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Abstract. The aim of this study is to analyse longevity insurance annuities as a possible
addition to social security programmes. The research method is to analyse the strengths and
weaknesses of longevity insurance provided by the private sector and by government, and
to survey and analyse examples of longevity insurance benefit programmes that countries
have already established. Longevity insurance annuities are deferred annuities that start
payment at an advanced age at which a substantial proportion of the birth cohort has died.
In developed countries, that would mean that these annuities would start for people in their
early eighties, but when social security programmes were started in many countries, the age
at which longevity insurance annuities would begin was substantially younger. This study
finds that originally, public pension programmes in a number of countries were structured
as a longevity insurance programme, with roughly 50% of those entering the workforce
surviving to receive the benefits because of relatively high benefit eligibility ages. Over time,
however, as life expectancy has improved, the benefits these programmes provide have slowly
transformed into benefits that most people entering the work force ultimately receive. This
paper argues that reintroduction of a longevity insurance benefit as part of public pensions
could be an important policy in particular because this benefit is generally not provided by
the private sector. These annuities would benefit some older retirees, particularly in countries
with modest public pension benefits, but the private sector has problems in providing them,
particularly when they have to be provided on a unisex basis. A longevity insurance benefit
is desirable in countries that rely on defined contribution pensions, where some workers
take their benefits as phased withdrawals, and thus risk outliving their benefits if they live
substantially longer than their life expectancy. This paper surveys countries that provide this
type of benefit. The addition of these benefits to social security may be particularly desirable
1
Research on Poland included in this paper was financed from research grant number UMO-2013/10/M/
HS4/00466 from National Science Centre in Poland.
2
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as part of a reform where other changes being made to maintain solvency are resulting
in reduced generosity of benefits.
Keywords: longevity, annuities, insurance.
JEL Codes: G22, H75, J26.

1. Introduction
This study analyses longevity insurance annuities as a possible addition to
social security programmes. It does so by analysing longevity insurance annuities
in countries that have included those benefits in their social security programmes.
It compares public provision of longevity insurance annuities to the possibility
of private sector provision.
Longevity insurance annuities are deferred annuities that start payment at
an advanced age at which a substantial proportion of the birth cohort has died. These
annuities have also been called longevity annuities, longevity income guarantee
annuities, and advanced life deferred annuities. Each of the insurance companies
that provide them in the United States has their their own name for their product. For
example, MassMutual calls its product MassMutual Stable Voyage Fixed Deferred
Annuity. The benefits this product provides can be deferred to age 85, but can also
be taken substantially earlier.
While all annuities provide longevity insurance through pooling of annuity
risks, longevity insurance annuities provide insurance targeted against running out
of money at advanced ages. Longevity insurance annuities are deferred annuities,
and thus differ from annuities that are purchased at advanced ages, which are more
of an income product than an insurance product. Immediate annuities purchased at
an advanced age do not benefit from the price reduction due to taking the risk that
the purchaser will not live to the age at which they can be received.
As people grow older, especially for those living past their life expectancy and for
those relying on employer-provided defined contribution plans, they risk exhausting
their sources of income other than their public pension. People with fixed income
in retirement may see the real value of those income sources fall in half by their early
eighties with inflation rates as low as 3%. People with low public pension benefits
who are in their 80s and older are economically vulnerable. At that age, few are able
to offset their low benefits by working. They may have used up their retirement assets
other than their public pension benefit, and they may have increased expenses due to
increased need for medical care or for assistance with aspects of independent living.
Preventing people from falling into poverty as they age is a key goal of public
pensions. Longevity insurance is one way to address the income needs of older
people who have lived longer than they expected, and have used up their retirement
savings other than their public pension benefit. The addition of these benefits to
social security may be particularly desirable as part of a reform where other changes
made to maintain solvency reduce the generosity of benefits.
Journal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)
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In order to assess the possible role of longevity insurance benefits in social security
programmes, this paper surveys existing longevity insurance benefit programmes as
part of social security programmes around the world. It discusses the Care Allowance
and Benefit in Poland, which starts at age 75, and the Age 80 Allowance programme
in Ireland and as models for other countries for providing added social insurance for
people who are particularly vulnerable because of their advanced age. It also reviews
similar programmes in the United Kingdom and Germany, as well as programmes
in a number of other countries. The sample of countries studied is a convenience
sample, which, to our knowledge, is a fairly complete sample of the countries with
such programmes.
2. Literature Review
While all annuities provide retirees a degree of insurance against having insufficient
income in old age, in recent years the term longevity insurance has been used to refer
to a particular type of deferred annuity. Longevity insurance is a deferred annuity
that starts at an advanced age, such as 82. Longevity insurance annuities provide
insurance against outliving one’s assets, but only when that risk becomes substantial
at advanced ages [Milevsky 2005].
Unless they purchase an annuity, retirees with employer-provided defined
contribution plans in countries with social security systems that do not provide
high replacement rates may face the difficult challenge of managing the spenddown of their assets over a retirement period of uncertain length. With a longevity
insurance annuity, the planning problem is greatly simplified. Instead of planning for
an uncertain period, participants can plan for a fixed period – from the date of their
retirement to the date at which they start receiving the longevity insurance benefit,
should they survive that long. Longevity insurance changes the planning problem
from one with an uncertain end point (date of death) to one with a certain end point
(the date at which longevity insurance begins providing benefits).
The age of purchase and the length of the deferral until initial benefit receipt
affect the level of benefits provided. For example, longevity insurance annuity
purchased in the United States with US$100,000 at age 70 would be expected
to provide annual payments starting at age 85 of between $26,000 and $42,000
depending on the interest rate, whether a joint and survivor annuity was chosen
and other factors. The longer the deferral period, the greater the benefit, in part
because some members of the insured pool will die before receipt of benefits. If
the purchase was made instead at age 65 with the starting date at age 85, the $42,000
benefit figure would increase to $51,000 [U.S. Department of the Treasury 2012].
Alternative estimates indicate that an immediate annuity purchased with $100,000
and starting at age 65 would provide $6,950 a year for life, compared to the same
purchase with benefits starting at age 85 yielding $63,990 for life [Tergesen 2012].
These benefits would be subject to inflation risk, but some policies allow for lower
starting benefits with an automatic escalation. The amount of benefit depends on
Rozprawy Ubezpieczeniowe. Konsument na rynku usług finansowych nr 25 (3/2017)
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the interest rates prevailing at the time of purchase, with a risk associated with
these annuities being that the purchase occurs at a time when interest rates are low,
which would result in low monthly benefits. A strategy to deal with that risk would
involve making smaller purchases of longevity insurance annuities over a period
of several years.
Horneff et al. [2007] use a simulation model to show that instead of fully
annuitizing at retirement, the percentage of one’s resources that a person would
optimally annuitize increases over time during retirement. People who have
some financial resources invested in equity can benefit from the equity premium
early in retirement, gradually reducing their investment in equity, and increasing
the amount that is annuitized. A longevity insurance benefit does not follow
a gradual pattern of increasing the share of assets that is annuitized, but it does
capture some of the benefit of that strategy. Horneff et al. [2007] find that most
retirees optimally would avoid fully annuitizing until an advanced age, in order
to benefit from the equity premium, but by age 80, would fully annuitize their
financial wealth, other than wealth used for bequests.
To our knowledge, the United States is the only country where longevity insurance
annuities are currently provided by the private sector. While longevity risk can
be diversified away for large pools of people if life expectancy is stable, the risk
of unexpected increases in life expectancy across the population cannot be diversified
away because that risk is positively correlated across people. Life insurance companies
have no asset which they can purchase as a hedge against unexpected increases
in life expectancy. This problem is particularly important when interest rates are
low, because the present value cost of increased benefits at advanced older ages is
larger due to the reduced effect of discounting future benefits with low interest rates.
Problems with the private sector providing longevity insurance annuities include
that adverse selection may be more of an issue than for traditional annuities in that
presumably only people with very long subjective life expectancies would purchase
longevity insurance annuities.
Requirements in some countries that annuities be provided on a unisex basis
pose a greater problem for longevity insurance annuities than traditional annuities,
because of the substantial relative difference in life expectancy by gender at older
ages. While the absolute difference in life expectancy between men and women
narrows with age, the relative difference substantially increases. Life expectancy
data for the United States show that at age 20, women have a life expectancy that
is 8.3% longer than men, at age 60 it is 14.7% longer than men, and at age 80 it is
18.8% longer than men [Arias 2012]. The greater the relative difference, the greater
the disadvantage to males of unisex pricing, and the less likely males would be to
buy longevity insurance annuities.
In the United States, gender based longevity insurance can be purchased privately
through some life insurance companies, but must be purchased on a unisex basis if
purchased directly from a defined contribution pension plan. Metlife [2017] is one
of the companies offering gender-based longevity insurance annuities. If this annuity
Journal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)
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was purchased with a lump sum payment at age 45, it could be received starting at
ages 80 or 85 (or earlier). If benefit payments started at age 80, a male beneficiary
would receive a benefit 10.4% larger than a female beneficiary due to the longer life
expectancy (and greater probability of receipt) of the female beneficiary. The gender
difference in benefits is smaller than the gender difference in life expectancy because
of the effect of discounting distant benefits. If benefit payments started instead at
age 85, the male’s benefit would be 13.0% larger than the female’s benefit. If instead
of being a longevity insurance benefit, the benefit was a deferred annuity starting at
age 65, the male’s benefit would be 5.2% larger, the shorter deferral period reducing
the cumulative female advantage in life expectancy.
These figures suggest that the unisex requirement may be part of the explanation
why longevity insurance annuities are not offered currently in the United Kingdom,
which has had a strong annuity market and has offered them in the past. When unisex
annuities are offered in a voluntary market, there is a tendency for males to not
purchases them, with the market price tending toward the price for females.
Webb et al. [2007] argue that a longevity insurance benefit could be appealing to
pension participants. They demonstrate that longevity insurance annuities can provide
valuable insurance protection at an affordable cost. However, relatively few people
have purchased them. One possible explanation may be that people are concerned
that they might die before receiving a reasonable amount of their money back, and
this concern would be substantially greater for longevity insurance annuities because
of their deferred payment start date. That approach to valuing annuities ignores
the insurance benefit they provide for people who live to older ages.
Greenwald et al. [2017] survey U.S. workers and retirees concerning their interest
in purchasing a longevity insurance annuity. Among workers, 45% indicated that
they were very interested or somewhat interested in purchasing a longevity insurance
annuity. Among retirees, 5% indicated that they had already purchased a longevity
insurance annuity. However, 52% of retirees said they were not at all interested
in purchasing such a product, possibly because they had already figured out their
retirement income.
Iwry and Turner [2009] discuss adding such a longevity insurance benefit to
target date funds as a way of encouraging their purchase through 401(k) plans
in the United States. Target date funds are mutual funds that gradually move toward
more conservative portfolios as the retirement target date approaches.
Recent contributors to the literature on longevity insurance annuities include
Abraham and Harris [2016], who survey the issues, and Ezra [2016]. Ezra [2016]
highlights that longevity annuities pool the greatest part of the longevity risk
exposure – the part at the oldest ages – when longevity uncertainty is greatest relative
to expected future longevity. Scott [2015] finds that for a typical retiree, allocating
10-15% of wealth to a longevity annuity creates spending benefits comparable to
allocating 60% of wealth to an immediate annuity. This paper is an extension of an
earlier international survey [Turner et al. 2017a].
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3. The Role of Longevity Insurance Benefits
in the Early History of Social Security
Historically, many social security programmes were designed as longevity
insurance programmes, even though the term longevity insurance was not used.
Over time, they have gradually shifted to being retirement benefit programmes.
In the early development of social security, a number of countries initially established
social security programmes as longevity insurance benefit programmes, with benefit
eligibility ages as high as age 70 at a time when relatively few workers survived to
those ages [Chen, Turner 2015].
Germany. The original concept of social security under Chancellor Bismarck
in Germany was a longevity insurance benefit, though that terminology was not
used. The benefit was available at age 70 starting in 1889. While life tables are not
available for that year, clearly less than half the population entering the workforce
would be alive at that age. It was not until 27 years later (in 1916) that the retirement
age was reduced to 65 [U.S. Social Security Administration, n.d.].
Ireland and the United Kingdom. When the means-tested old-age pension
was introduced in Ireland and Great Britain in 1908, the retirement age was 70.
In 1910-1912, life expectancy at birth for a male was age 51 [United Kingdom
Office for National Statistics 2015]. When the Basic State Pension was introduced
in the United Kingdom in 1946, the benefit eligibility age was 65 for men (60 for
women) [Capretta 2007]. When a social insurance based Old Age (Contributory)
Pension was introduced in Ireland in 1961 the retirement age was set at 70 and it
remained at that age until the 1970s.
Canada. Canada first enacted a public pension, which was means tested in 1927,
with a benefit eligibility age of 70. The means test was eliminated in 1951, but
the eligibility age remained age 70 until 1965, when it was reduced to 65 [Capretta
2007].
United States. While U.S. Social Security is now a benefit that most people who
enter the workforce survive to receive, it was originally structured like a longevity
insurance benefit. In 1940, when benefits were first provided in the United
States, the benefit eligibility age was 65. Taking into account that people entered
the workforce at earlier ages, from U.S. life tables for 1910 for the population age 18
that year, at age 65, 54% of the population would still be alive [Glover 1921].
Norway, Iceland and Sweden. In 1949, the benefit eligibility age was 70 in Norway
and 67 in Iceland [Capretta 2007]. When a universal old age pension was established
in Sweden in 1913, the eligibility age was 67 [Harrysson, Edebalk 2010].
Over time, two changes have fundamentally altered the nature of the benefits that
Social Security provides in the United States and in other countries. First, benefit
eligibility ages have been lowered. Second, longevity has increased. With these two
changes, social security programmes have transitioned from longevity insurance
programmes to programmes providing old-age benefits for a substantial proportion
of the population that entered the workforce in their youth.
Journal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)
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Thus, in a number of countries, social security old-age benefits were first provided
as longevity insurance benefits, providing benefits at an age where a substantial
proportion of the population entering the workforce would have died. Social Security
has changed into a retirement benefit that most people receive rather than a longevity
insurance benefit that is a form of insurance against living to an advanced older age.
4. Longevity Insurance Annuities Provided by Government
From an economics perspective, the argument that the government should provide
a benefit must be based in part on the conclusion that the private sector cannot
provide such a benefit on equally favourable terms. In the United States, individually
purchased longevity insurance annuities account for about 1% of the individual
purchase annuity market [Panis, Brien 2016].
The government has several advantages over the private sector in providing
longevity insurance annuities. First, it is able to limit its liability against the possibility
of an unexpected improvement in life expectancy by indexing the age of eligibility
for benefit receipt. While the private sector could do this prospectively for new
clients, the government is able to do this for people nearing the age of entitlement for
the benefit. For example, adjustments to benefit generosity are made at retirement
age in Sweden for immediate annuities received at traditional retirement ages.
The private sector could hedge against improvements in life expectancy by providing
annuities the generosity of which depended in part on changes in life expectancy.
Second, the government has a hedge against the liability to the extent that people
work longer (and pay more taxes) due to improvements in health at older ages or
due to raising the eligibility age for social security benefits. Currently, no assets
exist for the private sector to invest in that provide a full hedge against unexpected
improvements in life expectancy. The government would also have increased
liabilities for traditional social security benefits due to the improvements in life
expectancy, but those could also be dealt with, in principle, by raising the early
retirement age and the normal retirement age.
Third, the government does not have to deal with adverse selection because it
provides the benefit to a pre-selected group. In the private sector, insurance companies
would provide longevity insurance to people who self-select, in part based on their
subjective expectation of long life expectancy.
Problems with the provision of longevity insurance annuities in the private sector
include that adverse selection may be more of an issue in that they presumably
would only be purchased by people with very long subjective life expectancies.
Also, potential purchasers may be concerned with the risk of life insurance company
insolvency over a long time period. New York Life [2012] expressed the opinion
that pure longevity insurance annuities would have limited appeal, but that those
annuities combined with another benefit payment feature, in particular a death benefit,
would be marketable. While such a benefit would reduce the income provided by
the annuity, it would nonetheless provide some longevity insurance benefits.
Rozprawy Ubezpieczeniowe. Konsument na rynku usług finansowych nr 25 (3/2017)
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Longevity insurance benefits can be provided in a number of different ways. They
can be provided through government-run social insurance programmes or they can
be provided, at least in principle, through the private sector. They can be means
tested or available to all older persons. They can be non-contributory benefits or
eligibility can be based on having a contributions history. They can be flat benefits
or the benefits can be related to earnings or contributions.
5. Longevity Insurance Annuities Provided by Government
This section surveys longevity insurance benefits in a selection of countries.
Countries are included in the survey based on the criterion that they have a longevity
insurance benefit of some type provided by government. The survey is a convenience
sample.
Life expectancy differs greatly by country, so the design of longevity insurance
benefits in different countries would vary greatly by the age at which they would be
available. While the difference between life expectancy at birth and life expectancy
at age 20 is relatively small in high-income countries, the difference is substantial
in low-income countries due to infant and youth mortality. Life expectancy at age 20
is a better measure for constructing a longevity insurance benefit because that benefit
is for people who have worked. The life expectancy at age 20 gives the age at which
roughly half of the population entering the workforce at age 20 would have died, and
thus that statistic serves as an empirical measure as to whether an old-age benefits
programme would be classified as a longevity insurance programme (Table 1).
Table 1. Life expectancy at age 20 in selected countries as a measure of when
a longevity insurance benefit might start, 2015
Country

Life expectancy
at age 20

Country

Life expectancy
at age 20

Ireland

81.9

China

77.2

United Kingdom

81.7

Nepal

72.7

Germany

81.5

India

72.6

Kyrgyzstan

78.1

Philippines

71.1

Poland

78.1

Zanzibar

67.1

Vietnam

78.1

Lesotho

60.1

Source: World Life Expectancy (2015), WHO data.

In the following international survey, we roughly classify longevity insurance
benefits as starting at age 80 or later in OECD countries, age 75 and older in middle
income countries, and age 70 and older in lower-income countries. Further, we
classify longevity insurance benefits based on the age at which they start and not on
Journal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)
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other correlates of those benefits, such as whether they are means-tested, whether
only social security beneficiaries are eligible, or other issues. The international survey
starts with a somewhat detailed explanation of programmes in Ireland, Poland and
China, as examples of different types of longevity insurance programmes, followed
by less detailed explanations of programmes in other countries.
In the following survey, the number following the name of the country is the life
expectancy at age 20 [World Life Expectancy 2015], which is a measure of roughly
when workers enter the labour force. Much of the material for this section was
obtained by reviewing Social Security Programs Throughout the World, which is
an online publication of the U.S. Social Security Administration.
Ireland (life expectancy at age 20: 81.9). Longevity insurance benefits are part
of the retirement income system in Ireland [Hughes, Turner 2015], China [Chen,
Turner 2015], Germany [Chen, Hughes, Turner 2016], and some other countries.
Ireland has had a non-contributory social assistance (anti-poverty) pension since
1908 and a contributory social security pension since 1961. Both pensions were
originally available at age 70. The contributory social security pension provides flat
rate (not earnings-related) pension benefits. The social assistance pension depends
on income and assets in old age, and the social security pension depends on previous
participation in the labour force. Ireland pays a benefit of about US$550 a year at age
80, called the Age 80 Allowance. That benefit is automatically received by persons
receiving Irish social security pensions once they turn age 80. The maximum flatrate value of the social security pension depends on having an annual average of 48
or more weekly contributions to the social insurance fund during one’s working life.
A sliding scale of average contributions is used to pay smaller pensions to those with
average weekly contributions less than 48 per year. However, the Age 80 Allowance
is not reduced.
In Ireland’s 1972 national budget, both the social assistance and contributory
social security pensions were increased for older pensioners by introducing an age
allowance for pensioners age 80 and over. All persons age 80 and older receiving
either of those pensions automatically receive the Age 80 Allowance. Thus, the Age
80 Allowance is a social pension that is not separately means tested, but it is also
not universal. It excludes some higher-income persons who do not qualify for
social assistance because of their income and do not qualify for a social security
pension because of not having a sufficient history of work. The particular feature
that we are focusing on as a model for other countries is that it starts at age 80.
The administration of a social pension that is not means tested is simpler and less
costly than for a means-tested pension.
In his 1972 budget speech introducing the new pension benefit, the Irish Minister
for Finance [Ireland 1972] George Colley said that the reason for introducing
the allowance was that, “I am especially conscious of the fact that very old persons
are often at a disadvantage because of their inability to do things for themselves
and shop around for the best value. In recognition of this, all non-contributory [and
contributory] old age and blind pensioners age 80 and over will receive a further
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increase of 50p per week”. A further justification for the Age 80 Allowance is that
data from Ireland show a substantial increase in medical expenses at older ages.
Research by Redmond [2015] on the cost of medication by age shows that in 2012
average annual expenditure by those under age 65 was €406 compared with €1,377
for those age 65-69, and €1,772 for those age 75 and over.
While the relationship between the Age 80 Allowance for the social security and
social assistance pensions varied in the early years, since 1985 the allowance has
been the same for both pensions. The nominal value of the allowance increased
considerably in 2006, when it was increased to €10 per week, but it has not increased
since then, thus declining in real value for the past decade. The cost of the benefit as
a percent of GDP was 0.07% in 2011.
When Ireland introduced the Age 80 Allowance in 1972, that benefit was nearly
10% of the maximum social assistance pension and about 8% of the social security
pension, but its relative value has fallen over time. Since 2006, the allowance has
stabilized at around 4.5% for both pensions. Those pensions did not increase in value
between 2006 and 2015.
Poland (78.1). Poland has a relatively high pension coverage rate compared to
other formerly Communist transition economies in Central and Eastern Europe. This
result is achieved by a mix of contributory and non-contributory plans. The general
social security pension system covers salaried workers and self-employed workers.
Farmers are covered by a separate social security scheme, with a small contributory
component (with contributions equivalent to 10% of the minimum monthly pension
per month). Contributions cover less than 10% of the expenditure on farmers’
pensions, and the rest is covered from general government revenues, which means
that it is a quasi-social pension for this part of the Polish population. Old-age pensions
are paid from ages 61 for women and 66 for men, with those ages falling in October
2017 to 60 for women and 65 for men.
All people age 75 and over receive an additional benefit, financed from the national
government budget. There are two types of such benefits. If a person receives
a contributory pension (from the general social security plan or the farmers’ plan),
he or she receives a care benefit (dodatek pielęgnacyjny) that is paid on the top
of those benefits. If a person is not eligible for a social security pension, he or she
receives a care allowance (zasiłek pielegnacyjny) paid from the state budget by local
community social services, based on the Polish Act on Family Benefits. Initially,
the level of both social transfers was similar. Policy developments led to the rising
difference in the benefit levels. The care benefit is more generous due to its regular
indexation that is guaranteed by law. The care allowance, financed from taxes and
not indexed on a regular basis, was kept at the lower level as a part of the fiscal
policy and budget savings.
The universal care benefit and allowance in Poland are one of the factors
contributing to the lower level of the poverty rate among the population in the age
group 75 years and older compared to those age 60 and older. According to Eurostat
data [Turner et al. 2017a], the poverty rate for people age 75 and older is the lowest
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among all age groups. This means that even a relatively small addition to income
serves an important goal of reducing poverty at advanced ages.
Access to universal benefits for people age 75 and older reduces the risk of poverty
at older ages. It provides an important addition to the income of people in the oldest
age group. However, given the rising need for care services with age, it is still seen
as insufficient [Szatur-Jaworska 2008].
China (77.2). Though in some cities in China, an old age allowance has been
provided for those age 90 or 100, Ningxia province has taken the lead in providing
an old age allowance in the whole province and provides monthly benefits for those
age 80 and older [Chen, Turner 2015]. In May 2009, Ningxia province first started
to provide the old age allowance for those aged 80 and older in rural areas and those
aged 80 and older with low income in urban areas. Thus, in urban areas, the old age
allowance is a means-tested programme. China does not have a unified national
social security programme – programme features vary across the provinces. Ningxia
province is the first one to provide this benefit. The lowest benefit level regulated
by provincial government is as follows: those age 80-89 receive 300 yuan (¥) per
month; those age 90+ receive 350¥ per month. County or district governments
can increase the benefit level according to their financial ability. In Shenzhen city
(a developed city in China and the first city to develop a market economy at the end
of the 1980s) of Guangdong province, the benefit level is as follows: those age 80-89
receive 200¥ per month; those age 90-99 receive 300¥ per month; those age 100+
receive 500¥ per month.
Since 2009, more cities have started to establish old-age allowance programmes
in China. In 2006, only 2.34 million people were receiving an old-age allowance, but
by the end of 2010, 5.76 million people received the old-age allowance. From 2006 to
2010, the percentage of the population age 80 and older receiving old-age allowance
benefits increased from 12.9% to 27.0%. In 2011, 14 provinces started to provide
the old age allowance. However, in general, the old age allowance programme is not
universal for those age 80 and older in China.
In most cities, the old age allowance is means tested and provides benefits to those
with low income. In Ningxia Province, only those age 80 and older with per capita
income of family members lower than 150% of the minimum living standard are
eligible for old-age allowance. In Heilongjiang province and Jilin province, those
age 80 to 89 with income lower than the minimum living standard are eligible for
the old age allowance [People’s News 2012]. For those age 90 and older, no means
test is required. All eligible old age persons can receive 100¥ (US$16) per month.
Thus, the old age allowance programmes in these two provinces are means tested for
those age 80 to 89, while being universal for those age 90 and older [People’s News
2012]. In Shenzhen city, the old age allowance is not means-tested and is universal
for those satisfying the age requirement.
United Kingdom (81.7). Any State pension in the United Kingdom is increased
by the tiny amount of £0.25 (€0.35) per week at age 80 [Europa, 2016]. The benefit
has not been increased since it was introduced in 1971, suggesting that there is little
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political support for the benefit. The United Kingdom also provides the Over 80
Pension, which is a means-tested pension for those age 80 or older. It can also be
paid as a top-up amount to a person’s State Pension when that person reaches age 80,
if he or she receives the State Pension at a lower rate than £71.50 or does not receive
the basic state pension. Relatively few persons qualify for this benefit, however,
because it has a low income eligibility cut-off point.
Germany (81.5). Riester pensions in Germany are voluntary defined contribution
plans that were enabled by a pension reform taking effect in 2002, and named after
the Labour Minister responsible for establishing them. They require that at retirement
the participant purchase an annuity that begins payment by age 85 [Börsch-Supan,
Wilke 2005]. Thus, the Riester pension can be used as a longevity insurance annuity,
but it is not specifically designed that way because benefits can start at considerably
earlier ages.
Vietnam (78.1). In Vietnam, a non-contributory pension programme was
implemented in 2004 [Long 2011]. Initially, it provided a benefit of 65,000 dong
(US$4.20) each month to persons age 90 or older who did not receive any contributory
pension benefits. Over time, eligibility ages were reduced and the benefit amounts
have increased. In 2007, the minimum eligibility age declined to 85 and to 80 in 2010.
Under current law, this old-age social pension (social assistance) is available to those
age 60 to 79 who are “needy and living alone without family support” and to those
age 80 or older and not receiving any contributory pension [U.S. Social Security
Administration 2015b].
The monthly benefit amount varies by age and health-related circumstances (and may
be higher in provinces with greater fiscal capacity) as follows: 180,000 dong (US$7.93)
to those age 60 to 79 if needy and living alone without family support or older than age
80; 270,000 dong (US$11.90) if age 60 to 79, needy, disabled and living alone without
family support or older than age 80, needy, and living alone without family support;
360,000 dong (US$15.87) if older than age 80, needy, disabled and living alone
without family support. According to various sources cited by the Asian Development
Bank, more than two-thirds of eligible individuals had not received a benefit nor had
many provinces implemented the programme in recent years [Long 2011].
Nepal (72.7). Although social insurance coverage provided through the National
Provident Fund is limited, an old-age allowance provides social assistance to
an estimated 682,000 individuals who received the benefit in 2010. In December
1994, the government introduced a universal social pension for all Nepalis 75
years of age or older. Initial implementation of the programme aimed to support
the age and their family-based support systems by providing cash payments of 100
rupees (US$2.21 in 1994$) per month to persons 75 years or older. In 1996,
the government increased the benefit payable to people 100 years of age or older.
In 2011, the programme offered a monthly benefit of 500 rupees (around US$6)
to all persons age 70 or older3 (on reaching their 100th birthday, the benefit for
3

The benefit was also available to members of all lower-caste groups (referred to as Dalits) and
residents of the Karnali zone beginning with their 60th birthday.
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beneficiaries increases to 1,000 rupees). The programme is funded through general
taxation [Samson 2012].
The allowance provides national coverage, with some geographic variability
in take-up rates. In most areas, the government aims to pay benefits every 4 months,
equal to 2,000 rupees (US$18.32) per payment. In remote rural areas with limited
access to village development officers, however, the government struggles to make
payments once a year, for the full entitlement of 6,000 rupees (US$54.95) annually.
When the government first implemented this programme, some 180,000 people
were 75 years of age or older, representing an estimated 0.8% of the country’s
population. By 2011, this group had grown to around 380,000, representing 1.3%
of total population. In absolute terms, the older population had more than doubled,
and the population share had grown by about 60%. In 2011, the population age 70
years or older was about 757,000 people, representing 2.6% of the total population.
The Senior Citizens’ Allowance covered an estimated 640,119 older people in 2010,
a small decrease from 646,461 beneficiaries in 2009 [Samson 2012]. Currently,
the monthly benefit still equals 500 rupees, but 1,000 rupees are paid to members
of certain ethnic groups [U.S. Social Security Administration 2015a].
Kyrgyzstan (73.1). A pension supplement is paid to person age 80 or older.
The benefit is also paid to World War II veterans, Chernobyl disaster workers, and
certain other groups [U.S. Social Security Administration 2014].
India (72.6). The city of Delhi provides a benefits programme for low-income
seniors starting at age 60, with a special supplement starting at age 70. In 2017,
people age 60-69 receive a benefit of Rs 2,000 a month, while those age 70 and older
receive a benefit of Rs 2,500 a month [Hindustan Times 2017].
Philippines (71.1). The Philippines has a programme for low-income seniors that
pays benefits starting at age 77 [Ronda 2015; Philnewsph 2017]. The government
has sought greater funding for the programme so that it can extend the benefits to
seniors who are younger than age 77. The programme began in 2011.
Zanzibar (67.1). Zanzibar, a semi-autonomous country (in a union with mainland
Tanzania), has recently launched a pilot programme that offers both men and women
age 70 or older 20,000 shillings (US$9.18) each month [Rebela 2016]. The universal
programme was launched ahead of what is planned to be a similar universal pension
programme in Tanzania.
Lesotho (60.1). The old-age pension, which started in 2004, begins payment at
age 70 [U.S. Social Security Administration 2015a]. All persons age 70 and older
are entitled to a monthly benefit equivalent to about US$40. The benefit is noncontributory, meaning that eligibility is not based on the person having made
contributions. The cost of the benefit is equal to 1.7% of GDP [Ortiz, Schmitt, De
2017]. Lesotho provides an example of a low-income country that is able to provide
old-age benefits by providing those benefits as a longevity insurance benefit, starting
at a relatively old age, given the life expectancy in the country.
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6. Proposals for Longevity Insurance Benefits in Countries with Defined
Contribution Social Security Programmes
Several countries with defined contribution social security programmes are
currently considering adding longevity insurance benefits to their programmes. These
countries include Chile, El Salvador and Peru [FIAP 2017]. People in these countries
risk outliving their resources, particularly if they take their benefits as programmed
withdrawals. In El Salvador, a proposal calls for a modification to programmed
withdrawals, so that a deferred annuity would be provided starting at an advanced
age after 20 years of receipt of programmed withdrawals. When fully phased in,
the longevity insurance benefit would be financed by a tax of 2% of wages. This cost
is higher than in some other programmes because the longevity insurance benefit
would not be a supplemental benefit. Rather it would be the entire social security
benefit provided at advanced older ages.
In Chile, a criticism of the proposal for longevity insurance benefits is that lowerincome workers have lower life expectancy than higher-income workers, and thus
the proposal is regressive, favouring higher income workers. This criticism is offset
somewhat by recognizing that the relationship between income and life expectancy
is usually calculated within a gender group, and applies both to males and females
within their gender groups. The relationship is weakened when considering the entire
population because women have lower income than men on average, while at
the same time having longer life expectancy.
The proposal for longevity insurance annuities in Chile has the annuities provided
through a countrywide programme rather than through life insurance companies.
Life insurance companies impose high reserving margins (the funds required to
back up the insurance) to make sure they can cover the possibility of unexpected
improvements in life expectancy. These margins result in a low value of longevity
insurance benefits. The provision of longevity insurance benefits in Chile, starting
somewhere between age 82 and 85, would raise the mandatory contribution rate
from 10% to 12% [FIAP 2017].
7. Comparison Across Countries
We compare characteristics by country of longevity insurance for older people.
Poland, Ireland, and the United Kingdom have provided support for a long time
for those age 75 or 80 under social insurance and social assistance programmes.
China (Ningxia and other provinces), Vietnam, Nepal, Kyrgyzstan, the Philippines,
Zanzibar and Lesotho provide support only under social assistance. Germany has
provided support since 2002 when Riester individual DC pensions were marketed
by private insurance companies. Recently, proposals have been made in Chile, Peru
and El Salvador for the introduction of longevity insurance benefits.
The age of eligibility for a pension that we categorize as a longevity insurance
pension varies across countries depending on the life expectancy in the country.
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The age of eligibility in Nepal, Zanzibar and Lesotho is 70. In Poland, the age is 75,
and in the Philippines, it is 77. In Ireland, the United Kingdom, China (Ningxia),
Vietnam and Kyrgyzstan it is 80, and there is an increase in the allowance in Ningxia
at age 90 and in Nepal at age 100. Contributors to private Riester pensions in Germany
can claim their longevity annuity at age 85 or earlier.
The value of longevity insurance in Ireland is the same, €43.33 per month
(US$46.36), whether it is paid under social insurance or social assistance
programmes. In Poland, it is about one-third higher under social insurance than
social assistance, €50 v €37 ($53.50 v $39.59) per month. The value of the age 80
supplement for anyone in the United Kingdom who qualifies for a State pension is
very modest amounting to less than 2% of the basic State pension. However, in both
jurisdictions there is a means tested pension for anyone whose income is less than
50% of the basic State pension. The value of the payment in Germany is not uniform,
as it would probably be under public programmes for old-age pensions. The payment
is provided by private insurance companies, and it varies according to the capital
value of pension savings.
The cost of longevity insurance depends, among other things, on what level
of benefits is offered. For most countries where the cost has been estimated, it is quite
modest and would not impose a noticeable burden on employers and employees.
In Ireland, the current cost amounts to 0.07% of GNP, and it would double to 0.16%
in 2046, as the proportion of older people age 80 years and over increases faster than
the people age 65 years and over.
8. Conclusions
Longevity insurance annuities are deferred annuities that start at an advanced age.
With current life expectancy, in developed countries they generally start for persons
in their eighties, but in low and middle-income countries, they would start at ages 70
or 75. While a small number of countries include longevity insurance annuities in their
social security programmes, most do not. This study investigates whether a longevity
insurance annuity would be a desirable addition to a social security programme.
A longevity insurance annuity is desirable in countries, such as the United States (not
having such a programme) and Ireland (having such a programme), where social
insurance old-age benefits are relatively modest, and people risk running out of other
sources of retirement income at advanced older ages. In low and middle-income
countries with low effective social security coverage rates, longevity insurance benefits
would be a targeted, cost-effective way of providing social security benefits for people
at advanced older ages. A few countries already have established such programmes.
It appears that the United States may be the only country that currently provides
longevity insurance annuities through the private sector. Because of problems that
private sector insurance companies have in providing these annuities, and because
of the valuable insurance these annuities provide, it is desirable for governments to
consider adding these annuities to their social security benefit programmes.
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Abstract. The pension system brings challenges in many developed countries. While
the systems were set up at a time of economic growth, policymakers are facing both economic
slowdown and an aging population. Moreover, there is an incentive mis-match between short
to medium term popularity and re-election versus taking necessary decisions to affect longterm sustainability of the system.
In a small open economy, the situation is further accentuated by high volatility driven by
migrations and cross-border workers. This paper aims to address the policymakers’ challenges
in these economies by providing both a highly innovative modelling that considers not only
population aging but also the cohort of cross border workers and their entitlement to a partial
pension in the future. It also provides an approach to analyse issues at stake and remove
decision biases faced by politicians through policy options and their impact under various
economic scenarios. We illustrate this approach through the case of Luxembourg and its
pension challenge at horizon 2060 under three highly plausible scenarios: the “Successful
economic reorientation”, the “Progressive convergence to normal”, and the “Perfect storm”.
Keywords: pensions, ageing, population, small open economies, forecasting, decision
planning, government strategy, optimism bias, planning fallacy, reference class problem.
JEL Codes: H55, J11, I18, I2.

1. Introduction
The sustainability of the pension system is being challenged in most developed
countries. While the system was set up at a time of economic growth, policymakers
are facing both economic slowdown and aging of the population. To correct for
further long-term imbalances, policymakers can only take unpopular measures such
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as increasing the retirement age, increasing contributions on the current working
population or decreasing pensions.
The problem is further accentuated in a small open economy where the future is
much harder to predict. Some economies benefited from a strong migration of young
workers which helped to balance pensions, but this may not be replicated to the same
magnitude in the future. Similarly, the size of the workforce and the age pyramid are
moving targets, as the comparative attractiveness of the local economy and wages
can create strong inflows of workers in both directions from larger neighbouring
countries.
As a result, it is rather difficult for policymakers to first forecast the future and
the magnitude of the challenges and then to decide which policy is currently the best
to implement. The issues may look far away and less tangible, especially for social
welfare and aging issues such as pensions with a twenty-thirty year horizon and a large
time gap between decision making, policy implementation and observed outcomes.
There is an incentive mis-match between short to medium term popularity and
re-election and taking necessary decisions to affect the long-term sustainability
of the system. Besides, there are multiple theoretical political reasons explaining why
it is difficult to influence policies and put in place reforms such as the fear or public
opinion, the „free rider theory”3 [Alesina, Drazen 1991; Velasco 2000], lobbyist
activity [Tornell 1998], the “pork barrel”4 problem or the “optimism bias”5.
The “Planning Fallacy” theory first developed by Kahneman and Tversky [1979]
underlines the phenomenon in which the predictions about how much time would
be needed to complete a future task display an optimism bias and underestimate
the time needed. This phenomenon occurs regardless of the individual’s knowledge
that similar previous tasks have taken longer to complete than generally planned
[Buehler et al. 1994; Koole, van’t Spijker 2000]. The bias only affects predictions
about one’s own tasks; when outside observers predict task completion times, they
show a pessimistic bias, overestimating the time needed [Buehler et al. 1995; 2002].
Lovallo and Kahneman [2003] proposed an expanded definition as the tendency
to underestimate the time, costs, and risks of the future actions and at the same
time overestimate the benefits of the same actions. According to this definition,
the planning fallacy results in not only time over-runs, but also cost over-runs and
benefit shortfalls.
The theories behind “reference class forecasting” were developed by Kahneman
and Tversky6,7. They found that human judgment is generally optimistic due to
3
Emphasizing that while reforms are necessary for the collectivity, each group tries to avoid sharing
the burden.
4
Consisting in endless debates rather than action where everybody wants to prove they are right.
5
Rejecting that when consensus expects a situation to improve naturally, reforms may appear less
necessary.
6
See Kahneman and Tversky [1982; 1979].
7
Kahneman earned the Nobel Prize in 2012 “for having integrated insights from psychological
research into economic science, especially concerning human judgment and decision-making under
uncertainty”.
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overconfidence and insufficient consideration of distributional information about
outcomes. Therefore, people tend to underestimate the costs, completion times, and
risks of planned actions, whereas they tend to overestimate the benefits of those same
actions. Such an error is caused by actors taking an “inside view”, where the focus
is on the constituents of the specific planned action instead of the actual outcomes
of similar ventures that have already been completed.
Kahneman and Tversky concluded that regardless of the distributional
information, risk is perhaps the major source of errors in forecasting. Based on this,
they recommended that forecasters “should, therefore, make every effort to frame
the forecasting problem to facilitate utilizing all the distributional information that
is available” [Kahneman, Tversky 1982]. Using distributional information from
previous ventures like the one being forecasted, is called taking an “outside view”.
Reference class forecasting is a method for taking an outside view on the planned
actions.
In our paper, we use the “reference class forecasting” approach to study
the evolution of a small open economy’s pension’s equilibrium between 2015 and
2060 to reduce the policy making biases. This involves the following three steps.
First, we start by identifying a reference scenario of a past, similar, continuous and
economically successful visible trend: the ‘Successful economic reorientation’.
Then, we establish a probability distribution for our reference scenario and create
two alternative scenarios: the ‘Progressive convergence to normal’, and the ‘Perfect
storm’. We then assess a set of policy actions and assess their impact in each of these
scenarios. This leads to discussions on risk assessment under uncertain outcomes,
where policymakers can have a rational debate about “insuring” for the future
economic volatility.
This paper also addresses a modelling issue specific to small open economies: how
to forecast and assess future contributions and liabilities when a large proportion
of the workforce is made up of either cross-border workers or recent emigrants. These
migrants or cross-border workers work for a short period of time, yet are entitled to
receive pensions and other social benefits, at least partially. It is further challenging
as the churn of cross-borders is very important. For example, assuming 100 crossborder workers in year N, and the same number in year N+1, a large proportion
of the 100 workers in the two years will be different persons.
To address this challenge of forecasting future liabilities, we use a highly innovative
modelling that considers not only population aging but also the yearly cohort of crossborder workers and their entitlement to a partial pension in the future. It not only
allows us to assess state liabilities but also the evolution of the age pyramid with
a significant portion of new migrants.
The purpose of this paper is to provide a unique modelling of pensions in a small
open economy, using a process that leverages game theory to make decisions under
high volatility and uncertainties.
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The remainder of this paper is organized as follows. Section 2 describes the model.
Section 3 takes the model and scenario-based approach to the applied case
of the Luxembourg pension reform.
2. The model
2.1. The demographics
2.1.1. Total population
Total population P at year t is defined as the sum of the total population being aged
from 0 to 95 years at year t.

We assume a country with an open labour market economy. The population in this
country is made up of residents and cross-borders. We call „residents” or “home
population” citizens who officially live in the country. We call “cross-borders”
citizens who live in the bordering countries and may supply the labour force
in the home country. We denote residents and cross-borders by the superscripts r as
resident and c as cross-border respectively hereafter.
2.1.2. Forecasting resident population
To determine the number of resident pensioners, we must know the structure
of the total population in the home country, which is calculated from the survival
probability rate, the fertility rate and the number of net migrations.
The resident population aged of r years at year c is forecast by

where β is the survival probability rate, φ a coefficient reflecting the longer life
expectancy, B the number of births, and X the number of net migrations8. The number
of net migrations is split proportionally across the ages of 25-40 (15 years).
2.1.3. Structure of population
To determine the number of retired resident people, we must determine the structure
of the population. We assume people aged less than 15 years do not work and people
aged more than 65 years to be retired.
8
By definition, the number of net migration is the number of people moving into a country less
the number of people moving out of the same country.
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We determine the number of people who contribute to financing the pension system
with the participation rate. We take the participation rate as it refers to the number
of people who are either employed or are actively looking for work and both workers
and people benefiting from unemployment allowances contribute to financing
the pension system.
2.1.4. Forecasting cross-border population
Cross-borders may come from several countries. For simplicity, we will consider
that cross-borders come from a large closed economy.
Similarly, the cross-border population aged of a years at year t is forecast by

where β is the survival probability rate, φ a coefficient reflecting the longer life
expectancy and B the number of births.
2.2. The demographics
2.2.1. Key categories
There are three different type of agents:
1. people who neither contribute nor benefit from pension allowances such as
individuals below 15, as they are either enrolled at school or nursery;
2. people in the labour force who contribute to financing the pension system
(people aged from 15 to 65 who work or are unemployed);
3. people who benefit from a pension allowance, for example all individuals aged
65 or above are inactive, so that 65 is the legal and compulsory retirement
age.̘
We assume the population aged from 55 to 65 can either contribute to
the pension system or benefit from a pension allowance. As our objective is not to
explain participation rates of individuals of working age across time or over the life
cycle, we take the participation rate to be exogenous.

where 0 ≤ a ≤ 95, P is the population, S the number of people enrolled at school (or
nursery), L is the number of people in labor force, and N is the number of retired
people.

where U is the number of unemployed people, and E is the number of employed
people.
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2.2.2. Resident population
The resident population is defined by

where 0 ≤ a ≤ 95, Pr is the resident population, Sr is the number of people enrolled
at school (or nursery), Lr is the number of people in the labour force, and Nr is
the number of retired people.

where Ur is the number of unemployed people, and Er is the number of employed
people.
2.2.3. Cross-border population
The cross-border population is made of employed, unemployed and retired people
only. There are no people in education, unlike in the resident population. The crossborder workers are defined by

where 0 ≤ a ≤ 95, Pc is the total number of cross-borders employed, unemployed
and retired, Ec is the number of employed people in the home country from another
country, Uc is the number of unemployed people, and Nc is the number of retired people
having worked in the home country and benefiting from a pension allowance.
2.3. Pension payments
2.3.1. Forecasting pensions quantum
The total number of pensions awarded by the home country government is the sum
of the pensions of residents and the pensions of cross-borders.

where Ntot is the total number of pensions granted, Nr is the number of pensions
granted for residents and Nc is the number of cross borders pensions.
Primary spending is the sum of the number of retired residents by the average
resident pension and the number of retired cross-borders9 by the average crossborders pensions.
9
In most cases, the average pension for residents in the home country is higher than that of cross
borders as most of cross borders only have a partial career in the home country and therefore do not
benefit from a full pension allowance but only a partial one.
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As a result, primary spending is defined as

where S stands for primary spending, N the number of pensions granted and W
the average pension allocation. The subscripts r and c refer to the resident and
the cross-border populations.
2.3.2. Forecasting resident pension
Pension Laws distinguish between, on the one hand, the adjustment of pensions to
the cost of living, based on the evolution of the price index for domestic consumption
(IPCN) and, on the other hand, the adjustment of pensions to the living standard,
based on the increase in real wages (not indexed) due to productivity gains. To sum
up, pension allowance is calculated as follows

where b is the pension allowance, τ is the inflation growth rate, SR is the real wage
growth rate and R is the impact of the 2013 pension reform.
To forecast pension allowance, we depart from the previous year’s average pension
allowance published. The forecast of the average pension is made from the average
pension of the previous year, the expected real wage growth, the anticipated rate
of inflation and a corrective factor taking the most recent reform into account. We
assume the real wage growth to rise in line with the nominal Gross Domestic Product
(GDP) and inflation growth rates.
2.3.3. Forecasting cross border pension
Most cross-border workers only work for a few years in the home country and
hence are entitled to a partial pension when they retire. We model the yearly cohort
of cross-border workers and the partial entitlement of each cohort when it retires
after a few years, considering the high volatility of workers and this is the most suited
model of the underlying future liability for the home country pension system.
For each year worked, the average pension as percentage of one year revenues is
approximated by
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2.4. Pension financing
2.4.1. Number of workforce population
The total number of the workforce in the home country is the sum of the resident
workforce and the cross borders.

where Ltot is the total labour force in the home country, Lr is the number of residents’
workforce and Lc is the number of cross borders workers. Both workers and
unemployed people contribute to the pension system.
2.4.2. Contribution per worker
Primary revenue is made up of pension contributions and excludes net assets. It is
defined as

where R stands for primary revenue and δ the pension contribution rate10.
3. Illustration
3.1. Economic context in Luxembourg
Luxembourg is a wealthy country in Europe with a robust economy, which benefited
from strong economic growth over the past twenty years. In 2015, Luxembourg was
ranked as having the second11 highest per capita GDP (after Qatar) in the world
at $98,987 [International Monetary Fund (IMF) 2016]. Luxembourg developed
as a banking and an administrative centre and is currently a key financial centre
in Europe and globally with 46% of its GDP generated from financial services.
Luxembourg also hosts the headquarters of several European institutions such as
the European Investment Bank, the European Investment Fund, and the European
Stability Mechanism, to name a few.
This economic success was due to its ability to rebalance the economy. In the 1970s,
Luxembourg redirected its economy from an industrial focus and metallurgy towards
10

The contribution rate, currently at 24%, is equally split between employees, employers and
Government. If expenditure becomes higher than revenue, the contribution rate could be raised by 2pp
for all contributors (so the contribution rate could increase to 30%).
11
However, especially in the case of Luxembourg, GDP per capita is biased on the upside as it includes
the significant contribution of cross borders to value added. For Luxembourg, Gross National Income
(GNI) per capita would be a more appropriate indicator than GDP per capita (though Luxembourg’s
GNI per capita is also one of the highest in the world). However, we focus on GDP per capita to
compare our results to those of other institutions (as for instance the Ageing Working Group).
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administrative and financial services. This highly successful reconversion resulted
in economic growth and has attracted new workers to Luxembourg. According to
the World Bank, the population has nearly doubled in 35 years, from 364,150 in 1980
to 569,676 in 2015. The role played by the financial sector in the Luxembourg
economy has kept growing since the 1980s to become the main driver. From 1986 to
2007, the average annual growth rate of GDP was 5.7%, more than twice the average
growth recorded in the neighbouring countries. Financial activity resulted in migration
and cross-border workers coming, especially from France, Belgium, and Germany.
Currently, the employment market is competitive compared to the neighbouring
countries (the unemployment rate stood at 7.1% in 2014). The public finance situation
is in a strong shape with a net surplus (of 1.2% of GDP in 2015) and a low public
debt (21.4% of GDP in 2015).
The economic growth is expected to slow down and with it the increase in the influx
of younger workers. The global financial crisis of 2008, affected the Luxembourg
economy and, primarily its financial sector as banks in Luxembourg were exposed to
the performance of their parent banks abroad [IMF 2011]. At the beginning of the 21st
century, Luxembourg was forced, with the end of the secret banking area, to redirect
(again) its economy from financial services towards aeronautical and aerospace
research and wealth management. Given the size of its small open economy,
a strategic reorientation was possible and could significantly impact the economy.
With a slowdown in economic growth and an aging population, the implicit debt
of Luxembourg may explode in the coming decades. This could affect the future
capacity to pay generous pensions. Government has already started reforms.
According to the Working Group of Aging set up by the European Commission
[Directorate-General for Economic and Financial Affairs, 2015a], pension spending
in Luxembourg is expected to record the strongest growth in the European Union
from 9.4% of GDP in 2013 to 13.4% of GDP in 2060. This will pose some risk
regarding the sustainability of the current system. It means that with unchanged
policies, the active population will have to double every 30 to 40 years to keep
the system viable.
The Luxembourg government introduced a pension reform in 2013, but limited
the scope and did not substantially address the threat posed to the long-term
sustainability of public finances. For instance, the reform only partially addressed
the large gap between the statutory and the effective retirement age. Against
the background of an effective-retirement age that stood at 58.9 in 2012 compared
with the statutory retirement age fixed at 65, the reform still maintained the possibility
of early retirement at 57 or 60.
We will study the potential economic scenarios on the Luxembourg pension system
as an illustrative case study of public finance challenges faced by the small open
economies. Between 2015 and 2060, we consider the evolution of four factors: (i)
macroeconomics, (ii) demography of residents, (iii) cross-border inflows, and (iv)
pension policies12 (retirement age, pension levels, and pension financing).
12

All the measures voted at the end of 2012 are effective over the considered horizon. The reform
basically implies a progressively less generous pension system.
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This paper incorporates three different scenarios.
– Scenario 1: ‘Successful economic reorientation’, Luxembourg manages to
succeed in its strategic business reorientation from financial services towards
aeronautical and aerospace research and wealth management. This reorientation
results in a sustained economic growth and a continued increase of net migrations
from now until 2060.
– Scenario 2: ‘Progressive convergence to normal’, Luxembourg’s financial
activities slow down due to the end of secret banking and firms relocate their
businesses to other countries. Investments into new economic activities are not
sufficient to maintain a strong economic outperformance.
– Scenario 3: ‘Perfect storm’, Luxembourg’s competitive advantage as
a headquarters of banks and e-commerce companies is vanishing and no strong
relay of growth is found. Not only does the economy converge to its neighbouring
countries but it also suffers from a correction. This scenario strongly impacts
the prospects of net migration and cross-border workers.
3.2. Calibration and data sources
Our aim is to use the model to (i) forecast expenditure and revenue of the pension
system in Luxembourg; and (ii) to prescribe policy recommendations regarding
the sustainability of the long-run pension system.
In this paper, we use a time series from 2001 to 2016 depending on availability
from the Luxembourg National Statistical Office13 (STATEC) and the European
Commission database14 (AMECO). Actual numbers for the total population by age
and year and survival probability rates are from the STATEC; effective exit age is
published by the General Inspectorate of Social Security (IGSS); average pension
allowance is available in the 2015 IGSS General Report.
For the forecast, we take the following approach. First, we model the development
of the economy such as economic growth, inflation, average gross income and real
wage growth. Second, we set the demographics of the “stable” population: life
expectancy, mortality and fertility rate per woman. Third, we model the broader
exchanges (impacted by economic development): net migrations and cross-border
workers. Finally, we model the policy in place: average effective departure age, pension
contribution as a percentage of gross income and average level of pensions.
The model is highly innovative in the way it designs cross-border workers’
contributions and impacts. Most cross-border workers only work for a few years
in Luxembourg and hence are entitled to a partial pension when they retire. In this
paper, we model the yearly cohort of cross-border workers and the partial entitlement
of each cohort when it retires after a few years. This model considers the high
volatility of workers and is the most suited model of the underlying future liability
for the Luxembourg pension system.
13
14

Le Portail des Statistiques [2014a; 2014b; 2014c; 2010].
Directorate-General for Economic and Financial Affairs [2015a; 2015b; 2012].
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3.3. Baseline assumptions on the future
Luxembourg’s pay-as-you-go pension system is generous and currently generating
surpluses. Its effective retirement age is low (Figure 4) while its replacement rate
(average pension benefit as a share of average wage at retirement) is amongst
the highest in Europe. This system is at equilibrium because the population has nearly
doubled in the past forty years, with new population inflows coming as contributors
and not beneficiaries.
However, pension expenditures are expected to increase significantly over time as
the recent migrants are retiring. The population growth may also slow down. The core
value of this model is to assess the potential future scenarios for the economy and
its impact on pension sustainability. The most impactful variables (that are also
correlated) are (i) demography (residents); (ii) cross-border workers (non-residents
working in Luxembourg); and (iii) economic activity. We briefly describe these
different assumptions below.
First, demography is hard to predict and differs significantly across institutes.
Population ranges from 700,000 inhabitants in 2060 according to the 2012 Working
Group on Ageing Populations and Sustainability to 1,100,000 inhabitants in 2060
according to the 2015 Working Group on Ageing Populations and Sustainability.
Most institutes forecast a total population of around 700,000 inhabitants by 2060 and
use a linear forecast extension to come to a continued growth. This, of course, makes
the underlying assumptions of a continued economic outperformance and with it
the capacity to attract new workers. Migrations, cross-border workers and economic
growth are closely correlated as shown in Figures 1, 2 and 3.
Figure 1. Net migrations & cross borders - workers

Source: STATEC, author’s own calculations.
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Figure 2. Cross borders - workers & GDP

Source: STATEC, author’s own calculations.

Figure 3. Net migrations & GDP

Source: STATEC, author’s own calculations.

Economic growth drives activity and migration and the other way around holds true,
too. Potential GDP depends on two components, namely, demography and activity.
While it is relatively acknowledged that with the aging of population, the operative
share of the working population will decrease; the total population is expected to
rise until 2060 due to the expected increase in economic growth. Projecting these
subcomponents is possible and necessitates taking a view on the activity and
the success of the country to make the strategic business reorientation. The 2015
European Commission Pensions Group (AWG2015) forecasts potential GDP growth
from 1.4% y/y in 2013 to 3% in 2035 and then to slow to 1.9% in 2060. In contrast,
the OECD [OECD 2015] forecasts a real GDP growth of 1.4% in 2060.
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We do a bottom-up forecast with three main components determining demography
(i) organic growth of the current population (driven by fertility rate and life
expectancy), (ii) net migrations and (iii) cross-border inflows. While the first is
relatively predictable, the second and the third are less so and are highly volatile and
correlated with economic activity.
We take the following approach for each of the components:
1. Organic growth of the current population: life expectancy and fertility rate are
relatively stable across statistical agencies. They are in line with forecasts of other
countries and fluctuate relatively little over the years. For instance, the STATEC
forecast Les Portail des Statistiques [2014b], in Bulletin No. 5 published in 2010,
life expectancy at birth to be 84.5 (vs. 84.9 in the AWG2015) for men and 88.5
(vs. 89.5 in the AWG2015) years for women and a fertility rate of 1.72 (vs. 1.68
in the AWG2015) in 2060. We make similar assumptions to the European Commission
Pensions Group.
2. Net migrations: net migrations strongly differ across statistical agencies
and are responsible for the sharp revision of population from the AWG2012 to
the AWG2015. The AWG2015 forecasts 10,800 net arrivals per year on an average
from 2015 to 2040. STATEC forecasts that the net migrations are expected to be
around 3,370 people per year on an average between 2020 and 2060. We take three
scenarios with net migration growing at 8,500 per year in case of continued economic
outperformance, 3,500 per year in case of convergence to normal and 300 in case
of the perfect storm.
3. Cross-border inflows: in the case of Luxembourg, the evolution of cross-border
worker inflows is a key, with direct effects on the labour supply in the model. According
to the National Statistic Agency in Luxembourg Le Portail des Statistiques [2014b],
the median scenario foresees a rise in cross-border workers, reaching an employment
share of 52% by 2060. We take three scenarios with cross-border inflows increasing to
327,824 in 2060 in the most optimistic economic scenario, only increasing to 160,000
in the median scenario, and decreasing to 130,000 in the perfect storm scenario.
3.4. Three alternative scenarios
The three scenarios are summarized in Table 1. The key differentiator between
them is the level of economic success and the impact it has on migration and crossborder workers.
Scenario 1 ‘Successful economic reorientation’
Luxembourg manages to succeed its strategic business reorientation from financial
services towards innovation, research and wealth management. This reorientation
will result in sustained economic growth and a continued increase of net migrations
until 2060.
This scenario forecasts a resident population of 1,045,000 inhabitants including
8,600 net migrations per year on an average between 2015 and 2060, 259,000 crossJournal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)
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border workers, and a potential GDP growth (2.0% on average over the period 20152060). The assumptions of this scenario are summarized in Table 2.
Table 1. The three assumptions on the future (in the three scenarios)
Scenario 1:
‘Successful
economic
reorientation’

Scenario 2:
‘Progressive
convergence
to normal’

Scenario 3:
‘Perfect
storm’

Economic growth

2.0%

1.0%

0.0%

Inflation rate

1.5%

1.0%

0.5%

1,045,000

718,000

529,000

8,600

3,100

-500

259,000

171,000

144,000

Assumptions

(I) Macroeconomics
Total population in 2060
(II) Demography
Net migrations
(III) Cross-border workers

Cross-border workers

Source: Author’s own calculations.
Note: The numbers are average per year over the period 2015-2060 unless specified.

Table 2. Assumptions in Scenario 1 ‘Successful economic reorientation’
2020

2030

2040

2050

2060

Macroeconomic assumptions
Nominal GDP (EUR mn)

66,151

101,460

153,539

221,869

309,657

Nominal GDP (per capita)

105,372

132,307

171,478

224,366

296,425

Real GDP (EUR mn)

52,949

70,265

91,984

114,905

138,565

Real GDP (per capita)

84,341

91,628

102,731

116,198

132,644

Demography (residents) assumptions
Total population
Fertility rate (per women)
Life expectancy at 65 years
Net migrations
Share of population 64+ as %
of total population

627,792

766,857

895,387

988,872

1,044,638

1.6

1.7

1.7

1.8

1.8

21.0

21.9

22.8

23.7

24.5

11,748

11,245

9,145

5,495

4,945

0.14

0.15

0.15

0.17

0.23

295,042

327,824

Demography (crossborders) assumptions
Total number of cross-border
workers

185,767

222,192

258,617

Source: Author’s own calculations.
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Scenario 2 ’Progressive convergence to normal’
Financial activities slow down due to the end of secret banking and firms relocate
their businesses to other countries. Investments into new economic activities are not
sufficient to maintain strong economic outperformance. Luxembourg’s competitive
advantage erodes due to an expensive labour market which is no longer competitive,
leading to an increase in unemployment and a low working force. This scenario is
an extension of the actual visible trend with a slower economic growth than before
the previous crisis level and slow net migration.
This scenario forecasts a resident population of 718,000 inhabitants including
3,100 net migrations per year on an average between 2015 and 2060, 171,000
cross-border workers on average and a potential GDP growth (1.0% on average
over the period 2015-2060). The assumptions of this scenario are summarized
in Table 3.
Table 3. Assumptions in Scenario 2 ‘Progressive convergence to normal’
2020

2030

2040

2050

2060

Macroeconomic assumptions
Nominal GDP (EUR mn)

64,117

81,275

96,671

112,191

130,202

Nominal GDP (per capita)

106,757

125,095

140,576

157,864

181,335

Real GDP (EUR mn)

51,425

59,094

63,678

66,934

70,357

Real GDP (per capita)

85,625

85,625

90,954

94,183

97,988

Demography (residents) assumptions
Total population
Fertility rate (per women)
Life expectancy at 65 years
Net migrations
Share of population 64+ as % of total population

600,590

649,706

687,679

710,679

718,021

1.6

1.7

1.7

1.8

1.8

21.0

21.9

22.8

23.7

24.5

3,700

3,400

3,100

2,800

2,600

0.15

0.17

0.20

0.22

0.24

176,770

165,590

160,000

Demography (crossborders) assumptions
Total number of crossborders workers

167,554

180,000

Source: Author’s own calculations.

Scenario 3 ’Perfect storm’
Luxembourg’s competitive advantage as a headquarters of banks and e-commerce
companies is vanishing and no strong relay of growth is found. Not only does
the economy converge with its neighbouring countries but it also suffers from
a correction. This scenario also strongly impacts the prospects of net migration and
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cross-border workers as banking activity ceases and few highly-specialized jobs are
created in the aerospace industry.
This scenario forecasts a resident population of 529,000 inhabitants, lower than
the previous two scenarios. This includes -500 net migrations per year on an average
between 2015, 144,000 cross-border workers per year on an average and a lower
potential GDP growth (0% on average over the period 2015-2060). The assumptions
of this scenario are summarized in Table 4.
Table 4. Assumptions in Scenario 3 ‘Perfect storm’
2020

2030

2040

2050

2060

Macroeconomic assumptions
Nominal GDP (EUR mn)

61,398

70,541

73,048

68,917

63,598

Nominal GDP (per capita)

103,217

114,112

118,541

117,499

120,250

Real GDP (EUR mn)

50,676

54,332

53,522

48,895

44,220

Real GDP (per capita)

85,193

87,892

86,854

83,362

83,610

Demography (residents) assumptions
Total population
Fertility rate (per women)
Life expectancy at 65 years
Net migrations
Share of population 64+ as % of total population

594,844

618,172

616,228

586,539

528,885

1.6

1.7

1.7

1.8

1.8

21.0

21.9

22.8

23.7

24.5

2,000

500

-500

-1,500

-3,000

0.15

0.18

0.22

0.26

0.30

142,464

137,000

130,000

Demography (crossborders) assumptions
Total number of cross-borders workers

159,390

150,000

Source: Author’s own calculations.

3.5. Results
Overall, the three scenarios result in a significant imbalance of the pension system
over time, the worst being scenario 3, ‘Perfect storm’.
The first scenario, ‘Successful economic reorientation’, presented in Table 5, is by
far the best economic outcome in terms of public finance, with the pension deficit
limited to 3.8% of GDP in 2060. This outcome is in line with current equilibrium
and results from robust economic growth and a record high number of cross-border
workers.

Rozprawy Ubezpieczeniowe. Konsument na rynku usług finansowych nr 25 (3/2017)

M. Labouré

38

Table 5. Results in Scenario 1 ‘Successful economic reorientation’
2020

2030

2040

2050

2060

Deficit
/surplus

Beneficiaries Contributors

Residents
Number of pension contributing workers
Average gross income per contributor (EUR)
Total pension revenue (EUR mn)

309,385 380,072 436,363 456,731 436,943
61,293
4,575

78,575 100,729 129,131 165,541
7,400

10,739

13,241

15,995

Population 64+

87,123 112,641 135,579 171,960 239,468

Average pension (EUR)

47,192

56,198

68,879

Total pension spending (EUR mn)

-5,713

-8,679

-12,533

-21,614

-35,126

Primary deficit/surplus (EUR mn)

10,287

16,079

23,272

34,854

51,121

-1.7%

-1.3%

-1.2%

-3.8%

-6.2%

-1.2

-1.2

-1.2

-1.6

-2.2

Primary deficit/surplus (% of GDP)
Pensions paid as % of contribution

86,321 110,200

Deficit
/surplus

Beneficiaries

Contributors

Cross-border workers
Number of cross borders

185,767 222,192 258,617 295,042 327,824

Average gross income per contributor (EUR)

55,866

61,711

68,168

75,299

83,177

24%

24%

24%

24%

24%

Total pension revenue (EUR mn)

2,612

4,004

5,975

8,738

12,447

Total pension spending (EUR mn)

-337

-667

-1,253

-2,806

-5,096

Primary deficit/surplus (EUR mn)

2,275

3,337

4,722

5,933

7,351

Primary deficit/surplus (% of GDP)

3.4%

3.3%

3.1%

2.7%

2.4%

Pensions paid as % of contribution

0.129

0.167

0.210

0.321

0.409

1.9%

-1.1%

-3.8%

Share of gross income to pension (%)

Deficit
/surplus

Total (residents and cross-borders)
Primary deficit/surplus (% of GDP)

1.7%

2.0%

Source: Author’s own calculations.

The second scenario, ‘Progressive convergence to normal’, presented in Table 6,
is more negative and the pension deficit is expected to reach 5.6% of GDP in 2060.
This scenario reflects an extension of the visible trend and forecasts a slowdown
in the activity with a more modest economic growth, lower inflation, and net
migrations.
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Table 6. Results in Scenario 2 ‘Progressive convergence to normal’
2020

2030

2040

2050

2060

Deficit/
surplus

Beneficiaries Contributors

Residents
Number of pension contributing workers
Average gross income per contributor (EUR)
Total pension revenue (EUR mn)

290,683 304,633 310,738 305,799 295,270
58,458

64,574

71,330

78,793

87,036

4,031

4,603

5,061

5,326

5,863

Population 64+

87,123 112,641 135,579 157,526 174,497

Average pension (EUR)

45,010

46,185

48,776

52,671

57,940

Total pension spending (EUR mn)

-5,449

-7,133

-8,752

-11,106

-12,710

Primary deficit/surplus (EUR mn)

9,480

11,736

13,813

16,431

18,573

Primary deficit/surplus (% of GDP)

-2.2%

-3.1%

-3.8%

-5.2%

-5.3%

-1.4

-1.5

-1.7

-2.1

-2.2

180,000 176,770 171,180 165,590

160,00

Pensions paid as % of contribution

Deficit/
surplus

Beneficiaries

Contributors

Cross-border workers
Number of cross borders
Average gross income per contributor (EUR)

55,866

61,711

68,168

75,299

83,177

24%

24%

24%

24%

24%

Total pension revenue (EUR mn)

2,413

2,618

2,801

2,993

3,194

Total pension spending (EUR mn)

-337

-667

-1,250

-2,495

-3,616

Primary deficit/surplus (EUR mn)

2,077

1,951

1,550

497

-422

Primary deficit/surplus (% of GDP)

3.2%

2.4%

1.6%

0.4%

-0.3%

Pensions paid as % of contribution

0.140

0.255

0.446

0.834

1.132

-2.2%

-4.7%

-5.6%

Share of gross income to pension (%)

Deficit/
surplus

Total (residents and cross-borders)
Primary deficit/surplus (% of GDP)

1.0%

-0.7%

Source: Author’s own calculations.

The third scenario, ‘Perfect storm’, presented in Table 7, is by far the worst scenario
and the pension deficit is expected to reach 10.3% of GDP in 2060. This scenario
mirrors a worsening of the economic situation with job destruction and economic
growth drop impacting net migrations and cross-borders.
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Table 7. Results in Scenario 3 ‘Perfect storm’
2020

2030

2040

2050

2060

Deficit
/surplus

Beneficiaries Contributors

Residents
Number of pension contributing workers
Average gross income per contributor (EUR)
Total pension revenue (EUR mn)

286,732 284,089 266,432 233,732 196,385
56,473

60,551

63,648

65,714

67,040

3,827

3,939

3,695

3,194

2,849

Population 64+

87,123 112,641 135,579 154,355 157,106

Average pension (EUR)

43,482

43,308

43,523

43,928

44,628

Total pension spending (EUR mn)

-5,264

-6,688

-7,786

-8,846

-8,445

Primary deficit/surplus (EUR mn)

9,090

10,627

11,482

12,040

11,294

Primary deficit/surplus (% of GDP)

-2.3%

-3.9%

-5.6%

-8.2%

-8.8%

-1.4

-1.7

-2.1

-2.8

-3.0

Pensions paid as % of contribution

Deficit
/surplus

Beneficiaries

Contributors

Cross-border workers
Number of cross borders

159,390 150,000 142,464 137,000 130,000

Average gross income per contributor (EUR)

55,866

61,711

68,168

75,299

83,177

24%

24%

24%

24%

24%

2,065

2,083

2,080

2,065

1,999

Total pension spending (EUR mn)

-337

-667

-1,226

-2,227

-2,977

Primary deficit/surplus (EUR mn)

1,728

1,416

854

-163

-978

Primary deficit/surplus (% of GDP)

2.8%

2.0%

1.2%

-0.2%

-1.5%

Pensions paid as % of contribution

0.163

0.320

0.589

1.079

1.489

-4.4%

-8.4%

-10.3%

Share of gross income to pension (%)
Total pension revenue (EUR mn)

Deficit/
surplus

Total (residents and cross-borders)
Primary deficit/surplus (% of GDP)

0.5%

-1.9%

Source: Author’s own calculations.

3.6. Potential policy actions and impact
Continued reform of the pension system is advisable. The very strong population
growth projection, through long-term net migration, should be treated with caution.
Additional pension reforms should be considered, as the reforms of 2013 are not
sufficient for system equilibrium if economic outperformance is not sustained. We
present several sets of reforms for the three scenarios in Table 8.
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Table 8. Policy readjustment in the three scenarios (in % of GDP)

Policy readjustment

Scenario 1:
Scenario 2: Scenario 3:
‘Successful ‘Progressive
‘Perfect
economic
convergence
storm’
reorientation’ to normal’

Nothing

- 6.2

- 6.7

- 10.9

+ Increase in contribution (+4pp from 2015 to 2060)

- 4.7

- 5.6

- 9.7

+ Increase in the effective exit age (+4pp years from 2015
to 2060)

- 2.1

- 3.8

- 7.7

+ Increase in contribution (+8pp from 2015 to 2060)

- 0.7

- 2.9

- 6.8

+ Increase in the effective exit age (+8pp years from 2015
to 2060)

+ 1.9

- 1.0

- 4.6

+ Inflation freeze of pension allowance

+ 2.1

- 0.8

- 4.3

Source: Author’s own calculations.
Notes: The numbers in this table relate to the pension deficit/surplus as % of GDP, pp stands for
percentage point.

Potential reform levers include an increase in contributions, re-indexation
of pension benefits and postponing of the retirement age. Each of these policy actions
has a different level of impact and implementation time.
The increase in contributions is the fastest policy to implement, and probably
the most likely given that citizen protests against this measure are assumed to be
low compared to reduction in the level of pension or an extension of the retirement
age, as it can be implemented almost immediately. However, there is a natural cap to
how much it can be increased to maintain the competitiveness of the local workplace
(gross to net income ratio).
Indexation of pension benefits will take time if policymakers wish to avoid
giving a straight haircut (in this case it will re-adjust over time by freezing pension
indexation vs. inflation). In extreme cases of deficit, it can be implemented quickly
and significantly re-adjust the deficit.
Postponing the retirement age has a large impact, as it theoretically increases
the number of contributors while decreasing the number of pensioners. However,
implementing the policy does not immediately solve the issue of the senior
employment rate, as it takes time to implement on a cohort-by-cohort basis.
We have modelled a set of policy readjustments from mild to substantial, from
the easiest to implement for policy makers to the most difficult one, and tested it
against each scenario. We have analysed the impact of each reform-set on current
scenarios.
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To sum up, without any policy reform, pension budget in 2060 is expected to
reach:
– Scenario 1 ‘Successful Economic Reorientation’: -3.8% of GDP;
– Scenario 2 ‘Progressive Convergence to Normal’: -5.6% of GDP;
– Scenario 3 ‘Perfect Storm’: -10.3% of GDP.
First, the mildest and easiest reform for policymakers to implement would probably
be to slightly and gradually increase the contribution rate15. This measure could also
pass with little protest from citizens. Taking into consideration a gradual rise of 4pp
in the contribution rate to 2060, the pension budget in 2060 is expected to decrease
in all the three scenarios to:
– Scenario 1 ‘Successful Economic Reorientation’: -2.4% of GDP;
– Scenario 2 ‘Progressive Convergence to Normal’: -4.5% of GDP;
– Scenario 3 ‘Perfect Storm’: -9.3% of GDP.
Second, other measures will be enacted once the contribution rate has been raised.
The second most likely measure will probably be to raise the effective exit age. With
an aging population, it would be rational to align the effective exit age to lifespan, or
at least postpone the exit age. Adding these two policy reforms, the pension budget
is expected to reach:
– Scenario 1 ‘Successful Economic Reorientation’: +0.3% of GDP;
– Scenario 2 ‘Progressive Convergence to Normal’: -2.6% of GDP;
– Scenario 3 ‘Perfect Storm’: -7.1% of GDP.
Third, the next policy reform likely to be implemented would be another
increase in the contribution rate, but at a higher level, than the one implemented
previously. Instead of +4pp, it would be +8pp to 2060. Taking the two measures
into consideration (increase of the effective exit age by four years associated with
an increase in the contribution rate by 8pp) would yield a pension budget of:
– Scenario 1 ‘Successful Economic Reorientation’: +1.9% of GDP;
– Scenario 2 ‘Progressive Convergence to Normal’: -1.5% of GDP;
– Scenario 3 ‘Perfect Storm’: -6% of GDP.
Fourth, the next policy reform likely to be implemented would be another increase
in the effective exit age, but at a higher level than the one previously implemented.
Instead of four years, the effective exit age will rise by eight years by 2060. Taking
the two measures into consideration (the increase of the effective exit age by eight
years associated with an increase in the contribution rate by 8pp) would yield
a pension budget of:
– Scenario 1 ‘Successful Economic Reorientation’: +4.6% of GDP;
– Scenario 2 ‘Progressive Convergence to Normal’: +0.4% of GDP;
– Scenario 3 ‘Perfect Storm’: -3.6% of GDP.

15
This reform has been enacted by the government. The contribution rate, currently at 24%, is equally
split between employees, employers and Government. If expenditure becomes higher than revenue,
the contribution rate could be raised by 2pp for all contributors (so the contribution rate could increase
to 30%).
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Fifth, the last and least popular pension measure is likely to be a reduction
in pension benefits for all pensioners. As this measure is rather unpopular, the likely
way to implement it would be to freeze pension benefits against inflation and to
stop automatically adjusting pension benefit levels taking the inflation rate into
consideration. Given that the inflation rate is the highest in the first scenario and
the lowest in the third scenario, we can expect this measure to have a wider impact
in the first scenario than in the last one. Considering the three measures (inflation
freeze of pension benefits, increase of the effective exit age by eight years associated
with an increase in the contribution rate by 8pp) would yield a pension budget of:
– Scenario 1 ‘Successful Economic Reorientation’: +9.1% of GDP
– Scenario 2 ‘Progressive Convergence to Normal’: +4.3% of GDP
– Scenario 3 ‘Perfect Storm’: -0.1% of GDP
Obviously, policy makers are reticent to make unpopular reforms, given their
interest in being (re)elected.
4. Conclusion
In our paper, we use the “reference class forecasting” approach to study
the evolution of a small open economy’s pension’s equilibrium between 2015 and
2060 to reduce policy making biases and gut feeling. We assess a set of policy actions
and their impact in three different scenarios: the ‘Successful economic reorientation’,
the ‘Progressive convergence to normal’, and the ‘Perfect storm’. It leads to a risk
assessment discussion under uncertain outcomes, where policymakers can have
a rational debate about “insuring” for the future economic volatility.
This paper addresses a modelling issue specific to small open economies – how
to forecast and assess future contributions and liabilities when a large proportion
of the workforce is made up of either cross-border workers or recent emigrants.
To overcome these challenges, we built a highly innovative model in the way it
models cross-border workers‘ contributions and impact. Most cross-border workers
only work a few years in Luxembourg and hence are entitled to a partial pension
when they retire. It is further challenging as the churn of cross-border workers is very
important and varies strongly over the years. We model the yearly cohort of crossborder workers and the partial entitlement of each cohort when it retires after a few
years. This allows us to not only assess the state liabilities but also the evolution
of age pyramid with a significant portion of new migrants. This considers the high
volatility of workers and is the most suited model of the underlying future liability
for a small open economy’s pension system.
As a result, we built a model allowing policymakers to navigate in a highly volatile
and an open small economy. Also, we paved the way for healthy debate between
policymakers and on how to present the challenges to the population with a collective
“call for action” with several economic and policy reform scenarios.
Although we focus in this paper on pensions in a small open economy, our
approach is highly relevant and can be easily tailored to model other areas that
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are highly impacted by employment migration and demographic balance such as
unemployment benefits or social welfare. The model can also be used to reflect any
country’s pension reforms, assess the need for reforms, and provide an update with
several economic scenarios depending on the cyclicality.
A. Annex
A.1. Statutory and average retirement age
The statutory retirement age is 65 and the early retirement age is 57. The effective
exit age in 2014 was 60.2 for men and 60.9 for women as shown in Figure 4, the lowest
in the European Union. We expect the effective retirement age to remain unchanged
for men and women until 2060 (in line with the AWG2015), despite the Pension
reform and the incentives to work longer to keep the same benefit as before
the reform. The incentives to work longer are rather low as there are neither penalties
nor bonuses to working longer (AWG2015).
Figure 4. Average Effective Exit Age from Labour Market, 2014

Source: The 2015 Ageing Report, European Commission and Fund staff calculations.

A.2. The 2013 Luxembourg pension reform
The pension allowance is made of three components. First are the fixed
additional charges (“majorations fixes”) which are the fixed additional charges,
depending on the insurance increase. Second are the accrued charges (“majorations
proportionnelles”) which depend on the earnings contributions. Third are the increase
of accrued instalments charges (“majorations proportionnelles échelonnées”).
Fourth is an end-year-allowance, which is allocated to those entitled to a pension by
December 1st.
A pension reform came into force in 2013, which is reflected in this model.
The fixed additional charges (depending on the insurance period) increase from
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23.5% to 28.0% of the social minimum wage over the next 40 years. The accrued
charges decrease from 1.85% in 2013 to 1.60% in 2052, representing a decrease
in pensions of around 10%. The weighting of these two effects gradually reduced
the pension allowance by 7.7% from 2013 to 2052.
The increase of accrued instalment charges also changed. To benefit from an increase
of accrued instalment charges, before the reform there were two thresholds, both
in terms of age (55 years) and of career length (38 years). Both criteria had to be
respected. The Pension Law sets a new single minimum threshold for the sum of both
of age (60 years) and of career length (40 years). According to the reform, only one
of these criteria needs to be respected to grant rights to accrued instalment charges.
The end-of-year allowance would be withdrawn if expenditures were higher than
revenue. Cutting the allocation at year-end, which represents 2% of all paid pensions,
occurs when pension expenditures exceed revenues.
The ages of retirement and early retirement remain unchanged and the contribution
rate of 24% (8% employees, 8% employers and 8% Government) to the pension
system is similar. If expenditures are higher than revenue, the contribution rate could
be raised by 2pp for all contributors so that the contribution could reach 30%.
The adjustment to real wage developments will be no longer automatic as had
been the case before the reform. Indeed, pensions are now adjusted to actual salaries
every two years (odd years) based on a reference series compiled by the IGSS after
elimination of the most extreme incomes. However, if spending becomes higher than
revenue, there is a compensation mechanism that would be triggered, limiting to half
of wage increases of what was granted.
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Abstract. Poland and Russia, as the states that were the first to introduce social insurance
programmes, have come a long way from a centrally planned budget for social security to
an insurance-type model in the social sphere. The authors focused on pension systems, which
are the most important components of social insurance systems. The purpose of this paper
is to provide an overview, comparison and evaluation of the pension reforms conducted
in Poland and Russia taking into account a participant perspective. To achieve the purpose
of this paper, the monographic method, a comparative analysis as well as document research
were used. The varied experiences of Poland and Russia after nearly 20 years provide midterm lessons that could be useful to other countries. The study results suggest, inter alia, that
despite the need for long-term stability, persistent volatility can be observed in the pension
systems employed in Poland and Russia, reflected mostly in changes in the legal regulations
and the principles of calculation and obtaining pension benefits; this has the deleterious effect
of limiting participants’ confidence in the system.
Keywords: social insurance, pension system, reforms, Poland, Russia.
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1. Introduction
The formation of a new model of financing social expenditures began in Poland
at the end the 1980s and in Russia at the beginning of the 1990s as a continuation
of the introduction of market economies due to a change in the political course.
At that time, Poland and Russia were among the more developed of their political
partners: Poland in the Central and Eastern European (CEE) region and Russia among
the states of the former Union of Soviet Socialist Republics (USSR). These two
1
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countries started their economic reforms at the same time, including: the liberalisation
of prices, the privatisation of state property and changing of the social sphere. They
also had a common past of social security based on state support, budget financing
and a universal approach to social services. Poland and Russia were among the first
states to start their social insurance reforms in the transition period. These two
countries have already passed the first stages of the reform of pension schemes and
have obtained both positive and negative results. However, the selection of these two
countries for a mutual study was determined not only by these uniting factors, but
also their unique social transition paths and differences in social insurance reforms.
These common and distinctive backgrounds are able to provide meaningful lessons
and interesting recommendations for others.
In the scientific literature, issues of pension as well as whole social insurance
reforms in transition and developing countries have been considered broadly from
both theoretical and practical points of view. For example, Antia and Lanzara
[2011] discussed the Chilean, Uruguayan and Brazilian systems, Brodmann et al.
[2014] described changes in social insurance in Jordan, Sanchez Martin [2010]
focused attention on the Spanish pension system, as well as Cai and Cheng [2014]
and Remington [2015] concentrated on pension reform in China. With regard to
Poland, the problems of social insurance transition, including pension reform, have
predominantly been described and evaluated in comparison to other CEE countries,
especially Hungary and the Czech Republic (see e.g. [Bielawska 2014; Maśniak,
Lados 2014; Guardiancich, 2013; Fultz 2002; 2012; Schmähl, Horstmann 2002]).
In addition, the features and peculiarities of pension insurance reforms in Russia
have frequently been discussed in the context of their challenges and outcomes
[Grishchenko 2007; 2016; Müller 2014; Pallares-Miralles, Romero, Whitehouse
2012; Góra, Rohozynsky, Sinyavskaya 2010; Barr, Diamond 2009], the influence and
role of policymakers and government [Remington 2015; Fornero 2015; Wagner 2005]
and the political economy of reforms [Williamson 2006]. Moreover, the World Bank,
International Monetary Fund (IMF) and Organisation for Economic Co-operation
and Development (OECD) provide working papers and overviews of Polish and
Russian statistics and data.
In contrast, the mid-term experience of Poland and Russia after nearly two
decades of substantial pension reforms has been examined to a very little extent
in the scientific literature. The purpose of this paper is to provide an overview,
comparison and evaluation of the pension reforms conducted in Poland and Russia
taking into account a participant perspective. Special attention is paid to level and
methods of calculation of benefits according to existing rules, level and changes
of contributions as well as protection level characterised by a pension replacement
rate. To achieve the purpose of this paper, the monographic method, a comparative
analysis as well as document research were used.
It should be added that various classifications of pension systems are described
in the scientific literature, however the most popular among them seem to be
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the approaches proposed by the World Bank, International Labour Organisation
(ILO) and OECD (see: [Chybalski 2012; Owczarek 2011]). Under these concepts,
various combinations of methods of funding, methods of benefit calculation as well
as types of participation within the system (obligatory or voluntary) are applied.
The paper is not focused on an examination whether the pension systems in Poland
and Russia fit the above-mentioned classifications, but if the changes made under
pension reforms are significant from the participants’ point of view.
The paper consists of three main parts. First, an overview and an evaluation
of pension reforms conducted in Russia are presented. Second, the main lessons
from the Polish pension insurance reforms are considered. Finally, the comparison
of the result of the Polish and Russian pension schemes reforms is discussed.
2. Pension scheme reform in the Russian Federation
Pension reform process in Russia is characterised by institutional, organisational,
financial, and other changes for state and participants. The existing pension scheme
includes three pillars: (i) basic (social), with a minimum amount of pension insured
through the participation of the entire population, (ii) with valorisation of some
part for those born before 1967 and (iii) a complementary funded part. To this time,
the Russian pension system has not fundamentally changed its key parameters,
which were before the reforms, using hybrid (Defined Benefit (DB) and Defined
Contribution (DC)) method of calculation of benefits, Pay-As-You-Go (PAYG)
financial basic instead of funding. Changes in the sources of financing of the pension
system in Russia occurred several times during 1998-2017: from contributions to
general taxes and vice versa. Currently, there are also transformations related to
the transfer of control and accumulation functions of insurance contributions from
the pension fund to the federal tax service of the country. It should be mentioned
that the retirement age has not been changed: 55 years for women and 60 years for
men.
The first pension law, “About State Pension in Russian Federation”, was
introduced in 1990; however, its general provisions and other legal regulations have
frequently been changed. Among the most changeable conditions are the features
and principles of the pension reform and requirements for old-age pension benefits
implemented (Table 1). The frequent changes in Russian pension legislation have led
to the disorientation of policyholders, as well as future and current pensioners. For
example, the pension calculation rules were changed several times during the period
examined. Until 1990, each citizen’s pension was appointed based on the prescribed
retirement age, or constituted special pensions based on the nature of a person’s
work, such as teachers, doctors, miners, etc. The pension benefit did not depend on
the amount of salary or length of work. In 1990, the pension calculation principles
remained the same, but the pension formula changed to expand the list of payments.
Non-contributory periods were included to make it possible to calculate a pension
from earnings for any five years of continuous work.
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Table 1. Pension reforms and changes in pension legislation in Russia, 1990-2016
Type and features of pension system
Before
reform

PAYG

Requirements for old-age pension
the pension defined by law as a percentage
of earnings

mixed: PAYG and funded; the introduction
First reform
of the three pillars of the pension system:
1995-2011
social, insurance and funded

the pension depends on the insurance
period and insurance contributions;
minimum employment period: 5 years

Changes
2005

the exception of citizens born in 1953/57–
1966 from the funded part of the pension
scheme; stimulation of the funded portion
through the addition of personal contributions
with state co-financing

monetisation
of
social
benefits,
an additional informal pension and changes
to insurance principles of the pension
system

Reform
2010-2012

pension divided into two parts: insurance
and obligatory funding; the social pension is
excluded from pension finance

the pension calculated as an amount
of funded and insured portions

Changes
2008

state support of the funded pension as parity
co-financing of voluntary contributions
of citizens on a “one-to-one” basis

valorisation of pension rights earned
before 1991 and 2008

the choice between participation in an
insurance pension together with the funded
pension, or only the insurance pension

the pension depends on the employment
period, earnings and the retirement age
(as special defined points); minimum
employment period: 15 years

PAYG, the funded portion is under moratorium;
all pension contributions come to form only
the insurance portion of the pension without
funded portion

working pensioners excluded from pension
indexation

Reform 2016 PAYG with stimulation of the voluntarily
(under
funded portion of the pension
discussion)

a gradual increase in the retirement age to
65 for men and women (from 60 and 55
respectively)

Reform
2013-2015

Changes
2014-2015

Source: Authors’ own elaboration.

The first concept of the pension reform in the Russian Federation was approved
in 1995 by the government. According to this idea, the three-pillar pension system,
individual pension accounts, as well as personal pension numbers were introduced.
In 1998, the government tried to carry out the “Pension Reform Programme” which
provided an introduction of the funded part of old-age pensions and activated
non-state pension funds. Despite the fact that provisions of the programme were
sufficiently substantiated, the 1998 crisis did not allow it. In 2001, the first reforms
identified in this programme were implemented.
Since 2002, a new formula for pension calculation has been introduced,
formed by three components: the base portion (fixed, established by the state),
the insurance portion (depending on the amount of insurance premiums paid,
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reflected in an individual citizen’s account), the funded portion (depending on wage
and the amount of pension contributions paid, accumulated throughout the work
period). Citizens born in 1967 and later, registered under the system of mandatory
pension insurance, have been given the opportunity to select an option with regard
to pensions since 2002: the sole pension form (without a right to participate
in funded part) or insurance with a funded pension. Thus, citizens can either pay
a 6% rate of insurance contributions into the funded pension or opt not to further
the formation of pension savings and put all the premiums that employers pay for
them towards the formation of a standard pension. Since 2015, all previously formed
pension rights of citizens have begun to be converted into pension points (individual
retirement coefficients), which are taken into account in the appointment of pensions.
The number of points depends on the insurance premiums paid into the system
of compulsory pension insurance and the employment period. From 2014 (in a plan
up to 2018), a moratorium on the formation of the accumulative part of the pension
was introduced. This “freezing” of funded contributions aimed to correct the difficult
financial situation of the Pension Fund of Russia and reduce the amount of transfers
from the federal budget. For the last 20 years, Russian pensioners and employees have
seen four reforms of pension legislation, three changes in tax legislation in the field
of pensions and laws regarding social payments. At present, the government is
discussing a new pension concept, excepting the solidarity portion of the pension
system and the voluntary portion of individual pension accounts, due to the budget
deficit and economic crisis.
The terms of pension legislation have also been transformed on some occasions for
those who are currently insured: corporations (employers), citizens (employees) and
entrepreneurs. For example, the rate of pension contributions has varied almost every
year with the exception of the mid 1990s period. The rate of contributions before
the reforms was 9.6% of salaries for all those under the insurance scheme, rising to
31.6% in 1992 and decreasing to 28.0% in 2001. Since that year, the rate has been
divided into shares of 20% for the insured portion and 6% for the funded portion;
these proportions have also changed in subsequent years. The rate for employees was
only 1% in the first years of the pension reforms (1992–2001); before the reforms
and to the present day, all pension contributions have been paid by employers (this
is a distinctive aspect of the Russian pension policy as in the majority of developed
countries, these contributions (taxes) are shared between the employer and employee
in various proportions). The rates for entrepreneurs were changed from 5%
at the beginning of the 1990s to a fixed amount in the 2000s. In recent years, a single
rate of 22% of salaries was applied due to the funded portion of the pension being
under the moratorium, as mentioned above (Figure 1).
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Figure 1. Contributions rates by employers for pension insurance in Russia
(% of salaries), 1990-2016

Source: Authors’ own calculation.

Thus, despite the need for long-term sustainability and continuity of the pension
system, there have been fairly frequent changes to pension legislation, the rules
of calculation and the receipt of pension benefits, which are reflected in confidence
in the system itself. In a survey of the pension models of new EU member states
from CEE, Wagner [2005] argued that even the best technically prepared pension
reform fails if it does not reflect the preferences of a country and is not credible to its
citizenry. Comparing the results of authoritarian regimes, such as the types of policy
making in Russia and China, the pension policy in Russia has been rather centralised,
but subject to sharp reversals in response to exogenous shocks [Remington 2015].
The legal incoherence, lack of expected levels of pension benefits and inconsistency
of pension reforms have clearly led to the instability of the pension system. One
of the main pension indicators – gross replacement – has not reached a stable prereform level. This is related to the quick and significant response of Russian socioeconomic indicators to internal and external challenges present in other spheres, for
instance, gross domestic product (GDP), the index of industrial production, the living
standards of citizens, etc. The essential reductions in pensions argue the weak financial
stability of the system, which is directly linked to the state of government support.
Moreover, the reduction of current contributions and taxes to the pension system
due to economic crises also shows the lack of a margin of safety and of stability.
For instance, economic difficulties militate against the planned indexation of current
pensions in accordance with laws in line with the increase of inflation in 2015 and
2016 (Figure 2).
Old-age pensions were partially indexed at a rate of 4% in 2015 instead
of the official rate of 12% and for the first time with the exception of working
pensioners. For countries with developing economies, the linkage between
the pension and the inflation rate is a critical matter due to its relatively high value
and a possible decline in the wealth of pensioners. Before 2015, according to
the pension legislation, old-age and social pensions were annually indexed due to
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rising prices and the average monthly wage in the Russian Federation. Comparing
trends: first, at present, the gross replacement rate and real pension have not reached
pre-reform levels; second, there is contradictory trend in the effective (real) oldage pension, with three falling periods contrasting with the designed rising pattern.
Thus, the significant instability of the wealth of pensioners also confirms the lack
of attention paid to the progress and consolidation of pension reforms.
Figure 2. Dynamics of real old-age pensions in Russia, 1990-2015

Source: Federal State Statistic Service, authors’ own calculation.

The level of the pension fund deficit and its share in GDP are good indicators
showing the achievements of pension reforms in a given country. At present,
a contradictory tendency can be seen in Russia: the deficit in the state pension
fund has been on average 50% during the last 12 years. Despite the stable level
of the share of the pension deficit in GDP at around 4% during the period examined,
this tendency had not been resolved by the various pension reforms and changes
in pension options (Figure 3).
Figure 3. Deficit of pension fund in Russia, 2004-2015

Source: Authors’ own calculation.
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Clearly, there are several factors influencing the deficit in the pension fund
in Russia, among them the following: a significant number of privileged pensioners
and employees receiving higher pension benefits (seniority, professional), or
eligible for early retirement; the impairment of state social guarantees and pensions
as a result of high inflation; a lack of regular actuarial and investment planning
in the management of pension funds. Nevertheless, all examined indicators highlight
the changeable and inconsistent tendencies of pension reforms in Russia. Only one
of the pension indicators, the statutory retirement age of 55 years for women and 60
years for men, is still at the pre-reform level.
The important lesson, among other post-reform conclusions in the social insurance
sphere, is the need for the continuity of reforms and a lack of frequent changes. What
are the reasons for the repeated shifts in the pension system in Russia? In our opinion,
this is due to the absence of a leading goal in various stages of the pension reforms.
According to Barr and Diamond [2009], each pension reform should have a concrete
goal or task. Over a period of two and half decades of pension reform, clearly each
period has its own issues: the initial reduction of poverty in retirement; establishing
an improvement in the pension infrastructure according to modern financial and social
innovations; sharing the insurance risks and the development of state/private pension
programmes. The lack of defined tasks in these stages has led to the incoherence
and instability of pension reforms as a whole. Certainly, there are other important
factors that affect the progress of reforms: economic growth, political willingness,
institutional surroundings, the maturity of the financial market, etc. Nevertheless,
the definition of reform objectives makes it possible to obtain clearly planned results
rather than spontaneous outcomes. It is worth adding that transition itself should not
be the goal of a reform. Guardiancich’s [2013] in-depth analysis of reform policy
states that viable pension reforms should not be seen simply as an event, but rather
as continuing process, which must be fiscally, socially and politically sustainable.
He argues that the appropriate institutional infrastructure and political support are
crucial to an increase in the consistency of reforms and mitigating the likelihood
of policy reversals over time.
Also, the likely success of pension reforms as a process will be heightened
if the necessary reforms are presented for public debate in a timely fashion and
in a clear and understandable manner [Boeri, Tabellini 2012]. In Boeri and Tabellini’s
[2012] opinion, changing arrangements for existing workers can disrupt expectations
in ways that may be unsatisfactory. On the whole, the roots of the problems of pension
financing are long-term trends, not a short-term “crisis” [Barr, Diamond 2009].
Thus, taking into account the lasting and trusting nature of pension relationships,
the permanent volatility of the pension system is rather a negative factor for
participating insured persons, their understanding of pension reform goals and their
real influence on the present and future situation with regard to pensions. The need
for continuity in pension reform is, in our opinion, one of the most important lessons
of mid-term Russian theory and practice.
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3. Pension system reform in Poland
The reform of the social insurance system in Poland started in 1999 and focused
on the change of the benefit formula from DB to DC. The most important new legal
regulation was the Act of 13 October 1998 on the social insurance system. Under this
act, the social insurance fund, which is administered by the Social Insurance Institution,
was divided into four separate funds: the old-age pension fund, the disability pension
fund, the sickness fund and the accident fund. The old-age pension fund was intended
to finance old-age (retirement) pensions. The disability pension fund was designed
to finance primarily: disability pensions, training pensions, survivors’ pensions,
supplements to survivor’s pensions for double orphans, nursing supplements and
funeral grants. The sickness fund was intended to finance sickness, maternity and
care benefits, compensatory allowances and rehabilitation benefits. The accident
fund was created to finance work accident pensions and supplements, lump-sum
compensation payments, sickness allowances in respect of work incapacity resulting
from an accident at work or an occupational disease.
Table 2. Rates of contributions to social insurance funds in Poland (%), 1999-2017
Type of insurance

Sickness

Accident

Employer

Employee

19.52

9.76

9.76

January 1999 - June 2007

13.00

6.50

6.50

July 2007 - December 2007

10.00

6.50

3.50

January 2008 - January 2012

6.00

4.50

1.50

February 2012 - December 2017

8.00

6.50

1.50

January 1999 - December 2017

2.45

January 1999 - December 2002

1.62

1.62

January 2003 - March 2006

0.97-3.86

0.97-3.86

April 2006 - March 2007

0.90-3.60

0.90-3.60

April 2007 - March 2009

0.67-3.60

0.67-3.60

April 2009 - March 2012

0.67-3.33

0.67-3.33

April 2012 - March 2015

0.67-3.86

0.67-3.86

April 2015 - December 2017

0.40-3.60

0.40-3.60

Retirement pension

Other
pensions

Total
contribution

2.45

Source: Authors’ own elaboration based on [Social Insurance Institution, n.d.].
Note: The rate of an accident contribution depends on the type of business and level of risk.
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Since 1999, contributions to all social insurance funds have started to be financed
partially by employees and employers. The rates of contributions and their division
in the years 1999-2017 are presented in Table 2. The value of the contributions
depends on the assessment basis (e.g. salaries for workers, declared revenue for selfemployed).
The most important part of the reform of social insurance system was the pension
system reform. Until 1998, a public PAYG pension scheme based on defined benefit
DB operated in Poland. In the DB scheme, the value of the retirement pension
depended on a percentage of income and employment career. The pension system
reform led to a change from the DB scheme to a DC scheme, and introduced three
pillars of the pension scheme. The first pillar was (and still is) managed by a public
body – the Social Insurance Institution (SII). An individual account was opened for
each of participants born after 31.12.1948. Under the second pillar, Open Pension
Funds (OPFs) were set up, managed by private institutions – General Pension
Societies. Both these pillars initially were mandatory. The third pillar, administrated
by private institutions, should ensure a higher level of old-age pensions in the future
thanks to a supplementary contribution. Participation in the third pillar was (and still
is) completely voluntary.
Since 1999, two old-age pension schemes have been operating simultaneously
in Poland:
– a pension scheme operating under the previous rules – for persons born before
1 January 1949;
– a pension scheme operating under the new rules – for persons born after 31
December 1948.
Persons born after 31 December 1948 but before 1 January 1969 could stay
in the existing PAYG pension scheme (first pillar) or join the new pension scheme,
i.e. the PAYG scheme (first pillar) and funded pension scheme (second pillar), by
selecting an OPF. These persons could join the new pension scheme by 31 December
1999 (for more details, see [SII 2013]). For those choosing the new pension scheme,
the initial capital was calculated as a recognition of contributions to pre-reform
scheme and was noted on their individual accounts run by SII.
Contributions to the old-age pension insurance (19.52%) were financed by
insured persons (employees) and by contribution payers (employers) from their
own resources in equal parts – 9.76% of the assessment basis (Table 2). For
those who participated in the pension scheme operating under the new rules,
the pension contribution was divided into two parts: the first, comprising 12.22%
of pension contributions, was paid to the Social Insurance Fund (SIF); the second,
comprising 7.30% of pension contributions, was transferred to OPFs. During
the following years, the division of the old-age pension contribution was changed
(Table 3). In 2011, the Social Insurance Institution also introduced a subaccount
within the framework of an insured account, into which those contributions from
the second pillar of the pension scheme derived from the reduced contribution to
OPFs were credited.
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Table 3. Division of pension contributions between the SIF and OPFs
Period of insurance

Social Insurance
Fund

Social Insurance
Fund – subaccount

Open
Pension Fund

January 1999 - April 2011

12.22

non-existent

7.30

May 2011 - December 2012

12.22

5.00

2.30

January 2013 - December 2013

12.22

4.50

2.80

January 2014

12.22

4.20

3.10

February - June 2014

12.22

4.38

2.92

12.22

4.38

2.92

Since July 2014

If a declaration for transfer of contributions
to an OPF has been submitted
12.22

7.30

–

If a declaration for the transfer of contributions
to an OPF has not been submitted

Source: Authors’ own elaboration.

The next change concerning the division of the pension contribution took place
in 2014. It should be emphasised that up until 31 January 2014, membership in
an OPF was compulsory. Since 1 February 2014, those starting work for the first
time have been able to choose whether they want a part of their pension contributions
to go to an OPF, or whether the whole amount should go to the Social Insurance
Fund. The rest of all insured persons had to make a decision about transferring
their pension contribution in the period from 1 April to 31 July 2014. They had two
options: under the first option, the whole pension contribution (19.52%) would go to
the SIF, namely into the individual insured account and subaccount; under the second
option, the pension contribution would be divided into three parts (insured account,
subaccount and OPF). Based on data from the Polish Financial Supervision Authority
(PFSA) [2014], only 2.5 million persons (among more than 16.7 million members
of OPFs) submitted declarations for the transfer of their contributions to an OPF.
Moreover, in 2014, a “security slide” was introduced. This mechanism aims to
protect against the risk of a so-called “bad date”, that is a strong slump in the market
rates in a given retirement year, which would result in a reduction in pension capital
and consequently in lower pension benefits. At the time of retirement, all funds will
be kept by the Social Insurance Institution, which will pay out a pension for life.
From the month in which the “security slide” is launched, no contributions will be
transferred to OPFs [SII 2015]. Now the second pillar is made up of two parts: OPFs
and a subaccount in the Social Insurance Fund. The investment policy of OPFs is
rather aggressive and the investment portfolios are dominated by stocks. The pension
contributions paid into the subaccount in the Social Insurance Fund are indexed by
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an indexation rate (announced by the President of the Central Statistical Office).
All changes made since the beginning of pension reform were aimed at providing
financial support for the stability of public finance.
It should be mentioned that up to 2012 the retirement age was: 60 years for
women born on or before 31 December 1952 and 65 years for men born on or
before 31 December 1947. Starting from 1 January 2013, the retirement age has
been increased (for more, see [SII 2015]). This process has been stopped, and from
October 2017, the retirement age will be, respectively: 60 years for women and 65
years for men.
The third pillar of the Polish pension scheme consists of:
– Occupational Pension Programmes (OPPs – an offer available since 1999);
– Individual Retirement Accounts (IRAs – available since 2004);
– Individual Pension Security Accounts (IPSAs – available since 1 January 2012);
– reverse mortgages (the act on reverse mortgages came into force on 15 December
2014, but so far banks have not offered this product on the Polish market);
– unit-linked insurance for individuals (available since 2004; for more, see
[Kowalczyk-Rólczyńska, Pisarewicz 2015]).
In the Polish pension system, the coverage of the third pillar has remained at
a marginal level. Although the numbers of IRAs and OPPs have been increasing over
the last few years, at the end of 2015, less than 12% of the total employed population
had savings under pension programmes – OPPs, IRAs or IPSAs [PFSA 2016a;
2016b]. These three programmes are supported by the state in the form of the tax
incentives. In the Polish pension system, it is important that the number of retirees
who receive payment from the SII has been growing significantly from year to year.
Unfortunately, the number of people paying contributions to the pension system has
been decreasing as a result of demographic changes. Because of this, the current
government is considering further changes to the pension system.
4. Results and discussion
In summary, both examined countries have moved a long way in the transition from
their previous centralised and state-financed pension schemes to the present mixed
systems. In Table 4, a brief comparison of the pension system concepts introduced
and currently existing in Poland and Russia is presented.
Comparing the pension systems in Poland and Russia, some similarities and
differences can be observed. In both systems, there are three pillars, which are
built in a similar way. Moreover, both systems are mixed: in the second and third
pillars, the benefits can be inherited and those who save money in the voluntary
portion of pension systems can take advantage of tax relief. The two pension systems
differ in that the level of pension contributions is higher in Russia than in Poland,
but the retirement age is higher in Poland than in Russia. Moreover, the lower
level of pension contributions affects the amount of replacement rates, which are
significantly lower in Poland compared to Russia (see Table 5).
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Table 4. Comparison of the pension system concepts of Poland and Russia
Criterion

Poland

Russia

Year of reform
implementation

1999

2001

Type of introduced
pension (DB or DC)

mixed

mixed

three pillars:
1st: based on the PAYG principle
(compulsory)
2nd: based on the PAYG principle (compulsory)
and capital investments (voluntary)
3rd: represents individual private pension
schemes (voluntary)
1st: Social Insurance Institution (public)
2nd: Social Insurance Institution (public) and
OPFs (private)

three pillars:
1st: based on the solidarity principle (compulsory)

gross: 43.1% (both sexes)

gross: men 75.2%, women 64.1%

Structure
of pension
systems
(pillars)

Administration
(institutions)

Contributions
Tax exemptions
(for contribution
or benefits)
Contributor(s)

Retirement age
(2016)

Replacement rates
(2014),
average value

2nd: based on the insurance principle (compulsory)
and capital investments (optional)
3rd: represents individual private pension schemes
(voluntary)
1st: State Pension Fund (public)
2nd: State Pension Fund (public) and State Pension
Fund or Private Pension Funds, Investment
Management Companies (public/private)
3rd: insurance companies, banks, investment 3rd: insurance companies, banks, investment funds,
funds, pension funds (private)
pension funds (private)
together, 1st and 2nd pillars: 22.00%
together, 1st and 2nd pillars: 19.52%
in the annual tax declaration, social security old-age (compulsory and voluntary) benefits are
contributions are deducted from taxable exempt from taxation
income
9.76% financed by employee, 9.76% 22.00% financed by employee
financed by employer
current: for women, around 61 years old current: for women, 55 years old, for men, 60 years
(depending on the month of birth), for men, old
around 66 years old (depending on the month
of birth)
target: from October 2017: 60 years for target: raising and levelling
women and 65 years for men
net: men 53%; women 53%.
net: men 86%, women 74%.

the sum of accumulated pension contributions the pension depends on the employment period,
Main factors
as well as indexed initial capital, average life earnings, indexed capital and retirement age (as
influencing the level
expectancy expressed in months
special defined points); minimum employment
of benefits
period 15 years
Inheritance
only in 2nd (partially) and 3rd pillars (totally) only in 2nd and 3rd pillars
of benefits
IRA – lack of capital gains tax, IPSA – voluntary pension contributions (maximum RUB
payments can be deducted from the tax basis; 120,000 in a year) can be deducted from taxable
Tax incentives
OPP – lack of capital gains tax (in the case income.
in the third pillar of additional contributions);
old-age (compulsory and voluntary) benefits are
all programmes: annual limit on contributions/ exempt from taxation
payments
demographic changes (negative migration demographic issues (ageing of population,
flows, low fertility rate, increasing of life insufficient health care indicators), incoherence
Current
expectancy), instability of the structure of pension reforms, economic crisis, large public
main problems
of the pension system, large political pension spending, deficit of State Pension Fund
influence on the pension system

Source: Authors’ own elaboration based on OECD.
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Note: The net replacement rate is defined as the individual net pension entitlement divided by net preretirement earnings, taking into account personal income taxes and social security contributions paid by
workers and pensioners. The gross replacement rate is defined as the gross pension entitlement divided
by gross pre-retirement earnings. Both measure how effectively a pension system provides a retirement
income to replace earnings, the main source of income before retirement.

Table 5. Gross pension replacement rates by earnings (median earner) in Poland
and the Russian Federation (%)
Poland

Russian Federation

Year
men

women

men

women

2008

61.2

44.5

n.a.

n.a.

2010

59.0

43.2

65.1

57.9

2012

48.8

48.8

63.0

56.4

2014

43.1

43.1

75.2

64.1

Source: Authors’ own elaboration based on [OECD 2015; 2013; 2011; 2009].

5. Conclusions
The above considerations indicate many problems in the reforms of the Russian and
Polish pension systems. The main factor influencing the effectiveness of reforms is
the degree of consistency and comprehensiveness. Incessant changes in approaches
to and principles of the reforms themselves result in a lack of clarity concerning
their objectives and renders their results unattainable. Moreover, it is necessary to
establish a balanced proportion of responsibilities and financing between the state,
employers and employees to achieve an appropriate level of pension security.
The varied experiences of Poland and Russia over a period of more than after nearly
20 years provide mid-term lessons that could be useful to other countries. The study
results suggest, inter alia, that despite the need for long-term stability, persistent
volatility can be observed in the pension systems employed in Poland and Russia,
reflected mostly in changes in legal regulations and the principles of calculation and
obtaining pension benefits; this has the deleterious effect of limiting participants’
confidence in the system. The considerable differences in the developmental levels
of regions of the Russian Federation should also be taken into account in pension
reform in the coming years.
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Abstract. The aim of the article is to analyse and evaluate the anticipated consequences
of the changes to the statutory retirement age in Poland, which will be introduced starting
1 October 2017. Despite the lengthening life expectancy in Poland, the Polish government
decided to reduce the statutory retirement age and set it at the level of 60 years for women
and 65 years for men. This was the realization of promises of president Andrzej Duda and
of the ruling Law and Justice party (PiS) made in the election campaigns of 2015. It was
also a reversal of the reform by the previous government, which had introduced a gradual
extension of the statutory retirement age starting in 2011. The reduction of the statutory
retirement age in Poland will have a significant impact on the economic and social situation
in the country, as well as on the sustainability of the Polish pension system. The expected
impact on the labour market, the dynamics of GDP and the general macroeconomic situation
will be negative. Also, the deficit in the Social Insurance Fund will increase. Microeconomic
analysis shows significant threats (for example lower pension benefits, lower replacement
rates in the pension system, greater poverty risk in old age). Evaluation of the social impact
of changes in the retirement age is more complex. Due to their individual life situations, many
Polish citizens are ready to accept even lower pension benefits if they then have a chance
to retire at the age of 60 or 65, but many others are ready to work longer. The introduction
of a minimum retirement age of 60 for women and 65 for men does not imply an obligation,
but a right to retire which one may take advantage of or not. The author points out the public
educational activities that should be introduced to make decisions about retirement or
working longer more rational.
Keywords: statutory retirement age, employment, pension rights.
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1. Introduction – the statutory retirement age as one
of the basic parameters of the pension system
The statutory retirement age is one of the main and relevant parameters of pension
systems [Pacud 2016; Żukowski 2013; Blake 2006; Barr, Diamond 2006]. The State is
responsible for the determination of the age, but this raises a number of controversies
both for the theory of social policy, as well as for different groups of stakeholders.
It especially concerns employers, employees, current and future retirees, as well as
politicians, who are all too familiar with this important social problem. Establishing
the retirement age has both economic and financial dimensions closely related to
demographic and legal ones (the realization of the pension entitlement), as well as
an institutional one (the obligation of state institutions to pay benefits for the elderly
in an efficient and effective manner).
The literature of social policy highlights the need to take different circumstances
into account in determining the statutory age of entitlement to receive pensions.
The predicted state of public finances should not be the only prerequisite, albeit
a very important one. At stake are also legal conditions (compliance with
the Constitution, European law and international law), as well as important social
considerations (e.g. the question of whether the statutory retirement age should
be fixed at the same level for all, or take into account the different life situations
of women and men, or of persons engaged in certain occupations, etc.). Obviously,
the State is obliged to alter the statutory retirement age in a way to adjust the legal
system to economic, demographic and social conditions. One of the basic questions
regarding the retirement age has been very aptly formulated by Radosław Pacud
in the form of the following dilemma: „... Shall we raise the retirement age as a rule,
including that of men and women, or change other factors in insurance technique?”
[Pacud 2016, p. 2]. After all, different scenarios are possible. These are based on
changes in other parameters of a pension system without increasing the statutory
retirement age. For example, this may be by lengthening the required insurance
period, increasing pension contributions (or general taxes) for financing public
pension systems, perhaps the least popular solution, reducing retirement benefits
without increasing the statutory retirement age, or mixing different means to keep
the pension system financially sustainable.
An additional impulse for the discussion about the statutory retirement age
in Poland2, which has long been underway in the scientific community involved
in public policy and pension economics, has become a presidential project and
the now enacted legislation to return to the previously applicable statutory retirement
age (65 years for men and 60 for women). At the time of writing of this article
(April 2017) one of the key slogans of the presidential election campaign and
2
The current retirement age (valid until 30 September 2017) was determined by the [Act of 11 May
2012]. Based on that, beginning on 1 January 2013, the public pension scheme began the process
of gradual extension and equalization of the pensionable age of 65 years for men and 60 for women,
until the pensionable age reaches 67 for both sexes.
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the parliamentary elections in Poland has already been implemented. The Sejm (Polish
parliament) passed a law, which provides for a reduction starting on 1 October 2017,
of the retirement age to 60 years for women and 65 years for men. This is a reversal
of the scheduled increase of the legal retirement age to 67 years for both genders.
Lowering of the statutory retirement age will soon be applied, in spite of many
critical opinions, especially from economists and pension experts [e.g. ChłońDomińczak 2016]. This does not mean that further discussion about this subject is
pointless. Still, there is a need for serious analysis and discussion on the economic
and social consequences of the changes of this basic parameter of the pension
system, which also has an impact on the situation on the labour market, on the state
of economy and public finance in the short and long run.
The aim of this article is to examine and evaluate the impact of the anticipated
changes in the statutory retirement age in Poland on the state of the economy and
public finances (evaluation from a macroeconomic perspective) and on the amount
of pension benefits for future retirees (microeconomic perspective). The economic
consequences of the changes will be compared with the results of a social nature
(the issue of acquired rights, the right to take the decision to retire or to continue
the work according to individual preferences and circumstances of the participant
in the pension system).
2. Overview of the theoretical concepts concerning changes
to the statutory retirement age
Research on changes to the statutory retirement age in Poland is carried out
mostly on the basis of economics and the social security law. The first kind
of considerations – carried out within the framework of the pension economics
– present the consequences of the restoration of the retirement age previously
in force (60 years for women and 65 for men) for the public finances and
the labour market (macro), and for the various participants in the pension system
(micro). Representative for this group are the works of Marek Góra [Góra 2016],
Joanna Rutecka [Góra, Rutecka 2013], Agnieszka Chłoń-Domińczak [ChłońDomińczak, Góra, Rutecka-Góra 2016], Kamila Bielawska [Bielawska 2015],
Sylwia Pieńkowska-Kamieniecka [Bielawska, Pieńkowska-Kamieniecka 2015]
or Magda Malec, Joanna Tyrowicz [Malec, Tyrowicz 2017]. The second group
consists of the works on social security law, exposing such issues acquired rights
and other specific problems of regulations related to the statutory retirement age
[Andrzejewski, Pacud 2016; Pacud 2016].
The dependence of benefits on the retirement age (the schedule) is an important
indicator in any public pension system. In the literature on pension issues, a consensus
can be observed concerning the positive impact of extension of the minimum
statutory retirement age on the long-term sustainability of pension systems and
reduction of subsidies to social security systems. Demographic and economic
forecasts suggest that making workers accept the necessity of working longer is
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indispensable if public Pay-As-You-Go (PAYG) pension schemes are to provide
adequate income for the elderly in the decades to come [e.g. European Commission
(EC) 2012a; 2012b]. The old-age dependency ratio3 is to increase by the year 2060
from an EU-wide average of approximately 29% to just above 50% [Eurostat 2016a].
This means that the proportion of persons of working age in relation to the number
of persons of post-working age will change from about 3:1 in 2016 to only about 2:1
in 2060. In this situation, promoting a longer working life and increasing workers’
productivity is crucial for the sustainability of pension systems, but also for national
economies as a whole [Demonkos 2015, p. 134]. Extending the statutory retirement
age in response to the increase in life expectancy has been also recommended by
experts of international organizations (EC, OECD). For example, in an OECD
comparative study of pension systems, it was stated that “the most popular measure
was to strengthen the incentives to work by increasing the minimum retirement
age and/or the main retirement age, thereby enlarging the contribution base
while preserving adequacy for those who are able to work longer” [OECD 2015a,
p. 20]. Such pension reforms have been evaluated as “progressive” for the prospect
of the improvement of financial sustainability.
However, there are also analyses that indicate negative consequences of extending
the statutory retirement age for certain demographic cohorts and labour groups. For
example, Andras Simonovits describes an interesting paradox of pension schemes
with a defined contribution formula, such as the Polish pension system since 1999:
“The nonfinancial defined contribution (NDC) pension system has recently become
popular mainly because of its alleged [sic] actuarial fairness. Using the framework
of mechanism design with adverse selection, these systems have theoretically been
criticized because they neglect the resulting regressive intracohort redistribution:
longer lived workers retire later and are rewarded as if their life expectancies were
average” [Simonovits 2013]. Behind the close link between lifetime contributions
and annual benefits, there is a hidden regressive lifetime redistribution from
the poorer to the richer. Upper-income people enter the labour force later in life and
live longer after retirement [Breyer, Hupfeld 2009]. Comparative studies conducted
in Denmark, France, Germany, Italy, the Netherlands, Poland, Sweden and the United
Kingdom proved that only a minority of employers have applied measures to recruit
or retain older employees [Conen, Henkens, Schippers 2012].
3. Current pensionable age in selected EU countries
Most countries in the EU and many other developed countries have already
extended their statutory retirement age or at least started a process of change aimed
at this direction (see Table 1).
3
The old age dependency ratio is the ratio between the number of persons aged 65 and over (age
when they are generally economically inactive) and the number of persons aged between 15 and 64.
The value is expressed per 100 persons of working age (15-64).
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Table 1. Current (2017) and future retirement age in EU Member States
Current general retirement age

Future retirement age

men

women

age

age

age

men

women
year

age

year

AT

65

60

65

2033

65

2033

BE

65

65

67

GP 2030

67

GP 2030

BG

65

62

65

2020

63

2020

CY

65

65

65+

2018

65+

2018

CZ

632/12

584/12 - 624/12

67

2041

67

2041

DE

655/12

655/12

67

2031

67

2031

DK*

65; 67

65; 67

EE

3

63 /12

67

2022

67

2022

67+

2030

67+

2030

3

63 /12

65

2026

65

2026

EL

67

67

67+

2021

67+

2021

ES

655/12

655/12

67

2027

67

2027

FI*

63-68; 65

63-68; 65

FR

4

4

65 /12

65 /12

65

2027

65

2027

65+

2030

65+

2030

67

2023

67

2023

65

2030

HR

65

619/12

67

2038

HU

626/12

626/12

65

2022

67

2038

65

2022

IE

66

66

68

2028

68

2028

IT

667/12

657/12

67+

2022

67+

2022

LT

6

63 /12

62

65

2026

65

2026

LU

65

65

LV

629/12

629/12

65

2025

65

2025

MT

62

62

65

2027

65

2027

NL

9

65 /12

9

65 /12

67+

2022

67+

2022

PL**

657/12

607/12

65

10.2017

60

10.2017

PT

663/12

663/12

66+

2020

66+

2020

66.3

2030

61.3

2030

6

na.

8

RO

65

60 /12 - 60 /12

SE*

61-67; 65

61-67; 65

SI

65

65

SK

622/12

59 - 622/12

UK

65

637/12 - 643/12

na.
na.
62+

2017

62+

2017

67+

2028

67+

2028

68

2046

68

2046

Source: Author’s own elaboration based on MISSOC data base [state from 30.04.2017].
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Notes: GP: Government proposal or plan of equivalent administrative level; * FI, SE, DK: the retirement
age of the earnings-related pension has been separated from that of the national pension with a semicolon.
** PL – starting 1 October 2017 retirement age 60 years for women and 65 years for men. +: Retirement
age rising along with the increasing life expectancy. na: not available.

As previously mentioned, increasing the statutory retirement age is one
of the methods to adapt pension systems to extended life expectancy. Other methods
of adapting social protection systems to demographic processes and changes
in the labour market are, among others [OECD 2016]:
1. diversification the sources to finance retirement;
2. development of funded private pension arrangements is complementary to
public pensions;
3. moving from defined benefit (DB) schemes to defined contribution (DC)
schemes;
4. improvement of the design of DC pension plans.
It is easy to state that the law restoring previous retirement age in Poland –
meaning de facto reduction of the minimum retirement age – aims in the opposite
direction than most of the pension reforms in EU and in the world (with the regard
to retirement age).
4. Macro-and micro-economic consequences
of the reduction of statutory retirement age in Poland
From the macroeconomic point of view, a pension system can be defined as
a mechanism for division of the current production or Gross Domestic Product
(GDP) between the working and post-working generations (pensioners). The other
alternative would be to store production for future use, which is practically not
possible: “The alternative is for individuals to exchange current production when
younger for the claim on future when older” [Barr, Diamond 2010, p. 37].
Each participant in the pension system accumulates pension rights (the right
to participate in GDP) through the payment of contributions [Chłoń-Domińczak,
Góra, Rutecka-Góra 2016, p. 2]. The relative reduction of the number of people
participating in the creation of GDP has a significant impact on the status and condition
of the pension system and public finances [Góra, Rutecka 2013 p. 735]. This impact
will be negative. In the long term, it would deepen the projected deficit of the Social
Insurance Fund (SIF). Estimates of the financial situation of the SIF suggest that
even assuming a gradual raising of the target and setting the legal retirement age for
women and men at 67 years, SIF in the medium and long term will remain in deficit
(cf. Table 2). Reduction of the statutory retirement age will only deepen the deficit.
Full assessment of the financial consequences of shortening the statutory retirement
age will be possible after 1 October 2017, when it will already be known how many
people actually make use of the opportunity for retirement at the age of 60 (women)
or 65 years (men).
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Table 2. The balance of the Social Insurance Fund (SIF) in 3 variants of revenue and
expenditure forecasts of the SIF for the years 2016-2020*
indicator

2016

2017

2018

2019

2020

SIF balance billion PLN

-54.0

-56.0

-59.0

-62.0

-62.0

SIF balance in % of GDP

-2.9

-2.8

-2.7

-2.6

-2.6

SIF balance billion PLN

-61.0

-66.0

-70.0

-75.0

-79.0

SIF balance in % of GDP

-3.4

-3.4

-3.5

-3.5

-3.6

SIF balance billion PLN

-47.0

-46.0

-46.0

-44.0

-43.0

SIF balance in % of GDP

-2.5

-2.3

-2.1

-1.9

-1.4

variant 1: basic

variant 2: pessimistic

variant 3: optimistic

Source: [ZUS 2014, pp. 28-30].
Notes: *This projection has been prepared under the assumption of extension of the statutory retirement
age in Poland, although parliament has passed a law for reduction from 1 October 2017. In all three
scenarios, a greater deficit could be expected if the shortened pensionable age will last until 2020.

The justification for the presidential project [Chancellery of the President 2016]
of decreasing the statutory retirement age submitted in the previous Sejm’s term
of office indicated that the total cost of lowering the retirement age to public finances
in the years 2016-2019 will amount to approximately 40 billion PLN, of which
approximately 30 billion PLN would go to the State budget.
The projection of the balance of SIF presented in Table 2 does not include the cost
of the shortening retirement age from 1 October 2017. Neither does the most up
to date projection prepared by actuaries of Social Insurance Institution (SII) for
the period 2018-2022 [SII 2017]. This is understandable, because the projections
of SII were developed on the basis of legislation in the time of their preparation.
But it is difficult to understand that in the justification of the presidential project
for the shortening of the statutory retirement age there are no long-term forecasts
of the impact of this fundamental change on the balance of the SIF and on the state
of public finances.
The document lacks any specific calculations and many experts say that the real
cost will be much higher. It would also be essential to prepare a long-term forecast
of the cost of restoring the general retirement age from 2017 at least for the next 30
years, or even better until 2050. The effects of pension reforms should be considered
in such long-term perspectives. According to government estimates, the lower
retirement threshold will cost the budget an estimated 10 billion PLN a year starting
in 2018, with costs set to approach 20 billion PLN a year by 2021 [Strzelecki
2016]4.
4
According to the budget law for 2018, state budget revenues in Poland will amount to over 325 billion
PLN and spending - more than 384 billion PLN; the maximum level of the deficit will not exceed PLN
59.3 billion PLN.
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From the micro-economic point of view (the perspective of an individual
participant of pension system), the impact of lowering the statutory retirement age
on future pension benefits will be negative. In the new pension system in force since
1999, which is based on individual retirement accounts, the amount of a pension
is determined by the following two factors: the balance of individual retirement
accounts and the age when receipt of benefits begins [Góra 2008, p. 78]. Thus,
early retirement automatically reduces the benefits. Early retirement in DC systems
means a reduction of benefits in case of postponement of this decision and further
work.
The projected net theoretical replacement rate (TRR) at standard pensionable
age in 2053 with extended pensionable age has been estimated at 43.4%
– i.e. an average wage earner who started his or her career in 2013 at the age of 25
could expect 43.4% of his last wage as a pension payment [Chłoń-Domińczak
2016]. According to the projections of OECD, net replacement rate (% of individual
earnings) for men with average salary, who will retire at the age of 67, will amount
to 50.7% [OECD 2015a, p. 323]. After lowering the statutory retirement age
in Poland, the net TRR for retirement age at 65 (instead of 67) would be 37.7%
[Chłoń-Domińczak 2016]. For a person retiring at age 60 years, the replacement
rate, according to estimates, will be approximately 34% of the previous wage,
and by extension to age 62 or 65 years, respectively, 39% or 47% of the salary
[Chłoń-Domińczak, Góra, Rutecka-Góra 2016, p. 1]. Reducing the retirement age
will also lead to financing a larger number of minimum pensions. About 70%
of demographic cohorts born at the turn of 1980s and 1990s can count only on
the lowest pension. The burden of maintaining these retirees will move to the State
budget, which is to say for all tax-payers [Malec, Tyrowicz 2017]. Therefore,
there are no strong economic arguments in favour of lowering the retirement age
in Poland.
5. Social and legal aspects of the reduction of the statutory retirement age
While the assessment of the economic consequences of lowering the statutory
retirement age is – from the perspective of pension economics and public finance –
unambiguously negative, the evaluation of the legal and social aspects of this crucial
change in one of the main parameters of pension system is not to so clear.
It is worth remembering that the extension of the statutory retirement age was
introduced without any sound public consultation and without social consensus
for such far-reaching changes affecting millions of people and their families.
One of the arguments against increasing the statutory retirement age is a claim
that the period of healthy life after crossing the threshold of old age in Poland
is shorter than in many other European countries, where the statutory retirement
age has already been extended or prolonged, but the difference in the second
decade of the 21st century is much smaller than it had been in the 20th century.
Life expectancy has continued to rise systematically in all of the EU Member
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States in recent decades5. Nevertheless, there are considerable differences in life
expectancy both between and within Member States (see Table 3).
Table 3. Life expectancy at birth in EU Member States, 2014
Country

Total

Males

Females

Country

Total

Males

Females

EU-28

80.6

77.9

83.3

HR

77.5

74.4

80.5

EU-27

80.6

77.9

83.3

HU

75.7

72.3

79.0

EA-19

81.6

78.9

84.2

IE

81.5

79.6

83.4

EA-18

81.7

79.0

84.2

IT

82.7

80.3

84.9

AT

81.3

78.8

83.7

LT

74.6

69.2

79.7

BE

81.1

78.7

83.4

LU

82.4

80.0

84.7

BG

74.7

71.2

78.2

LV

74.8

69.7

79.5

CY

81.8

79.9

83.7

MT

81.9

79.7

84.0

CZ

78.7

75.7

81.6

NL

81.6

79.9

83.2

DE

80.7

78.3

83.1

PL

77.5

73.5

81.6

DK

80.8

78.8

82.7

PT

81.3

78.1

84.3

EE

78.0

73.2

82.2

RO

75.0

71.5

78.7

EL

81.1

78.5

83.7

SE

82.2

80.4

84.1

ES

83.0

80.1

85.8

SI

80.9

77.8

83.9

FI

81.6

78.7

84.4

SK

76.7

73.1

80.2

FR

82.4

79.2

85.5

UK

81.0

79.2

82.8

Source: Eurostat.

Life expectancy at birth in Poland (average for men and women) in 2014 was shorter
than the average life expectancy in EU by 3 years. Much greater differences can be
estimated for demographic cohorts from the past. For example, total life expectancy
in Poland in 1990 was 70.7 years (66.3 years for males and 75.3 for women); at
the same time in Germany it was 75.4 years (72.0 for men and 78.5 for women)
[Eurostat 2016b]. Also, the number of healthy years after reaching the age of 65
in Poland is shorter in international comparison (in relation to the OECD average)
but the difference has also become relatively small (see Figure 1).
5

Historically, the main reason for this was declining infant mortality rates, although once these were
reduced to very low levels, the increases in life expectancy continued, largely as a result of declining
mortality rates for older people, due for example to medical advances and medical care, as well as
improved working and living conditions [Eurostat, n.d.].
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Figure 1. Healthy life years at age 65, selected European countries, 2013

Source: Author’s own elaboration based on [OECD 2015b].
Note: Countries are ranked in descending order of healthy life expectancy for the whole population.

Analysis of the presented statistical data from Eurostat and OECD does not
positively verify the hypothesis of much shorter life expectancy and much shorter
period of healthy life in Poland in comparison with other EU countries and OECD
countries. Both life expectancy and healthy life are lower in Poland than in most
other EU countries, but it is expected that this difference will significantly narrow
in the future. This argument used to support the need to reduce the statutory retirement
age is not justified in the light of empirical data.
From the standpoint of social security law, serious arguments against the increase
of the statutory retirement age in Poland have been made by Andrzejewski and
Pacud [2016]. It is – first of all – about the violation of acquired pension rights.
The systemic increase of the retirement age for men and women from 2013 has
been applied to the already working population, and not only to those demographic
cohorts beginning their professional career. As Mariusz Andrzejewski and
Radosław Pacud correctly point out: “An increase in the retirement age was
particularly unfair for those women, who in 2012 were roughly 40 years of age.
This group of women which was at that time in the middle of their professional
life (counting an average of twenty to sixty years of age), overnight the prospect
of further work has been extended from 20 to 27 years, which is about 35%.
Meanwhile, the retirement age should be raised for people who are just starting
their professional life” [Andrzejewski, Pacud 2016]. Admittedly, the Constitutional
Court stated that the increase of the statutory retirement in Poland was consistent
with the Constitution (Judgment of 7 May 2014). The judgment of the Constitutional
Court has been issued by majority vote. The opinions on the subject among lawyers,
especially social security law experts, are divided. Trade unions sharply protested
against this decision.
An issue of fundamental importance was the lack of consensus for the introduction
of the unpopular changes. The opinion polls in Poland on extending the retirement
age and to align the retirement age in Poland show that the public is still in the vast
Rozprawy Ubezpieczeniowe. Konsument na rynku usług finansowych nr 25 (3/2017)

74

Analysis and assessment of changes in the statutory retirement age in Poland

majority (80%) opposed to equalization of the retirement age for women and
men. Just about every sixth Pole (17%) is in favour of such a solution [Public
Opinion Research Center (CBOS) 2005, p. 1]. Repeated studies have confirmed
the social resistance to the raising of the retirement age [CBOS 2012]. An increase
in the retirement age arouses strong resistance. 84% of adult Poles are against
the increase of the retirement age to 67 years for men, with 64% rejecting this
proposal in the way determined. Against the increase of the retirement age for women
to 67 years are up to 91% of those polled, including 75% – strongly opposed. In this
respect, Polish citizens are (mostly) no different from nationals of other European
Union countries. For example, a Eurobarometer survey requested by the European
Commission proved that most EU citizens – aware of the aging population – are
against the increase in the statutory retirement age: “Only one in three Europeans
actually believe that the official retirement age will have to increase by 2030” [EC
2012c, p. 6].
Another argument in favour of reducing of the statutory retirement age would be
another unfavourable change in the situation of the generation now working in relation
to current retirees, who have acquired the right to pension benefits under the previous
pension scheme, with a DB formula. Too many changes in a pension system
undermine the trust in the social security system and in the State [Andrzejewski,
Pacud 2016]. Such arguments are problematic, because pension systems must be
adjusted in response to demographic, economic and social challenges.
Analysing the legal and social aspects of lowering the statutory retirement age,
it must be stated that this change relates to a change in the minimum retirement
age. Persons who reach retirement on 1 October 2017 or later have a right to, but
no obligation to retire. They can work longer, if they wish. The statutory protection
of people approaching retirement age will remain extended (as if they had to work
longer, according to regulations of retirement age introduced in 2013). This means
more choice for people who are reaching retirement age. Taking into account
different life situations (e.g. individual financial and family situation, taking care
for grandchildren etc.), many participants in the pension system may prefer to
use the opportunity for retirement at age of 60 (woman) or 65 (men) accepting
lower pension benefits, and others could choose to work longer and receive better
pension benefits. Some other people may retire and keep working simultaneously,
often in the shadow economy. This is a problem quite often neglected in the public
debate.
6. Conclusions
The analysis of the possible effects of a reduction in the statutory retirement
age in Poland shows that it will have a negative impact on the financial stability
of the pension system – both in the short, medium and longer term. Assessment
of the social and legal aspects of the reduction of the retirement age in Poland is
more complicated and less clear. It would be better if extension of the retirement age
Journal of Insurance, Financial Markets & Consumer Protection No. 25 (3/2017)

M. Szczepański

75

introduced starting in 2013 would have been applied only to the population entering
the labour market, without prejudice to already acquired pension rights. Giving
Polish citizens the choice of retirement at the age of 60 (women) or 65 years (men),
or working longer in exchange for higher benefits seems to be a more fair solution.
Whether this solution is more fair from the point of view of intergenerational
justice in the pension system (which should be analysed also from the viewpoint
of pension economics) – remains questionable. Lowering the statutory retirement
age means more spending on the pension system and public finance and a greater
burden for the working generation in relation to the (increased) post-working
generation. A significant danger involved with lowering the statutory retirement age
as of 1 October 2017, is the situation that employers could start to push women aged
60 and men aged 65 out of the labour market, even though they would prefer to work
longer. The choice for citizens whether to continue working or retire should be real
and guaranteed by the State.
Moreover, it seems that the lowering of retirement age should be encased in concrete
incentives to collect additional voluntary pension savings under the third pillar,
which in Poland remains extremely underdeveloped6. These incentives for additional
retirement savings of course entail certain costs to the State budget (e.g. tax, one-off
or periodic payments to savers), but they are economically justified. Appropriate
design of the supplementary pension schemes (for example occupational pension
schemes with automatic enrolment) may promote the development of the 3rd pillar
of pension system in Poland.
In addition, the participants in the public pension system in Poland should
receive detailed, binding information regarding their pensions from ZUS or KRUS
(Agricultural Social Insurance Fund), for example, what amount a person would
receive if they retired at 60 or 65 years of age and what would happen if they decided
to continue to work longer, assuming the current salaries and payment of pension
contributions. Many people may voluntarily decide to work longer, but they must
have reasonable grounds for doing so. Vague information is insufficient.
It seems that in the long term, re-extension of the retirement age in Poland will
be necessary, and will be forced by both demographic and economic factors. It is
necessary to start a serious discussion on the adaptation of the overall pension
system to projected demographic and economic changes, considering good and bad
experiences with the implementation of the pension reform introduced in 1999 and
retrenchments from this reform since 2011. Poland is not the only country in which
the process of reforming the pension system is unending and, in fact, has become
permanent. It is most probable that the demographics and rising costs of subsidizing
pension schemes will force re-extension of the statutory retirement age in Poland
in the future.
6
Proposals in this regard have already found their way to the Presidential Chancellery. They are worth
knowing, even if they were prepared during the term of the previous president [see Rutecka et al.
2014].
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Abstract. A study was made of the opinions and attitudes of household representatives
towards reverse mortgages (RMs). The authors attempt to identify the perceived significance
of property ownership for quality of life during retirement, respondents’ attitudes towards
various actions that may be taken if pension income is insufficient, their knowledge about
the product, and their willingness to use it. Additionally, the authors examine the relevance
of factors which might encourage a consumer to take out an RM. Findings are based on
a survey conducted in 2015 among 443 adults living in the region of Wielkopolska. It is found
that people in Wielkopolska are strongly attached to the property that they own, and regard it
as a very important factor affecting their quality of life during retirement. At the same time,
the findings point to a very low level of knowledge about RMs and a negligible amount
of interest in this product. The primary factor which might encourage people to take out
an RM is serious illness and the need for a large amount of money to obtain medical care.
Keywords: pension system, reverse mortgage, household behaviour, questionnaire survey.
JEL Codes: D14, D64.

1. Introduction
One of the factors causing deterioration of the condition of the Polish pension
system is the constantly growing life expectancy of Polish citizens, especially since
1990 – between 1990 and 2015 it increased from 75.2 to 81.6 for women and from
66.2 to 73.6 for men [Central Statistical Office of Poland, n.d.] – accompanied
by a relatively low statutory retirement age after which people are able to
begin receiving their pension.2 At the same time, pessimistic forecasts concerning
the replacement rate with regard to the obligatory part of the pension system ought
to lead to increased foresight among Poles in securing the financial aspect of their
retirement. For the moment, however, they have not been excessively active in this
1
Contact with authors: Iwona Olejnik, Department of Market Research and Services,
University of Economics and Business, Aleja Niepodległości 10, 61-875 Poznań, Poland;
iwona.olejnik@ue.poznan.pl. Joanna Ratajczak, Department of Labour and Social Policy,
University of Economics and Business, Aleja Niepodległości 10, 61-875 Poznań, Poland;
joanna.ratajczak@ue.poznan.pl.
2
For more about the reforms of the Polish pension system see [Ratajczak-Tuchołka 2012].
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regard – the facilities offered under the third pillar of the pension system are used by
a very small percentage of those employed.3 In fact, many people claim to be saving
for retirement in various other forms; yet the possibility of full withdrawal at any
moment (from a bank, for example) means that these funds are a very poor guarantee
of financial stability during retirement. According to widespread opinion, the best
form of financial security is real property. Possible sources of provision for retirement
based on such property include purchasing property for rent or resale, renting out
rooms, and taking out a reverse mortgage annuity or reverse mortgage loan.
One of the ways of increasing one’s income during retirement is to make use
of a reverse mortgage (RM). According to the relevant Polish law [Act of 23 October
2014 on reverse mortgage] a person entitled to this option must be the owner or
co-owner of the property; alternatively, they may possess the right of cooperative
ownership or perpetual usufruct.
One might hypothesise, though, that for the RM to be perceived as one of the ways
of securing financial stability in old age, there must be some changes in the mentality
of Poles, who feel very strong attachment to their homes. This is because ownership
– not only for Poles – provides a feeling of being in control of one’s life and reduces
the likelihood of falling into poverty. Sale of one’s property or loss of ownership
rights is perceived as risky, because people do not know for how long they will live
and whether they will do so in good health; the property may become additional
security for old age and its issues [Toussaint, Elsinga 2010]. Many authors also
indicate that owning a home may be positively correlated with general affluence,
health, self-esteem, or even level of social commitment [Searle, Köppe 2014].
2. Research methodology
Preliminary research was conducted to identify the opinions and attitudes
of households towards reverse mortgages. The primary source of information for
this article was a survey carried out by the Department of Market Research and
Services Management at Poznan University of Economics and Business. The survey
was conducted in 2015 among a representative randomised sample of 443 adult
inhabitants of the Wielkopolska region (in fact 520 respondents originally took part
in the study, but based on the completeness and cohesion of the responses, only
443 questionnaires were considered in the analysis). Spatial randomisation was
performed in multiple stages – first towns were randomly selected, followed by
districts, and then buildings where the interviews were conducted. The structure
of the sample reflected the population structure in terms of the age and level
of education of the head of the household, the number of household members and
the size of the town where they lived – the representativeness of the sample was
assessed by comparing the breakdown obtained in the sample and the population
breakdown by means of a chi-square test with ∝=0.05.
3

For instance, in 2015 only 2.24% of the employed belonged to Occupational Pension Programmes,
and 4.9% had Individual Retirement Accounts [source: Polish Financial Supervision Authority].
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The survey was conducted in the form of a pen-and-paper interview with the use
of a standardised questionnaire. The subject matter encompassed:
– the importance of owning a home (including its condition, location and
furnishings) for quality of life during retirement (against other determinants);
– attitude towards potential actions to be taken in case of insufficient pension
income, including moving to a smaller home, moving to a smaller town where
the cost of living is lower, renting out a room (e.g. to a student), selling one’s home
and living with one’s children or relatives, and taking out a reverse mortgage;
– spontaneous recognition of the term “reverse mortgage”;
– evaluation of the respondent’s willingness to take out a reverse mortgage;
– perception of the factors which might encourage the consumer to decide to take
out a reverse mortgage, such as:
 lack of children or relatives to bequeath the home to;
 poor relations with children or relatives;
 lack of funds for basic living costs;
 desire to spend the acquired funds on hobbies, travelling or other pleasures;
 children living in another city/region;
 health problems (one’s own, one’s partner’s, children’s) and the need for
additional funds;
 financial problems of children and desire to help them (with funds acquired
from the RM);
 others.
Because previous research had suggested [Olejnik 2011, pp. 56-58] that Poles’
level of knowledge about RMs is low, before the respondents declared their potential
willingness to take out an RM and evaluated the factors affecting it, they had been
given an explanation of the product by the interviewer using Diagram 1.
Diagram 1. The idea of the reverse mortgage – essential steps

Source: Author’s own compilation.
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3. Research findings
The level of acceptance of RMs as a possible way to increase one’s income in old
age depends on many factors. One of them is perception of the influence of owning
a home, including its condition, location, standard, etc., on quality of life during
retirement. As the research shows, home ownership is seen as a key factor for quality
of life during retirement.4 As many as 58% of respondents believe that it is a crucial
factor, and another 28% that it is important (Figure 1). It should be noted, however,
that the perceived importance of home ownership decreases as the respondents’
age increases (statistically significant correlation). It should be pointed out that
some respondents may have had problems differentiating between ownership and
the possibility of life-long occupancy of their home, which is the key element
of the reverse mortgage. Obviously, such a nuance could influence the results.
Figure 1. Perception of the influence of home ownership on quality of life during
retirement, by respondents’ age

Source: Authors’ own study.

Another factor which may affect a person’s attitude towards the RM is their
opinion about various potential actions taken to remedy insufficient pension
income. The larger is the shortage of funds in the pensioner’s household, the greater
the likelihood of taking action to reduce it, including actions relating to the owned
property. Hence, respondents to the survey were asked for their opinions concerning
the options of moving to a smaller home, moving to a smaller town where the cost
of living is lower, renting out a room (e.g. to a student), selling the home and living
with children or relatives, and taking out a reverse mortgage.
4

Among other factors evaluated (on a five-grade scale from 1 – entirely irrelevant – up to 5 – very
large influence) were the following: relations with the family, relations with neighbours, tangible assets
owned, health, amount of pension, amount of savings, opportunities to pursue a hobby, self-development
opportunities, opportunity to work professionally for as long as possible, the sense of being useful,
opportunity to help relatives, and pursuit of charitable activities. Home ownership was ranked in third
place, after health and the amount of pension. This high ranking of property ownership is also evidence
of people’s very emotional attitude to their homes.
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The research findings indicate that people in Wielkopolska, when faced with
insufficient pension income, would primarily reduce spending and take up additional
jobs (Figure 2). When it comes to property, the most acceptable option was moving
to a smaller home, or possibly renting a room to a third party. Respondents do not
display much acceptance for selling their homes and moving in with children or
relatives. The reverse mortgage is the least popular option. It may be concluded that
it has been corroborated that people living in Wielkopolska show great attachment
to ownership of their homes.
Figure 2. Potential actions taken by respondents in Wielkopolska to remedy assumed
insufficient pension income

Source: Authors’ own study.

A factor relevant to the perception of RMs is the level of awareness and knowledge
about the product. Analysis of spontaneous recognition of the RM concept by
respondents in Wielkopolska revealed that 61% claim to have no knowledge about it
whatsoever, while 12% know the name but have no other information about it, and
27% possess rather basic knowledge of the product.5 Knowledge about the RM is
usually limited to a simple statement that it is a bank loan offered to elderly people
in return for bequeathing their home to the bank. Hardly anyone is able to give any
further details concerning the product, and the name itself, “reverse mortgage loan”,
evokes rather negative connotations.6
5
For comparison, research conducted in Spain also shows that Spanish old age pensioners have very
little knowledge of RMs – only 43% of them claim to have heard about the product at all; see [CostaFont, Gil, Mascarilla 2010, pp. 375-395].
6
Further see [Olejnik 2016, pp. 97-98].
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In view of the low level of knowledge about the product, respondents were
offered explanations (using Diagram 1) about the essential mechanism of the RM.
As the research indicates, however, people in Wielkopolska are rather unwilling to
use the product – half of respondents gave a definitely negative response, while
another 15% were rather uninterested in this solution. Only 4% definitely accept
the possibility, and a further 6% might possibly use such a product to increase their
income during retirement. Significantly, 25% of adults state that they don’t know
whether they will use an RM in the future.
In the context of the perception of a home as a bequest, it is not surprising that RMs
are most popular among those who have no children.7 On the other hand, it may seem
somewhat surprising that those who have the most positive attitude to RMs are people
with fairly high income, who, at least theoretically, do not need additional funds.
However, as research findings in other countries seem to indicate, it is persons with
low income who find it hardest to change their behaviour and attitudes. According to
Englehardt et al. [2010, pp. 249-258], in such cases there is no guarantee that even if
these people owned some tangible assets (e.g. real property) they would be willing to
use it to alleviate the effects of poverty and would decide to take out an RM. Hence,
more often than not, people using RMs are relatively wealthy.
Figure 3. Factors influencing willingness to take out a reverse mortgage – average
scores

Source: Authors’ own study.

As the research indicates, the most important factors which might encourage people
in Wielkopolska to take out an RM are health problems and the need for additional
funds for medical care (average score 3.518; 29.8% of respondents declared that bad
7
Similarly, research conducted in other countries suggests that whether or not one has children affects
one’s perception of property as a potential pension provision; people having no children are more likely
to see it in this way; see e.g. [Toussaint, Elsinga 2010, pp. 1041-1042].
8
On a scale from 1 – definitely not – up to 5 – I would definitely use an RM for this reason.
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health would definitely induce them to use an RM). Other factors mentioned included
lack of funds to address basic needs or lack of children to bequeath the home to
(in both cases with a score of 3.30) (Figure 3). Lack of funds for essential needs
would definitely contribute to the use of an RM according to 27.8% of respondents,
while lack of children or relatives would do so according to 35.7%.
The present findings may be compared with the results of a survey conducted
in Spain. It was found that the Spanish would first of all use RMs to remedy, broadly
speaking, a poor financial condition of the household (37% of responses). Other
motivators, such as helping other family members or financing greater consumption
(5% and 2% of responses respectively) turned out to be much less relevant.9 On
the other hand, research on the American market shows that the key reason for using
RMs is the need to obtain additional funds to satisfy basic needs (48% of responses)
and to improve quality of life and address higher-level needs (38% of responses)
[Redfoot, Scholen, Brown 2007].
4. Conclusions
The interpretation of the results is culturally dependent. People’s values, lifestyles
and intergenerational relationships play important roles. The results of this survey are
representative for inhabitants of the Wielkopolska region, but may not be accurate
in relation to Poles in general. The above discussion of attitudes to reverse mortgages
in Wielkopolska shows that people there are very much attached to home ownership
and regard it as a crucial factor determining their quality of life during retirement.
Parallel to this, the findings suggest a very low level of knowledge about RMs and
negligible interest in potential use of this financial product. However, reluctance
to use RMs results not only from lack of familiarity with this tool. It is also due to
the cultural environment – the sense of an obligation to bequeath property. Therefore,
the RM is perceived as suitable only for those who have no heirs or cannot rely on
their relatives’ support. The RM solution is perceived as “extreme” both in economic
terms (the level of the benefit is assessed as inadequate in relation to the value
of the property) and because of a low level of trust in financial institutions. An RM
may nonetheless come to serve as a “last resort” solution in case of insufficient
funds for medical care or for fulfilment of the basic needs of the household.
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Abstract. The article describes trends observable on the Polish life insurance market.
The market structure analysis leads to the presentation of tendencies and directions of growth,
with particular emphasis placed on the demand for investment-type life insurance products,
which have superseded traditional insurance policies and have given rise to numerous risks for
continued market development. The article identifies the causes of clients’ negative attitude
towards certain products, which results from their structure, low return, and the sales policies
adopted by insurance providers. These aspects are diagnosed from the consumer perspective.
An attempt is made to apply pro-consumer solutions in information and protection policies,
which are a new challenge to the entire insurance sector as well as supervisory and protection
institutions in respect of providing adequate protection of customer rights in the life insurance
market.
Keywords: life insurance market, unit-linked insurance, consumer protection.
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1. Introduction
The life insurance market is characterised by long-term insurance agreements
and a considerable variety of products. From the perspective of customers, whose
knowledge about the variety and possibilities of the solutions offered is usually
insignificant, this is often a problem, which makes them doubt that the service was
properly performed by the insurer. The uncertainty is even higher in situations where
the customer has a life insurance policy for investment purposes, such as a policy with
unit-linked insurance funds (ULF) under which the customer bears the investment
risk. Customers may, in particular, be concerned about risks regarding the benefits
planned and received in the future as a result of negative economic consequences
of financial market disruptions. Additionally, the customers’ negative perception
1
Contact with author: Anna Ostrowska-Dankiewicz, Department of Finance, Banking and Accounting,
Rzeszów University of Technology, Aleja Powstańców Warszawy 12, 35-959 Rzeszów, Poland; e-mail:
anna.ostrowskadankiewicz@gmail.com
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of these services is undoubtedly formed by information about infringements
committed by insurers in respect of collecting fees and commissions or their failure
to inform about the details of insurance agreements at the stage of their conclusion.
These aspects affect the demand for this type of products and the shape of the life
insurance market, while also being an important challenge for the insurance providers
in respect of creating a positive image of the market related to improved standards
of consumer protection, increased trust through a change of the information policies
adopted by the insurers, as well as extension of the scope of operations of regulatory,
supervisory and protection institutions.
This study is intended to present the operation of the Polish life insurance market
with particular emphasis on:
– transformations and development tendencies from the perspective of customer
demand for specific groups of life insurance;
– identification of major market problems from consumers’ perspective with respect
to the effectiveness of products, complaints and claims raised by consumers;
– indication of possible new pro-consumer solutions regarding information and
the protection policy, which are a challenge to the insurance sector and offer
a chance for further growth of the life insurance market.
2. Outline of development trends on the Polish life insurance market from
the perspective of demand for specific types of insurance products
The current life insurance market and the rules of its operation are formed by
a variety of factors. Various developmental trends can be observed from the onset
of the Polish life insurance market based on the principle of free competition.
Implementation of successive legal regulations, with the initial ground-breaking
Act of 1990, opening the Polish insurance market to foreign insurers [Kurek 1999,
p. 40], and subsequent intensification of integration with the European Union, and
consequently substantial penetration of the market have led to marked changes
in organisation and structure of the Polish life insurance market.
Since the previous statutory insurance market was largely unwelcome by the society
and was often perceived as coercive, the shift to contractual-type insurance, based on
free competition, certainly changed the customers’ outlook.2
Market transformations led to a gradual change of the society’s attitude to
individual insurance. Customers of the life insurance market, overwhelmed by new
opportunities, responded with an enormous demand for new solutions in the area
of life insurance. As new types of insurance emerged, hitherto unavailable in Poland,
they started to supersede products that had prevailed on the market. Consumers started
to buy life insurance products completely different in nature, often without an in2

Previously, statutory insurance was considered mandatory, while contractual insurance was seen as
voluntary. Article 3(1) of the Act of 1990 provided for implementation of mandatory and voluntary
insurance. The insurance policies, in both new forms, were supposed to be contract-based [Kubiński
1991, p. 2].
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depth understanding of their structure. In particular, the second decade of the 1990s
saw an intense growth and change of the individual life insurance structure, and unitlinked insurance became prevalent in Division I (group 3)3 and so did mixed-type
life insurance policies and endowment insurance falling within group 1 [Ostrowska
2008, pp. 98-99]. Changes to the life insurance market structure in 1997-2016 are
presented in Table 1.

Group

Table 1. Life insurance market structure by groups of insurance, 1997-2006
Share in total premium written (%)
Specification
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

1

Life insurance

2

Marriage assurance

3

Life insurance, if unit-linked

4

Pension insurance

5

Accident and sickness insurance,
16.07 15.77 15.20 16.09 16.81 17.96 18.30 18.08 16.54 14.49
complementing groups 1 to 4
(cont.)

62.99 59.39 54.75 52.28 49.69 48.14 48.19 48.75 45.42 38.53
0.79 0.84 0.89 0.96 1.07 1.46 1.34 1.16 0.99

0.70

19.97 23.79 28.98 30.45 32.24 32.26 32.00 31.81 36.86 46.12
0.18 0.21 0.18 0.22 0.18 0.18 0.18 0.19 0.19

0.17

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

1

Life insurance

38.60 72.80 63.50 59.70 52.94 53.35 42.06 37.08 32.17 32.79

2

Marriage assurance

3

Life insurance, if unit-linked

4

Pension insurance

5

Accident and sickness insurance,
13.60 10.50 14.40 13.59 13.95 12.91 15.46 18.14 19.68 22.78
complementing groups 1 to 4

0.50 0.30 0.40 0.38 0.35 0.32 0.36 0.40 0.43

0.53

46.90 16.10 21.30 25.84 32.36 33.15 41.78 43.98 47.25 43.32
0.20 0.20 0.20 0.27 0.31 0.27 0.34 0.40 0.48

0.58

Source: Own elaboration based on PUNU [State Insurance Supervision Authority] Bulletins for 19972000 and data published by Insurance and Pension Fund Supervision Commission (KNUiFE) and
Financial Supervision Authority (KNF).

During the researched period, the insurance policies under groups 2, 4 and 5
featured relative stability, with sickness and accident insurance characterised by
3
At the initial stage of development of the life insurance market, pursuant to the Insurance Activity
Act of 28 July 1990 [Journal of Laws 2003, No. 124, item 1151], insurance policies falling under group
3 (Division I) were called ‘insurance linked with investment funds’. Next, following changes intended
to regulate the issues arisen from the fact that one of the provisions (Article 11.4) of the Investment
Fund Act of 28 August 1997 [Journal of Laws 1997, No. 139, item 993] prohibited the use of the name
“Investment Fund” by entities other than identified in the Act, the name “unit-linked insurance
fund” (instead of investment fund) was coined and formally adopted on 1 January 2004. Currently,
in connection with entry into force of the Act of 11 September 2015 on Insurance and Re-Insurance
Activity, Group 3 encompasses all life insurance policies, if combined with unit funds, as well as
life insurance policies where the payment by the insurance company is determined based on specific
indices or other base values.
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a higher share in gross written premium, ranging from 16 to 22%. The other two
groups, i.e. marriage assurance and pension insurance were a relatively low share
in the portfolio of life insurance.
From the onset of the 1990s until the end of 2005, group 1 in Division I was
dominated by life insurance. However, during this period, traditional products were
gradually superseded by typically investment-type insurance of group 3, the share
of which increased by more than 30% during said period. Although the products
were a novelty, the insurers’ intense sales campaigns and gradually changing
consumer perception of life insurance led to major changes in the insurance portfolio
structure. The share of unit-linked insurance in the general gross premium written
continuously increased until the end of 2001. At this point, the market was affected
by a sudden trend of resignations from the policies, initiated already in 2000, which
led to an insignificant decrease of the share of this type of insurance in the gross
premium written under Division I in the period of 2001-2004. In 2001, the number
of cancelled life policies was 834 thousand, of which more than 422 thousand were
individual policies. In 2002, 733 thousand life insurance policies were discontinued
(of which 417 thousand individual policies). At that time, it was said that the cause
underlying resignation from policies was their lower effectiveness compared to other
forms of capital investment [Stroiński 2004, pp. 35-50]. A number of policyholders
resigned from unit-linked insurance not only because they were dissatisfied with
the results of their investment, but also because the products did not meet their
individual needs, the economic situation deteriorated and the level of income dropped
[Wierzbicka 2003, pp. 9-13].
It must be emphasized that mass resignations from the policies and decline
of the share of group 3 in the gross premium written were of short-term nature, and,
despite transitory weakness, the Polish life insurance market displayed potential for
continued growth, especially in respect of offering and differentiation of new products
as well as links with the capital market [Ostrowska-Dankiewicz 2009, pp. 519-520].
Special attention should be given to the written premium income in 2006, when, for
the first time, the share of group 3 in the gross premium written exceeded the share
of group 1, and at the end of 2007, the share of unit-linked insurance approximated
47%. Another reversal of the market trend, in view of interest in dominant products
under groups 1 and 3 of Division I, was observed in 2008-2010. In 2008, the share
of unit-linked products dropped nearly three times, with a simultaneous significant
increase of traditional insurance. This was not only a direct result of the financial
crisis, but also of certain technical measures taken by the insurers, who launched shortterm life insurance policies similar to unit-linked products, which offered protection
against the capital gains tax [Stroiński 2010, p. 120]. Additionally, uncertainty among
customers related to the effects of the crisis, and the after-crisis concerns triggered
interest in alternative forms of investment and increased interest in structured products,
which yield certain profits irrespective of the economic conditions.
In subsequent years, the unit-linked insurance policies gradually regained
their position. Despite strong growth of life insurance products of saving type,
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the dynamics of group 3 insurance premium increase was much lower, which was
caused by the fact that premiums paid from products such as “deposit-type” policies
[PL: polisolokata] or structured policies were allocated to group 1 [OstrowskaDankiewicz 2011, p. 327].
The increased interest in unit-linked products in 2009-2015 saw another breakdown
in 2016. Among all Division I insurance groups, the most considerable decline
of the gross premium written, from PLN 13 billion in 2015 to PLN 10.33 billion
(by PLN 2.67 billion; 20.55%) was observed in group 3 [Urząd Komisji Nadzoru
Finansowego 2017, p. 6].
This situation was undoubtedly caused by negative evaluation by those customers
who purchased this type of insurance, which resulted from market-affecting reports
about increased number of complaints regarding misselling, i.e. inappropriate
practices used at the stage of insurance offering, consisting of providing incomplete
or untrue information about the rules of the products operation and additional costs
thereof. The problems emerging on the market of unit-linked policies resulted from
a specific structure of those products and the dominant investment element involving
the customer’s risks, which the customers frequently were not aware of at the stage
of concluding the agreement.
Despite negative receipt by market participants and periodic transitory market
breakdowns, it should be emphasized that the major directions of changes on
the Polish insurance market were characterised by a strong growth of unit-linked life
insurance and reduced interest in traditional life insurance.
3. Diagnosing the major problems experienced by the market in the context
of structure and effectiveness of life insurance products
Decreased demand for certain groups of life insurance products, causing
a transitory market downturn, primarily linked with the cancellation of the existing
policies or decreased demand for insurance linked with saving (in unit funds), is
the effect of a number of factors. The most frequent reason for resignation from
insurance is the feeling of consumer dissatisfaction resulting from the structural
elements of the investment products. On the one hand, these products offer unlimited
investment possibilities, while on the other hand, they expose the customer to
an enormous risk related to the situation on the financial markets, and additionally,
they involve costs, which usually do not exist in the case of other products. These
include specific charges related to administration of the insurance, allocation fees4,
surrender costs and termination fees5.
4
The allocation fee may be charged using the method where the policy provides for the so-called
‘zero allocation period’, ranging from several months to three years, during which the premiums are
not used to purchase participation units, and the entire premium flows directly to the insurer who uses
it to cover the initial expenses, or the method of establishing a limited allocation period during which
only a portion of the policyholder’s premiums is invested in participation units. For a more elaborate
treatment of this issue see [Ostrowska 2006, pp. 223-228].
5
The reasons for termination fees imposed by insurers may vary. If the termination fee is imposed for
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Frequently, evaluation of insurance products is quite difficult due to their
insufficient transparency or complex language of the general terms and conditions
of insurance, particularly in respect of such structural elements as: defining base
assets, participation ratios and explanation of investment possibilities as a result
of delivery of specific level of rates of return on a product.
Due to the fact that life insurance policies (especially those of typical investment
structure with minimal cover) are offered to insurance market customers as
an alternative to traditional investments, the investment effectiveness is a valid
element of their assessment. A significant problem involved in these products is their
low rate of return. The majority of the products ensure the protection of capital,
while yielding low profits (frequently lower than bank deposits).
The research on the effectiveness of unit-linked insurance products done before
the financial crisis showed that the rate of return of a given fund best defines its
attractiveness as an investment. Therefore, this should be the most important factor
in the selection of a fund by an individual customer. The factors related to unit-linked
insurance policies were treated quite marginally, and their effectiveness was important
for a narrow group of policyholders [Ostrowska 2006, pp. 193-202; Ostrowska 2007,
pp. 227-238], even though the rates of return on investments, especially in shares
of Polish companies or mixed funds, were optimistic. This indicates that there still is
a deep knowledge deficit and low level of awareness of the specific nature of saving
in unit-linked insurance policies. Yet, the insurance funds are increasingly more
popular amongst unit-linked insurance policy buyers. A clear tendency observed on
the Polish capital fund insurance market for several years now is a significant increase
in the value of assets accumulated by insurers in unit-linked insurance. Between
2010 and 2016 alone, the total value of net assets increased by more than 60%.
Therefore, it seems of considerable importance to make the policyholders aware
of the investment possibilities involved in unit-linked insurance, especially given that
mixed funds and equity funds, which feature the highest level of investment risk, are
prevalent in the structure of unit-linked funds. A review of research done in respect
of various methods of assessment of effectiveness as well as verification of known
and most frequently used methods and techniques of assessing the fund effectiveness
or proposed alternative approaches to researching the effectiveness of actively
managed portfolio indicate that the evaluation of return on unit-linked insurance
can be made using a single- or multiple-method approach. Then, the resultant values
for the same funds differ. From the perspective of unit-linked insurance buyers, it
is important that they are aware of the methods adopted by insurers to demonstrate
profitability of their products against the market, and being well-informed about
the unit-linked insurance profitability, they take the right decisions at the moment
of selection of the funds and their change during the effective term of the insurance
agreements [Ostrowska-Dankiewicz 2015, pp. 53-62]. Such decisions are extremely
profit, this approach is harmful and should be banned. However, where the fees serve to cover the actual
costs of the insurer, and have a preventive function, they should be permitted. For a more elaborate
treatment of this issue see [Lisowski 2015, pp. 131-148].
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important, especially in view of the fact that research concerning the effectiveness
of unit-linked insurance carried out over the last 10 years, in particular, the profitability
of Polish equity funds, which are prevalent in the portfolios, proves that long-term
results of this type of insurance were unsatisfactory6.
4. Complaints as a factor diagnosing major problems
on the life insurance market from consumer perspective
The problem of obtaining accurate information about the effectiveness of life
insurance products is of particular importance in view of fast growing risks which
result from significant difficulty, or even lack of possibility to access information
about these products (in particular the scale of their issuance and effectiveness). This
may lead to continued negative assessment of the products by market participants,
which can be measured by complaints lodged with the Financial Ombudsman.
The number of complaints and their share in recent years indicate that consumers
report increasingly more objections with respect to saving products, which is shown
in Table 2.
The increasing dissatisfaction of clients with unit-linked life insurance products
is reflected in the growing number of complaints and claims regarding this type
of insurance. They ranked very high in the group of complaints at the end of 2016.
In Division I, as many as 1053 claims related to group 3 insurance. The most frequent
complaints raised against the insurers with respect to life insurance products involved
the refusal to admit a claim by an insurance company, a dispute regarding the amount
of payment, untimely satisfaction of claims, excessively low payment of the surrender
value or refusal to pay it, and high termination fee in the event of resignation from
unit-linked life insurance [Urząd Komisji Nadzoru Finansowego 2017, pp. 36-37].
In part II of an elaborate report prepared by the Financial Ombudsman [Rzecznik
Finansowy 2016, p. 13], the most frequent (albeit not the only) complaints connected
with the structure of insurance contracts and the nature of claims pressed, and
the legal grounds for demands made in court cases involving termination of unitlinked life insurance contracts included in particular: an abusive nature of contractual
provisions, fundamental or limited invalidity of the contract. Prohibited clauses
in general terms and conditions of insurance, which were registered by the Court
of Consumer and Competition Protection apply to a number of aspects, which reflect
the activities of insurers to the detriment of the consumers. Currently, there are 139
prohibited clauses related to the insurance sector on the register.
6

The research was carried out using the data for a period from the end of 2006 to the second half
of 2015. For selected unit-linked insurance groups, the values of key indicators were determined
to assess effectiveness of and risk involved in investing in this type of financial instruments.
The research was intended to determine whether the unit-linked insurance brings additional rates
of return (compensating for the risk incurred and higher than the rate of returns from the model
portfolio) and to formulate an opinion about the style of unit-linked insurance portfolio management
(active/passive). For a more elaborate treatment of this issue see [Cwynar, Cwynar, Kaźmierkiewicz,
Ostrowska-Dankiewicz 2016, pp. 29-51; Ostrowska-Dankiewicz 2016, pp. 193-208].
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Table 2. Number of complaints to Financial Ombudsman about life insurance
contracts, 2014-2016
Number of complaints
Specification
2014

2015

2016

Underestimated surrender value of policy

123

226

432

Inadequate policy management

25

23

26

Slowness in policy surrender

5

10

1

Refusal to pay the surrender value

12

13

16

1,701

1,866

2,279

Dispute concerning the amount of payment awarded

480

517

842

Slowness of termination procedures

78

76

31

1,299

753

585

Refusal to continue the insurance

20

30

29

Procedures applied by insurance companies

36

43

32

Refusal of insight into files

22

149

56

Change of the sum insured

5

2

5

Change of the GTI during the effective term of the agreement

10

3

11

Rejected claim

Premiums: level, return, request for payment, etc.

Source: own elaboration based on data published by Financial Ombudsman Office.

The problem, which caused confusion and, consequently, a dissatisfaction
of the customers, was the promotion of “deposit-type” insurance policies. Although
the information provided during the sale increased the level of awareness, but due
to misselling7, “it was easier to sell an unfavourable and unnecessary product to
a customer” [Cyman 2016, p. 44].
The sale in bad faith by offering inappropriate policies to buyers or inadequately
informing them was also reported on other markets. For example, the British Financial
Ombudsman Service indicated that the most frequent reasons for complaints lodged
by clients involved the following situations [Kościelniak 2016, p. 36]:
– lack of full and clear information that a deficit may occur at the end of the policy’s
effective term;
– incomplete assessment by financial advisors of the consumer’s financial
situations, adequate to the level of the product-related investment risk;
7
In professional literature, misselling is usually defined as ethically and legally questionable practice
of a salesperson in an effort to make a profit at all cost, by offering a product which the client has no
need for or is not knowledgeable or sufficiently informed about.
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– failure to make the buyers aware that income from the investment will only arise
after the planned investment period has finished;
– advising the consumers that they invest their money in a policy, in the guise
of selling another financial product.
5. The policy of informing customers about possibilities of life insurance
products as a necessary practice to be used by insurers to protect consumers
The analysis of practices followed by the insurers demonstrates that, in addition to
other financial institutions, insurers still apply solutions of low efficiency in respect
of consumer protection8, which is a serious topic in the discussion over a new
approach to consumer protection issues necessitated by a loss of trust to financial
institutions. The loss results from a lack of belief in effective market discipline,
a decline of the feeling of mission of the financial institutions, in particular banks
and insurance companies, which often surrender to the temptation of dishonesty
[Monkiewicz 2015, p. 10].
The major problems of the life insurance market indicate that the need to inform
the client about the possibilities of the life products is of enormous significance,
in particular for products involving an investment risk. Even though, in conditions
of competition, insurance companies should seek consumers for their services by
offering them the best possible conditions of contract and by tailoring the offer to
meet their needs, they often use the fact that, economically, consumers are the weaker
party, usually with marginal knowledge about the products offered to them.
The legal and actual relations with insurance intermediaries are an important issue
in the area of information duties with respect to customers who are the weaker party to
the insurance contract. In the EU law, there is a clear trend to increase the information
duties of insurance intermediaries, in particular in respect of the features and costs
of an insurance service. Thus, the division of customers in relations with intermediaries
into professional and non-professional ones becomes of particular importance9 and
8
The Supreme Audit Office [Najwyższa Izba Kontroli 2014, pp. 7-12] indicated that new products
launched on the financial market and frequently aggressive sales techniques used by supplying
institutions are not always customer friendly. The percentage of defective template contracts and
systematically increasing number of complaints against the financial market entities are indicative
of low effectiveness of the preventive influence of consumer protection instruments. With respect to
specific insurance solutions applied in unit-linked life insurance, the Financial Ombudsman showed
that they were tailored to the needs of the insurance distribution network and financial expectations
of its representatives, while the consumer demand was addressed to a lesser extent. Consumers were
offered investment policies inadequate to their needs, with disguised commission costs, and some
practices were used to conceal and transfer the distribution costs to the consumer [Rzecznik Finansowy
2016, pp. 7-8].
9
The concept of division of the customers into professional and non-professional was introduced
in Annex 1 to proposal of Directive 2002/92/EC (IMD2). Professional customers are entities which
are required to be authorised or regulated to operate in the financial markets, i.e.: credit institutions,
insurance and reinsurance intermediaries and investment firms, financial institutions, insurance and
reinsurance undertakings, collective investment schemes and management companies of such schemes,
pension funds and management companies of such funds, commodity dealers, institutional investors,
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so does the special protection taking the form of supply of information, afforded to
the latter group [Szaraniec 2013, p. 121].
In times of growing dissatisfaction resulting from insufficient consumer protection
on the life insurance market, in particular, the market of unit-linked policies,
the information policy used by the insurers, and building the insurance awareness
have brought results not only for policyholders, but also for the entire insurance
market. Clients often purchased insurance without identifying the related risks, which
was the reason why this issue attracted the attention of state supervisory bodies and
financial inspection authorities, which in turn led to passing the Act on processing
claims by financial market entities and Financial Ombudsman, which took effect
on 11 November 2015. The Act provides for uniform manner and dates of financial
market entities processing claims lodged by their clients within the framework
of complaint procedures [Act of August 2015].
Purchasing additional costly contracts linked with other services, as a result of failure
to provide complete information at the stage of sale, or as a condition precedent for
the conclusion of the main agreement, led to a situation where they were of no particular
meaning for the consumer. Thus, it is justified to say that the consumer protection based
on the paradigm of information is insufficient [Tereszkiewicz 2015, p. 620], which
gives rise to the need for a new approach to protection and enhancement of measures
taken in this respect by supervisory and protection bodies, especially given the fact
that last year numerous legislative efforts were made in the area of retail financial
services intended to eliminate the unfavourable phenomena which undermined
consumers’ trust in the life insurance products offered on the market. For this reason,
especially upon conclusion of insurance contracts of an investment nature, the insurers
and brokers should properly recommend a product adequate to the customer’s
needs and requirements. Therefore, detailed and effective research should be done
in the area of customer’s needs, which would include determination, as a minimum:
[Szczepańska 2015, pp. 211-212] the preferred type of insurance, the purpose and
period of the agreement, the age and source of income, the extent of investment risk
acceptance (information concerning the level of customer’s acceptance of the invested
premium during and at the end of the investment). Additionally, the research should
include a detailed specification of the customer’s capabilities and the level of their
knowledge and experience of investing in financial products.
Provisions of Article 15 [of the Act of September 2015] are definitely intended
to improve the customers’ situation, by introducing a broader duty of clear and
comprehensive wording of all insurance contracts. These provisions apply not only
to general terms of insurance but also to all other templates pertaining to the contract,
such as the terms and conditions of a unit fund. Additionally, the provisions of Article
locals, large enterprises, national and regional government authorities, public institutions, banks.
All other entities are treated as non-professional customers, for whom a higher level of protection
is required. The amended directive (IMD2) was intended to effectively improve the regulations on
the market of retail insurance products. It is aimed to provide equal rules of operation for all market
participants selling insurance products and to increase the level of protection for the policyholders. For
a more elaborate treatment of this issue see [Directive of European Parliament…].
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17(1) should be considered pro-consumer in nature: they introduce other information
duties towards the customer in template contracts used by the insurers, in particular
in the GTI, which include information about: the conditions of payment or the surrender
value of insurance, the costs and all other charges deducted from the insurance
premiums, from assets of unit funds by redemption of units in unit-linked insurance,
the surrender value of insurance in each period of insurance cover and the period
during which a claim for payment of the surrender value cannot be pursued.
The implemented regulations increase the customers’ security on the one hand, while
on the other hand they are intended to intervene in the products to an increasing extent,
which may become an essential instrument of consumer protection on the life insurance
market. The principles of such an intervention are presented in the EU regulations,
which offer a broader possibility to monitor the market, including the investment
products. With the provisions of Article 16 and 17 of the Regulation of the European
Parliament and of the Council [Regulation 1286/2014], the European Insurance and
Occupational Pensions Authority, and the competent authority in the Member State
may prohibit or restrict the marketing, distribution or sale of certain insurance-based
investment products if the insurance-based investment product addresses a significant
investor protection concern. However, as a consequence of the provisions intended to
increase the level of protection of insurance-based investment product of consumers
(especially retail ones), the effectiveness of the protection regulations may be
weakened due to the need to assess the meaning of numerous criteria intended to
determine whether and when the marketing, distribution and sale of insurancebased investment products display features which are unfavourable for consumers
[Łańcucki 2017, pp. 132-135].
6. Summary
The unit-linked life insurance products offered on the Polish insurance market
have given rise to numerous problems. The risks and complications are primarily
generated by misselling combined with the low effectiveness of the funds. Elimination
of the consequences of those phenomena will certainly be a difficult and long-term
process and it will require not only increased requirements for insurers in respect
of their information policies, but also an increased orientation of the insurance
institutions towards measures of educational, protective and control nature in respect
of legal and economic interest of customers in the life insurance market. Legislative
changes, which are aimed at limiting the financial motivation to sell products that
are not actually needed by the insured, are not going to solve all problems related to
the operation of unit-linked policies or deposit-type insurance policies.
Security of life insurance market consumers should become the common
domain of the market participants, and it is not only the insurers that should be
held accountable in this respect, but also other protection bodies and institutions
involved in insurance education, as they are also responsible for ensuring adequate
level of protection of the customers’ rights on the market.
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Abstract. The purpose of this paper is to introduce certain new solutions in field
of policyholders protection drafted by Polish legislators in the process of IDD implementation
(in B2C and B2B transactions). By the end of February 2018, the Insurance Distribution
Act is to enter into force, fundamentally reshaping Polish insurance law. The Insurance
Distribution Act draft includes a multitude of provisions aimed at improving and broadening
legal mechanisms guaranteeing the rights and obligations of insurance customers. However,
the current contents of the Insurance Distribution Act draft already raise doubts whether
the legislative techniques are accurate and precise. The authors focus on the solutions chosen
in the Insurance Distribution Act draft that constitute new quality for Polish policyholders,
including consumers. This is preceded by overall remarks on the draft itself as well as
the current state of insurance legislation in Poland and the notion of a consumer.
Keywords: IDD, implementation, insurance distribution, Polish law.
JEL Codes: G22, K12, K220.

1. Introduction
At present, the regulations that provide consumer protection in insurance in Poland
are scattered across several legal acts. We may divide these provisions into two
groups. The first consists of solutions common to all B2C (business to consumer)
relations such as regulation of unfair contractual terms (included in Art. 3851-3853
of the Polish Civil Code - CC), the 2014 Consumer Rights Act (CRA) or the 2015 Act
on the handling of complaints by financial market organizations and on the Financial
Ombudsman [Complaints Act; see more: Kowalewski, Ziemiak, Marszelewski 2015,
pp. 3-16], which applies to all natural persons, including consumers. The second
is entirely devoted to all insurance contracts – that would be the legal framework
1

Contact with authors: Michał P. Ziemiak, Department of Insurance Law, Faculty of Law and
Administration, Nicolaus Copernicus University in Torun, Władysława Bojarskiego 3, 87-100 Toruń,
Poland; e-mail: mpz@law.umk.pl. Michał Marszelewski, Department of Civil Law, Faculty of Law
and Administration, University of Gdansk, Jana Bażyńskiego 6, 80-309 Gdańsk, Poland; e-mail:
marszelewski@gmail.com.
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embodied mainly in the 2015 Insurance and Reinsurance Activity Act [IRAA],
the 2003 Act on Insurance Mediation (IMA) as well as art. 805 and subsequent articles
of CC. Hence de lege lata there is no uniform set of rules governing policyholder
protection in insurance in Polish law.
Since June 2016, Polish Government has still been working on implementation
of Directive (EU) 2016/97 of the European Parliament and of the Council of 20
January 2016 on insurance distribution (IDD). First public consultations with financial
intuitions, insurers, etc. took place at the end of 2016 and early 2017. On July 19th,
2017 the Council of Ministers published the fourth version (dated July 17th, 2017)
of the Insurance Distribution Act draft (DIDA), as an official government proposal. It
must be noted that according to recital 3 of the IDD preamble, the directive is aimed
at minimum harmonization. This gives EU Member States a wide range of possible
legislative techniques. Unfortunately, Polish legislators decided to act as if IDD
required maximum harmonization. As a result, DIDA is in large a “copy” of IDD,
sometimes literally rewritten. This means that DIDA i.e. introduces completely new
vocabulary and legal terms network (e.g. insurance distributor, insurance distribution,
insurance product or ancillary insurance agent) unfamiliar to IRAA. It is worth
noting that such terms as “insurance product” were never used by Polish legislators
and are almost impossible to match with the insurance contract regulations in Article
805-834 of the CC. Moreover, DIDA – in Art. 109 – is to revoke IMA, which has
been a constitution for operations of insurance brokers and agents in Poland and,
despite its certain flaws, which allowed those professions to flourish (on December
31st, 2015 there were 33,124 insurance agents and 1,276 insurance brokers operating
in Poland; their participation in the conclusion of non-life insurance contracts was
estimated at almost 80% [Lisowski, Zieniewicz 2015, p. 337]). This division into
agents and brokers was common on the Polish market since the 1930s [Statutory
instrument of the President of the Republic of Poland of 24 October 1934 on insurance
mediation]. DIDA disrupts this by introducing the term “distributor” (insurance or
reinsurance) which encompasses also insurance companies (hitherto regulated by
IRAA, outside the scope of insurance mediation). Hence, such a legislative concept
was already criticized in Polish doctrine [Maśniak, Malinowska 2017, p. 31]. Yet it
is almost certain that DIDA will enter into force as shaped by Ministry of Finance
and Development (which is very resistant to numerous changes proposals in DIDA
as suggested by participants in public consultations) – the date of entry, as set out
in DIDA Article 105, is February 28th, 2018. Starting that day, the Polish insurance
market will operate in entirely new legal surroundings – this obviously concerns also
consumers.
IDD to some extent is a consumer-oriented act [see more: Malinowska 2016, p. 90;
Mrozowska-Bartkiewicz 2016, pp. 112-113; Zoń 2016, pp. 21-22]. In other words,
it aims to enhance consumer protection; however, strengthening the position of all
policyholders and insured (including B2B transactions) is a universal goal of IDD.
As a result, some of its provisions are only applicable in B2C relationships. We can
pinpoint at least several IDD goals in this scope, such as:
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– consumers should benefit from the same level of protection, despite the differences
between distribution channels;
– protection of consumers requires an extension of the scope of legal mechanisms
guaranteeing such protection to all sales of insurance products;
– the level of consumer protection should be raised in relation to Directive 2002/
92/EC of the European Parliament and of the Council of 9 December 2002 on
insurance mediation, in order to reduce the need for varying national measures;
– to ensure consistent harmonisation and adequate protection of consumers across
the EU.
To sum up – as stated in recital 16 of the IDD preamble – there is a benefit
to consumers if insurance products are distributed through different channels
and through intermediaries with different forms of cooperation with insurance
companies, provided that they are required to apply similar rules to consumer
protection. DIDA mentions the term “consumer” only twice, and only by reference
to CRA. DIDA – as set out in IDD – uses the term “customer”, in order not to limit
the scope of transposition. As a result, the scope of protection reaches far beyond
B2C insurance contracts. Consequently, after DIDA enters into force, new solutions
will affect not only consumers as defined in Art. 221 of CC (as they are aimed at wide
protection of all customers, including consumers). This is another example of the kind
of solution that involves the Polish insurance market, after the Complaints Act was
passed. Hence, we can acknowledge that Polish law has entered the stage of what
is called consumer-protection-oriented-thinking, where the insured are protected
uniformly, without regard to their status as consumers or entrepreneurs [Heiss 2011,
pp. 346-348].
Regardless of the abovementioned doubts, DIDA will introduce a multitude of new
means for insurers counterparties protection, encompassing consumers. The next part
of this paper is devoted to analysis of the chosen solutions, considered by the authors
as most important. It must be noted that we are still operating under a draft, which
may be subjected to further changes. Hence the remarks presented here are general
in character.
2. Notion of a consumer in insurance
The notion “customer” is legally defined in Art. 221 of CC and means any natural
person who performs acts in law with an entrepreneur, said acts not being directly
connected with his economic or professional activity. Such an approach, combined
with subjective and objective criteria, provides the required versatility, as it relates to
the economic role of an individual at a specific time and certain situation. As a result,
the discussed person in one situation may be regarded as a consumer (even when
it is one-time activity) and – in another – no longer appear in this role [Sokołowski
2012, pp. 114-116]. The analysed provision introduces the requirement of direct
connection between the act in law and the professional activity of an individual.
As a result, the consumer is also the person who carries out activity in question,
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only for indirect purpose of his economic or professional activity [Haberko 2007,
p. 98]. In literature, it is noted that a consumer’s act in law usually has to satisfy
own, personal, family, householders’, friends’ or household needs [Nazaruk 2014,
p. 97].
A consequence of qualifying a person as a consumer is the ability to apply
adequate legal regulation, which is dedicated to protection of such entities and leads
to levelling of the playing field between them and entrepreneurs. In Poland – like
in other European countries – this regulation is dispersed in numerous legal acts. For
example, in CC among the legal norms related to strengthening consumer’s position
are: the possibility to avoid, in some cases, of being bound by certain provisions
of the contract, which not have been individually agreed with the consumer (Art.
3851), the possibility of examining certain contractual provisions in the context
of their inadmissibility (Art. 3853), the general rule of the interpretation of ambiguous
provisions for the benefit of a consumer (Art. 385, par. 2) or the obligation – in some
cases – to deliver the model form (general terms and conditions) to the consumer
before concluding the contract (Art. 384, par. 1). The above requirements do not
apply to economic operators, as there is no need to equalize existing organizational or
economic disparities. As a result, the differentiation between protection of consumer
and professional contract parties should be pointed out.
Turning to insurance-related issues, in each case, the party to a contract is the insurer.
This entity provides insurance coverage and has ius contrahendi in the scope of such
activities. The insurer may only be an entrepreneur (insurance establishment)
pursuing insurance activity exclusively in the form of joint-stock company, a mutual
insurance society or a European company (Art. 805, par. 1 of CC and Art. 6, par.
1 of IRAA). Considering that, the subjective criterion – mentioned in the context
of definition of a consumer – is always fulfilled, if the party to the insurance contract
is an individual. Such an entity receives consumer status, if the insurance contract is
not directly connected to the person’s economic or professional activity. Therefore,
taking into account the objective criterion, consumer insurance contracts concern
risks related to the private sphere of activity of insured persons, or the risks in which
there is a merger of the private zone and economic (professional) zone, but not only
of the latter. An example of the above may be home insurance, even if one of its
rooms is used for professional activity.
A certain extension of the things in question takes place when individuals enter
into an insurance contract directly related to their economic or professional activity.
In such cases, some measures of consumer protection have been granted (Art. 805,
par. 4 of CC). This protection consists in applying appropriate regulations concerning
determination that provisions of contract model forms are inadmissible (Art. 38513853 of CC). However, mentioned persons do not become consumers in the meaning
of Art. 221 of CC, ergo other measures of discussed protection do not apply to them
[Krajewski 2016, p. 74].
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3. Consumer protection in DIDA – selected solutions
3.1. Notion of a customer
At first it must be noted that IDD (and consequently DIDA) has to be interpreted
in the broader context of financial services purchaser protection next to such instruments
as Regulation No 1286/2014 of the European Parliament and of the Council of 26
November 2014 on key information documents for packaged retail and insurancebased investment products (PRIIPs) or Directive 2014/65/EU of the European
Parliament and of the Council of 15 May 2014 on markets in financial instruments
and amending Directive 2002/92/EC and Directive 2011/61/EU (MIFID II, which
EU member states must implement in 2018). This recent EU legislative trend is based
on the assumption that said purchaser protection concerns not only consumers, but is
also devoted to other entities. For example, MIFID II introduces two main categories
of clients, i.e. retail and professional as well as separate and distinct category for
a limited range of businesses (eligible counterparties). Different levels of regulatory
protection are attached to each category. Retail clients are afforded the most regulatory
protection. On the other hand, professional clients are considered to be more
experienced, knowledgeable and sophisticated. Consequently, pursuant to Art. 22
of IDD, if the distributor carries out distribution activities in relation to the insurance
of large risks, some information obligations are waived. Also, rules concerning product
oversight and governance requirements shall not apply to insurance products which
consist of the insurance of large risks (Art. 25, par. 4 of the abovementioned act).
Insurance purchaser protection in EU legislation has a long history2. Its detailed
description would exceed the scope of this paper. Nevertheless, most recent
directives, e.g. SOLVENCY II [Directive 2009/138/EC of the European Parliament
and of the Council of 25 November 2009 on the taking-up and pursuit of the business
of Insurance and Reinsurance] are also aimed at upgrading the standards of policyholder
and beneficiary protection – according to recital 16 of the SOLVENCY II preamble,
this is the main objective of insurance and reinsurance regulation and supervision.
As previously mentioned, DIDA presents similar, if not identical, approach.
DIDA – within the scope of its regulation – neither uses the notion of a “consumer”
nor refers to other laws related to consumer protection (except irrelevant side issues).
Instead, according to this act, a purchaser of an insurance product is named a customer.
Pursuant to Art. 4, par. 1, p. 10a of DIDA, in the case of an insurance contract,
a customer is an entity who is looking for an insurance coverage, policyholder or
the insured. Because there is no distinction, the term “customer” shall mean both
natural and legal persons.
2

Starting with the First Council Directive 73/239/EEC of 24 July 1973 on the coordination of laws,
regulations and administrative provisions relating to the taking-up and pursuit of the business of direct
insurance other than life assurance and ending with Directive 2002/83/EC of the European Parliament
and of the Council of 5 November 2002 concerning life assurance as well as Directive 2005/68/EC
of the European Parliament and of the Council of 16 November 2005 on reinsurance.
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The relation between the definition of a customer on the grounds of DIDA and the –
discussed above – notion of a consumer is that every consumer can be considered
as a customer (in the meaning of DIDA), but not every customer can be considered
as a consumer. The later obviously, benefits from the protection provided by all
the consumer laws.
The conditions for recognition as a customer are objective in nature, and are related
to the status of an entity in the context of an expected or concluded contract. In such
a case, it is not relevant whether the customer is a natural or legal person, or whether
the contract has any connection with his or her economic or professional activity.
In conclusion, it must be stated that the scope entities considered as customers
within the meaning of Art. 4, par. 1, p. 10a of DIDA is broader, and applies to
the whole circulation, without distinction between B2B and B2C.
The IDD does not contain a definition of the customer. At the same time – despite
the repeatedly highlighted importance of consumer protection – it uses a broader
notion (customer) to determine the purchaser of an insurance product. Hence, it is
therefore reasonable that DIDA is not limited only to consumer part of insurance
market.
3.2. Insurance distribution activity
– relation to insurance activity and insurance mediation
Currently, aspects related to sale or insurance intermediary under the applicable
law are not perceived through the prism of distribution. This notion will be new
in the context of Polish legislation devoted to the discussed issues.
According to Art. 5, par. 1 of DIDA, insurance distribution means activity performed
exclusively by the insurance distributor – consisting, among others, of:
– advising on, proposing, or carrying out other preparatory works leading to
the conclusion of insurance contracts;
– concluding insurance contracts on behalf of the insurance companies, on behalf
of or for the benefit of customer or directly through the insurance company;
– providing assistance in the administering and performance of insurance contracts,
including indemnity and benefit cases.
Moreover, distribution is also considered as providing information on insurance
contracts by price comparison websites, which develop an insurance product ranking
list on the basis of customer selected criteria, when the customer is able to directly
or indirectly conclude an insurance contract through the website or other media (Art.
5, par. 2 of DIDA).
Within the scope of the notion of “insurance distribution”, Polish legislators
decided to distinguish activity named “insurance mediation”, which means conducting
insurance distribution by insurance intermediaries (Art. 4, p. 13 of DIDA).
The distribution of insurance can be compared with existing, under Polish law,
concepts of insurance activity and insurance mediation. The first of these means
performance of insurance acts in connection with insurance coverage offered
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and provided against the risk of occurrence of effects of any fortuitous events
(Art. 4, par. 1 of IRAA). A catalogue of insurance acts is contained in Art. 4,
par. 7 – 9 of IRAA. In simplification, it can be stated that these are acts performed by
an insurance company and related to – broadly understood – activity on the market,
like conclusion of insurance contracts, calculation of premiums, risk evaluation,
indemnity payments or, in some cases, determination of the value of damages and
the scope of indemnities.
On the other hand, it is worth noting that things look different due to of relation
between insurance distribution and insurance mediation. Pursuant to the law in force,
the second term refers to performance – by an intermediary and for remuneration
– of actual activities or legal activities connected with conclusion or performance
of insurance contracts (Art. 2, par. 1 of IMA). Insurance mediation in the meaning
of IMA does not include direct sales of insurance products by insurance companies.
New to the Polish insurance mediation market is a legal reference to
the abovementioned price comparison websites (Art. 5, par. 2 of DIDA), which
are often used by customers looking for insurance products ‘via internet’. Because
of the fact that, in such cases, we have to deal with expressis verbis distribution, this
circumstance will result in strengthening customer protection, especially in the area
of improving the quality of information on the websites. That notwithstanding, we
have to keep in mind that the main role of comparison websites is only to present
the eligible offers, ergo possible conclusion of the contract is already taking place
with involvement of the distributor (primo insurance companies). Despite general
rules dedicated to insurance distributors, DIDA does not introduce any particular
standards dedicated to this distribution channel.
To summarize, the scope of the notion of insurance distribution includes the current
model of insurance mediation and also direct sales of insurance. The very fact
of modification of the mediation formula in favour of distribution does not seem to
be significant from the consumer protection’s point of view, especially that, except
for ancillary insurance agents, insurance distributors will remain entities (brokers,
agents and insurance establishments), who deal with mediation and selling insurance
products under current legal regulation. A strong connection with the formula
of insurance mediation is also visible on the basis of – the previously mentioned –
distinction of such activities within the field of insurance distribution. The applied
approach, which maintains the existing intermediary division into brokers and
agents, shall not affect the general purposes and assumptions of IDD [MrozowskaBartkiewicz 2016, p. 121].
3.3. General guidelines for operations of insurance distributors
Art. 8, par. 1 of DIDA imposes – on distributors – an obligation to conduct
insurance distribution in an honest, fair and professional way, in accordance with
the best interests of their customers. This provision is an implementation of Art.
17 of IDD which embodies, references contained in the directive’s preamble to
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fairness (recitals 46 and 47) or broadly understood professional and honest conduct
(e.g. recitals 28, 33 and 44). Furthermore, Art. 8, par. 3 of DIDA introduces a general
stipulation requiring distributors to provide all the information (including advertising
and marketing materials) in a fair, clear and not misleading way, and in the language
of the European Union Member State where the insurance contract is concluded
unless the parties agreed differently.
There is no identical solution in the legal acts concerning insurance mediation
in Poland. Simultaneously, pursuant to Art. 8 of IMA, insurance agents shall
perform their activity with good customs and due diligence with the consideration
of the professional nature of that activity. In case of insurance brokers – according
to Art. 26, par. 1 of IMA – they are obliged, among other things, to carry out activity
with respect to the interests of the parties to an insurance contract. It is worth noting
that Art. 4a, par. 1 p. 2 of the IMA provides that every insurance intermediary
(i.e. agent or broker) is obliged to provide information in a clear, appropriate and
understandable manner.
The projected legal regulation, due to the literal wording of the operating guidelines
for distributors and its versatility, deserves a positive assessment from a consumer
protection point of view. On the other hand, it can be said that – depending on
the distribution channel – new provisions fall within the scope of the general clause
regarding good customs, the general rules of CC on the conclusion of contracts, and
other regulations concerning, for example, unfair advertising or non-binding, internal
codes of ethics (primo Insurance Brokers’ Code of Professional Conduct). That
notwithstanding, the authors believe, that putting so much emphasis on presented
issues in DIDA, deserves approval.
3.4. New information duties and customer (consumer) demands-and-needs tests
Issues related to equipping customers with the appropriate information about
a purchased insurance product, as well as the necessity of its adaptation to his needs
are an important part of DIDA. Moreover, these requirements are also significant
in the context of reduction harmful insurance sales practices, including misselling
and misapprehension of insurance coverage.
One of the obligations imposed on distributors is the requirement to define
the demands and needs (on the basis of information obtained from the customer)
and provide them in a comprehensive form with objective information about
the insurance contract, to allow the customer to make an informed decision
(Art. 9, par. 1 of DIDA). Such information shall take into account the complexity
of the proposed contract and the type of customer (Art. 9, par. 2 of DIDA), be free
of charge, provided on paper, formulated in a clear, honest and not misleading way
(Art. 10, par. 1 of this regulation) and also meet the customer’s demands and needs
(Art. 9, par. 3 of DIDA).
A significant novelty in relation to the Polish legal order is is an obligation stated
in Art. 9, par. 4 of DIDA to provide a standardised document containing insurance
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product information. This only applies to the risks listed in Division II of the Annex
to IRAA (which covers some personal and property insurance). Pursuant to Art. 9,
par. 5 of DIDA, the discussed document should meet certain editorial requirements
(e.g. being short and standing alone, being appropriate and not misleading, containing
an appropriate title or, if originally produced in colour, not less comprehensive
in the event of printing or photocopying in black and white). Moreover, it also shall
incorporate contents, as specified in Art. 9, par. 6 of DIDA, including – among
others – information about the type and group of insurance, a brief summary
of the insurance coverage, in particular the main risks and insured sum, the means
of premium payment and duration of payments, the main exclusions from liability
of the insurance company, the obligations of parties during the term of the contract
or the means of terminating the contract.
The scope of the information obligations imposed by DIDA on insurance agents
extends current regulation, primarily in terms of the need to inform customers about
the nature of remuneration received in relation to a proposed insurance contract or
the possibility of lodging a complaint or to settle a dispute out of court. Furthermore
– in the case of life insurance, where capital fund related to the insurance, as well as
life insurance in which the insurance establishment’s benefit shall be fixed based on
specific indices or other base values – the agent is obliged to inform the customer
about the distribution cost index and the agent’s commission cost index. Similarly,
to the above, the information obligations imposed on insurance brokers have been
formulated and extended.
Implementation of common, insurance distribution category including insurance
companies which, so far, were outside the scope of Polish regulation dedicated to
mediation, has resulted in the imposition of an information obligation on these entities
as well. In effect, according to Art. 25 of DIDA, the insurance company – before
conclusion of an insurance contract – is obliged to provide the following information:
business name, address of its seat and, as in the case of intermediaries, the nature
of remuneration received by persons performing activities in the field of distribution
on behalf of the insurance company, the possibility of lodging a complaint or to settle
a dispute out of court and also, the level of indexes of distribution and commission costs
of such persons in the context of the mentioned types of life insurance contracts.
A specific obligation to provide information takes place on the basis of crossselling. This relates, especially, to the situation when an insurance contract is offered
together with an ancillary product or service which is not insurance. In such cases,
the distributor is obliged to inform the customer whether there is a possibility
of concluding each contract separately. If this is acceptable, the distributor shall
provide a description of the individual contracts, forming together a package, as
well as a separate statement of the costs and charges of each contract (Art. 12, par. 1
of DIDA). In certain situations, the information obligation is subject to additional
extension (Art. 12, par. 2 of this act).
These obligations in the area of information provision, as well as the customer
demands-and-needs tests which can yield better adaptation of insurance product,
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have an undoubtedly pro-consumer nature. New information duties and, associated
with them, rules on advice are very important areas ensuring the transparency
of distributing insurance. Such transparency, consisting also of other measures like,
for example, cross-selling rules or – discussed in a later section – avoiding conflicts
of interest, can be considered as an important (primary) tool of consumer protection
[see more: Malinowska 2016, pp. 93-99].
Simultaneously, worth reflecting on is whether all of the new solutions are needed
in such dimensions. The fact that consumers are aware of certain issues related to
the distributor’s remuneration, or – in case of some life insurance contracts – indices
of distribution and commission costs, may not necessarily contribute to strengthening
their position. The need for additional preparation – provided in Art. 9, par. 4 of DIDA
– of a document that essentially repeats the insurance contract [Zoń 2016, p. 27],
including extensive and multipage general terms and conditions [see more: WięckoTułowiecka 2013], may result in the consumer being discouraged from becoming
acquainted with all the information concerning the concluded contract [see more:
Marszelewski, Piątkowski 2016, pp. 122-124; Zoń 2016, p. 28]. Last but not least,
in the context of IDD implementation, it has been noted that adopting extensive
information obligations concerning the insurance distributor is not desirable. This is
due to the transparently established Polish intermediary division in which a broker
acts exclusively on behalf of a customer and an agent exclusively on behalf of one
(or more) insurance companies [Zoń 2016, p. 26].
Analysing – in the presented field the implementation of IDD into the Polish
legal order, it might be worth considering whether in order to reach its objectives
all of the new provisions (primo Art. 9, par. 4 of DIDA) shall be “mechanically”
translated into existing regulation. It is possible that too broad a scope of information
obligations may cause the opposite of the intended results.
3.5. Avoiding conflicts of interest
Issues concerning avoiding conflicts of interest are one of the most important matters
raised by the European legislation [see more: Mrozowska-Bartkiewicz 2016, pp. 117118]. According to recital 39 of the IDD preamble, the expanding range of activities
that many insurance intermediaries and companies carry out simultaneously has
increased the potential for conflicts of interest between those different activities and
the interests of their customers. It is therefore necessary to provide rules to ensure that
such conflicts of interest do not adversely affect the interests of customers. General
rules in this area are embodied in Art. 17.3 (not expressly), 19 (remuneration and
disclosure duties) and 27-28 (additional requirements in relation to insurance-based
investment products) of IDD [see more: Malinowska 2016, pp. 95-97].
IMA includes no provisions that would deal with conflicts of interest concerning
agents and brokers. Yet different organizations of insurance intermediaries
in Poland have recognised the need to deal with the problem in their internal
regulations. As regards brokers for example, the Polish Association of Insurance and
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Reinsurance Brokers has adopted a Code of Ethics (a soft law instrument binding
only to Association members) which encompasses a universal rule that concerns said
conflicts – point I.3 of the Code states that brokers should perform their profession
in a way that is free from outside influence and pressure, prejudices and conflicts
of interest, having a legitimate goal in mind which is the best interests of their
customers. IRAA on the other hand uses the term “conflicts of interest” only when it
comes to placement of insurers funds (Art. 276, par. 5) and supervision of insurers
concentration in financial groups (Art. 401, par. 6).
The provision from which we can derive a general obligation to avoid conflicts
of interest is Art. 8 par. 1. of DIDA – it obliges insurance distributors to perform
their activities fairly, honestly and professionally, in line with the best interests
of customers. Nevertheless, DIDA addresses the problem expressly in article 17,
in the range of life insurance linked to insurance capital funds or life insurance
in which the insurer object of performance is established on the basis of certain indices
or other values (indicated in group 3 of I division of appendix to IRAA). As it is
in IDD, DIDA puts pressure on those specific types of contracts, in which conflicts
of interest are more likely to occur than in other forms of insurance. Firstly, insurance
distributors are obliged to establish organizational arrangements in order to prevent
conflicts of interest and negative impact on customers interests. If such arrangements
are not sufficient to prevent conflicts of interest, customers must be informed about
the source or character of the conflict (especially if a distributor’s remuneration is
dependent on the volume of insurance contracts entered into by involvement). Said
information ought to be delivered to customers on a durable medium and should take
into account the type of customer. Secondly, insurance agents, brokers and insurance
companies must take actions to identify conflicts of interest between them, including
between members of boards of directors, proxies and employees or any related
persons and their customers, or also among the customers themselves, that arise
in the course of distribution activities. Analogical solutions addressed to insurers
that conclude insurance contracts indicated in group 3 of I division of the appendix
to IRAA shall be added to IRAA when DIDA enters into force (new Art. 24a and
24b).
Partially, the problem of conflicts of interests is also addressed in article 8, par. 2
of DIDA, which requires that the means of remunerating insurance distributors
(and individuals involved in such distribution, e.g. insurers’ employees) cannot be
contrary to the best interests of customers, in order to avoid misselling practices.
Finally, provisions that concern disclosure of certain information by agents and
brokers (Art. 24 and 34 of DIDA) – just as provided in article 19 of IDD – are set to
serve a vital role in avoiding conflicts of interest.
3.6. DIDA relation to Complaints Act
Pursuant to Art. 2, p. 2 of the Complaints Act, a complaint is a statement addressed
to a financial market organisation by its customer, in which the customer submits
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their reservations regarding services provided by the financial market organisation.
The notion of a customer includes, among others, natural persons who are parties
to insurance contracts (policyholders), whereas financial market organisations are
different entities, including domestic and foreign insurance companies.
As we can see, the current regulation concerning complaints pertains only
solutions between the customer (purchaser of insurance product) and the insurance
company. Art. 100, p.1a of DIDA will amend the Complaints Act and extend
the scope of the term “financial market organisation customer”– a natural person,
who is a customer of an insurance broker, insurance agent or ancillary insurance
agent – on performing activities (within the same insurance division in the meaning
of the Annex to IRAA) on behalf of more than one insurance company, on issues
not related to insurance coverage. The consequence of the above is the extension
of the scope of entities to which complaints can be submitted, to brokers, agents and
ancillary insurance agents.
On adoption of DIDA, consumers – in addition to the admissibility of submitting
a complaint directly to insurance companies – will be also entitled to lodge a complaint
against intermediaries, but, as mentioned, only on issues not related to insurance
coverage. Such complaints may concern, broadly understood, insurance distribution
services. Submitting the complaint obliges a financial market organisation to consider
it and to respond to the customer (Art. 5, par. 1 of Complaints Act). The response
should be given, in principle, no later than 30 days from the date the complaint is
received (Art. 6 and 7 of the discussed regulation). In case of failure to respond
within this period, a complaint will be deemed accepted, as requested by the customer
(Art. 8 of Complaints Act).
In conclusion, it needs to be emphasized that consumers will receive a new
measure to protect their interests. The Polish Complaints Act – although it is not
without flaws [see more: Kowalewski, Ziemiak, Marszelewski 2015] – may, at least
to a certain extent, contribute to improvement of the quality of consumer services
in the area of insurance intermediaries.
3.7. New duties of insurance agents
In accordance with Article 19 of IDD, in good time before the conclusion
of insurance contract, insurance intermediaries shall provide customers with a set
of information. This is one of the regulations ensuring transparency of distributors’
operations and the already discussed conflicts of interests. DIDA divides said
disclosure duties as regards agents (Art. 24) and brokers (Art. 34). Currently in IMA,
Art. 13 lays down just a few disclosure duties of agents towards customers, i.e.:
– the duty to exhibit its mandate to act on behalf of insurer;
– the duty to inform whether an agent is performing activities as an agent of one
insurer or as the so-called multi-agent;
– the duty to inform about the name under which the agent operates and the address
of the registered office, entry into the register of insurance intermediaries and
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how to check that entry in the register, shares held by the agent in an insurance
company which entitles to at least 10% of votes at the general meeting or
the meeting of shareholders and, in the case of an insurance agent, which is a legal
entity, about the shares of the insurance agent held by an insurance company;
– the duty to keep secret all information concerning customers.
Article 24 of DIDA shall expand the obligations of agents and ancillary insurance
agents in the discussed scope. Firstly, agents will have to inform whether they are
acting as “proper” or “ancillary” ones. Secondly, it will be necessary to inform
the customer of nature of remuneration received in connection with proposed
conclusion of an insurance contract (or insurance guarantee), in particular whether
the agent receives:
– a fee paid directly by the customer;
– a commission of any kind included in amount of insurance premium;
– another type of remuneration;
– remuneration, which is a combination of the types of remuneration referred to
above.
Thirdly, agents shall inform customers of the possibility to file a complaint or to
commence extrajudicial dispute resolution. Fourthly – but only in the range of life
insurance linked to insurance capital funds or life insurance in which the insurer
object of performance is established on the basis of certain indices or other values –
agents must inform customers about the distribution cost index and the commission
ratio of the proposed contract (if the agent is remunerated directly by the customer,
about the amount of remuneration – and if this is impossible – with the method of its
calculation).
According to Art. 10 par. 1 of DIDA, the analysed information ought to be delivered
to customers in hard-copy form, free of charge and in the official language of the EU
Member State where insurance contract or insurance guarantee is concluded (or
in another language upon which the contracting parties have agreed). However, DIDA
also allows delivery on durable medium or by website if certain requirements are met
(e.g. delivery on durable medium is permitted if the customer was given a choice
between such a medium and hard-copy form). If the information is delivered by
means of distance communication, the rules set out in chapter 1 and 5 of CRA shall
apply – as the application of CRA is not expressly limited by DIDA to consumers,
we can assume that CRA provisions in this scope will be used in B2B relations as
well. Yet the obligation to provide the customer with said information does not apply
to large risk insurance contracts (article 11 of DIDA).
As previously mentioned, new disclosure duties of insurance brokers – similar to
those imposed upon agents – shall be set out in Article 34 of DIDA.
3.8. New powers of Financial Supervision Commission
DIDA shall establish a range of new powers for the Financial Supervision
Commission (FSC), which is a centralised regulatory body on the Polish financial
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market, responsible for e.g. insurance, banking, stock exchange or pension funds.
The scope of this extended supervision is set out in Art. 64 and 65 of DIDA,
according to which FSC shall supervise the performance of insurance distribution
and reinsurance distribution activities and shall monitor the insurance products
market, offered on and from Polish territory.
New provisions establish an obligation for FSC to cooperate with the European
Insurance and Occupational Pensions Authority (EIOPA) in e.g. exchange
of information on insurance distributors or dealing with those insurance distributors
who do not abide by the rules and regulations of EU Member States in cross-border
relations.
The Articles from 70 to 80 are entirely devoted to control proceedings (inspection)
which may be initiated by FSC towards agents, brokers and insurers. The subject
of such control is quite broad – it can be the issue of the conformity of their activities
with the law (e.g. agents and insurers) or financial status (brokers). During such
control – as was in many ways similarly stated in IRAA and IMA – FSC may
require access to venues of operations, documents [and their copies] or even
interview persons performing insurance distribution. A protocol is prepared from
the inspection. Within 14 days of the date of delivery, an inspected entity may submit
written observations and remarks to such a protocol (and its contents) to FSC.
Article 11 of IDD requires the publication of the so-called “general good rules”.
According to Article 4 point 23 of DIDA “general good rules” are basic legal rules
for performance of insurance and reinsurance distribution in the territory of an EU
Member State intended for entities interested in performance of such distribution
(by a branch or otherwise than by branch) within the freedom to provide services on
territory of this EU Member State and having its registered office or place of residence
in another EU Member State. It will be FSC’s task to publish on its website [www.
knf.gov.pl] said general good rules.
Finally, DIDA shall provide a well-developed package of sanctions that may be
imposed by FSC on insurance distributors. These will include:
– a ban on cooperation by an insurer with an insurance agent, if such agent shall
perform insurance distribution in breach of law (or immediate cancellation
of the agency contract concluded with the agent);
– imposing financial penalties – with reference to Art. 362 of IRAA – on insurers
(as well as members of their boards of directors and proxies) and agents;
– imposing financial penalties on insurance and reinsurance brokers;
– in scope of life insurance linked to insurance capital funds or life insurance
in which the insurer object of performance is established on the basis
of certain indices or other values – e.g. issue a public statement indicating person
or entity responsible for the breach and the nature of the breach, order to stop
the violation and refrain from its repetition or remove the insurance broker or
agent from register of intermediaries.
All of abovementioned sanctions shall be imposed by means of an FSC decision,
with the possibility to appeal to the Voivodeship Administrative Court. What is
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important, FSC shall immediately publish on its website information on final
decisions to impose such sanctions [including the name of the punished entity,
the reasons for imposing sanctions and the type of sanctions].
4. Summary
Reading of DIDA yields mixed feelings. On one hand – despite its general character,
encompassing both B2B and B2C transactions – DIDA may contribute towards boosting
the level of consumer protection. On the other, DIDA is on the verge of “information
overload”, meaning multiplication of new disclosure duties that can have a reverse
result than expected – consumers may be flooded with different information and
remedies, with no clear key how to deal with them. Especially that in general, the Polish
insurance market under current legislation is perceived as providing a surprisingly
high level of protection to policyholders [Malinowska 2016, p. 100].
Moreover, DIDA creates a completely new legal framework and substantially
alters current regulations (in scope of e.g. terminology, insurance mediation, etc.). It
is possible that this will lead to difficulties in applying DIDA, especially at the early
stages of its validity. Finally, it is regrettable that Polish legislators remained somehow
deaf to the postulates of insurance communities such as brokers associations (which
requested settlement of the status of insurance broker as a profession of public
trust).
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Abstract. Traditional financial education causes friction between its segmentation and
integration. The new paradigm of financial education offers a complex synthesis of finances:
going far beyond the tradition of financial planning. This study is a presentation of the financial
education programme implemented in Japan in 2016. The analysis of the Japanese case confirms
that financial habits contribute to the ageing of the population and generate deflationary
expectations. The analysis of Japanese educational programmes confirms the theses on
the population ageing and deflation. An early stage of life correlates with a segmentation
of financial knowledge, while the mature and end-of-life stage correlates with financial
risk management of everyday life. The performed analysis shows that in the foreseeable
future, financial education will be dominated by the elements of a professional management
of financial risk in everyday life, while segmentation of financial knowledge, typical
of the early stages of life, will diminish. Financial education will overcome the conflict between
segmentation and integration of financial competences by placing them in the human’s life
cycle perspective.
Keywords: life cycle, financial education, financial intermediation.
JEL Codes: A19.

1. Introduction
Financial education is part of the universal theory of management, and of its good
planning practices. The proponents of the top-down financial education believe that
it works for everyone and in every situation. The author of this paper, by discussing
financial education in Japan, proves that this assumption is wrong. The situation
of countries featuring a demographic dividend differs from the countries that do not
have it. Certain financial habits lead to deflationary expectations, other to inflationary
expectations. In Poland, deflationary and inflationary expectations are concurrent;
therefore, our strategy of financial education must be different than those adopted
in other countries. This study aims at posing cognitive and practical questions about
financial education in Poland while referring to the example of Japan.
1
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2. Evolution of the Japanese programme of financial education
The choice of the Japanese programme of financial education as a starting point for
the presentation of financial education concepts in Poland stems from the specific
role that the country plays in the development of financial systems [Solarz 2017a,
p. 245] and from legitimate concerns about the loss of our demographic dividend
[Ahmed et al. 2016]. Andrzej Sławiński made a highly illustrative comparison to
the canary in a methane mine. It is a sort of an early signal warning everybody about
the approaching danger. In the case of financial education, it is a warning against
disregarding habits that lead to the formation of persistent deflationary expectations
and against the ramifications of sudden deterioration of the demographic structure
of a society. We often encounter here a false belief that these two phenomena
will be of no concern to us. Table 1 presents the comparison of selected elements
of the demographic situation in the two countries
Table 1. Change in the demographic situation in Poland and Japan, 1985-2015

Country

Group
income
IMF

Demographic
dividend

Change in population share
in working age
in 2015-2030 (%)

Total
fertility
rate 1985

Total
fertility
rate 2015

Japan

high

gone

-5.68

1.66

1.46

Poland

high

declining

-8.38

2.16

1.33

Source: [Ahmed et al. 2016, p. 38].

With this kind of comparisons, one has to remember that the total emigration
of Japanese people from the times of the Restoration of the Imperial Power
amounted to the same number as the economic emigration of Poles following the EU
accession; this means that our demographic structure is getting worse much faster
than in Japan.
In Japan, the body responsible for the development of the national programme
of education is the financial information office that handles cases of consumers’
protection rights. In the most recent survey of households conducted on
a sample of 25,000 people, it was confirmed that Japanese people are attached to
the “continental”, i.e. “bank-oriented” financial system. The obtained results are
presented in Table 2.
When it comes to assessing the investment behaviours declared by the surveyed,
one has to remember that 82.7% of the respondents had never invested in foreign
currencies, 74.2% had never bought any share units in investment funds, while 68.4%
had never bought any stocks. With such general risk aversion among the Japanese, it
is not surprising that women are much more prone to avoid it.
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Table 2. Demographic description of people vs. their investment behaviours in Japan
(%), 2016
Investors
Features
Active

Passive

Avoiding investment risk

11.4

28.2

60.4

male

14.2

31.4

54.5

female

8.7

25.0

66.2

youth (18-29)

4.9

10.9

84.2

mature (30-59)

10.8

25.8

63.5

senior (60-79)

15.7

40.8

43.5

Total
Sex

Age

Source: [Committee for the Promotion of Financial Education 2016, p. 31].
Notes: N=25,000; active investors – respondents who declare investing in stocks, investment funds,
currencies (n=2,852); passive investors – respondents who declare investing in one or two financial
instruments (n=7,042); investment risk avoiders – respondents who do not invest in any of these
financial products (n=15,106).

Contrary to stereotypes, the Japanese senior citizens have higher financial
competences than the youth; they are more active on the financial market as well.
In line with stereotypical expectations, males are more competent in finances than
females, while the better educated are more competent in this respect than the worse
educated. Table 3 is a presentation of data from measuring financial competences
in Japan.
Table 3. Socio-demographic features vs. financial competences in Japan, 2016
Features

Age

Financial competence index

up to 40 years

0.381

40-64 years

0.498

over 64 years

0.474

male

0.532

female

0.413

fewer than 12 years of learning

0.373

12-16 years of learning

0.466

over 16 years of learning

0.661

Sex

Education

Source: [Kadoya, Khan 2016b, p. 25].
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The results presented above indicate the context in which the programme
of financial education in Japan was developed - i.e. the understanding that it was
a shared action of all the parties interested.
Table 4. Content of the financial education programme in Japan at various stages
of life
Stage of life
Type
of
education

primary
school

higher school
high school of vocational
education

university
students

adults

retirees

seniors

Skills
understanding
household discrepancies
income and
budget
between one’s
spending
management capabilities
and aspirations

maintenance
costs

adjusting
income to
spending

selffinancing
income from
choice
determination
of key events
work
of profession
of well-being
in life

financial
planning
of life

control
balance
of expenditures improvement

financial
schemes for
seniors

expenditure
in life cycle

enriching
knowledge
the spiritual
capital
of grandchildren
life

Knowledge
basics
of finances

avoiding
financial
difficulties

fulfilling
contracts,
avoiding
scandals

comparison
of offers

avoiding
fraudulent
offers

obtaining
information
about offer

basics of assets
management

contract
execution

money price
over time

liquidity vs
profitability

real vs. nominal financial
interest rates consultancy

risk
personal
compensation
of accident or
responsibility
for damage
sickness
for a choice

insurance
in life cycle

health insurance

funeral
insurance

function
students’ loans students’ loans
of a credit

repayment
of students’
loans

housing needs

financial
safety

investment
portfolio

disinvestment

finances
financing
of everyday
of a life cycle
life

money

financial
safety

Competences
selection
of policies

purpose
savings

choice
of deposits
and bank
loans

avoiding
borrowings
from friends

choice
of property
management
instruments

interest rate
long-term
and types
management diversification
risk vs. profit
benefits
of bank
of risk
of investments
of investments
accounts

selection
of financial
advisor

immediate
search for
advice
in difficult
times

recognition
methods
consultation
responsible
risk
of financial of overcoming on the appetite management of temptation to
advisor
obstacles
for risk
of risk
abuse

Source: [Committee for the Promotion Financial Education 2015, p. 31].
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Practical financial education in Japan has undergone many changes since the time
of promoting savings at the Imperial Post Office Bank, which involved certain tax
privileges, to reach the stage of responsible handling of financial risk during
the full life cycle. From the earliest years (6-7), pocket money as well as purchases
of spontaneous gifts for one’s own money are advocated. This way, children aged
8-9 get to understand firm budget restrictions. Sometime later (10-11), teenagers
develop shopping plans and can tell the difference (12-14) between income and
expenditure in the household budget. At the age of 15-17, Japanese children are
capable of managing cash.
Studies have confirmed that financial education at school reduces the fear
of retirement shock [Kadoya, Khan 2016a]. The financial risk of longevity becomes
the main challenge of managing the every-day financial risk in Japan. Traditionally,
taking care of and living with one’s parents was the obligation of the first-born
son and the only heir. Currently, many daughters-in-law refuse to provide this
type of care to their parents-in-law. A crisis in the family caused grave financial
consequences.
Financial education in Japan is hindered by:
– fixed deflationary expectations;
– low nominal interest rates;
– complexity and dynamics of financial innovation.
With inertia of education systems, these types of activities generate tensions
between reformers, who push financial education from the top, and education
system workers, who are already having trouble with the current curricula content.
A solution to the growing conflict could be increasing the role of adults’ education
who are consciously prepping themselves to work professionally after they have
retired. Table 5 links the number of correct answers to the test checking knowledge
about finances with the demand for training.
Table 5. Demand for additional job-related training vs. the level of financial
competences in Japan

Demand for job-related
training

Number of correct answers in the financial
competences test
0

1

2

3

I need training to continue my employment

33.4

39.3

45.8

49.7

I need training to be promoted at work

33.1

37.2

40.3

46.9

I need training to take up a new job

59.8

61.7

67.2

72.5

Source: [Clark, Matsukura, Ogawa 2013, p. 878].

The data cited from the study on the financial education programme in Japan point
to the need to have a critical look at such programme in Poland - here and now.
Rozprawy Ubezpieczeniowe. Konsument na rynku usług finansowych nr 25 (3/2017)

J.K. Solarz

122

3. Comparison of financial education in the formal
and informal network of financial safety
A guarantee of safe old age in Japan is the birth of the first son. He is the only one
to inherit and he is under the obligation to live with his parents and take care of them
when needed. This type of institution forms a social network of financial safety.
At the same time, since 1960s, work has been in progress in Japan on the system
of public financial safety network. These are retirement systems offered by huge
corporations that apply policies of lifetime employment and a system of social
insurance. Table 6 comprises the two perspectives for the way financial safety is
perceived in the full life cycle of a man.
Table 6. Public and social network of financial safety
Perspective

Growing up

Adulthood

Retirement

Old age

public network
of financial safety

funding gap
of growing up

resource
pooling

funding gap
of retirement

financial risk
of longevity

social network
of financial safety

knowledge
capital pooling

work
sharing

intergenerational
transfers

peak
of 80-year-olds

Source: Author’s own study.

A public and social network of financial safety should take into account three funding
gaps. The first one is related to the costs of caretaking and supporting children and
the youth. In this case, parental efforts are, to a large extent, aided with public funds
and tax re-distribution. The second funding gap is the significant drop in the incomes
of retired households. This gap is supposed to be reduced by such factors as decreased
consumption, use of long-term purpose savings and liquidation of material assets.
The third funding gap is the surge in spending on medical procedures aimed to help
senior citizens restore their capacity to function on their own, in conjunction with
the need to finance 3-5 years longer life than expected. Never in human history have
so many people lived into their 80s. Never has life expectancy increased year by year
from one decade to the next [Solarz 2017b, pp. 33-48].
Concurrent to the financial flow within one generation, the intergenerational flow
has been intensifying. It is directly related to the perception of the obligations that
some have towards other generations as well as to the nature of those obligations.
The social network of financial safety is distinctively different across individual
generations: Y - born between 1977 and 1990, X - born between 1965 and 1976,
demographic peak - born between 1946 and 1964 [Wątroba 2017]. Their common
objectives include the struggle to:
– save enough to endure the income retirement shock, so that they do not need to
ask family members for help;
– live with parents if they require help due to health-related or financial issues;
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– provide their ascendants with financial resources to pay for funeral services;
– help their children cover education costs;
– support family members emotionally and through gifts exchange.
There is a major difference between generations with respect to parents’ obligation
to support children in obtaining their own house. The feeling of intergenerational
solidarity has been on the wane from one generation to another, while the feeling
of financial insecurity has been growing in the younger generation. In Japan, this
entails abandoning the principle of “lifetime” employment in large corporations
in favour of fixed-time employment.
Effective financial education should commence with research into the social
safety network in a given country. What is an obvious obligation in intra- and
intergenerational relations? Having determined what part of the financial ecosystem
is formed spontaneously and from the bottom up as a result of socialisation leading
to the assumption of social roles in the process of social reproduction, it is possible
to build links of the public financial safety network. All levels of analyses known
to financial sciences and all their trends should be used to build the public financial
safety network.
Metha-finances raise the question of the meaning of life and how to measure
the quality of life. After the “cold war”, measuring of the quality of life based on
the Gross Domestic Product per capita makes no sense: “The demand for GDP grew
in wartimes since a measure was needed to calculate the totality of military economy
activity” [Coyle 2017].
Richard A. Easterlin believes that in terms of measuring the quality of life
each generation tends to make comparisons with the previous one. The cyclical
nature of the market economy means that, depending on the phase of the financial
or economic cycle during which a given generation is professionally active, these
comparisons are beneficial to one or more generations. The key role in such
comparisons is played by the quality of education, knowledge capital. For the first
time ever in the history of the United States, it is commonly acknowledged that
the current generations will lead less affluent life than their parents. When one
compares the total work income of those who commenced professional activity
in 1967 and in 1983, it can be observed that the average drop in males’ income is
10-19%, while the income of women increased by 22-33% against the females who
started their work in 1957 [Guvenen 2017].
Due to the life cycle phases, the feeling of happiness is on the rise from the age
of 18 until maturity at the age of 50-54; from then on, it decreases steadily. This type
of dependence, illustrated with an upturned U, clearly contrasts with the American
belief that tomorrow will always be a better, happier day. One of the reasons of this is
the pursuit of tangible property to the detriment of ones’ family life [Easterlin 2010,
p. 249].
Mega-finances are looking for a “window of opportunity” for financial intermediation
[Castells et al. 2017, p. 57]. Very soon, the financial sector will not develop faster
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than the world economy. The hypothesis that the global financial system has reached
its peak leads to [Caruana 2017]:
– a belief that free flow of capital causes more harm than benefits;
– a belief that one’s own savings should be used to satisfy national needs;
– a belief that national regulations and supervision are sufficient, that international
cooperation on financial market segmentation can be limited.
Macro-finances are looking for a balance between public and private finances.
The bodies of macro-financial stability monitor public and private debts.
A particularly important matter is the internal or external financing of the country’s
total debt. Knowledge of the country’s investment position becomes a crucial
element of financial education. The relation between crediting and economic
development is becoming more complex. In the USA, students’ loans are equal to
the consumer credits taken out by households (on average US$ 50,000). Households
currently possess and are allocating financial means comparable to the corporate
sector of the economy.
The corporate sector is undergoing a fourth industrial revolution and global migration
of added value, which leads directly to the internationalisation of production and
outsourcing of services. Outsourcing is a key element of the society and the network
economy. The network society and the network economy are the subjects of mezzofinance research.
Enterprises comprise links of logistic and production networks. The theory
of enterprise is the core of micro-finances. The new elements of the theory of enterprise
are the comprehensive risk management system and transaction cost control.
Behavioural finances are the new paradigm in the area of micro-finances.
Within these cognitive frames, the search is being carried out for the answer to
the question of why people do not make financially optimum decisions. Risk aversion
in the conditions of information asymmetry leads to cognitive errors having practical
implications. Anomalies in the functioning of financial markets are explained with
response models to stimuli produced by regulators and supervisors of financial
intermediation [Lefere, Chapman 2017].
Nano-finances test the habits related to the management of financial risk involved
in everyday living. Access to professional management solutions that help mitigate
the financial risk of everyday life is one of the rights of modern human beings.
Because of their joint impact, routine and repetitive behaviours create conditions that
are conducive to deficiency, or lack, of global financial balance [Solarz 2012].
The national strategy of financial education adopted in 2015 in Poland boils down
to only one level of analysis; typically, these will be household finances described
from the perspective of its individual members. The fact that an individual belongs
to a generation, family or a clan is treated as an insignificant detail. The role
of cultural factors affecting the appetite for risk is omitted just as often. The same
goes for the impact of childhood habits on the way we function as adults and old
people.
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4. Summary
The survival of the human kind under the conditions of its dynamic growth
and extended longevity requires a new cognitive apparatus and a new division
of financial sciences. The basic part of financial habits is related to the social financial
safety network, a division of social roles within the process, but also in intra- and
intergenerational transfers. Multi-generation finances can demonstrate the entire
diversity of human behaviour in managing financial risks in everyday life.
Institutional finances remind us that institutions are important. If paternity is
determined based on genetic tests, then 15-20% of results thus obtained will differ
from the presumption of paternity in many marriages. Similarly, the institution
of maternity determined on the basis of a genetic analysis of an ovary will change
radically. Significant part of the resistance to the European Union is due to the fear
that well-known and well-tested institutions will be transformed by foreign and
unknown cultures.
If today multi-generational families are an exception, it is no wonder that
satisfying housing needs is being met through mortgage financing. The focus is on
the ownership of residential property rather than on its flexible and efficient use.
As a result, households are financed by debt and are not surplus entities in financial
intermediation.
Changing institutional governance leads to a fundamental change in the subjective
structure of the financial system. The most important link of financial intermediation
is mobile banking and the mobile phone itself. Financial trust and relational banking
are disappearing right before our eyes, whilst speculation and risk transferred onto
the weakest market participants are emerging trends.
Effective financial education begins with a postulate of putting limited trust
in the institutions of public trust. Following the example of road traffic, we
must develop in business transaction participants a sense of elementary distrust
of intentions and skills of other participants. No one is released from the responsibility
for managing their financial risk. A financial risk does not directly result from
the appetite for such risk; in fact, the culture of spreading risk and transferring it to
others means we are exposed to financial risks from birth to death.
Access to professional management of financial risks involved in everyday life
should be deemed one of the elements of the inclusive economy. Everyone has
the right to choose their own appetite for risk. Some will choose to avoid risk; they
will wish to keep what they have been able to accumulate; others will be looking
for a risk in the pursuit of extraordinary profit; yet other people will shed their risks
onto others: close friends or family or local community. The task of the financial
education system is to define an institutional framework for a risk culture that most
citizens would accept.
Traditionally, children, adolescents and the elderly were protected against financial
risks. Currently, however, artificial intelligence and risk-spreading algorithms create
a situation where everybody everywhere is exposed to financial risks. Financial
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education should allow people to distinguish between the types of financial risks
as well as define the criteria for selecting financial instruments and institutions that
would help us manage them.
The gradual erosion of social awareness of the scale and probability of financial risks
involved in everyday life leads to voluntary exclusion from access to professional
risk management. Half of humanity does not have access to professional financial
risk management. The fight against exclusion arising from the lack of access to
professional management of financial risks assumes the widespread availability
of financial education and its social nature.
Financial education is aimed to serve a democratic civil society; it is not meant
to create passive customers of financial intermediaries, pawnshops, and loan
companies. Financial education requires a holistic approach, free from attributing
the responsibility to these, but not those ministries or non-governmental organisations.
Financial education is not about promoting extended financial accumulation or
policies based on tightening one’s belt; it is about fostering people’s happiness here
and now.
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1. Introductory comments
At the end of 2016, the Publishing House of the SGH Warsaw School of Economics
published a collective monograph under the editorship of Dr Joanna RuteckaGóra, entitled “Long-term saving. Attitudes, strategies and challenges”. Dr Joanna
Rutecka-Góra is an esteemed academic expert in the area of social insurance and
pension economics. Over the last decade she has published numerous research
papers in this area. Analysis of her academic achievements leads to the observation
that her interests have evolved, but are still firmly grounded in the area of pension
security. Although in the period of work on her doctoral thesis her interests were
focused primarily on redistribution in pension systems (resulting in an academic
monograph entitled Zakres redystrybucji dochodowej w ubezpieczeniowym systemie
emerytalnym [The Scope of Income Redistribution in the Pension Security System]
[Rutecka 2012]), her most recent publications indicate that the author devotes
an increasing amount of her attention to pension schemes, e.g. [Rutecka-Góra 2017;
Rutecka-Góra 2016; Rutecka 2015; Rutecka 2014; Rutecka et al., 2014]. This was
the subject matter of a scientific conference entitled “Long-term saving”, organised
at the Warsaw School of Economics under the direction of Dr Joanna Rutecka-Góra,
held on 20 and 21 June 2016. The meetings during the Conference gave rise to
a monograph, which is the object of this scientific review.
Pension systems, facing demographic, social and economic challenges, have
evolved since their introduction in the 19th century. This evolution, however, has
become more dynamic over the last few decades, the major reason being the aging
of society. This problem affects a number of countries worldwide, including those
in Europe. The goals of an open method of coordination, grouped under three
headings: adequacy, sustainability and modernisation, delineate the dimensions
of the reforms to be carried out in the retirement pension systems of the EU countries.
1
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Especially the first two groups of goals feature a close cause-effect link. The income
adequacy of the pension systems over the long term requires financial sustainability.
The latter forces changes in the pension system, which make public finance more
resistant to adverse demographic trends. This means that, on the one hand, the period
of professional activity is growing longer, which leads to longer periods of pension
capital accumulation or pension eligibility, with shorter periods of benefiting from
pension, i.e. the period of de-cumulation (distribution) of the capital or pension
eligibility. On the other hand, however, the security of public finance benefits from
limiting the role of the state in the pension system through changes which lead to
a limited pension commitment of the state. This drive toward financial sustainability
with the simultaneous achievement of another goal, i.e. income adequacy, requires
voluntary pension savings on the part of citizens, which are long-term by nature. At this
point it should be emphasized that, from the perspective of an individual, pension
benefits in a system featuring actuarial balance in a micro scale may be increased by
extension of the period of vocational activity, an increase of the obligatory pension
contributions (usually paid in publicly managed systems) or by an increased ratio
of voluntary savings, which, being of a long-term nature, may but need not be used
for consumption only by the elderly. Saving, construed to mean an antithesis to
consumption, is in fact used for consumption (to a smaller or greater extent) deferred
in time, planned (e.g. at the time of seniority) and unplanned (disease, job loss). This
is consistent with consumption theories starting from Fisher’s model of intertemporal
choice [Fisher 1930], through the life cycle hypothesis of Modigliani, Ando and
Brumberg [Modigliani, Brumberg 1954; Ando, Modigliani 1963], to the permanent
income hypothesis formulated by Friedman [Friedman 1957]. On the grounds
of empirical research, the issue of how individuals actually smooth consumption
during the life cycle still raises a number of questions, especially given the outcome
of numerous analyses which indicates that long-term household savings accumulated
for pension purposes are inadequate.
2. General evaluation of the monograph
The monograph, just as many other post-conference proceedings, concerns to a wide
spectrum of issues which can actually be considered under the general framework
of its title. It is difficult to outline a single research problem which the authors would
attempt to solve in this compilation. For this reason, in the first place, a general
substantive evaluation is presented below, and then (in the subsequent section)
the contents of each chapter are synthetically discussed and commented on.
The monograph comprises twenty-one papers dedicated more or less directly to
the issue of saving. Most of them are empirical studies or systematising surveys
based on the relevant context of economic theory and supported with review
of research done by other authors. The most attention is given to additional forms
of accumulation of pension capital. This dominant theme makes the book very
up-to-date, as it addresses a broad debate over further reforms and the target
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model of the Polish pension system. Moreover, the debate pertains primarily to
the improvement of system operation in view of the criteria of income adequacy and
financial sustainability by promotion of voluntary pension saving.
The approaches to the research problem shown by each author are quite varied. Some
of the papers are of strictly theoretical nature, while others feature a purely analytical
approach devoid of the relevant references to theory or experience of economics.
A few papers are of primarily informative character. From the reader’s perspective,
what I find most interesting are those chapters in which the authors presented
the subject matter in a broader theoretical context, and subsequently discussed it on
a more in-depth basis sometimes supported with their own empirical studies. Where
the authors used their own empirical research, they also used quantitative methods
at different levels of advancement and with various effects, in addition to studying
the relevant literature.
The organization of the monograph is worth noting: despite the broadly outlined
research problem (long-term saving), the sequence is coherent, logical and ordered.
The first chapters discuss more general issues, such as allocation of income during
the life cycle, household savings, relations between demography and monetary
policy. Subsequent papers discuss the motives and attitudes regarding saving and
determinants of saving. The other authors tackle more detailed and specific research
issues, such as forms of savings, or factors in the development of specific forms
of pension capital accumulation.
3. Contents of the monograph
The monograph starts with a chapter by Marek Góra, which is introductory
in nature and presents the issue of long-term saving in a broader context of income
allocation over the life cycle. The author can see some dichotomy between rationality
at the individual level (microeconomic approach) and at the level of the entire society
(macroeconomic approach). As a consequence, inconsistent goals occur at the micro
and macro levels.
In the next chapter, Barbara Liberda describes her own empirical research on
household saving. The author’s approach is noteworthy: she combines a crosssectional analysis and an analysis of cohorts. The paper verifies the life cycle
hypothesis using household data in Poland. This gives rise to the finding that savings
do not follow a typical age profile consistent with the life cycle hypothesis.
There is a very interesting paper authored by Michał Gradzewicz which tackles
the issue of the relationship between demography and monetary policy, usually
disregarded in literature. The chapter is a systematising overview, and it puts forward
a number of theoretical and empirical arguments to support the assumption that
there is a link between demography and monetary policy, which is multidimensional
in nature. The author concludes that demography will pose numerous challenges
in the creation of an effective and efficient monetary policy.
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The next chapter, by Paweł Strzelecki, also offers an analysis of issues from
a macroeconomic perspective. It is a very insightful and interesting study of a defined
research problem. The problem consists in an attempt to answer a question
about the effects of changed macroeconomic assumptions on long-term forecasts
of public spending used by the European Commission to assess the public finance
sustainability of the EU countries. The conclusion formulated by the author, based
on his own empirical studies, indicates that the essential changes in pension systems
affect the pension forecasts to a lesser extent than do changes of the macroeconomic
assumptions.
The next chapter opens a series of texts dedicated to approaches, motives, and
determinants of the saving process. In the first of their collaborative chapters,
Sylwester Białowąs and Iwona Olejnik attempt to define the typical temporal
horizons for the goals and motives of saving. The research they have carried out
confirms the existence of a link between the time horizons of saving and the amounts
saved as well as the strong influence of income earned and the possibility
of saving. The expected length of life is of considerable significance for the time
horizons in saving. In the next chapter, Olejnik and Białowąs examine preferences
of households in respect to ways to render secure the old-age period. In the course
of the empirical study, the following determinants for pension saving are identified:
education of the head of household, the perceived optimal amount of additional
savings, the level of knowledge about the pension system, expectations about life
on pension, and the level of confidence in the state. Gender also substantially affects
the approach to saving, with the dominant income earned by men in the household
budget being a stimulant of saving.
Izabela Zmudzińska, in an interesting paper discussing the attitudes of Poles
to systematic and long-term saving, presents the outcome of her own empirical
research carried out with a random sample of 100 Polish residents. Although the size
of the sample can hardly be considered representative, the conclusions drawn by
the author cannot be disregarded. They confirm the outcome of a number of other
scientific and analytical studies indicating that the tendency among Poles to save
is low, with income being an essential barrier to voluntary saving identified by
the respondents. The author points out that the Polish society is dominated by
the tendency of ongoing consumption, while saving, if any, is of short-term nature,
which confirms the common opinion about the time horizon of saving in Polish
households. However, one must not completely overlook the potential possibility
of systematic rolling of such savings (e.g. by renewal of short-term bank deposits) to
maintain the required liquidity by households, which is consistent with the motives
of consumption smoothening, indicated in the life cycle hypothesis. It follows from
the fear of having cash resources “frozen” in a long-term deposit, which may prevent
their release when needed or trigger additional costs of such release (e.g. illness, job
loss).
Robert W. Włodarczyk discusses the saving rates in Poland versus other EU
countries. The empirical analysis based on data from the period of 1990-2015 leads
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to the conclusion that despite a tendency toward an increasing saving rate in Poland,
the rate is not satisfactory in view of the development needs of the country. In the next
chapter, Michał Buszko approaches the problem of the low level of long-term
household savings accumulated in the banking sector. Based on these considerations,
a number of recommendations are formulated regarding the stimulation of longterm saving in banks, which include: a broader offer of products that ensure regular
inflow of capital, a bonus for long-term saving in the form of a higher interest rate,
tax relief for long-term saving, as well as simplicity and transparency of long-term
saving products offered by banks. Agnieszka Huterska and Ewa Zdunek-Rosa assess
the relation between the interest rate on deposits and the number of accounts opened
within the framework of individual pension accounts (IKE) and individual pension
security accounts (IKZE) and the volume of payments made to such accounts.
The authors conclude that due to low interest rates, the IKE and IKZE accounts are
a preferred choice. However, this conclusion must be taken with a dose of precaution,
and it must not be treated in terms of cause and effect, as the research was primarily
based on an analysis of diagrams which do not clearly confirm this link. Moreover,
visual inspection of diagrams showing the examined variables does not offer grounds
to conclude potential cause-effect links, the more so as it is not supported with
the relevant premises of a theoretical or empirical nature. Additionally, the study
did not take into account any control variables, such as income (e.g. average salary
in the national economy).
In the next chapter, Tomasz Orlik tackles the problem of the role of investment
funds in long-term saving. Starting with Poles’ tendency to save, the author analyses
changes in the structure of household savings triggered by the financial crisis.
The paper authored by Anna Ostrowska-Dankiewicz is a more in-depth analysis
based on selected measures of profitability, risk and investment effectiveness.
It evaluates the effectiveness and risks of Polish equity unit-linked insurance funds.
The data for 2006-2015 led to formulation of the conclusion that the Polish equity
unit-linked insurance funds did not have a satisfactory rate of return for the investors.
The subject of unit-linked insurance is also handled by Agnieszka Pobłocka, but
her chapter is not such an in-depth study as the one discussed above. The author
focuses on the problems of unit-linked life insurance and insurance related to
the social security system. The conclusions formulated on the basis of description
of the presented statistical data have no essential added value to the scientific or
analytical background in the area of quantitative research on life insurance or social
security system. Although a strong side is that the paper analyses sizeable statistical
material and covers a wide time perspective (2002-2015).
A rarely noticeable problem of socially responsible investing (SRI) as a strategy
of long-term pension saving allocation is discussed by Tomasz Jedynak. In his
deliberations, well-supported by studies of literature, the author finds arguments
in favour of a positive response to the research question posed, if the application
of the SRI strategy by financial institutions which accumulate pension savings
favourably will affect the building of long-term saving in Poland?
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The goal of Maciej Szczepankiewicz’s paper is to construct a model of an insurance
service linked with long-term saving. Firstly, the author systematises the insurance
and saving terms used, and then formulates assumptions for the proposed model,
which eventually leads to presentation of its mathematical form. The summary
presents strengths and weaknesses of the proposed model.
Robert Matusiak presents the idea of real estate investment trust (REIT) as
an instrument of long-term investing. The author discusses both the essence of this
type of funds, their genesis and growth in the United States and in Europe. He also
presents the perspective for launching REIT in Poland, and emphasizes that the growth
of this type of funds would constitute a premise for development of a transparent
mechanism of stimulation of long-term investments on the real property market,
related to the Warsaw Stock Exchange.
Mariusz Dybał analyses factors in the growth of private pension plans. Based on
qualitative and quantitative data originating from OECD statistical databases, and
relying on other research or analytical papers concerning pension systems, the author
formulates interesting conclusions. The following factors are identified as primarily
affecting the growth of private pension plans: compulsory participation, automatic
enrolment, creation of financial incentives, financial education, simplification and
facilitation of selection and operation of pension programmes as well as interactions
between public and private pension plans. A decreasing replacement rate of the payas-you-go (PAYG) systems was also found to be an essential growth factor.
Sylwia Pieńkowska-Kamieniecka tackles the very up-to-date and important
topic of pension schemes with automatic enrolment. The paper presents a review
of research conducted by other authors and analysis of statistical data pertaining
to this type of schemes in New Zealand. The author emphasises the efficiency
of the auto-enrolment mechanism in increasing the universality of pension schemes
which are not fully compulsory. The text also contains a review of the principles
of operation of auto-enrolment schemes in selected countries and the estimated
costs they generate for employers. The issue of changes in operation of the third
pillar of the Polish pension system in the broader context of the “Capital Building
Programme” proposed in July 2016 by Vice-Prime Minister Mateusz Morawiecki is
continued by Magdalena Swacha-Lech. The author presents the proposed solutions
and attempts to evaluate them, using a broader comparative context by referring to
the experiences of other countries.
Ewa Cichowicz and Agnieszka K. Nowak discuss determinants of the growth
of the market for long-term saving in Poland. The chapter is in fact a review
of selected analytical studies devoted to saving in Poland. It compiles and
systematises the outcome of research done by other authors. Still, the paper displays
some informative or even cognitive value.
Certain aspects of the operation of long-term saving products are discussed by
Bartosz Wyżykowski. In his paper, the author focuses on misselling. He analyses
this practice from the perspective of the Financial Ombudsman. Assessment is made
of selected requests lodged by service recipients with the Financial Ombudsman with
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respect to activities of financial institutions which can be classified as misselling.
This paper is different from other papers included in the monograph in being a legal
analysis rather than an economic one.
4. Summary
The monograph edited by Dr Joanna Rutecka-Góra is a valuable work, which
discusses up-to-date and valid subjects. For this reason, the work is valid contribution
to both the academic discussion and public debate over the target pension system
model in Poland and the strategy of building long-term savings. This is of essence
from both the micro- and macro-economic perspective. Undoubtedly, the problems
addressed in the work, analysed from multiple and varied research perspectives, are
its essential strength.
The work displays some drawbacks, which primarily result from it being a postconference product. With the multiple papers which make up the monograph, written
by various authors, the research problem discussed in the monograph, even though it
relates to a single theme of long-term saving, is strongly dispersed. The substantive
level of the chapters is varied, and so is the level of methodological advancement
of empirical research whose results are presented in the papers.
One has to admit that the said multiplicity of authors and variety of research
perspectives presented in each chapter, even though it may have the aforesaid
advantages and faults, seems to be very difficult to avoid in post-conference collective
works. For this reason, the final assessment of the monograph edited by Dr Joanna
Rutecka-Góra results from a combination of those strengths and drawbacks. There is
no doubt that the former considerably outweigh the latter. Therefore, the monograph
is worth recommending to all those who deal with long-term saving whether on
account of their scientific or business activity, and who are interested in the issues
of pension economics and finance.
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