inclusion of past performance indicators. However Better Finance raised
concerns about the capital protection default option, feeling this was illusory, even given low
inflation, and therefore not a safe investment strategy. They also felt the alternative investment
options excluded direct equity investments, in contradiction to the CMU. This would also damage
returns by limiting PEPPs to packaged products attractingfees. Better Finance was keen for Member
States to follow the Commission'srecommendationon granting taxrelief.

AFEME (the Association for Financial Markets in Europe) also supported the PEPP proposal, noting
the need to develop the single market for pensions with a standardised personal pension product
to help people savefor retirement. It also welcomed Member States being encouraged to consider
providing taxincentives for the PEPP.

Legislative process

In the European Parliament, thefile was assigned to the Economicand Monetary Affairs Committee
(ECON), rapporteur Sophia in 't Veld (ALDE, the Netherlands). The rapporteur's draft report was
presented on 26 February and contained 175 amendments. A further 739 amendments were tabled
and discussedin committee on 28 May 2018.

ECON adoptedits report on 3 September 2018 (by 29 in favour, 10against, 17 abstentions) as well
as the mandate to negotiate (47 for, 8 against, 1 abstention). The report’s main changes to the
Commission’soriginal proposal were:

e Moreemphasis on environmental, socialand governance (ESG) factors.

e Institutions for Occupational Retirement Provision (IORPs - essentially occupational pension
schemes, which are governed at European level by the |IORP Directive) may provide PEPPs
(as proposed by the Commission) but they cannot cover biometric risks or guarantee
returns, and PEPP assets mustbe ring-fenced (Article 5). The Council’s negotiating mandate
makes similar points (see below).

¢ National ‘compartments’ (separate elements within the PEPP, compliant with the various
different national rules required to be consistent with obtaining national tax relief) would
not need to be offered by providers in all Member States within three years. Instead, PEPP
savers would have information on what compartments are offered by providers, and have
the possibility to switch from their existing provider for free if they need to open a new
compartmentwhich is not offered by their current provider. Providers would also be able to
offer a wider range of compartmentsin partnership with other providers (Article 13). Moves
of capital between compartments can be in the form of the investment assets (thus notjust
in cash — Article 16).

e Moredetails on the Key Information Document (Article 23a) spelling out the exact structure
and contents.

e Stronger emphasis on advice and suitability recommendations to potential PEPP savers
(Article 25).

e Pension benefit statements to be issued at least annually, and these need to include
information on retirement age and projections of future benefits (Articles 27 and 28).

¢ Information on decumulation (pay-out) options should be given at least one year before
retirement (Article 30).
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e Rulesonchangingtheinvestment choice to be setin the PEPP contract, rather than being
allowed once every five years free of charge as the Commission proposed (Article 36).

e The default PEPP is renamed the ‘Basic PEPP’ with a risk-mitigation approach having the
objective of capital protection (rather than ‘ensuring’ capital protection). An annual cap on
costs and fees of 1 % of the accumulated capital would be introduced (Article 37).

e Risk mitigation is spelt outin more detail (Article 39).

e Rules on changing the PEPP provider would allow for switching according to the PEPP
contract terms (rather than being allowed once every five years as the Commission
proposed — Article 45). However, switching would always be permitted at the point of
retirement. Charges for switching would be capped at 0.5 % of the PEPP account balance
(ratherthanthe 1.5% cap as originally proposed — Article 48).

e Decumulation (pay-out) rules to be no less favourable for PEPP than national rules (Artide
51). The Basic (default) PEPP is limited to paying outa maximum of30 % in thefirst year of
retirement, the rest to be taken via annuities and/or drawdown. Basic PEPPs with a capital
guarantee must have a minimum of 35 % taken as a lifetime annuity. PEPP savers must
choose the form of decumulationfive years beforehand (Article 52).

e Anevaluationreportonthe PEPP regulation is to be prepared every five years (rather than
justonce, after five years) and more details are setouton what it should cover. A permanent
monitoring panel supported by EIOPA is to be established by the Commission (Article 63).

The Parliament also decided to respond tothe Commission'srecommendation onthe taxtreatment
of PEPPs with a legislative own-initiative report prepared by the same ECON rapporteur. EPRS
produced an accompanying European Added Value Assessment. The report was adopted in
committee on 3 September 2018 (30 for, 18 against, 1 abstention) and considered in plenary as an
ordinary own-initiative report, alongside the agreement on the PEPP proposal, following the
trilogue negotiations. The own-initiative report, called on the Council to put forward proposals to
incentivise PEPP savers, such as: giving the same tax relief to the PEPP as is given to national
products (even where the PEPP did not fully meet the rules for this); a specific PEPP tax relief
harmonised at EU level in a multilateral tax agreement between Member States; and granting a
specific (fixed amount or percentage) subsidy to PEPP savers.

For the Council, the Working Party on Financial Services had a firstmeeting to considerthe proposal
(at experts'level) on 4 September 2017. Twelve further meetings under the Estonianand Bulgarian
Presidencies, with a number of Presidency compromise texts circulated, culminated in the
agreement of a negotiating mandate by Council on 19 June 2018. The most controversial issue in
the Council working party discussions concerned the scope for IORPs to provide PEPPs. The
Commission’soriginal proposal allowing IORPs to provide PEPPs was opposed by somedelegations,
whilst others insisted they should not be excluded. A compromise was ultimately reached under
which certain IORPs would be permitted to provide PEPPs on the basis that PEPP assets and liabilities
would be ring-fenced and that biometric risks could only be coveredin cooperationwith insurance
undertakings to preserve a level playing field. This mandate for negotiations with the European
Parliament was agreed on the understanding thatthe issue of IORPs would be revisited during the
trilogue stage.

The Council working party met to review the European Parliament’s position on 21 September, and
trilogues then began on 11 October 2018. In addition to the IORPs issue, another point in the
negotiations was the respective role of EIOPA and the National Competent Authorities (NCAS) in
authorising and registering PEPPs. The Commission proposed that authorising PEPPs would be a
responsibility of EIOPA. By contrast, the Council considered that NCAs should authorise PEPPs and
report registrations to EIOPA who would then include them in a central public register. The ECON
committee report essentially kept the role of EIOPA in authorising PEPPs, whilst it considered that
NCAs should validate applications (Articles 4-6).

According to the provisional agreement reached on 13 February 2019, national competent
authorities shallassess and authorise a PEPP, which should be registered by EIOPA in a central public
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register afterwards. IORPs are addedto theinstitutions allowed to apply for registration of a PEPP, if
they are authorised and supervised to provide personal pension products. In that case, all assets and
liabilities corresponding to PEPP provision businessshall be ring-fenced, without any possibility to
transfer them to the other retirement provision business of the institution. The agreement was
approved by the ECON committee on 26 February 2019, by the Parliament’s plenary on 4 April 2019
and by the Councilon 14 June 2019. Thefinal act was signed on 20 June 2019 and entered into force
on 14 August 2019.
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ENDNOTES

' See for example page 1 of The 2015 ageing report', European Commission, 2015.

2 A typical pensions taxonomy refersto three pillars: pillar | is public statutory pensions administered by the state and
normally funded on a pay-as-you-go basis. Some Central and Eastern European (CEE) Member States also have a pillar
| bis, which are statutory mandatory pre-funded individual pensions; pillar Il is occupational pensions, i.e. normally pre-
funded pensions linked to an employment relationship and typically involving the social partners; and pillar Il is
personal pensions which are pre-funded private voluntary pensions. Pillars |l and Il are also called '‘complementary' or
'supplementary' pensions, given they build on pillar | which is the most important component of retirement income
for most people. For more information on taxonomy see the glossary here.

3 See for example D. Eatock, European Union pension systems — Adequate and sustainable?, EPRS, European Parliament,
November 2015.

4 Modernised co-ordination: Regulation (EC) 883/2004 and Implementing Requlation (EC) 987/2009.

5 Directive 98/49/EC and Directive 2014/50/EU

6 Notably Directive (EU) 2016/2341 covering certain occupational pension schemes.

7 There are many different ways to attempt to measure this, including, for instance, number of people with personal
pensions, total assets heldin them and assets held in such pensions compared to total financial assets. Data availability
and definitions across a varying EU landscape can be an issue. However, as one example extracted from table 2, page
10, of the Commission impact assessment: nowhere do personal pensions represent 10 % or more of a Member State’s
total financial assets. Denmark (9.9 %) and Malta (9 %) are the highest with Czechia (6.2 %), Slovenia (4.8 %), Spain
(4.2 %), Germany (3.9 %) and Belgium (3.4 %) also of note. In contrast, Poland (0.2 %), Romania (0.2 %) and Lithuania
(0.1 %) have very little of their total financial assets saved in personal pensions.

8 Seetable 1, page 9 of 'The 2015 Ageing Report', European Commission.

°  The full title 'pan-European personal pension product' and shorter variants have been consistently shortened to 'PEPP'
during the proposals genesis and in the Commission’s final proposal, hence we use the same acronym.

19 The Commission IA notes that the €0.7 trillion growth in personal pensions that the PEPP is forecast to bring by 2030
is predicated on PEPPs attracting the same national tax incentives as similar personal pensions. Much more limited
take-up of PEPPs is expected otherwise. The modelling in the IA 'demonstrates the dominance of the tax incentive that
clearly emerges from the literature as well. Product features play a much smaller role and by themselves would not
lead to choosing the product’, Annex B, page 85, PEPP impact assessment, European Commission.


https://www.europarl.europa.eu/doceo/document/TA-8-2019-0347_EN.html
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2019.198.01.0001.01.ENG
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/571327/EPRS_BRI%282015%29571327_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/568328/EPRS_BRI%282015%29568328_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2017/611003/EPRS_BRI(2017)611003_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2018/615656/EPRS_IDA(2018)615656_EN.pdf
http://www.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=&reference=2017/0143%28COD%29
http://ec.europa.eu/economy_finance/publications/european_economy/2015/pdf/ee3_en.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/568328/EPRS_BRI%282015%29568328_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/BRIE/2015/571327/EPRS_BRI%282015%29571327_EN.pdf
http://ec.europa.eu/social/main.jsp?catId=867
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502186235209&uri=CELEX:32004R0883
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1502186235209&uri=CELEX:32009R0987
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1400773440316&uri=CELEX:31998L0049
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1400777407289&uri=CELEX:32014L0050
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32016L2341
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017SC0243&from=EN
http://ec.europa.eu/economy_finance/publications/european_economy/2015/pdf/ee3_en.pdf
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017SC0243&from=EN#page=85

Framework for a pan-European personal pension product (PEPP)

" This section aims to provide a flavour of the debate and is not intended to be an exhaustive account of all different
views on the proposal. Additional information can be found in related publications listed under ‘EP supporting
analysis'.
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