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Preface

The Netherlands Scientific Council for Government Policy (WRR) working
paper Influences of European policy coordination on national pension reforms
was written by Floor Goris and Gijsbert Werner. The first author was an intern
with the WRR when working on this paper, while the second author is a senior
research fellow at the WRR.

In this working paper, the authors investigate the factors that influence the
success and failure of pension reforms. They specifically examine the impact of
European Union policy coordination mechanisms on national pension reforms.
This is an increasingly important question in light of the EU’s ageing
population and the resulting pressure on both national pension systems and on
European institutions. The research was completed in February 2024.

This working paper serves as a background study to the parallel WRR advisory
report European ageing on the agenda: managing pension and budgetary risks
(R110).

The working papers series includes studies developed in the context of
WRR activities. Responsibility for the content rests with the authors.

Prof.].E.]J. (Corien) Prins Prof. FW.A. (Frans) Brom
Chair, WRR Secretary, WRR
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Influences of European policy coordination on national pension reforms

Introduction

Populations in Europe are ageing, a phenomenon that has increasingly been on
the political agendas of European Union (EU) Member States in recent years.
Alongside gradual improvements in life expectancy, fertility rates are falling
across Europe. As aresult, the share of pensioners relative to the working-age
population will further increase over the next few decades'. This demographic
shift poses substantial socio-economic challenges, including the sustainability
of pension systems, a shortage of workers in specific sectors, increasing long-
term care costs and pressures to adapt education and training systems=.

While the phenomenon of an ageing population can be seen across Europe,
there are significant differences between EU Member States in the rate of ageing
and in the challenges that an ageing population poses for a country and its
pension system?. This means that the consequences of an ageing society will not
be equally felt across Member States. In addition, there is substantial variation
between countries in types of pension systems, for instance in the degree to
which systems rely on capital funding versus pay-as-you-go schemes. This may
lead to diverging policy interests between Member States.

Almostall countries have enacted reforms to their pension systems over the
previous decades and continue to do so to ensure sustainability in the future.
Large challenges remain, however, and further reforms are planned in

many countries. These reforms are not always popular or easy to achieve.

Many different factors contribute to a successful (or failed) implementation of
pension reforms. This study evaluates these reform factors, specifically in the
context of the interplay between national policymaking on pensions and policy
coordination at the European level.

Due to the deepening economic, monetary, fiscal and political integration of
the EU, challenges relating to the sustainability of pension systems and national
budgets are increasingly also a concern at the European level. This working
paper employs a mixed-method design, using three approaches to study the
influence of European policy coordination on national pension reforms and

the factors driving their success: (1) a literature review, (2) a quantitative
analysis of the European Semester, and (3) case studies of pension reforms in
five EU Member States.

European Commission, 2021.
Mare$ova etal. 2015; Ogg, 2021.
Eurostat2020; European Commission 2021.

Working Paper 9

The European Semester is a framework for coordinating economic, fiscal,
employment and social policies between Member States and the European level.
In an integrating European Union, where the effects of policy choices in those
domains can increasingly spill over between Member States, such coordination
is thought to be key to managing diverging interests and to ensuring effective
European cooperation. This is the topic of a wider WRR project on the effect
of an ageing world on the Netherlands, in which this paper is embedded.

As part of the European Semester, Country Specific Recommendations (CSRs)
areissued once a year in spring. CSRs aim to provide economic policy guidance
to EU Member States#*. Pension policy stretches across the social, economic
and fiscal domains. However, the competences of the EU in this area are not
always clear-cuts. The combination of different policy domains and different
levels of policymaking (the European and the national) makes the European
Semester a potentially important influencing factor for pension reform in EU
Member States. In addition, the prominence of the European Semester has
increased and the stakes have been heightened in recent years. An example
isits incorporation into the Recovery and Resilience Facility (RRF), created

to help EU Member States recover from the economic consequences of the
coviD-19 pandemic®. Therefore, this study analyses effects of European
policy coordination on national policy reforms, focusing on the impact of

the European Semester.

The influence of pension-related CSRs issued to countries on the success or
failure of national pension reforms has not been analysed systematically,
nor compared to other factors influencing those reforms. Therefore, the
aim of this paper is to shed light on the question “what factors influence
pension reform in EU Member States and what is the role of the Country
Specific Recommendations in this process?”. In an ageing and integrating
Europe, this interplay between European policy coordination mechanisms
and other (national) factors influencing pension reforms is set to become
increasingly important.

Haasetal.2020.
Tkalec2020.
DelaPorte & Jensen 2021.
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In this working paper, we will first use a literature review to examine the
various factors which are known to influence pension (and other) reforms.
Next, we will conduct a quantitative analysis of general trends across EU
Member States regarding ageing and pension-related CsRs, including a
comparison of their implementation over time. We will evaluate these trends
with reference to the reform factors found in the literature. Lastly, we will
use the identified trends to examine as case studies recent pension reforms

in five different EU Member States: Belgium, the Netherlands, Italy, France
and Germany. Each of these countries received a specific CSR on pension reform
in recent years. Looking at these case studies and the reform factors can show
which factors were significant for these specific cases, including the potential
influence of the CSR process.

Socio-economic effects of an ageing Europe

Before delving deeper into the factors influencing pension reforms, we

will briefly sketch the demographic transition facing Europe and the

European Union. The age of the average European is expected to increase over
the coming decades, from a median of 43.7 yearsin 2019 to 48.2 by 20507. Asan
increasing share of the population will become older and retire, the share of
the workforce in the total adult population in the EU is expected to shrink as
ashare of the total population®. This shift will drive an increase in the old-age
dependency ratio (OADR) from 34% in 2019 to 59% in 2070, as predicted by
Eurostat (2020). The 0OADR is the number of people aged 65 and older per

100 people of working age (between 20 and 64). This means there will just

be 1.7 working people for each older person in 2070 (down from 2.9). Comparing
the EU’s age structure to that of other countries and regions, it is below the
Japanese OADR of 52% but above that of many other economies and is expected
to increase in future decades (Figure 1). Globally, the United Nations (UN)
expects an 18 percentage points increase in the OADRS.

However, these figures represent an average of EU Member States. While
OADRs willincrease in all Member States, there is a stark difference in the rate at
which this will occur between countries. The OADR is expected to reach above
67% in Poland and Portugal in 2070 and over 65% in Italy, but this percentage

is much lower in other countries, with Sweden reachingan 0OADR 0f 49.8%,
Cyprus 50.7%, and Ireland 53%. The Netherlands is expected to have an OADR
of 55.2% in 2070, below the EU average of 58.9%*.

Eurostat2020.

Pefia-Casas 2022.

European Commission 2021.
European Commission 2021.
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Figure 1 Old-age dependency ratio (%) in the EU,
China, Japan, USA and worldwide

=
1980 1990 2000 2010 2020 2030 2040 2050
= EU-27 =—— World = China Japan = United States

Source: Eurostat, 2020. Old-age dependency is defined here as the number of
people over or equal to 65 years of age, divided by the number of people aged
20-64 years of age.

Ageing populations are associated with a wide range of health, social and
economic consequences. In the social domain, for example, population ageing
has far-reaching implications for the future of family care, living arrangements,
attitudes and intergenerational relations®. The economic effects are mixed.
People living longer and healthier lives have longer potential working lives.

On the flip side, adverse economic effects include a shortage of workers due
toanincreased OADR and rising government spending on health care and
pensions, which can result in higher taxes and lower economic growth=.

The socio-economic challenges of ageing societies will be felt across the EU.
This will require different measures to deal with the impact of ageing on public
finances, the labour market, social policies and particularly on pension systems.
In the next section, we will discuss literature on factors with a potential
influence on reforms in these domains.

Tinker2002.
MareSové etal. 2015.
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Factors influencing pension reforms: literature review

One of the most pressing reform challenges is safeguarding of the financial
sustainability of pension systems. This is particularly salient for so-called pay-
as-you-go (PAYG) systems.” In a PAYG system, pension benefits are paid forin
real time by the current working population. This means that PAYG systems can
be highly sensitive to the rising OADR that s projected across Europe. With the
ratio of older people to people of working age almost doubling within the EU

by 2050 (Figure 1), pension spending is set to increase significantly in most EU
Member States'+. This is a challenge, because pension spending already is the
largest or second largest expenditure item in almost all Member States. At the
same time, they are already facing substantial budgetary constraints?.

Pension reform types

Anticipating expected population ageing, since the late 198 0s ensuring
financial sustainability has been one of the most important motives for
pension reform. These reforms can take different forms and historically there
have been waves in which certain reforms are more popular. Systemic reforms
were most popular from the mid-1990s until the mid-2000s. These included
reforms that moved away from PAYG towards direct contribution (DC) or multi-
pillar systems, as well as the privatisation of pension systems?®.

More recently, pension reforms have been more parametric, with reforms
aimed at prolonging working lives and preventing early retirement by
increasing the retirementage, or linking this age to life expectancy or to a
certain length of lifetime employment. Combining part-time work with
retirement is another parametric option?. Other reforms have been focussed
on cost containment, including through lower levels of pension benefits for
future retirees. In response, there has also been an increased emphasis on the
adequacy of pensions.

In a pay-as-you-go system, current taxpayers finance the pension benefits for those currently retired.
This contrasts with capital-funded systems, where pension premiums paid by workers are invested
and ata later stage used to fund pension benefits.

OECD 2023

Rodriguez-Vives & Kezbere 2019

Kuitto & Kuivalainen 2020.

Kuitto & Kuivalainen 2020.

2.2

18
19
20
21

Working Paper 13

The changing nature of working lives complicates pension reforms, with more
fragmented employment and forms of self-employment often not covered

by public pension insurance. Extending working lives can also entrench
inequalities in society, especially for those with poor health or difficulty
finding work as an older worker. Therefore, pension reforms highlight the
importance of promoting healthy ageing and workplaces favourable to

older workers.

Reform success: drivers and pathways

Those designing pension reforms must constantly seek a balance between
pension sustainability and adequacy, while considering intergenerational
justice®. Consequently, pension reforms — particularly those aimed at
promoting financial sustainability — have been highly contentious in

many countries. Further adding to this is the presence in many countries of
various powerful institutional players in the policy arena around pensions,
such as pension funds, unions, employers and government bodies. Their
interests rarely fully align, complicating pension reforms.

In this working paper, we will explore how and when pension reforms in the
EU have been implemented successfully and have been upheld over time?°.
Moreover, we will explore how European policy coordination can play arole.
We define a successful reform as a reform that has been adopted (more or less)
as proposed (Bovens etal., 2001*'). That means we do not evaluate subsequent
reform performance, i.e. we do not evaluate if a reform actually contributed to
achieving the goal set out (in the case of pension reforms, this is typically the
increased financial sustainability of the system). This is a component of reform
success thatrequires a different type of analyses. We do, however, also evaluate
reform endurance, i.e. we evaluate factors that influence if reforms are partially
or entirely reversed after initial successful adoption.

In general, the success of areform is largely dependent on its characteristics and
the conditions under which it is implemented. For the purposes of this study
into EU influences on pension reforms, we will analyse the literature and divide
factors influencing reform success into three categories: (1) domestic factors,

(2) factors relating to the interplay between the national and EU levels and (3)
factors driving reform endurance. We have identified factors from the literature
and subdivided some of these categories into further subcategories.

Kuitto & Kuivalainen 2020.
Kuitto & Kuivalainen 2020.
Patashnik 2008.
Bovensetal.2001.
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Cluster 1: Domestic factors

To structure domestic reform factors, we will use a subdivision based on work
by Haggard and Webb?2. They compiled an overview of factors influencing

the likelihood of successful economic policy reform and grouped these into

(1) institutional (and other) characteristics of the political system attempting
to implement the reform, (2) economic conditions and (3) the design and
implementation of the reform programme attempted. We will use this general
structure, adding combining factors from other literature.

Table 1 Domestic factors driving (un)successful socio-economic reforms

Characteristics of the political system

Uncertainty Uncertainty about effects of a reform means that even

Timing of reform relative to electoral

cycles

Electoral mandate

groups that stand to benefit might oppose a reform.

Leading up to elections, governments are more
risk-averse and less likely to enact reforms.

Voters are more likely to accept reforms from a
government with a strong electoral mandate.

Unity of the government and coalitions Coalition governments have a harder time realising

State of the opposition

Quality and independence of

reforms. Vice versa, unified governments realise
reforms more easily.

When opposition parties or opposing interest groups
are divided, reforms are easier to carry out.

The efficiency and quality of a bureaucracy affect the

bureaucracy success of reforms, as does isolation from political

Information asymmetries

influence.

Voters cannot determine if a reform is proposed for
partisan reasons. This makes reforms easier to
implement by parties that initially opposed.

Economic conditions

Economic crises

Distribution of income

22

Increase a government’s willingness to reform and the
public’s acceptance of reform.

Unequal income distribution can undermine the
consensus for economic reform.

Haggard & Webb1993.

Factor

Working Paper 15

Pace of reform

Sequencing of reform

Compensation

Communication

Consensus-building institutions

New roles for opponents

Grandfathering

Design and implementation of the reform programme

Successful reform requires time to gather support,
compensate or neutralise opposition and build public
support.

Reforms can be carried out in a phased manner or
bundled, both with advantages and disadvantages.

Compensating the ‘losers’ of a reform for the
immediate impact of that reform can make it more
acceptable.

Previous reforms (or reform attempts) Reforms are more successful when previous reforms

have been undertaken or attempted.

Transparency to the public and stakeholders helps
create support, especially when backed by policy-
oriented research. An emphasis on the costs of
non-reform is particularly important.

The involvement of credible institutions, such as
advisory bodies, can help depoliticise sensitive reform
issues.

Consultation and involvement of opponents can be
essential for gaining support, while the creation of

‘early winners’ can help sustain momentum behind

reform and counter ‘losers'.

To ensure that a reform is adopted, groups currently
impacted by a system could be made mostly exempt
from that reform.

23

Characteristics of the political system

Uncertainty: Interest groups may block reforms and people may oppose them
altogether, especially if there is uncertainty if the reform would benefit them.
Due to this uncertainty, even groups who stand to benefit from the reform may
oppose it®.

Timing of reform relative to electoral cycles: Incoming governments have a
window of opportunity to carry out reforms early in their mandate. In this
‘honeymoon’ period, short-term economic losses can be traded against
political gains, specifically when benefits of reform pay off gradually while the
costs must be dealt with upfront. Additionally, reforms are easier to initiate
immediately after an election than before one, because parties in power will
want to stimulate the economy in the run-up to elections to maximise their

Haggard & Webb1993.
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electoral chances*+. However, there have also been cases when upcoming
elections spurred reform, but this was mostly the case when the public heavily
favoured reform?.

Electoral mandate: When reforms are enacted on the back of a strong electoral
mandate, voters are more likely to accept them. A statistical analysis of

20 structural reform efforts performed by the OECD revealed this to be

one of the more important variables for reforms in general, including for
pension reforms?®.

Unity of the government and coalitions: One of the strongest indicators of
successful reform is a united government, with opponents of reform quickly
exploiting a disunited government. This was found to be particularly the case
for pension reform, where government cohesion had the strongest association
among the variables studied?. In addition, partisan orientation and the party
system affect the likelihood of reform, with coalition governments in general
being less successful at initiating reform?%. Involvement of different levels

of government is also an important factor, especially in countries with a
federal system®.

State of the opposition: Reforms are easier to carry out when opposition parties
are divided or in disarray, or in the absence of powerful and well-organised
opposition interest groups°.

Quality and independence of bureaucracy: The discipline and competence of the
bureaucracy, including the quality of personnel, the efficiency of information
collection and the degree to which the bureaucratic apparatus is insulated from
corruption and political power have implications for the success of reform3.
This institutional characteristic can also be linked to an element of the design
and implementation of the reform programme, namely the involvement of
credible institutions.

Haggard & Webb1993.

Tompson 2009.

Tompson 2009.

Tompson 2009: Table 1.A1.1.

Immergutetal. 2009; Haggard & Webb1993.
Tompson 2009.

Tompson 2009.

Haggard & Webb1993.
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Information asymmetries: Itis hard for voters to determine if a reform

is proposed to pursue partisan objectives or out of a desire to increase

social welfare. Therefore, it can paradoxically be easier to achieve policy change
when implemented by parties thatinitially seemed ideologically opposed to it.
Voters are then more likely to perceive the proposed reform as a genuine desire
to improve social welfare32.

Economic conditions

Economic crises: Times of crisis increase the government’s willingness to
reform and increase the public’s tolerance of reforms3. However, reforms
enacted this way can often remain unpopular and are then more likely to be
turned back when a crisis winds down34.

Distribution of income: When coupled with (highly) unequal income
distribution, social and political divisions can undermine the consensus for
economic reform. Especially when a reform affects this income distribution
and is perceived to reinforce it, considerations on redistribution can complicate
discussions and increase polarisation.

Design and implementation of the reform programme

Pace of reform: Coalition-building, i.e. gaining enough support among the
winners to compensate or neutralise the losers within the timeframe thatis
important to politicians, is a necessity for successful reforms3®. An additional
argument for taking time is the observation that rapid adjustments often
provoke more resistance due to them being more unsettling and often having
higher short-term costs¥. Haste in both design and implementation of a reform
can thus lead to failures:.

Sequencing of reform: Should reform be introduced in a phased way or all
atonce? Some authors argue that bundling reforms can inrease political
attractiveness by offsetting losses associated with one programme component
with gains in another®. When this applies, individual reforms can be easier to
achieve in the context of larger shifts in structural policy. On the other hand,

Tompson 2009.

Galasso 2010; Kuipers 2006.
Haggard & Webb1993.
Haggard & Webb1993.
Trebilock 2014.

Haggard & Webb1993.
Thompson 2009.

Haggard & Webb1993.
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labour market reforms make successful pension reforms harder+°. Substantial
reforms in both of these domains simultaneously may be perceived as a ‘double
whammy’ hitting workers, decreasing acceptability to interest groups like
trade unions.

Compensation: Compensation for ‘losers’ of the reform may often be crucial

to gain political support for the programme#. There is also a link between this
variable and general economic conditions and pacing (see above). There may not
be enough political momentum to implement a reform in economically good
times, butin economically hard times itis harder to carry out compensatory
measures or implement a reform carefully under time pressure.

Previous reforms or reform attempts: Interestingly enough, previous reform
attempts can contribute to later reform success, even if they were not fully
implemented or were reversed. Statistical analyses has shown that this positive
effect of earlier reform attempts is important for all types of socio-economic
reforms, but particularly for pension and labour market reforms#+>. A reason for
this may be a building perception of the need to change, even when previous
attempts were not actually successful. A version of this strategy is to ‘pick the
lowest-hanging fruit first’, implementing easy reforms to create momentum for
further reform. This strategy is often seen with pension reforms. However, this
effect can also spur opponents to oppose even minor measures out of fear for
larger subsequent reforms (slippery slope)+.

Communication: Transparency to the public and stakeholders, especially

when it comes to communicating the goals of the reform clearly, is key to
gathering support,++. This enables timely identification of potential problems
and opposition and helps build a coalition for the reforms. Individuals or
institutions willing to take ownership over reforms with unity and clarity is

a key factor for success. Policy-oriented research highlighting the desirability
and necessity of reform can also, over time, reshape the public consensus on a
policy regime. This particularly extends to communicating the costs associated
with maintaining the status quo, since these costs are often poorly understood.
In other words, communicating the costs of not reforming is equally important
as highlighting the benefits (and costs) of reform+s. This identifies the ‘losers’
ofinaction, which can help compensate for interest groups that would lose

Tompson 2009.
Trebilock 2014.
Tompson 2009.
Tompson 2009
‘tHart2000; Tompson 2009.
Tompson 2009.
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from the reform and thus have an incentive to oppose it. Similarly, broad public
awareness of the need to reform fosters cooperation among political parties and
social partners on the most effective reforms#°.

Consensus-building institutions: The involvement of credible, independent,
consensus-building institutions, such as specialised bodies or advisory bodies
that offer advice to governments in specific domains, can help depoliticise
sensitive reform issues#. They can also conduct or highlight independent,
policy-oriented research that can slowly change the political consensus
regarding the need for reforms over time. Examples of such institutions are
the Netherlands Bureau for Economic Policy Analysis (CPB) and the French
Conseil d’orientation des retraites (COR), which has a specific remit with
regard to the pension system. These types of institutions can help identify the
benefits of reform and costs of inaction to a wider public (see Communication)
and thus help build a consensus for reform. Clearly mapping out the ‘winners’
and ‘losers’ of a reform and effective consultation with stakeholders and
opposition can promote the long-term sustainability of reforms#5.

New roles for opponents: Concertation and involvement of social partners

can be essential for gaining support. Especially successful pension reforms
frequently offer arole for trade unions in the new system+. In general, statistical
analyses have revealed that finding a new role for opponents of the reform in
the post-reform world is the variable most strongly associated with successful
reformss°. Linking a lengthy reform process to the creation of ‘early winners’
can help sustain momentum behind reform and counter ‘losers’ of reform, who
are more inclined to mobilise than winners. Additionally, the creation of new
institutions or actors with a stake in the reforms in early stages can help ensure
the implementation of reforms.

Grandfathering: Rather than immediately applying a reform to all current
cases, the idea of grandfathering is for ‘losers’ to remain exempt from reform,
or to be only very slowly exposed. This helps build support for reform, because
it postpones costs (political or otherwise) to the future and helps people

adapt to a new situation. A consequence of this method, however, is that
younger generations mostly bear the costs of reform. This is oftentimes seen
as politically acceptable, since these generations will suffer the consequences

Galasso 2010; Kuipers 2006.
Tompson 2009.
Aphecetcheetal. 2022.
Tompson 2009.

Tompson 2009: Table1.A1.133.
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if the system becomes unsustainable. Additionally, they have more time

to prepare. This political acceptance is notable: there is little evidence that there
is overtintergenerational conflict in the politics of pension reforms'. Writing
in support of gradual implementation and grandfathering, Galasso notes that
“pension reform is most likely to succeed when the costs can be shifted onto
future generations and reforms can be phased in over very long periods. If the
financial pressure for reform is such that major changes affecting current
retirees or older workers are required, their opposition will be very hard

to overcome. In short, as retrenchment policies become economically more
urgent, they become politically more difficult”s=.

Domestic factors: relevance to pension reform

The previous section and table highlight a large range of domestic factors that
could influence socio-economic reforms, but which ones are particularly
important for the type of reforms we are interested in here: pension reforms?
A statistical analysis performed by the OECD in 2009 provides some insight
into this question. It found that, in the political domain, a clear electoral
mandate for reform (Spearman’s rank correlation 0.78) and particularly
government cohesion when arguing for reform (0.91) are associated with
successful pension reforms. In the domain of process and design of reforms,
aspects of particular relevance are the time taken to prepare for reform (0.77)
and the ’ripeness’ for reforms (0.85), defined here as previous reforms or
reform attempts.

Haste in both design and implementation can thus lead to failure.
Particularly for pension reforms, this means that it pays to start preparing for
reform well in advance. Due to the long gestation times of pension reforms,
ashortand sharp reform trajectory is not optimally suited to their adoption.
Another important factor is the inclusion of a new role in the post-reform
situation for opponents of reform (0.91). A number of other variables, such
as clear communication of the costs of inaction (0.53), government leadership
(0.54), respect for acquired rights (e.g. through grandfathering - 0.53)
and formal consultation with social partners (0.53) are also important,
butless so.

Tompson 2009; Immergutetal. 2009.
Galasso 2010: 82.
Tompson 2009.
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Interestingly, a situation of fiscal consolidation (i.e. policies to reduce deficits)
was associated negatively with successful pension reforms (-0.53), as were high
levels of fiscal pressure (-0.53) and rising deficits (-0.29). This may be because
fiscal pressure make the upfront costs of reform more difficult to afford, as
discussed above. In general, however, factors relating to the economic cycle are
less important for pension reforms than for labour and product market reforms.
This is probably because of the long time scale on which demographic pressures
operate and thus the pension reform attempts they spark. On this sometimes
decades-long time scale, shorter-term economic upswings and downswings
may be less relevant. Still, the substantial negative association with several
indicators of fiscal and budgetary pressure suggests there is value in not waiting
with attempting pension reforms until the financial situation is dire. This is
reinforced further by the importance of taking the time to prepare for reforms,
of grandfathering and respecting acquired rights — which after all necessitates
avery slow implementation of reforms —and of concertation with and finding
new roles for social partners and opponents of reforms.

Cluster 2: Factors relating to the interplay between the national

and EU levels

One factor is conspicuously absent in all of this, however. Do supranational
organisations matter for reform success? What about supranational
organisations with an increasingly far-reaching remit in the economic and
social domain, like the EU? Reform factors in the above categories occasionally
refer to, but generally do not make explicit, the role of outside influence on the
factors or on the reform process itself. This question is particularly relevant

to EU Member States, because the EU is increasingly important in driving

and coordinating socio-economic reforms in those countries. Therefore, we
identified as an additional category factors relating to the interplay between
the EU’s influence through tools it has atits disposal (such as the European
Semester) and national reform factors (see Table 2).
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Table 2 Factors relating to the interplay between the national and EU levels that drive

(un)successful economic reforms

Control over monetary policy

Upholding a reputation

Learning

Conditionality

Dialogue

National ownership

There is an increased incentive to pursue
structural reform when a country does not
control monetary policy (relevant for eurozone
countries).

A desire to uphold a reputation can be a
factor driving Member States to follow reform
suggestions from the European level.

Learning of best practices, transmission of

relevant policy knowledge or certain issues
gaining attention on the national agendas

due to a transfer of ideas.

Some elements of EU economic governance
have more stringent enforcement
requirements or have conditionality tied to
reforms (e.g. conditions for EU or EMU entry).
This can help promote reforms.

Discussion of policy options between the
national and EU levels can help promote
reforms.

A sense of national ownership and alignment
of national priorities with suggestions from
the EU level can help stimulate compliance
with these suggestions.

54

Control over monetary policy: There is an increased incentive to pursue
structural reform when a country does not control monetary policy.

This is because monetary policy is not available as a tool for these countries
to accommodate negative shocks. This is especially relevant for

eurozone countries. However, the upfront costs of structural reform are
often high. In the eurozone, it is also more difficult to use macroeconomic
policy to offset these costs. This may make reform more difficult to attain,
even though the need foritis highers+.

Galasso 2010.
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Upholding a reputation: The public announcement of assessments of
recommendations from supranational organisations — such as the European
Semester’s CSRs — can put pressure on domestic actors to avoid negative
assessments, thereby avoiding damage to their political reputation. This can
serve as an incentive to pursue reformss.

Learning: International policy exchanges and peer reviews (such as under the
European Semester) can actas a trigger for reform. International socialisation
can also serve as a channel for transmission of relevant policy knowledges®.
This can lead to increased prominence of certain reform topics in national
debatess’.

Conditionality: International pressure can help governments explain the
necessity for reform to their electorate. This also goes for guidelines imposed
by international organisations, which can be seen as a form of conditionality.
Conditionality can be ‘hard’ or ‘soft’, depending on the strength of market

or political pressures®. There is debate about the effects of conditionality.

On the one hand, external support can allow politicians more room for
longer-term plans. On the other hand, conditionality is not always well
enforced and can drive resistance. Some conditions promote responsiveness
to conditionality. Product market reforms, for instance, were particularly
susceptible to a link with accession to the EU or the European Monetary Union
(EMU). This was especially true for ‘hard’ policy instruments with formal
conditionality and less for ‘softer’ EU coordination tools. However, even these
softer tools, such as the Lisbon Process, were used instrumentally to help
policymakers legitimise policy changes they saw as desirables.

Dialogue: While discussion of reforms between the European and national
levels might notimmediately yield a reform outcome, the dialogue thatis
required by coordination tools can stimulate countries to pursue their own way
toward reforme®°.

Bokhorst2022.

Haggard & Webb1993.
Louvaris-Fasois 2018.
Guardiancich & Guidi 2020.
Tompson 2009.
Bekker2021.
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National ownership: A sense of national ownership of reforms remains

very important. When this is absent, attempts from supranational or
international bodies like the EU to promote reform are unlikely to be
successful®. This implies that recommendations from the European level
should be designed and phrased in such a way as to align as much as possible
with existing national priorities, helping national actors take ownership. This is
also important when sustaining a reform. When individuals or organisations
taking ownership leave the limelight before a reform is consolidated, the reform
can be difficult to sustain®.

European factors: relevance to pension reform

The most prominent method of socio-economic coordination that the EU
employs is the European Semester®. The European Semester is a framework
for coordinating economic, fiscal, employment and social policy between the
European level and Member States. Coordination of these different policy
areas through the European Semester was introduced in 2011. The aim was to
increase national compliance with existing policy cycles as well as introducing
new ones. The European Semester lasts about nine months each yearand isa
dynamic process, with exchanges between actors at different governance levels.
It consists of different policy processes that range from binding to non-binding
in nature. The Semester includes the Stability and Growth Pact (SGP), the
Macroeconomic Imbalances Procedure (M1P) and the European Employment
Strategy (EES), which have all been reformed over time.

The EES is the oldest, introduced in 1998, and was seen as a form of soft law and
experimentalist governance because of the interaction between the European
Commission and national governments and the non-binding recommendations
issued to countries. By contrast, the MIP and sGP both have a preventative

and corrective arm, with possible financial penalties for non-compliance
(partly introduced after the 2008 financial and economic crisis). The Semester
combines these different cycles. Country Specific Recommendations (CSRs)

are issued once a year in spring®. According to the Commission, CSRs “provide
policy guidance tailored to each EU country on how to boostjobs and growth
while maintaining sound public finances”®s.

Aphecetcheetal. 2022.
Tompson 2009.
Bekker2o020.
Bekker2020.
Haasetal.2020:332.
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The European Semester has evolved through the years, responding to the
context of the time. This can be seen by the shifts in priorities, such asan
increased emphasis on social policy goals following the introduction of the

EU Pillar of Social Rights in 2017°. The combination of soft deliberative
coordination mechanisms and hard rules-based elements as well as the
difficulty in distinguishing between social and economic domains (where

the EU has different competences) highlight the complexity of the Semester®.
This combination of different domains makes the Semester a relevant
phenomenon to study when analysing the EU response to population ageing,
because ageing considerably influences the social, economic and fiscal domains.
However, the competences of the EU in this area are not always unambiguous.
In addition, many CSRs issued to countries can relate to the topic of ageing,
from recommendations on pension reforms to encouraging participation of
older workers in the labour market®®. In this working paper, the focus will be on
examining csRs related specifically to pensions.

How does the Semester work in practice? Within the context of the Semester,
CSRsare issued annually. A CSR is arecommendation by the Commission to

a Member State — we will discuss its structure and examples in more detail in
section 3. The Council of the EU can then modify the csrRs and endorse them.
csRsare issued to Member States each year and their content can vary widely,
depending on country-specific analyses performed by the Commission.
However, the content of CSRs must be related to the goals of the Semester,
namely “ensuring sound public finances, fostering structural reforms,
boosting jobs, growth and investment, and preventing and correcting excessive
macroeconomic imbalances”®.

To what extent do CSRs actually affect policy? Some scholars have found that,
particularly in the early days of the European Semester, there was only a limited
response by Member States to CSRs, but that this subsequently improved°.
However, it can be difficult to assess effectiveness since national policies are
often indirectly influenced by the European level”". Furthermore, the causal
relationship between the European and national levels is complicated, for
instance because national policies may be designed to signal compliance with

Vesan etal. 2021.

Bekker2020.

Tkalec2020.

Efstathiou & Wolff2019.

Al-Kadi & Clauwaert 2019.

Eberlein & Kerwer 2004; De la Porte & Pochet2002.
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EU standards with limited real change. In addition, Commission evaluation
reports are political and are careful not to contradict Member States’ self-
evaluation reports excessively”2. Eberlein and Kerwer (2004) therefore regard
the empirical evaluation of new forms of governance as challenging.

Notwithstanding these difficulties, numerous studies have drawn conclusions
about the effectiveness of the Semester process and the implementation of

the cSRs. Some studies have noted the low implementation rate of CSRs,
particularly social csrs related to ‘hard’ economic and political ‘tinderbox’
issues such as wages and pensions”3. It has also been pointed out that the
Semester has only received “lukewarm political support” from Member

States with criticism on the demanding administration, the tight schedules,
oversupply of information and little room for genuine dialogue and policy
reflection’+. When it comes to national parliaments, Maatsch found that EU
policy guidance (through the European Semester) is more heavily contested
when national parliaments have more power in budgetary matters?s.
Governments are also more eager to serve domestic economic interests, which
lines up with the idea that governments are more eager to implement CSRs
when there is also market pressure’®. It has also been found thatimplementation
rates worsen when the economic environment improves?’.

According to Bekker, the Semester should therefore be viewed primarily as

a soft coordination tool: most recommendations are not legally binding, but
still have a regulating effect’®. Countries understand the need to reform, but
implementing CSRs (especially on complex and sensitive dossiers) requires
time to account for stakeholder influence and prepare reforms. In this

view, countries follow their own path toward reform and an open dialogue
between national and EU-level representatives on policy options is desirable?°.
In contrast with this view, more recent research suggests that the effectiveness
of the Semester is increasing, with the Semester becoming a “harder mode

of soft governance” due to increased enforceability, including more ‘carrots’
and ‘sticks’, and in part due to the embedding of the RRF into the Semester
framework?®°. Similarly, Bokhorst found that the Semester forces national actors

Eberlein & Kerwer 2004; De la Porte & Pochet2002.
Al-Kadi & Clauwaert2019.

Maricut & Puetter 2018; Munta 2017.

Maatsch 2017.

Guardiancich & Guidi2o022.

Mariotto 2022.

Bekker2021.

Bekker2021.

Vanhercke & Verdun 2022: 219.
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to confront the European view of certain policy issues, leading to a higher
political cost of non-action®. Scrutiny of reforms is far from apolitical, and the
relevance of the cSRs in the RRF only strengthens this aspect. Then again, the
increased role of the EU in national reforms can also become controversial and
raise questions about legitimacy, especially when reform conditionality reaches
more sensitive policy domains.

Pension policy is one such domain. Tkalec explored the EU’s indirect pressure
on pensions through fiscal and economic guidelines within the European
Semester, noting that these guidelines have only had a limited capacity to shape
and safeguard pension adequacy, even with diligent compliance (though this

is very case-specific to countries)®2. Guardiancich and colleagues found that
Member States’ pensions are now structurally assessed in a formal evaluation
cycle within the European Semester that has been constructed gradually over
the years, resulting in a streamlined and technocratic approach to retirement
policy from the supranational level®s.

Similarly, Guidi and Guardiancich found that the Commission’s role in
macroeconomic pension policy surveillance has increased significantly
following the EU sovereign debt crisis®+. Louvaris Fasois found that processes
that were later incorporated into the European Semester, such as the creation of
reflexive instruments and networks of experts, gradually began to show their
effects in Belgium over time®s. This happened, for instance, after the financial
and sovereign debt crisis, when effectively adopting reforms and keeping the
annual deficit contained gained prominence in the domestic political debate.
The learning process driven by the European Semester should therefore also

be seen as complementary to other pressure mechanisms. In reviewing CSRs
related to pensions addressed to the Netherlands, Van den Heuvel-Warren
noted that cognitive ideas about pension reform are transferred, primarily
linking ageing to government finances®. This is not the case for more normative
ideas, such as the gender gap in pension payments. Through repetition of these
cognitive ideas, the Semester affects the cognitive area of pension reform,

while reforms related to normative ideas remain secondary. Guardiancich and
Guidi also found that pension reforms are particularly triggered when formal
conditionality procedures (such as under the European Semester) are coupled

Bokhorst2022.

Tkalec2020.

Guardiancich etal. 2022.
Guidiand Guardiancich 2018.
Louvaris-Fasois 2018.

Van den Heuvel-Warren 2018.
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with market pressures and worsening macro and micro policy indicators®.
However, questions remain as to whether Member States follow CSRs because
they internalise the problems indicated by the Commission, because they

are relying on evidence-based policymaking, because they must uphold a
reputation or because all of these things happen to some extent.

This literature illustrates the active debate that has been ongoing on the
effectiveness of the European Semester as a tool to enact reforms of national
economic and social policy. This working paper seeks to add to this body of
knowledge by looking at pension policy developments in several EU Member
States, and by using case studies and quantitative analysis to study the impact
of csRs on reform factors identified in the literature. This is important, not only
because in an ageing Europe the importance of pension reform is set to rise,
butalso because as discussed the prominence of the European Semester has
increased and its stakes have been heightened in recent years.

Cluster 3: Factors driving reform endurance

While both domestic reform factors and factors resulting from EU influence are
essential for understanding why social policy reforms occur, there is one key
element that has not yet been examined. If successful reforms happen, does that
mean that they remain in place? What factors matter for a reform to remain in
force and not be reversed? And how do these factors relate to those that were
important to the achievement of the reform in the first place? To complete this
theoretical section of our paper, we therefore turn to one last category of factors,
i.e. those related to maintaining reforms.

Asnoted by Patashnik and Luetjens, the political passage of a reform does not
guarantee its survival and continued impact over time®. This is a particularly
relevant consideration for the overarching topic of this working paper, pension
reforms, because these need to be upheld for decades to be successful. For the
sustainability of areform, itis very important thatitis consolidated. While the
focus of this working paper is on the factors initially leading to reform, some of
the reform factors studied in the literature also relate to reform consolidation
and endurance. More generally, researchers have analysed how reforms can be
made to ‘stick’. Reform endurance has been defined as “the preservation and
reinforcement of the initial high-level reform intent amid the inevitable vagaries
of implementation, politics, and time”®°. Some of these factors are very similar to
the domestic factors that are thought to promote initial implementation success

Guardiancich and Guidi2o022.
Patashnik 2018; Luetjens 2022.
Luetjens 2022.
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(Table 1). This applies, for instance, to ensuring interest groups and constituents

get (and remain) behind the cause, which is also essential for reform

endurance®°. We have summarised some of the factors that are important for

reform endurance in Table 3 below.

Table 3 Factors driving reform endurance

Breadth of supportive
constituencies

Sectoral support

Administrative adaptation

Institutionalisation over
time

Levels of political and
financial investment

Harnessing market forces

Level of continuous
contestation

Preservation and
adaptiveness

A continuous broad base of support from various constituencies,
for instance public, political, sectoral and administrative support,
drives reform endurance.

Only one (or a few) of the types of support is not sufficient for
reform endurance.

Over time, reforms can develop structures that support and
reinforce the reform itself, such as new organised interests that
benefit from its existence.

Existing administrative practices need to be challenged and new
routines need to be embedded across all administrative layers
affected by the reform.

Reforms are at the highest risk of reversal during the first few
years after they are enacted. Over time, institutionalisation
reduces the risk of reversal.

Creating sunk costs and incentivising actors to make substantial
investments will tie actors to the reform, since repeal will become
more costly.

Reforms are more likely to be successful when they reinforce
market forces.

Ongoing contestation about the value of a reform may actually
contribute to its endurance, as policymakers are more aware of
possible risks to the reform.

Success at maintaining a reform combines the preservation of
high-level narratives with the adaptation of the lower-order details
to fit the overall purpose of the reform.

Breadth of supportive constituencies: If a policy enjoys broad support from

multiple constituencies, it has a better chance of enduring over time?9'. Reforms

are more likely to endure when they gain support among the publicand

specifically among important constituencies and potential ‘veto players’.

Supportive constituencies can emerge because people may personally see

90 Luetjens 2022.

Luetjens 2022.
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benefits that they receive from a reform. Support may also emerge because a
reform embodies a goal or value thataligns with the view of a group. There
needs to be a continuous, broad base of support for the reform even after it

has been implemented, especially since big economic reforms will inevitably
encounter issues or hurdles during implementation. Such support can wax and
wane through various waves of the implementation cycle.

Sectoral support: Over time, reforms can develop structures that supportand
reinforce the reform itself. To be successful, certain groups in the affected
sectors need to benefit from its existence and press for its preservation

and extension. This can take the form of organised interests. When these
develop their own stakes in a reform, they will want to protectit. Thisis
especially the case for groups or alliances that emerged in the post-reform
situation and would not have existed before the reform92. On the other hand,
if groups with interests against the reform will not cease to exist and if these
remain powerful in comparison to the other interest groups, the reform will
remain vulnerable®s.

Administrative adaptation: Administrations often have institutionalised
norms, rules and practices. Embedding a reform into this institutional
environment can be challenging. Existing practices need to be challenged.

In order to achieve endurance, new routines need to be embedded across all
administrative layers affected by the reform. Effectively doing this will create
administrative support for the reform?+.

Institutionalisation over time: Reforms appear to be at the highest risk of
reversal during the first few years after they have been enacted. In this period,
actors have not yet become heavily invested in the new system. Furthermore,
policies have not had the chance to become embedded. Once a reform has been
around for a longer period of time, institutionalisation of expectations and
administrative arrangements occurs and repeal becomes increasingly costly®s.
On the other hand, while reforms that have been around for along period

of time are less likely to be repealed, they have also had the time to become
influenced and ‘eroded’ by provisions of incompatible policies or amendments
that undermine the core goals of the initial reforms (Patashnik speaks of a
‘death by a thousand cuts’ scenario®®).

Luetjens 2022; Patashnik 2008.
Luetjens 2022.

Luetjens 2022.
Patashnik2008.

Patashnik 2008.
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Levels of political and financial investment: Substantial investments made

by relevantactors to get reforms passed will tie these actors to the long-term
viability of a reform, since they will have little to gain from its repeal. Therefore,
reforms thatincentivise actors to make such investments are more likely

to endure. The flip side to thisis that if certain actors can avoid investments
upfront, but subsequently face high costs for compliance with the reform over
time, they will be less committed to provide long-term support and more likely
to defect from the reform coalition.

Harnessing market forces: “Reforms are far more likely to endure when they
seek to reinforce, rather than offset, market forces. Their creative destructiveness
can destroy or weaken policy subsystems, and their profit incentives can
generate interests with a stake in safeguarding the reform’®. This means that
creating rules and structures thatinsulate policies from subsequent political
intervention to weaken market forces can help keep them sustained.

Level of continuous contestation: When a reform is contested both before and
after its implementation, it is more likely that policymakers anticipate problems
and potential threats to the reform in its design and implementation. When this
is not the case, it may dull the incentive to watch out for possible problems.

This means that ongoing contestation about the value of a reform may actually
contribute to its endurance®°.

Preservation and adaptiveness: Success at maintaining a reform combines the
preservation of high-level narratives with the adaptation of the lower-order
details to fit the overall purpose of the reform. Reforms frozen in time do
notsurvive: they need to adapt to shifting contexts, the feedback processes
during implementation and changing political landscapes™®°.

Considering the factors presented above, Luetjens emphasises that there is no
direct causal link between the presence of certain conditions and the endurance
of the reform. “Instead, the conditions could be considered as productive or
permissive factors, making certain outcomes more or less likely**'. The different
conditions interact with each other and may on occasion lead to the emergence
of others. Due to the complexity of reform endurance, reforms should not be
seen as “battles for enactment but as ongoing political processes whose stakes,

Patashnik2008.
Patashnik2008:177.
Luetjens 2022.
Luetjens 2022.
Luetjens 2022:132.
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actors, arenas, and effects shift over time°>. Similarly, each reform is different:
in some cases a reform effectively endures when it is enacted slowly, while in
other cases swiftaction is what keeps a reform sustained.

Pension reforms and three types of reform factors

We have analysed three types of reform factors. Domestic factors influencing
the likelihood of initial reform success (Table 1), European factors interacting
with these domestic factors (Table 2) and lastly factors driving reform
endurance (Table 3) all drive eventual, long-term reform success. Whatis the
implication of this for pension reforms specifically? In broad strokes, based
on the literature, we argue for the following overall picture. Pension reforms
are most successful when they are enacted by a coherent government with a
clear mandate for reform, while independent consensus-building institutions
help communicate the need for reform, including the cost of inaction. Such a
government would not rush the reform, but take the time to concert with
stakeholders like social partners and particularly with potential opponents,
ensuring they have a positive role in and after the transition. The reform
would be even more likely to succeed if preceded by earlier reforms or
attempts at reform, and when not attempted during a time of budgetary and
fiscal pressures. Gradual implementation while respecting existing rights and
expectations further adds to the chances of success.

In addition, the European policy level can play a role, provided a sense of
national ownership is maintained. This means thatan important role of EU
policy in this domain is to stimulate learning processes and transfer of ideas

to national public and political agendas —again including the costs and risks

of not reforming. EU recommendations can also increase the political and
reputational cost of non-action, further strengthening the likelihood of reform.
Lastly, conditionality can provide an important incentive for national reform by
unlocking other benefits for a country.

Endurance is particularly important for pension reforms, because they are

often very slowly implemented — sometimes over decades —and need to be
upheld throughout that period. int his regard, the literature teaches us that the
first imperative is to retain some flexibility. Keeping the overall aim in mind,
the actual implementation must remain flexible to accommodate changes

in political and economic circumstances, which are inevitable over the long
time periods involved. In addition, some of the factors driving initial success
promote endurance. An example is the gradual process of concertation and
contestation with stakeholders, because this builds support among these groups

Luetjens 2022:132.
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and identifies objections early. Another important element is to highlight the
cost of not upholding the reform to key electoral, social and political groups.
This increases the cost of reform reversal and promotes endurance. In the case of
pension reforms, these groups include the currently employed and businesses,
which would generally bear the cost of turning back reforms promoting pension
system sustainability. Lastly, reforms are increasingly unlikely to be reversed

in the long run, but their fundamental goals can be eroded by incompatible
other policies. This seems a risk for pension reforms, for instance if previously
successful increases in pension age are undermined by the subsequent
expansion of schemes for early retirement.
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Research design

This working paper uses a mixed-method approach to conduct an empirical
study into the influence of European policy coordination on national pension
reforms, deploying both quantitative and qualitative methods. First, we

will analyse all the csrs issued to Member States in the domain of pension
system sustainability. This will help us identify patterns of reform success —
or the lack thereof —across European countries and over time. Second, we will
analyse five case studies, which highlight typical patterns of reform success
(or the lack thereof), specifically evaluating these cases in the light of the three
types of reform factors described above.

For both the quantitative and qualitative studies, pension-related CSRs are

the starting point. We will therefore start by discussing in more detail the
actual structure of CSRs. CSRs have been published each spring since 2011 and
are compiled in a database by the European Commission. The Commission
assesses the progress on implementing previous CSRs in country reports,
which are also issued each spring. These assessments are also included in the
csR database. Since CSRs can often be broad and contain multiple individual
reforms, they are split up into sub-csRs in which the various policy areas can be
better distinguished. As in many other analyses of the csrs**3, we will use these
sub-CsRs in this study. To illustrate, all the cSRs issued to France in 2019 are
shown belowo+:

“HEREBY RECOMMENDS that France take action in 2019 and 2020 to:

1. Ensure that the nominal growth rate of net primary expenditure does
not exceed 1,2 % in 2020, corresponding to an annual structural
adjustment of 0,6 % of GDP. Use windfalls gains to accelerate the
reduction of the general government debt ratio. Achieve expenditure
savings and efficiency gains across all sub-sectors of the government,
including by fully specifying and monitoring the implementation of
the concrete measures needed in the context of Public Action 2022.
Reform the pension system to progressively unify the rules of the
different pension regimes, with the view to enhance their fairness
and sustainability.

e.g. Casagrande & Dallago, 2021; Haas etal. 2020.
European Council 2019 18-19.
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2. Foster labour market integration for all job seekers, ensure equal
opportunities with a particular focus on vulnerable groups including
people with a migrant background and address skills shortages
and mismatches.

3. Focus investment-related economic policy on research and innovation
(while improving the efficiency of public support schemes, including
knowledge transfer schemes), renewable energy, energy efficiency and
interconnections with the rest of the Union, and on digital infrastructure,
taking into account territorial disparities.

4. Continue to simplify the tax system, in particular by limiting the use
of tax expenditures, further removing inefficient taxes and reducing
taxes on production. Reduce regulatory restrictions, in particular
in the services sector, and fully implement the measures to foster the
growth of firms.”

Typically, countries receive between two and four recommendations each
Semester cycle. Of the four general recommendations shown above for
France, each one includes multiple separate recommendations. Mostly,
recommendations are relatively broad. It is therefore useful to split up the
recommendations into sub-csSRs. This is done by the European Commission
when itassesses the implementation of the CsRs. In the Commission’s CSR
database, cSRsare listed in their entirety as well as in the form of sub-CsRs.
The list of sub-CsRs for France in 2019 is indicated in Table 4.

For this analysis, the csrs will be analysed at this sub-csR level, allowing
for amore thorough look at the different categories that make up

the recommendations. However, for simplicity the term cSR will be used
throughout the analysis (instead of sub-CSR).
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Table 4 Country Specific Recommendations issued to France in 2019

1.1

1.2

1.3

1.4

2.1

2.2

3.1

3.2

3.3

4.1

4.2
4.3

Ensure that the nominal growth rate of net primary expenditure
does not exceed 1,2 % in 2020, corresponding to an annual
structural adjustment of 0,6 % of GDP.

Use windfalls gains to accelerate the reduction of the general
government debit ratio.

Achieve expenditure savings and efficiency gains across all
sub-sectors of the government,

including by fully specifying and monitoring the implementation
of the concrete measures needed in the context of Public Action
2022.

Reform the pension system to progressively unify the rules of the
different pension regimes, with the view to enhance their fairness
and sustainability.

Foster labour market integration for all job seekers, ensure equal
opportunities with a particular focus on vulnerable groups
including people with a migrant background

and address skills shortages and mismatches.

Focus investment-related economic policy on research and
innovation (while improving the efficiency of public support
schemes, including knowledge transfer schemes),

renewable energy, energy efficiency and interconnections with the
rest of the Union,

and on digital infrastructure, taking into account territorial
disparities.

Continue to simplify the tax system, in particular by limiting the
use of tax expenditures, further removing inefficient taxes and
reducing taxes on production.

Reduce regulatory restrictions, in particular in the services sector,

and fully implement the measures to foster the growth of firms.
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Measuring CSR effectiveness

We are interested in the influence of the CSRs on Member States’ policies
dealing with pension reform. When determining this, it is important to realise
that “itis both global and domestic variables that facilitate and /or inhibit

how these [EU recommendations] will be implemented by the Member States,
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thereby affecting the degree of EU influence™°s. In other words, we would
expect the influence of cSRs on the shape of national policies to vary with

the context. Therefore, itis necessary to analyse both EU and domestic variables
when assessing the processes and actors that lead to or inhibit economic
reforms, including pension reforms. Based on the literature, we have discussed
many of these domestic and EU factors that influence reform progress.

Of course, there are also interaction effects between the variables, since they do
not existin isolation from each other. Assessing the csRsin the light of these
domestic and EU factors can thus serve as an analytical framework for a better
understanding of the influence of CSRs on Member States’ reform policies.

This is how we will analyse the case studies in this working paper. This reflects
the approach taken by Guardiancich and Natali°®.

In addition to influence, the effectiveness of EU policy is a related (but different)
relevant concept. Whereas a recommendation must have been implemented
completely or at least partially to have been effective, a recommendation that
was notimplemented can still have been influential. For example, a stakeholder
mightbe strengthened in their policy position due to a CSR. Even if it does not
lead to effective implementation in the short term, this does constitute influence
and mightresultin successful reform at some later pointin time. Effectiveness is
thus an important component of influence, butitis not the whole story.

In other words, a recommendation that has been effective has by definition also
been influential, but a recommendation that did not achieve its aim and thus was
not effective can still have had an influence. Graziano and Halpern distinguished
two types of effectiveness: policy effectiveness and political effectiveness.

They argued that “the first type of effectiveness is linked to the need that the
policies designed, adopted and implemented at the EU level are effective in the
sense that they are (atleast) producing the expected results™°7. For a CSR to have
been effective in this sense, it must therefore have produced the expected result
of changing a Member State’s policy in the recommended way.

The second type of effectiveness — political effectiveness — has to do with
legitimacy and support, which is based on the idea “that EU institutions will
be politically effective when the overall support (‘legitimacy’) within the
affected political community is favorable”°%. It is difficult to achieve policy
effectiveness without political effectiveness, since the chances of a policy

Guardiancich & Natali2021: 407.
Guardiancich & Natali2021.
Graziano & Halpern 2016:10.
Graziano & Halpern, 2016: 10.
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enduring are reduced without it (as we have seen). While acknowledging the
interaction between these two types of effectiveness, we will primarily look
atpolicy effectiveness when assessing the effectiveness of the CsRs in affecting
national reforms. This is due to the nature of the assessment conducted by

the European Commission, which evaluates policy effectiveness but not
political effectiveness.

A useful toolkit for csR effectiveness is supplied by the European Commission
itself. A csR’s implementation rate is assessed by the Commission the year after
the csrisissued. The Commission also assesses the CSR in subsequent years,
allowing us to track changes in CSR effectiveness over time. In this assessment,
CsRsare scored on five categories. For analytical and statistical purposes, and
following the approach of other studies into CSRs™9, this categorical value has
been translated into a numerical value (see Table 5). Some CSRs are not assessed
. This has been translated into “NA”.

@ 9

or marked with a

Table 5 European Commission measure of CSR effectiveness and the translation into

a numerical value used in this study

EC assessment Numerical value

No progress 0
Limited progress 25
Some progress 50
Substantial progress 75
Fully implemented 100
Not assessed/No input to add, - or a blank NA

109

The implementation scores provide an indication about how well reforms

are carried out, allowing us to evaluate CSR implementation over time, or to
compare implementation rates between countries or across policy domains.
Low implementation scores would indicate that the CSR was not very
effective atleading to reform. Of course, when a reform is in fact implemented
(whether entirely or in part), this does not prove that the European Semester
is the cause of the reform (or lack thereof). Ifa csRr is followed up by a country
and fully implemented, is this due to the Semester or was this reform going

e.g. Efstathiou & Wolff2018.
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to happen anyway? And if a recommendation is not implemented (or only
implemented in part), does that automatically mean that the Semester was
notinfluential?

Analysing the EU assessments gives us a first impression, buta good
understanding of the role of the CSRs in national reforms requires a more
detailed and qualitative assessment. Therefore, we will look more broadly at
the influence of the csRrs in the qualitative part of this working paper. Many of
the various factors of reform that were outlined in section 2 can be affected

by csrs, without this directly having an outcome that can be measured
through effectiveness. For instance, stakeholder positions or the public opinion
may have been influenced, potentially with downstream implication for future
reform attempts. Examining pension reform processes through case studies can
therefore give us a fuller understanding of CsSR effectiveness and influence, and
of the interplay between European policy coordination and the national-level
reform factors discussed in section 2.

For our quantitative analysis, we compiled all the cSRs issued to all Member
States between 2015 and 2020. We subsequently identified all csRrs thatare
related to pensions. In addition, we also identified cSRs related to other aspects
of population ageing, specifically (1) general population ageing, (2) long-term
and elderly care and (3) labour participation. To identify relevant CSRs, we
followed an approach pioneered by other studies into CSR effectiveness™°.
These studies all grouped CSRs into categories relevant for analysis or coded
according to the presence or absence of the topic at hand. For this study, a
similar approach was taken, coding for the presence and absence of references
to pensions and pension systems. In this study, we analysed csrissued
between 2015 to 2020, covering the period from the installation of the Juncker
Commission to the last published recommendations that were not overly
affected by the covip-19 pandemic®. This starting point of analysis allowed
for the incorporation of a couple of Semester cycles before the introduction

of the Pillar of Social Rights in 2017. In the period under review, 2015 to 2020,
this resulted in a total of 1,728 sub-csRs for all Member States.

The progress toward implementing the recommendations can be tracked through
the assessment scores. We also used these scores to analyse general trends and to
compare effectiveness across policy domains and countries, as well as over time.
We used the statistical programming language R to analyse and visualise the data.

e.g. Guidi & Guardiancich 2018; Azzopardi-Muscat etal. 2015; Rainone 2022.
Generally, only the first recommendation of all countries in 2020 specifically concerned response to
the coviD-19 pandemic.
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Qualitatively assessing CSR effectiveness mechanisms

The initial quantitative analyses revealed several typical patterns of CSR
effectiveness (or lack thereof), which we will discuss in more detail later in
this working paper. To allow for a qualitative interpretation of the broad trends
identified through this quantitative analysis, we selected five CSRs for more
detailed qualitative analysis. Specifically, we analysed CSRs in the domain

of pensions issued to Belgium, the Netherlands, Italy, Germany and France.
Five criteria were used to select these countries and CSRs.

First, the selected csRs must have been assessed during the study period for at
least three years. This allows for evaluation of government actions in response
to a CSR over a medium to longer time period, including (at least to some extent)
evaluation of reform endurance. This is important because CSRs show highly
divergent patterns of implementation over time, as we will show. For instance,
some are implemented almost immediately, or gradually over multiple years,
while in response to other CsRs no policy change occurs whatsoever. In some
cases, where implementation scores decrease again after some time, reversal
even occurs. By consequence, the second criterion was that these key patterns
of implementation (quick implementation, gradual implementation, no effect
and reversal) were present among the case studies analysed. Third, cases

were chosen from different countries with different rates of ageing™* as well

as different types of pension systems™. Fourth, we ensured the three most
populous EU Member States Germany, France and Italy were included, given
their importance in EU decision-making. And fifth and last, importance to the
Netherlands (i.e. geographic proximity or economic ties) was a factor, given that
this study is part of a wider WRR project on the effect of an ageing Europe on
the Netherlands.

We followed the approach taken by various studies into CSRs, such as Ethmanis
in his study of Latvian economic policy and the influence of EU economic
policy targets"+. Eithmanis conducted in-depth process tracing based on public
policy documents, interviews with officials in both Brussels and Riga and
press sources. Louvaris Fasois also conducted his research on pension reforms
in Belgium using a similar process-tracing approach, combining secondary
literature, primary EU and national documents and interviews with actors at
both levels®s. Lastly, conducting an analysis of the case studies using factors
thatare relevant for the implementation (or not) of pension reform reflects

European Commission 2021.

OECD 2021.

Eihmanis 2018.

Louvaris Fasois 2018. 116
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the tracing of the reform process that was conducted by Guardiancich and
Natali when tracing German and Italian pension reform paths"®. A combined
and adapted form of these different methods was used for the current study.
The case studies we explored are reliant on public policy documents as well

as other (secondary) literature on the topic of ageing and pensions in the
countries concerned. Due to time constraints, we could not conduct interviews.

When analysing the case studies, we used Tables 1-3 from our literature

review to identify the presence or absence of relevant factors for each case.

The influence exercised on reforms through the EU and the Semester is both a
category on its own (see Table 2), as well as a factor that can indirectly influence
domestic reform factors. This allowed us to evaluate which different factors had
an influence on implementation (or lack thereof) and if the EU or cSRs itself
were a factor in the reform (or lack thereof).

For each case, we will first contextualise the specific CSR, including a
description of the pension system of the country in question. The assessment of
the European Commission over the years is also presented. Subsequently, the
attempted pension reform is analysed. Our first step was to consult the country
reports of the European Commission and, where relevant, the National Reform
Programmes that Member States submit each year. We then gathered further
information on attempted reforms from academic literature concerning these
specific reforms, from government documents and from news articles on the
process, especially for more recent events. Where applicable, pension reforms
enacted before the CSR was issued were also analysed, for instance when these
affected the trajectory of reform after the issuing of the csR.

Guardiancich and Natali 2021.
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Quantitative analysis: CSR effects, 2015-2020

This section will present the general trends that can be seen in the data of
all csrsissued between 2015 and 2020, including the results of the analysis
of the csrsissued to all Member States (excluding the United Kingdom)

in this period. The trends examined include the number of pensions-related
csRsissued to Member States. Where we discuss assessments, these are the
overall and pension-specific assessments of these CSRs after either one year,
or in some cases over multiple years.

Number of CSRs

Figure 2 Total numbers of CSRS and pension-related CSRs across all
EU Member States

—

/

—_— /

————

2015 2016 2017 2018 2019 2020
—— Pension-related CSRs = All CSRs

Figure 2 shows an overview of the total number of CSRs issued to Member
States between 2015and 2020. Overall, the total number of all cSRs across

all domains has increased since 2018, reflecting an increasing aspiration
towards policy coordination at the European level. The blue line shows the
number of these CSRs that we coded as being related to pensions. This shows
that recommendations related to pensions are a relatively small and declining
proportion of all issued cSRs. The number even dropped to zero in the

year 2020. This is particularly notable given that the total number of CSRs
over the same time increased and given the increase in population ageing

(see Figure).
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Figure 3 Total number of CSRs issued to selected EU Member
States over time
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The number of CSRs issued per country varies over the years. Figure 3 shows
the number of CSRs for the EU Member States included in our case study
analysis and for the EU average. Since other EU Member States are not shown,
the totals do not add up to the numbers in Figure 3. The number of CSRs issued
to countries varies greatly among Member States and between years, butas
before, an overall upwards trend can be observed from 2018 onwards.

Figure 4 Total number of CSRs issued to selected EU Member States
in five categories

20

Belgium France Germany Italy Netherlands

m Ageing generally m Long-term and elderly care
m Pensions m Life long learing
m Labour market participation
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Figure 4 shows the number of recommendations that we classified as relating
to anumber of policy domains relevant for population ageing over the five
years under review. We again focused on the countries included in the

case studies and drew a number of conclusions. First, we observed thatitis
relatively uncommon for either pension or lont-term care policy to be the
subject of cSRs for all countries, particularly when compared to labour market
participation and (to a smaller extent) to lifelong learning. This reflects the
historically limited role of EU coordination in the areas of pensions and care.
All countries received the most recommendations in the field of labour
market participation. Substantially fewer csrRs addressed ageing and pensions,
with most countries only receiving three recommendations related to pensions
over the years - less than one per year. We also observed that when summing
all visualised CSR categories, all analysed countries received a similar number
of csRs, ranging from 31 for Italy to 34 for France. The exception here was the
Netherlands, with only 25 recommendations. This is also reflected in the total
number of SR across all policy domains, which was highest for Italy (94)

and France (80) and lowest for the Netherlands (46) across the 2015-2020
period (data not shown).

Assessment of CSRs after one year

Figures 5 (left) and 6 (right) Annual assessment across all countries of
all CSRs (left) and of pension-related CSRs specifically (right)

u B m

All CSRs Pension-related CSRS

m Full Implementation Limited Progress
m Substantial Progress ~ m No Progress
Some Progress Not Assessed

Assessments for all CSRs issued
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Asdescribed, csrs are assessed by the European Commission on a scale from
‘no progress’ to ‘fully implemented’. The annual assessment is conducted the
year after the CSR was issued, while the multiannual assessment continues
tracking the CSR over the years. This section of our analysis evaluates only the
annual assessment of CSRs. We will study the longer-term success or failure of
reforms using the assessments over multiple years in the next section.

Figure 5 shows the range of assessment of all the 1,751 CSRs issued between 2015
and 2020 to all EU Member States. Most CSRs were assessed as having made
limited progress (41%) or some progress (39%). At1%, ‘full implementation’
was the least likely assessment after a year, while 9% of csrRs showed no
progress whatsoever. Looking at only the 83 pension-related CSRs issued to

all countries in the same period reveals that these were assessed considerably
lower (Figure 6). We saw that 34% of all pension-related csrs had made no
progress after a year, and 45% only limited progress. Nota single pension-
related cSR had been fully implemented after a year. This pattern probably
reflects the general political sensitivity of pension reforms and potentially the
long build-up period required for pension reforms to be successful (see Table 1).

Figure 7 Average annual assessment across all CSRs (red) and
pension-related CSRs (blue). There were no annual assessments
issued of pension-related CSRs in 2020.
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Assigning a numerical value to these assessments (see Table 5) allows us

to calculate an average and plot this over time. This is shown in Figure 7, in
which csrs that were not assessed are excluded. This figure first confirms the
considerably lower average success of pension reforms compared to all CSRs.
Over the whole time period, the average pension-related CSRs scored 21.1,i.e.
just below ‘limited progress’, while the average across all CSRs was 36.5, i.e.
between ‘limited progress’ and ‘some progress’. Looking at the trends across
time, we saw stability in terms of the assessment of CSRs in general. Acrossall
CSRs, there was a slight dip in 2018, followed by an increase in compliance in
2019 and particularly in 2020. In general, however, the difference between years
remained small.

The main trend was therefore stability, with implementation not greatly
increasing or decreasing. This suggests that external economic and political
circumstances — which varied substantially over this five-year period — did
not necessarily have a substantial impact on the implementation of CSRs on an
aggregate level. This matches suggestions from the literature that short-term
economic cycles may not be particularly important for the success or failure

of pension reforms (Tompson, 2009). For pension-related CSRs, we observed
asmall decrease in implementation from 2015 to 2016, followed by stability.
The low implementation rate may be because pensions and pension reform
are so-called ‘tinderbox issues’ and highly contentious'”. Considering this, it
is perhaps not surprising that CSRs on this issue were implemented poorly.
Another potential explanation for low implementation scores is that pension
reforms generally take (much) longer than a single year. However, as we have
seen in the case studies and will see in the multiannual assessments which track
the same cSRs over multiple years, increasing implementation over time is far
from the typical pattern.

The assessment of CSRs in general, including of pension-related CsRs, also
varied by country. This is shown in Figure 8. For all csrs, France had the
highestaverage implementation rate, followed by the Netherlands and Italy.
Most selected countries had a similar average assessment of CSRs in general.
When just examining the CcSRs that were related to pensions (Figure 9), the
average assessment fell in nearly all countries except France. Most striking

was Italy, which was assessed as having made ‘no progress’ on all CSRs issued
related to pensions, while scoring reasonably high on implementation for
general csrs. This indicates that, in general, Italy was reasonably compliant
with recommendations through the European Semester, but not on the issue of
pension reforms. The average implementation rate for CSRs related to pensions

Guardiancich etal. 2022.
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also dropped over 13 points for the Netherlands, however. After Italy, this was
the second largest difference in implementation between CSRs in general and
pension-related csrs. For the EU on average, this difference was 15 points.
When interpreting these numbers, we have to consider that the total number
of pension-related cSRs was low for most countries, so sample sizes were low
(Figures).

Figures 8 (left) and 9 (right): Average assessment of all CSRs (left) and
pension-related CSRs (right) across selected EU Member States and for the EU
on average across CSRs

All CSR Pension-related CSRs
m Belgium  m Germany  m Netherlands
France m ltaly m mean EU

Assessment of CSRs over the years

The last part of our quantitative analysis concerns the multiannual assessment
of the csrs. While in the previous analyses we looked at the assessment after
one year, CSRs are re-evaluated each year. This can tell us if the uptake of
suggestions through the European Semester improves over time. This would be
expected if some of the reform factors apply, such as the pace and sequencing of
reform as well as attempted previous reforms (Table 1). Alternatively, reforms
could stall or even go in reverse (see Chapter 2 and Table 3). To be able to see
trends over multiple years, this multiannual assessment shows the results

of the recommendations issued in 2015. This allows for a sufficient period of
assessment after the initial suggestion.
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Figures 10 (left) and 11 (right): Average assessment over time
for all CSRs issued to selected EU Member States in 2015 (left)
and for all pension-related CSRs in 2015 (right)
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Figure 10 shows the average assessment of all the csRs issued to the selected
case-study countries in 2015 and changes over time. The general trend seems to
beaslightincrease in average assessment. However, there were also exceptions
to this, with some country’s average assessment score for the 2015 CSRs
decreasing after some years. Most notable here is Belgium, with an initially
high assessment score that subsequently fell between 2019 and 2021. Italy also
showed a trend of better implementation scores followed by a decline. These
results highlight how policy reform is nota linear process and is continuously
subject to re-evaluation and sometimes reversal.

Figure 11 focuses on only the 2015 CSRs relating to pensions. Again, the stark
drop in the assessment of Belgian CSRs is interesting, indicating that the

trend for the specific pension recommendation was one that was also true

for other csR categories. The late increase by the Netherlands possibly shows
that reforms recommended in a CSR can still be implemented after years

of stagnation. This shows the limitations of only looking at an assessment

one year later. Although the cSRs were initially envisaged to be implemented
within a year, in practice this may not be achievable in many cases. [taly is
missing from the right-hand figure, since it did not receive any pension-related
CSRsin 2015.

4.4
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CSR effects: findings

The above findings show that the number of csrs related to pensions in the
period studied was low. In terms of the average assessment of implementation,
we saw stability: this did not change much between 2015-2020, although there
was a slightincrease in 2020. Notably, the average assessment of CSRs related to
pensions was considerably lower than that of other csrs. This probably reflects
their politically contentious nature and potentially also the long time period
required for pension reforms to be successful (see section 2).

Focusing on specific countries, France showed the most progress in
implementing CSRs based on average assessment. This was also true for
recommendations related to pensions. For all countries, implementation of
pension-related cSRs was lower than for other csrs. This was particularly the
case for Italy, which made ‘no progress’ on all csrsrelated to pensions when
measured annually, while scoring well on annual csrs in general. To a much
smaller extent, the same was true for the Netherlands.

The multiannual assessment shows that countries often improve the
implementation of CSRs over time. However, a reduction of the assessment
score is also possible. There is not one clear trend across countries, especially
where it concerns csRrs related to pensions. At the country level, however, we
observed several distinct patterns in the multiannual assessment. Specifically,
we found patterns of gradually increasing compliance, cases of reform reversal
(initial compliance that was later reversed), quick compliance and also complete
or almost complete stasis. We will study and illustrate these patterns further

in the next section by means of case studies. With the csRs selected as case
studies, we sought to represent the range of different reform patterns seen
aftera csR has been issued (see Section 3.4.2 for further justification of the
selected cases). Each case represents an archetype as seen in the data. The first
case is an example of apparent progress and then regression in the assessment

of implementation. The second shows interrupted progress. The third case study
illustrates the trend of static, no progress. The fourth represents slow progress.
The fifth case is a case of static, limited progress.



50

5.1

100

75

50

25

Influences of European policy coordination on national pension reforms

CSR effectiveness trajectories: case studies

Case study 1: Belgium: apparent progress and then regression

The first case that we will examine is the case of a CSR received by Belgium

in 2015 recommending the linking of the retirement age to life expectancy:
“Complement the pension reform by linking the statutory retirement age to

life expectancy.” (Belgium, CSR 1.2 issued in 2015). The pattern that made this
csrstand out from the rest is how it was assessed as fully implemented by
the Commission after two years. After this, it shifted back to limited progress
from 2020. This shiftis shown in Figure 12.

Figure 12 Assessment over time for Belgian CSR 1.2, issued in 2015

/ \ Full implementation

/ \ Substantial progress

\ Some progress

Limited progress

No progress
2016 2017 2018 2019 2020 2021

This shows reforms can be undone, and progress (or even full implementation)
ofa csr fora couple of years does not mean that it can be seen as completed.
Even so, these data do not tell us what happened to make these shifts occur
and whether the European Semester had any impact on this process. We will
therefore take a more specific look at the events that took place in Belgium
surrounding this pension reform. We will start by briefly outlining the
Belgian pension system, followed by an examination of reforms that took
place and the political and policy processes behind these. Following this, we
will use the factors presented in Tables 1, 2 and 3 to understand what affected
this process, with a specific focus on the effect of the European Semester on
reform progression.
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The Belgian pension system

Belgium’s complex and multilayered governance structure is reflected in its
welfare and pension system. While social security is a federal matter, many
systems are governed at the regional level. Due to this structure, social policies
generally do not change as a consequence of big legislative interventions, but
rather incrementally. Additionally, the social partners are powerful and have

a high degree of autonomy in social security issues. Particularly relevant when
analysing pension system change is the fact that much of the welfare system is
not codified in law, but is set outin royal and ministerial decrees. These decrees
do notrequire parliamentary approval and make the welfare state relatively easy
to change. As aresult, small, seemingly technical changes take place that can

be difficult to observe for outsiders, but cumulatively amount to meaningful
reforms over time"®. The most important element in Belgian welfare state
reform over the past decades has been cost containment, as is the case in many
other European countries. Compared to others, Belgium spends a large amount
of GDP on social expenditure, namely 29.1% in 2015, compared to 20.1% in the
OECD on average. The same is true for pension expenditure: a total of 9.7%

of GDP was spent on old-age pensions in 2015, compared to an average of 7.4% in
the OECD on average™.

When it comes to pension policy, the Belgian system is based on three pillars.
The first pillar is mandatory and takes the form of a pay-as-you-go (PAYG)
publicly financed pension. Itis supplemented with a second pillar of voluntary
occupational pensions and a third pillar of private pension schemes. The first
pillar consists of three different public regimes for wage earners, the self-
employed and civil servants. The design of this first pillar is co-governed with
the social partners. Pension benefits are dependent on the duration of a career,
earnings over the years and the composition of the household. Time spent on
activities seen as ‘equivalent’ to work counts towards pension entitlements.
This includes time spent on unemployment benefits or disability benefits.
Over the years, more and more people have become entitled to a pension. At the
same time, maximum pension benefits have decreased for those with above-
average earnings, thus becoming a smaller factor of past earnings. Additionally,
since the 1980s pensions have not been index-linked to wages, but to prices.

As wages have grown faster on average than prices over this period, this
hasresulted in a decrease in the value of pension benefits relative to average
living standards. However, additional measures were introduced in the early
2000s to keep pensions up to date with salary increases. A minimum income
guarantee for the elderly ensures that there is a minimum level of adequacy

Marx & Van Cant 2019.
OECD 2017.
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forall®*°. This ensures relatively high replacement rates — the pension income
foran average person as a percentage of the prior income when not yet retired —
for low incomes in Belgium™'.

A particular vulnerability of the Belgian pension system is the many early-exit
options for workers, leading to one of the highest early-exit rates in the EU.
Recentreforms have attempted to address this fact'»>. Furthermore, Belgium has
one of the costliest pension systems in the EU and these costs are expected to
rise substantially over the next decades, widening the gap with other countries.
While pension spending is expected to rise by 1.2 percentage points on average
by 2045, thisis 2.9 for Belgium2. This serves as an explanation for why Belgium
has received numerous pension-related recommendations over the years.

Belgian pension reforms

While the projections for pension spending in Belgium are not optimistic as
of 2023, reforms have been enacted in recent years. In 2015, the year this CSR
was issued to Belgium, substantial pension reforms were introduced. The most
significant reform was an increase in the retirement age to 66 in 2025 and to
67in 2030. A measure was also introduced to increase the earnings of elderly
workers specifically: income earned through employment for those above
the age of 65 or for those who have worked 45 years or more would no longer
be subject to alimit. Another change was the increase in the age requirement
for survivor’s pensions from 50 to 55 years. Lastly, the public pension scheme
is being broughtin line with that for private-sector employees, specifically
reducing the number of years of study that count towards the minimum
career length for early retirement. These reforms were not without resistance,
resulting in strikes, demonstrations and protests by the trade unions'+.

The reforms were part of the Belgian governmental agreement for 2014—2019
and were implemented relatively early into the government’s term of office
(as outlined in the literature, the so-called ‘honeymoon’ period - see Table

1). However, this was not the end of the need for pension reforms. One of the
most contentious points was the linking of the statutory retirement age to

life expectancy, as recommended by the European Commission in this CSR.
Such alinking of the retirement age to life expectancy is a form of stabilisation
mechanism that automatically contributes to pension system sustainability

Marx & Van Cant 2019.
OECD 2023.

Marx & Van Cant 2019.
European Commission 2021.
Marx & Van Cant 2019.
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without requiring repeated (and possibly contentious) political action. Despite
the increase in the retirement age in 2015, however, linking the retirement

age to life expectancy was notimplemented. However, this does not mean
that there was no debate on this topic during and after the implementation of
other reforms.

In 2013, the Belgian government set up a Commission for Pension Reform
2020-2040. The Commission’s task was to consider the social and economic
sustainability of the pension system in the medium to long term and to
evaluate what reforms would be necessary to achieve this. The Commission
consisted of 12 experts from various disciplines. A main finding was that
structural change was necessary, in contrast to the parametric reforms that
had taken place in the Belgian pension system up until that point. It was also
necessary from a long-term perspective to keep reforms outside of the grip of
short-run political turmoil. The Commission’s proposal for such structural
reform included a points-based system in the first (PAYG) pillar of the pension
system as well as an automatic adjustment mechanism. Automatic adjustment
mechanisms consider the effects of increasing life expectancy and can therefore
(to a certain extent) be seen as ‘putting pensions on autopilot’. Many other
OECD countries had already introduced automatic adjustment mechanisms at
this point®s.

The Commission’s proposals sought to balance economic and social
sustainability, since only focussing on economic sustainability can lead to
problems with inadequate pensions and undermine the intergenerational
solidarity of pension systems (credible and adequate pensions for future
generations). The concept of the points-based system is at the heart of
achieving this intergenerational equity and solidarity**°. It would mean a shift
from calculating pensions based on gross wages to calculating points that
are accumulated each career year, based on income. Once retirement age is
reached, their value is multiplied by a ‘pension-point value’ which converts
to a pension payment. This system would be both more transparent and
make it less complex to safeguard adequacy, because it would ensure that
pension income was proportional to the average income of the working-age
population'”. Another advantage from a financial sustainability perspective
is that the pension-point value can be adjusted over time to reflect the

ratio of workers to pensioners, meaning that pensions would fall with
increasing population ageing. This factor can then in turn be coupled with,

Schokkaertetal.2018.
Schokkaertetal.2018.
Schols2022.
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for example, life expectancy, reducing pensions in response to changes in
balance between pensioners and workers and thereby creating an automatic
adjustment mechanism. The individual points-based system also means that
the amount of pension that will be received is transparent'2®. Important to note
is that this structural change would also prevent each new Belgian government
from having to carry out parametric reforms, which would help limit political
and social tensions regarding pensions.

The Commission published its findings in 2014 and reforms were enacted by
the Belgian governmentin 2015. The coalition government agreement, signed
in 2014, planned for the introduction of the points-based system, which would
be voted on during the government’s term and start from 2030. Automatic
linking of the legal pension age to life expectancy would have been achieved
through the introduction of the points-based system, since this would enable
an automatic adjustment mechanism taking life expectancy into account.

In practice, however, other reforms (described above) were enacted in 2015,
such as the increase in retirement age. These included the Commission for
Pension Reform’s suggestion for a bonus for elderly workers (which aims

to incentivise longer working lives), but not the more substantial points-
based system. In May 2018, the minister for pensions, Daniel Bacquelaine,
suggested thata decision on the points-based system could be passed to the
next government'®. He claimed that the current reforms would already save
Belgium 2% of GDP by 2060, but that more still needed to be done®°.

Ultimately, further reforms were not passed in the remainder of the term of
this government, and neither were life expectancy and retirement age linked.
The subsequent government (De Croo) was formed in October of 2020,
following elections in 2019. That same year, the OECD recommended a linkage
of the retirement age for Belgium to life expectancy once again®'. Reforms
passed in 2022 established a minimum of 20 working years to receive a basic
minimum level of pension and higher pensions for those working after
retirement age, yet more substantial reforms have not occurred.

FOD Sociale Zekerheid 2014.
Pacolet 2018.

D’Hoore 2018.

De Tijd 2020.

VRT 2022.
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CSR effects on Belgian pension reforms: analysis

Based on the development of pension reforms in Belgium and the European
Commission’s 2015 CSR, the most pressing question is: why was the CSR
ever assessed as fully implemented? After all, while there was a movement
towards a points-based system with automatic adjustmentin 2014-2015,
this never materialised.

In 2016, the Commission assessed progress on the Belgian CSR in the county
reportas follows:

“Some progress has been made in linking the retirement age to

life expectancy. The federal parliament adopted the last part of the
pension reform agreed in 2014, notably an increase in the statutory
retirement age to 66 years in 2025 and 67 in 2030. On the other
hand, no automatic or semi-automatic link has been introduced to
adapt the pension age or other parameters further to take account
of demographic changes. The government is considering introducing
a points system which would facilitate parametric changes.”
(European Commission, 2016b)

In the following years, from 2017-2019, the CSR was assessed as being fully
implemented, but the Commission does not offer any explanation for

its assessments. Therefore, we have no information why this particular csr
was assessed the way it was in this period. Whatis abundantly clear is that
there has been no implementation of a link between life expectancy and

the pensionable age since 2016. Other (smaller) changes were made to the
pension system, but nothing as substantial as the measures introduced in 2015.
The conclusion seems warranted that, in it its positive assessments of this CSR
over the period 20162019, the European Commission was responding more
to the general direction of travel envisioned in the coalition agreement at that
time, rather than to the actual implementation of the CSR’s specific content.
In that sense, the assessment ‘full implementation’ seems to have been
premature and may have contained an element of wishful thinking or perhaps
political expedience. When in it became apparent in 2019-2020 that the
major reforms expected and in particular the points-based system were not
forthcoming, the European Commission changed its assessment from ‘full
implementation’ to ‘limited progress’.
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This still leaves the question: did the cSR have an impact on the reforms or
discussions that did take place? What reform factors discussed in our literature
review in section 2 are potentially at play here? Based on the developments

in Belgium, we can see that the csRrreflected debates already taking place in
Belgium at the time. The Commission for Pension Reform 2020-2040 had
already suggested alink between life expectancy and pensionable age, and

the coalition agreement, signed in 2014, had expressed the intention to act

on this. We can therefore see that the 2015 SR closely aligns with ongoing
national debates. This ties in with national ownership as a condition thatis
necessary for successful reforms (Table 1): a reform is more likely to occur when
an EU recommendation lines up with national priorities. Another key aim

of the European Semester is the promotion of learning processes where best
practices from elsewhere influence the national debate. In line with this, in its
country reportaccompanying the CSRs, the European Commission repeatedly
points out Belgium’s high amounts of spending - contrasting it with other

EU Member States. These data, along with data from other EU Member States
collected by the OECD, were subsequently used to support the reasoning

of the Commission for Pension Reform in drafting its advice for reforms.

This highlights the importance of learning from best practices elsewhere.

The authority of this Commission, as well as of international institutions, could
also mean that reform is more readily accepted by the public (Table 1). Even so,
while various politicians claimed that the reforms enacted in 2015 were justa
first step and these reforms were not nearly as substantial as the Commission
recommended, there was no further serious attemptat further reform. Perhaps
this has to do with the concept of a window of opportunity: the government
had already agreed to more limited pension reforms in its coalition agreement
and implemented these soon into its term. Subsequently, reform may have
become more unlikely as the next elections approached.

Ultimately, it can be concluded that the csR for Belgium had little impact on the
subsequent reform trajectory. Mostly, the CSR was issued after the large pension
debate in Belgium had passed and interest in linking the retirement age to life
expectancy had dwindled domestically. For this reform attempt, therefore, the
csrRwas following rather than leading the national developments and debate.
The topic did not disappear from the political agenda, however, given that the
next government did once again adopt modest reforms in 2022. This time,

the influence of the EU mightlook different. In January 2023, the EU decided

to delay payment of over 800 million euros from the cOviD-19 recovery

fund (the RRF) in response to the failure of the government to implement

more stringent reforms outlined in Belgium’s recovery and resilience plan®3.

Moller-Nielson 2023.
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This added conditionality can lead to very real incentives to carry out the
complete plan, as opposed to the incomplete adoption of reforms in 2015
(Table 2). It remains to be seen if this will drive successful pension reforms
going forward.

The csRissued to Belgium overlapped with debates taking place at the national
level, as the 2014 coalition agreement had expressed the intention to act

on linking the retirement age to life expectancy. However, despite pension
reform being a topic that was prominently on the national agenda, the CSR
was ultimately notimplemented. This can have to do with the quick shifts
occurring in national priorities. In the Belgian case, factors other than EU
policy coordination were certainly significant for the lack of implementation
of the csR. In particular, the notion of a suitable ‘window of opportunity’

for reform to happen seemed applicable. When the topic of linking retirement
age to life expectancy was prominently on the agenda, other, smaller reforms
(linked to reform ripeness) were made by the government instead. Once this
was done, the government was already further alongin its term and passed the
decision on retirement age and life expectancy to the next government, having
missed the window of opportunity.

Case study 2: the Netherlands: interrupted progress

The second case we will analyse is an example where the progress in CSR
implementation was momentarily interrupted before it was resumed with a
subsequent upward trend.

This case concerns CSR 3.1, issued to the Netherlands in 2016:

“Take measures to make the second pillar of the pension system more

transparent, inter-generationally fairer and more resilient to shocks™3%,

Can this cSR be seen as an example of relevant success due to the upward trend
after an initial downfall in 20182 The shifts that occurred in the assessment of
this csr are shown in Figure 13.

European Commission 2016c¢.
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Figure 13 Assessment over time for Dutch CSR 3.1, issued in 2016

Full implementation

Substantial progress

/ Some progress
\/ Limited progress

2017 2018 2019 2020 2021

No progress

The Dutch pension system

The Dutch pension system has three main pillars: (1) a flat-rate state pension

in the first pillar, which is financed through taxes (PAYG), (2) occupational
pension schemes which are capital-funded and (3) individual saving schemes®s.
The first-pillar state pension (known as AOW) is available to everyone who lives
or works in the Netherlands and the amount is dependent on the minimum
wage®°. While there is no statutory obligation, the second pillar of the pension
system can be considered quasi-mandatory, since over 9o% of employees are
covered'”. Most common for occupational pension schemes is that the employee
pays 1/3 and the employer pays 2/3 of the contribution to the scheme. Individual
saving schemes can include life insurance and are especially targeted at the self-
employed who are not covered by the second pillar of the pension system?8.

The combination of these private and public pension schemes makes the

system relatively resilient in light of demographic change®?. This is particularly
a consequence of the substantial pension reserves amassed in the second,
occupational pillar, which contained savings equivalent to 150% of GDP in
2021*° compared to 32% on average for the EU*#. As aresult, the Netherlands
spent 6.5% of GDP on public pensions in 2009, while the EU average was 9.9%'4*.
At the same time, the net replacement rate (a good indicator of how well a
pension system replaces earnings) is high at 89.2%, compared to 67.6% in the EU
asawholes.

OECD 2021.

Rijksoverheid n.d.

OECD 2021.

Rijksoverheid n.d.

Van Gerven 2019.

OECD 2023.

WRR2024.

European Commission 2021.
OECD 2021.
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Dutch pension reforms

While the system may seem relatively robust when looking at these indicators,
reforms have occurred over the years to ensure sustainability in the future.
These reforms have concerned pensions in both the first (public) and the
second (occupational) pillars. For the first pillar, the main reforms included
the increase in the retirement age from first 65 to 66 and after that in steps to
67 years. These were introduced by the Rutte [ and II governments (2012-2017).
In June 2015, the House of Representatives adopted a proposal to link the
retirement age to life expectancy on a one-to-one basis by 2022. This was met
with fierce opposition'#+. In the pension accord of 2019 this was reversed, and it
was agreed that for every gain in life expectancy of 4,5 months, the retirement
age will increase by 3 months*s. This would keep the proportion of working
years out of the total life expectancy roughly the same.

For the csrin this case study, however, developments related to the second
pillar are of greater practical importance, given the importance of the second
pillar within the Dutch pension system. The credit crisis, low interest rates

and investment losses brought attention to the vulnerability of these funds®.
Furthermore, an ageing population and the associated increase of retired people
compared to working age people also have an impact on the second pillar.
Forinstance, in cases when the financial markets are not doing well, population
ageing limits the extent to which pension benefits can be funded through an
increase in contributions from the working-age population. This makes it more
difficult to credibly guarantee pension amounts. Additionally, the system is not
generally perceived as transparent, with it not being clear how much is saved for
an individual’s pension and how this depends on returns on financial markets.
Also, different age groups are generally willing and able to bear different risks
when it comes to pensions'#, which was not reflected in the system. A last
problem concerns the self-employed and the flexibility of the labour market.
This flexibility has increased over the years and these changes can have negative
effects on the build-up of pensions, especially for younger workers*S.

Van Gerven 2019.

Rijksoverheid 2022.

Van Gerven 2019.

With younger age groups generally preferring more risky but more lucrative investments, and risk
appetite generally decreasing as people age.

Knoef & Goudswaard 2022.



60

149
150
151

152

Influences of European policy coordination on national pension reforms

Forall these reasons, the second pension pillar has been a topic of debate

in Dutch politics and society for a long period. In fact, the shortcomings of

the current system have been discussed in the Netherlands for decades. Itis
important to note that reforms of the second pillar have often gone hand in
hand with reforms of the first pillar. This is due to the interplay between the
firstand second pillars in the Dutch system — with both working in tandem to
protect the incomes of pensioners. In 2004, the Bureau for Economic Policy
Analysis (cpB) had already issued a document on the risks facing the pension
system and how to keep it strong in the face of demographic and financial
shocks™9. That same year, the trade unions blocked a proposed reform to
increase the pensionable age. In the following years, there was much discussion
and debate between unions, the government and employers’ associations.
This cumulated in a radical new pension agreementin 2010. This linked the
occupational pensionable age to that for public pensions and coupled pension
payments to returns on investment as part of the occupational pensions,
leading to less certainty about pension amounts. There was substantial
opposition to this reform as well, with a leading trade union characterising
these reforms as a “casino pension”. The fact that an agreement was reached
between all the parties in 2010 was nevertheless seen as a success for the Dutch
polder model, which is based on a method of consensus decision-making?s°.

However, the agreement did not last. It was quickly overtaken by the realities

of the economic crisis, which prevented the planned implementation of some
of the reforms while necessitating a faster increase in the pensionable age's'.

In 2014, the government started a national pension dialogue to discuss the
fundamental aspects of the pension system. One of the aspects of this dialogue
was to ask the Social and Economic Council of the Netherlands (SER) for advice
about the future of the pension system. Over the next couple of years, the SER
published various documents and advice to shape discussions surrounding

the topic. In 2015, the first advice was published, in which the sERr developed
multiple different future scenarios for the pension system. The scenario that
was considered most desirable involved a new type of pension scheme in which
personal pension assets are combined with collective risk sharing. The idea is
that this keeps the strength of the existing system, such asits collectivist nature
and risk sharing, but introduces more transparency and customisation for the
individual’s®. The following year, in 2016, the CSR that encouraged reform of the
second pillar of the pension system was issued. The same year, a new pension

Westerhoutetal.2004.
Tamminga2019.
Tamminga 2019.
Goudswaard 2020.
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premium scheme was introduced, which was implemented as of 1 September.
Briefly put, this reform allowed for more flexibility in the investment of
pension capital after the distribution phase had commenced, meaning pensions
could become more variable's:. In July of 2016, the government wrote a note

to parliament (perspectiefnota or perspectives memorandum) that indicated
several different options for possible reforms, reflecting a changing labour
market and the uneven distribution of pension savings between generations.
These options reflected those that the SER developed in its advice. However,
while the note was meant to inform parties of the various options, choices were
left to the next government (elections were to be held in March the next year)s+.

In March 2017, elections were held and in October the coalition agreement
for the Rutte I1I government was agreed upon. In the coalition agreement,
the recommendations made by the SER on a change to the pension system
were considered a realistic direction for change'ss. Furthermore, a goal for

the beginning of 2018 was agreed upon to achieve consensus on the main
features of a new system, in which the second pillar of the pension system
included personal pension deposits and collective risk sharing. However, this
deadline was not met, and questions arose as to whether personal pension
deposits would make the system more resilient. Also, one of the biggest trade
unions wanted to include more issues (such as freezing of the retirement age)
in discussions?s®.

Throughout 2018, pension negotiations between the social partners and

the government continued, headed by Minister Koolmees of Social Affairs
and Employment. In November, the negotiations failed, with the different
stakeholders still too far apart on various issues, including the retirement

age, pensions for the self-employed and questions related to pension
contributions'. Later, in May 2019, the pension negotiations resumed. Since
the government had lost its majority in the Senate at the provincial elections
that spring, more parties had to be added to the negotiations. In June 2019,
this led to a new pension agreement. However, measures related to the second
pillar were largely left to be worked out by a new focus group. This group
eventually came with the proposal of a contract without guarantees, which
became known as the ‘solidarity premium scheme’. With some changes, this
was ultimately presented by the Ministry of Social Affairs and Employmentin

Goudswaard 2020.
Trappenburg2016.
Goudswaard 2020.
Van Wijk 2023.
Van Wijk 2023.
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June 2020 with an anticipated starting date of 1 January 2022. After extensive
public consultation, majority support of the trade union FNV, the fall of the
government and new elections, this was postponed to 2023. Ultimately, the
pension law was adopted by the House of Representatives in December 2022,
followed (after much debate) by the Senate on 30 May 2023. The social partners,
pension funds and insurers now have until 2028 to introduce the new system?'®.

Briefly, the new system introduces five big changes to the second pillar of the
pension system. Firstly, the promise of a certain pension amountis changed
to an expectation. This means that people are no longer guaranteed a certain
pension payment, butare given an expectation. Due to population ageing and
changing economic realities, the old situation was unsustainable. The new
system also makes it possible to shift the emphasis to purchasing power.

Secondly, the requirement that pension funds have large buffers will be relaxed.
This means that pension payments can be indexed more quickly when the
financial markets are doing well (without the need to build up a buffer first)

but can also be cut more quickly when the opposite is true. This does not

make pensions more or less secure; it changes the way that risk is spread

among participants. The solidarity reserve can be used to spread financial risks
among generations, thus minimising the chance of cuts.

Thirdly, the new system allows for more customisation for different groups.
Pension premiums paid by young people can be invested with more risks, since
they are further away from retirement than older people. By differentiating
between these groups, risks for those close to pensionable age are decreased
while larger risks can be taken by the youngand consequentially higher

returns achieved. Related to this point, young people will no longer indirectly
subsidise the pensions of older people. The contributions of younger people can
generate returns for amuch longer period than those of older people, generating
more pension. In the old system, these differences were not accounted for,
meaning that pension contributions made at a later age had the same weight

as those made earlier. This led to an implicit subsidy of older people by

the young. Italso led to inequality between those who start work earlier with
awage that stays relatively constant throughout their life, versus those who
enter the workforce later in life and experience wage increases even ata more
advanced age.

Van Wijk 2023.
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Finally, the system will become a lot more transparent. Each person builds

up their own pension ‘jar’ (in Dutch: pensioenpotje) and can see how much is
reserved for them. This means that they can also see it getting smaller if the
investments are not doing well. This means it will be important for pension
funds to explain to participants what these changes mean for people’s long-
term pensions. Lastly, the system will allow people to take up 10% of their
pension assets as a lump sum when they retire, allowing for greater flexibility
in expenditures's.

While the new system still has downsides and there are worries about the
practicality of the massive operation to switch to the new system, the hope
is that the changes will make the system more resilient, sustainable and
intergenerationally fair.

CSR effects on Dutch pension reforms: analysis

Based on the above description of reforms of the second pillar of the Dutch
pension system, they can ultimately be seen as relatively successful.

However, this is a very recent development, since it was only in 2023 that

the Senate approved the reforms, and even afterwards they remained
politically controversial. In the period that this CSR was assessed, from 2016 to
2021, the European Commission gradually assessed the reform more positively
over the years (except for the dip in 2018). In the country report for 2017,
‘limited progress’is ascribed to meeting the cSR. This reflexqXqcts the small
steps that were made the year prior, such as the memorandum that indicated
the government was open to reform. With regard to CSR 3.1, the 2017 country
report stated that:

“Limited progress: With the perspectives memorandum, the government
announced its ambition to reform the second pillar of the pensions system,
but the development and the implementation of a reform is left to the

next government. This points to limited progress™°°.

Knoef & Goudswaard 2022.
European Commission 2017.
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In the subsequent year, the spring of 2018, the Commission assessed that
there had been “no progress” towards implementing the cSR. While the
Commission did not give reasons in its multiannual assessment of CSRs, a very
similar CSR was issued to the Netherlands in 2017 that sheds some light om the
Commission’s reasoning here:

“Based on the broad preparatory process already launched, make the
second pillar of the pension system more transparent, inter-generationally
fairer and more resilient to shocks™!.

This csrR was also assessed with ‘no progress’ in the 2018 country report, with
the reasoning that “the government has confirmed its intention to reform the
second pillar of the pension system, but no measures have been announced

so far.”*2. The reasoning for CSR 3.1 of 2017 is likely to have been similar: no
further steps had been made by the time the report was released thatled to
second pillar pension reforms compared to the previous year. Subsequently,

in 2019—2021, the EC’s assessment of this reform slowly improved to ‘limited
progress’ and eventually to ‘some progress’. This reflects the gradual progress
that was made throughout this period, with reforms slowly being negotiated
between the social partners and the government and afterwards making their
way through parliament. While the 2017 CSR was no longer assessed after 2021,
asimilar csrR was issued to the Netherlands in 2019 (CSR 1.2, “Ensure that the
second pillar of the pension system is more transparent, intergenerationally
fairer and more resilient to shocks”). This CSR was assessed with ‘some
progress’ from 2020 until 2023. It seems likely that with pension reform finally
passing the Senate in 2023, it will be assessed with ‘substantial progress’

or perhaps even ‘full implementation’ in 2024 or subsequent years.

What can be said about the impact of the reform factors analysed in this case
study? What s clear is that the process of reaching second-pillar pension
reform took a very long time. The current reforms can be seen as the outcome
of a process which has lasted over 15 years'®3, and constitutes the biggest
reform in the pension system since the second world war'®+. Various factors
from Table 1 can illustrate why earlier attempts at reform, such as in 2010,
ultimately stranded, while the most recent agreement seems to have succeeded
for now. The economic crisis of the early 2010s may have limited the success of
second-pillar reforms. While on the one hand it provided an incentive for the

European Commission 2018.
European Commission 2018.
Marée 2023; Van Wijk 2023.
Pelgrim 2023.
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government to speed up the raising of the retirement age, given the complexity
and costs of second-pillar reforms, the economic crisis seems to have worked
more as an impediment here —in line with what was found in the literature'®s.
The nature of the Dutch political system as well as the many parties involved in
second-pillar pension reforms also mean that an agreement had to be reached
between a large number of stakeholders, including the social partners, different
political parties, and employers’ associations. Consequently, reform is a time-
consuming process even after a consensus has been reached about its necessity.

Throughout the period that reforms were sought, negotiations repeatedly
collapsed, as did the government itself (for various reasons not related to
pension reforms). Given that the unity of governmentis another factor essential
for successful welfare state reform (Table 1), this is likely to have slowed

down Dutch pension reforms. This also illustrates how unrelated political
developments can affect pension reform progression. What has seemed to
contribute to the success of the reform is the communication of the need

for reform. Various institutions recommended reforms, including the previously
mentioned SER and CPB. They also came with plans indicating in which
direction reforms should be sought. This kept reform on the political agenda and
helped communicate necessity and the costs of non-reform to the larger public.

While the process of coming to an ultimate reform of the second pillar of the
pension system started even before the European Semester existed, in the later
stages of the process the Commission’s assessment of the need for reform lined
up with national priorities. The 2017 country report said the following:

“Second pillar pension contributions are high and fluctuate with
financial market performance and may affect households’ spending in

a pro-cyclical manner. Moreover, risks seem to weigh disproportionately
on the young age groups, as lower indexation and higher pension
contributions seem to be the primary ways of adjusting. Importantly,
households combine substantial housing and pension wealth with high
mortgage debt, but the former are highly illiquid and unevenly distributed
across generations. This makes households vulnerable to economic shocks
and accentuates the pro-cyclical dynamics of household finances.”®

Tompson 2009.
European Commission 2017.
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This analysis lined up with many of the national reasons for reforming the
pension system, though the emphasis on high household debt was an element
emphasised more by the Commission than by the Dutch national government.
Subsequent developments in the interplay between Dutch pension reforms
and the EU’s RRF illustrate the increased prominence of the EU in national
pension debates. Building on the cSRs issued to the Netherlands on reforming
the second pillar of the pension system over the years, the intention to

enact these reforms was included in the Dutch submission for the recovery
and resilience plan'®”. The Netherlands seeks 4.7 billion euros in grants

from the fund, and because of the inclusion of pension reform as part of

the plan, receiving the full amountis contingent on the implementation of
the new pension reform law. This shows how an issue which, despite EU
recommendations on the subject, remained mostly a national debate suddenly
gained external conditionality due to the changed role of the Semester'®.

While we cannot say that there was definite extra pressure from the Semester
to encourage reforms in the Dutch second pension pillar for most of the
period studied, Van den Heuvel-Warren argued that the Commission clearly
communicated cognitive ideas that link ageing with government finances and
the need for reform'. This aligns with domestic ideas in the Netherlands.
Van den Heuvel-Warren saw an opportunity for more normative ideas, such
as the gender gap in pensions, to be transferred. Currently, these remain
secondary in the Dutch pension debate, but the EU could attempt to address
more equity-based aspects of pension reform™°.

This case is an example of when alignment of national priorities with the csRrs
can help support reform in the long run. When the csr was issued, there was
already much national attention in society for second-pillar reform. While the
CSR was far from implemented right away, the process towards implementation
continued over the years as the topic was a priority of multiple governments.
Alignment with national priorities probably did aid the implementation of the
CSR, so this was generally a success factor. This also indicates that there were
domestic factors at play that were influential in affecting reform. There were,
for example, a broad array of national stakeholders involved in the discussions,
and the pace toward reform was slow. The literature has shown that these
factors (taking the time and including stakeholders) often make a pension
reform more successful (Table 1).

Ministerie van Financién 2022.
Van Alfen 2023.

Van den Heuvel-Warren 2021.
Van den Heuvel-Warren 2021.
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Case study 3: Italy: static, no progress

This case seeks to illustrate a CSR where throughout the period studied, there
was no progress observed atall. This was the case for Italian CSR 1.4 in 2018:
“Reduce the share of old-age pensions in public spending to create space for
other social spending.” While this concerns a very broad recommendation with
many ways to go about implementing it, over three years there was no progress
observed atall. This is shown in the figure below:

Figure 14 Assessment over time for Italian CSR 1.4, issued in 2018

Full implementation

Substantial progress

Some progress

Limited progress

No progress
2019 2020 2021

This third case study seeks to understand the lack of progress towards
pension reform and see whether the Semester influenced the national debate
surrounding this issue.

The Italian pension system

The Italian system is known for providing very generous state pensions*

and consists of a mandatory public pay-as-you-go (PAYG) scheme. In 2020,
old-age pension requirements were 67 years of age and a minimum of 20 years
of contributions to the scheme. This is scheduled to increase in line with
developments in life expectancy. There are also options for early retirement,
some measures which were introduced temporarily. Some of these temporary
retirement options were set to expire in 2020, but were extended. This concerns
people who are unemployed, disabled or providing care, have worked in
arduous occupations for long periods of time or are workers in companies
undergoing restructuring2.

Reforms in the 199 0s sought to increase enrolment in supplementary
pension schemes. As of 2018, 7.9 million workers (30.2% of the workforce)
were enrolled in such schemes, accounting for 4% of Italian households’
financial wealth. This limited amount means that there is still much room

OECD 2023: Fig. 4.1.
OECD 2021.
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for progress. Especially vulnerable groups, such as the self-employed, women,
small firms’ employees, young people and people in southern Italy, lag behind
in participation in these schemes”. At present, the importance of these
supplementary schemes remains limited, with the mandatory public scheme
being far more important to Italian pensioners.

However, the generous Italian system has high costs. In 2019, Italy spent15.9%
of GDP on pensions, compared to an average of 7.7% in OECD countries.

This expenditure also means that Italy spends the most on pensions out of

the entire EU74. Furthermore, Italy’s OADR is also set to increase substantially,
from 34% in 2015 to over 60% in 2050, putting even more pressure on pension
spending?s. This raises serious questions about the future sustainability of the
pension system.

Italian pension reforms

Due to the costs of such a generous system at times of demographic change, the
Italian system has been under continuous pressure to reform since the 199o0s.
Due to the extremely long phasing-in periods of reforms putin place in the
1990s, the system is constantly changing. The Amato (1992) and Diti (1995)
reforms replaced the single social insurance pillar with a multi-pillar design,
while also changing the formula for how pensions are calculated, linking
contributions paid with future benefits. According to Guardiancich and
Natali7®, reforms since this point have rarely been coherent, but have been
mostly aimed atincreasing the take-up of supplementary pensions.

Particularly interesting are the reforms that took place in the wake of the
financial crisis, since these occurred mostly under external pressure. In Italy,
“the carrot of ECB financial support and the stick of potential IMFinvolvement
explain the country’s pension and labour market reforms during the crisis”V7.
Additionally, a ruling by the Court of Justice of the European Union (CJEU)
found that it was discriminatory to have different retirement ages for men and
women working in the public sector, which led to the Berlusconi government
equalising these ages in 2009. To stabilise public deficits, an automatic
mechanism was introduced to link statutory retirement age to life expectancy.
While initially both these measures were to be introduced gradually over
along period, the continuing recession meant that these measures were

Franco & Tommasino 2020.
OECD 2023.

Tagliapietra & Chiacchio 2018.
Guardiancich & Natali 2019.
Guardiancich & Natali2021: 407.
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implemented faster: by 2012. This was exacerbated by the technocratic

‘save [taly’ government led by Mario Monti in 2011—2013. Numerous radical
reforms were announced in December 2011 (known as the Fornero-Monti
reform) that were expected to lead to substantial savings after 2012.

The downside of the reforms was a drop in pension adequacy, especially for
workers with low wages and interrupted careers. A 2018 European Commission
estimate expected a drop in the replacement rates of pensions of 14.6%7.

This had a negative effect on the retirement plans of many workers and led to
social tensions, such as protests by trade union members'79.

Asaresult, adjustments were made to indexation, taxation of pensions, and
earlier retirement possibilities for certain groups of workers in the following
years (known as the 2016 Renzi-Poletti reform). These measures were
introduced to counter the sudden increase in retirement age in certain age
groups due to previous reforms and led to increases in public spending**°, which
further compounded the lack of fiscal space facing the Italian government®®.
Franco and Tommasino stated that Italy should improve the design of non-
pension welfare benefits and focus on active labour market policies.

This takes us to the points in the 2018 csRs issued to Italy. This year saw
national elections in which two populist parties gained large shares of

the vote. These were the Five Star Movement (M5S) under Luigi di Maio

and League (Lega) under Matteo Salvini. Both parties stressed the need for
increasing pension spending and stopping austerity in welfare policies in
their electoral manifestos. They ultimately formed a government coalition*s.
The new coalition adopted a new expansionary pension reform in 2019
(known as the Di Maio-Salvini reform). After those adopted by previous
governments, this was the third expansionary intervention. The interventions
sought to tackle old-age poverty and ease access to early retirement options.
One intervention (“Quota 100 pension'+”) made it possible to retire

before reaching both the pensionable age and the contributory period for
early retirement. [t was introduced as a pilot to last three years, from 2019

to 2021. It was not dependent on changes in life expectancy. Additionally,
the link between life expectancy and early retirement options was
temporarily suspended. The reform also introduced a citizenship pension, a

Guardiancich & Natali2019.

Franco & Tommasino 2020; Scherer 2012.

Guardiancich & Natali 2019.

Heer, Polito & Wickens 2020.

Franco & Tommasino 2020.

Guardiancich & Natali 2021.

Allowing people to retire at 62 if they had paid 38 years of contributions.
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means-tested benefit for everyone who haslived in Italy for ten years or more,
isaged 67 or above and has an annual income under 9,360 euros. They receive
amonthly benefit of 630 euros plus a housing benefit of 150 euros's. The cost
of the citizenship pension was estimated at 33 billion euros in the first three
years'®, while the Quota 100 pension added further substantial pension
expenses'?.

Once the Quota 100 pension was set to expire at the end of 2021, the Draghi
government introduced a new rule for 2022 alone. Draghi’s goal was ultimately
to return to the system under the 2011 Fornero law. This was politically
unattainable, and following negotiations with Lega and trade unions, the
Quota 102 pension was introduced, which allowed retirement at age 64 with 38
years of contributions in 2022 alone®. Further negotiations stalled under the
Draghi government. When the Meloni government took over, itintroduced
the Quota 103 pension for 2023. Had a new agreement not been putin place,
the practice would have reverted to the Fornero law under which retirement

is mostly only possible from 67. The Quota 103 pension allowed retirement at
age 62 with 41 years of contributions. However, those who chose to retire early
would not receive the full pension until reaching the statutory retirement age
of 67. It was also decided to index pensions to inflation and the citizenship
pension was extended. It is unclear whether the Fornero law will continue

to apply in subsequent years'®. Further reforms are being negotiated with

the unions®e.

CSR effects on Italian pension reforms: analysis

The developments in terms of pension policy in Italy over the last couple of
years can be seen as very dynamic, with the Quota pensions changing each year
and the pension system clearly being expanded in the post-crisis years, with
consequences for economic sustainability. While the Fornero law is officially
still the default, with a pensionable age of 67, this keeps being postponed or
replaced by temporary measures. This highlights how politically challenging
it can be to stick with pension reforms even after they have been passed. Since
the Quota 100 pension was introduced in 2019 and was followed by anew
(temporary) expansionary measure each year, it is not surprising that the
Commission assessed there was no progress towards the CSR on reducing the
share of old-age pension expenditure in public spending. In the 2019 country

Jessoula & Raitano 2019.
Guardiancich & Natali2021.
Jessoula & Raitano 2019.
L'Unione Sarda 2021
Serenelli2022.
Serenelli2023.
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report, the Commission wrote: “No Progress. Old-age pension expenditure

has actually been increased through the introduction of a new early-retirement
scheme™9'. Other parts of the report are also very critical of the pension reforms,
stating that they worsen debt sustainability and have negative effects on
growth potential.

In 2019, Italy was issued another pension-related csSR: “Implement fully past
pension reforms to reduce the share of old-age pensions in public spending
and create space for other social and growth-enhancing spending”. This was
assessed with ‘no progress’ in 2020 with the following explanation:

“The 2019 budget introduced several provisions which partially
reversed past pension reform by broadening possibilities for early
retirement, including by creating a new early retirement scheme

(“quota 100”) and suspending the indexation to life expectancy of

the minimum contribution requirement needed to retire under the
existing early retirement scheme. The 2020 budget law confirmed

the new pension measures implemented in 2019 and even extended

to 2020 the temporary early retirement schemes for women and for
employees recently dismissed or performing heavy works (“APE sociale”),
Sfurther increasing pension expenditure.” 2.

This shows that the continuation of the Quota scheme clearly does not line up
with progress towards the issued csrs. While later years did not see pension
recommendations for [taly, the most recent 2023 country report did state:

“To ensure Italy’s pension system is sustainable over the long term, it is
essential to implement the 2011 reform in full™9s.

Looking at factors that led to the reforms (in this case, introducing expansio-
nary measures and undoing reforms that focused on pension retrenchment)

a couple of factors stand out. Firstly, the initial reforms were clearly put

in place in response to the financial crisis. The literature shows that these
types of reforms are more likely to be undone after the crisis period ends
(Table 1). Furthermore, the large number of governments that occurred in
Italy throughout the period 2016 —2021 mean that there was a lack of a unified
coalition to be able to enact larger reforms. Additionally, some of the external
pressure (such as from the IMF and EU) that was present and led to reforms
during the crisis years subsided, which encouraged the subsequent expansion

European Commission 2019.
European Commission 2020.
European Commission 2023b.
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of pensions. Furthermore, there seems to have been little national ownership
of the initial pension reform enacted during the crisis, which meant it was not
robustin the long term. The story of this CSR shows that, in the absence of
national factors geared toward reform and in the absence of EU conditionality,
other mechanisms through which the EU seeks to influence reform are of
limited effectiveness if they do not line up with national priorities.

In the context of the RRF, it is notable that pension reform is not included in the
Italian Recovery and Resilience Plan. This means thatreceiving these funds is
not dependent on reforms in this area. Since countries drafted these national
reform plans themselves (together with the Commission), it is perhaps not
surprising that this is a topic that was avoided. Notably, during the negotiations
about the coronavirus recovery fund in 2020, Salvini reacted to the demands

of northern ‘frugal’ countries during negotiations as “an unconditional
surrender” for Italy. He accused leaders of these countries of trying to dismantle
his pension reforms, stating “any Rutte that comes along next spring and says,
‘Iwon’t give the money to Italy if they don’t cut the pensions’ can do one.”94.

This illustrates how sensitive the topic of pension sustainability has become in
the EU context. Despite Salvini’s fear, however, pension reforms were absent
in Italy’s reform plans. Ultimately, [taly became the biggest beneficiary of the
RRF, having the opportunity to receive 200 billion euros in loans and grants®s.
Before the 2022 elections, Meloni indicated that her party was willing to work
with the Commission and comply with the plan (Kazmin, 2022).

The Italian example clearly shows the importance of alignment between
national priorities and the csRs for there to be a chance of implementation.

The pension reforms that took place in Italy in the years after the issuing of

the 2018 CSR were completely opposite to the reforms that were suggested in
the cSR. Looking at the previous reforms that had occurred during the crisis —
the Monti reforms — we can see that national ownership was absent here too,
with much opposition from the population. The undoing of these reforms
through (repeated) temporary suspensions was therefore not unexpected, based
on the literature on reform factors reviewed in section 2 of this working paper.

Roberts 2020.
Kazmin & Ricozzi2023.
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In addition, there were many domestic factors at play in the pension reforms
that occurred in Italy after the CSR was issued. One was the stability and unity
of government. Since 2018, Italy has experienced many different governments
which also regularly fell. This is a factor that makes comprehensive reform
harder to achieve and can be a reason that the current reforms must be renewed
at the last minute each year. The negative view of the Monti reforms may also
have had an impact on new reforms being viewed unfavourably.

Case study 4: Germany: slow progress

The case of Germany concerns CSR 2.1 from 2015, which reads “increase
incentives for later retirement”. This exact same CSR was issued in 2016
(then numbered 3.1). The assessment for the 2015 CSR is shown in Figure 15.
The 2016 CSR was assessed in the exact same way.

Figure 15 Assessment over time for German CSR 2.1, issued in 2015

Full implementation

Substantial progress

/ Some progress

Limited progress

No progress
2016 2017 2018 2019 2020 2021

The assessment of these CSRs shows that after many years of stagnation and
limited progress, this increased to some progress from 2020 onwards. Itis,
therefore, interesting to see which factors can explain this change in assessment
in 2020. In this subsection, we will briefly outline the German pension

system, after which we will examine reforms that took place and the process

behind these.

The German pension system

There are three pillars that together make up the German pension system.

The first is the statutory public pension insurance scheme known as the GRv
(Gesetzliche Rentenversicherung). This scheme provides a monthly pension,
which is built up through points accumulated over the course of a working life.
One year of contributions at the level of average earnings counts for one point.
When contributions are lower or higher than average (due to income), fewer or
more points are earned°. Points can also be earned during non-contribution

OECD 2021.
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periods, including (but not limited to) higher education, sickness, parental
leave and while unemployed'”. After retirement, these points are summed,
and the yearly pension amounts to the sum of these points multiplied by

a ‘pension-point value’. This value is adjusted annually, mainly reflecting
gross wage growth®. Asat July 2023, the value of a point was 37,6 0 euros per
month™°. Other factors also affect this pension-point value. These include

the contribution factors thataccount for how much is contributed to the
statutory pension scheme and the sustainability factor, which is linked to the
ratio of pensioners to contributors and thus contributes to keeping the system
sustainable in the light of population ageing. Due to these factors, the pension-
point value will grow more slowly than gross wages per capita in the long
run®°°, meaning pensions will fall in value in relative terms over time. Around
75% of the working-age population is covered by this scheme. A different
scheme is in place for civil servants (roughly 5% of workers) and around 85
so-called liberal professions (3.5% of the workforce) have separate compulsory
pension schemes (dentists, architects, doctors, lawyers). Entitlements under
this scheme vary substantially>°.

A new element was added to the German pension system in 2021, namely the
basic pension (Grundrente). Established in 2021, this pension sought to ensure
that everyone who has worked in Germany (and paid into the pension system)
foratleast 33 years receives an adequate pension benefit. The Grundrente is a
supplement for those who have paid into the system for at least 35 years and
whose pension income is below a certain level. It is received in addition to
other forms of pension income and ensures basic subsistence for those with
low earnings throughout their whole working life>°>. It is estimated that the
Grundrente will cost 2,3 billion euros per year>s. In addition to the Grundrente,
there is also social assistance available under the first pillar for those whose
old-age income from all sources combined is not enough. This assistance is
means-tested and covers the difference between household income and the
basic needs of the individual. The average amount received by those eligible for
means-tested assistance was EUR 9,768 in 20172%4.

Cordovaetal.2022.

OECD 2021.

Bundesregierung 2023.

OECD 2021.

Cordovaetal.2022.

OECD 2021.

Raffelhiischen & Seuffert2020.
OECD 2021.
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The second pillar consists of occupational pension schemes that companies
provide to their employees voluntarily. There are five main different types of
pension plans, including both direct benefit (DB) and defined contribution

(DC) plans. In 2019, 54% of all employees who contributed to social security
also had entitlements from occupational pension schemes. However, of those
aged 65and older, only 26% received occupational pensions, with 9o% receiving
statutory pensions. This reflects the fact that second pillar schemes have only
gained in prominence in Germany relatively recently, in the period since the
1990sand 2000s. Lastly, the third pillar of the system is made up of voluntary
insurance plans2°s.

German pension reforms

The German pension system has been under continuous reform for the past
decades, especially since predictions in the 1980s showed the high costs
associated with the public pension system in light of population ageing®°®.
Very significant reforms were adopted in 1992, which ended the indexation of
pensions to gross wages and instead linked them to net wages. Some generous
benefits associated with early retirement, especially for women and the
unemployed, were also ended>*”. In 2001, this was followed by the introduction
of contribution rate ceilings, meaning workers would pay a maximum in
pension contributions. To make this possible, the reform also linked changes in
pension levels to changes in wage levels. However, this measure soon proved to
be not enough to stay below the maximum contribution levels°2.

One of the more decisive steps was made in 2004, when the ‘sustainability
factor’ was introduced into the pension formula. This factor makes the value
of current pensions dependent on the ratio of pensioners to contributors to
the system. In addition, in 2007, the decision was made to raise the retirement
age gradually from 65 to 67. This started with the 1947 age cohortin 2012 and
will end with those bornin 1964 in 20292,

There have been three main consequences of these reforms. First, the
generosity of the first-pillar statutory public pension scheme has declined and
will decrease further in the future. Second, there has been an increase in the
statutory retirement age. Third, additional incentives have been introduced
to take partin the second and third pillars of the pension system, encouraging

Cordovaetal.2022.
Borsch-Supan & Wilke 2004.
Borsch-Supan & Wilke 2004.
Bonin2009.

Bonin2009.
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private pension saving>"°. These developments all took place long before the csr
on increasing incentives for later retirement was issued to Germany in 2015,
yet they are crucial to understanding the reforms that have taken place since.
The year before the CSR was issued, in 2014, a reform had introduced more
lenient early retirement options for those who had worked for 45 years without
claiming unemployment benefits for more than a short period. This enabled
this group of workers to retire with a full pension at the age of 63. The reform
also included higher pension benefits for mothers. All together, these pension
reforms were projected to cost an additional 160 billion euros by 2030 and
received much criticism in Germany?". A joint economic forecast report by four
economic institutions, commissioned by the Federal Ministry for Economic
Affairs and Climate Action (then the Ministry for Economic Affairs and
Energy) was highly critical of the coalition’s initiative, seeing it as a step in

the wrong direction due to population ageing®'?. Despite the controversy, the
reform was passed by alarge majority of the Bundestag? and then enacted on 1
July 201424.

New reforms (known as the Rentepaket) were enacted in 2018, stipulating
thatuntil 2025 “the standard pension benefit level will not fall below

48% of the average wage and that pension contributions cannot rise above

20% or fall below 18.6%7%'s. This temporary solution was accompanied by

the establishment of a commission on the future of pensions made up of
representatives of the social partners, politics and academia. This commission
received the task to make suggestions on how to stabilise the pension system in
the long term (post-2025). The 2018 Rentepaket has been characterised by some
as short-sighted and not solving real pension problems=.

Despite this, there have been strong improvements in the labour market
participation of older workers in Germany. In the 55-74 age group, there

was a 9% increase in participation between 2010 and 2018>7. Nearing 50%
participation in this group puts Germany 10% above the EU average. The most
recent German pension reform is the Grundrente, which as discussed came
into effectin 2021. The idea of a minimum-pension scheme had been floated
for years by different political parties, with the common aim of ensuring a base

Borsch-Supanetal. 2014.

Bruegel 2014.

Projektgruppe Gemeinschaftsdiagnose 2014.
Deutsche Welle 2014.

Boérsch-Supan etal. 2015.

EPC & SPC2019:18.
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level of public pensions for certain groups of people. Several proposals failed
due to their unclear financing status, questions about financial feasibility
and high hurdles for eligibility. Proposals were debated between 2009 and
2017 with little success, even though they were foreseen in two different
coalition agreements. This was again the case in 2018, when the Grundrente
policy made itinto the grand coalition’s agreement®®.

Since the pandemic and the subsequent RRF, Germany has also made plans

for further pension reforms. These reflect recommendations made by the
Commission in previous years. In the German RRF plan, there is an initiative to
create a digital pensions overview where citizens can get an overview of all the
information on their pension provision from each of the three pillars. This aims
to help citizens manage and plan their pensions, with the argument that this
ultimately helps the system become more sustainable. Itis linked to the csrR
issued in 2019, which recommends Germany “take measures to safeguard the
long-term sustainability of the pension system while simultaneously keeping
pensions atan adequate level ”>*.

Lastly, the most recent German pension reform plans are also proposing an
overhaul of the first pillar of the pension system, with the aim of establishing an
equity fund in the first pillar (Generationenkapital) to complement the current
pay-as-you-go system with a capital-funded system. This was agreed upon

in the 2021 coalition agreement. The investments in this fund are expected

to reach 200 billion euros by 2035. At present, however, capital funding is
relatively minor in the German system, with total pension assets accumulated
in 2022 to the value of 7.5% of BBP, compared to an average of 31.7% for the EU
asawhole**°. Even a fund of 200 billion euros, if achieved, would be relatively
small compared to the size of the Germany economy.

CSR effects on German pension reforms: analysis

The German reform that was enacted in 2014 makes it easier for certain groups
of workers to exit the labour market before the statutory retirementage.

The subsequent Commission recommendation in 2015 is therefore notall too
surprising, given concerns about the impact on financial sustainability of the
pension system. In the country report written by the Commission in 2016, the
2014 German pension reforms are referred to as putting “an additional strain
on the sustainability of the pension system and affect[ing] intergenerational

Blum 2019.
Federal Ministry of Finance 2021.
Serenelli2023.
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income distribution”*. However, the country report also noted another
initiative that was being proposed by the governing coalition, the Flexirente.
This proposal included voluntary health check-ups from a person’s mid-
40sand a possibility to increase pensions for those working past 67, not
requiring employers to contribute to unemployment insurance in this case??2.
This proposal can explain why the CSR was assessed with ‘limited progress’
in 2016. The Flexirente was enacted on 1January 20172,

The more recently implemented pension measures (such as the introduction of
the Grundrente) can be seen as expansionary and are not related to encouraging
the later retirement of older workers. Yetin 2020, the assessment of the

CSR on this topic was ‘some progress’, improving from ‘limited progress’

in previous years. This could be due to the relatively high employment rate
among older workers in Germany?*+. Another positive step could be seen in

the publication of the advice of the pension commission, which published its
findings early in 2020 and was generally positive about the future sustainability
of the German pension system?2.

As with other countries, an interesting factor in the German pension reform
process is the involvement of independent institutions. While these are
commissioned by the government, the results that are presented are often not
actually followed, as was the case when the Bundestag voted for more lenient
early retirement policy when an independent economic forecast report had
warned against doing so. In this case, the subsequent outside influence in the
form of the European Commission SR did not do much to sway the discussion
the other way.

Case study 5: France: static, limited progress

In 2018, France received the following CSR: “Progressively unify the rules of the
different pension regimes to enhance their fairness and sustainability” (CSR 1.4,
2018). The following year, a similar CSR was issued: “Reform the pension system
to progressively unify the rules of the different pension regimes, with the view to
enhance their fairness and sustainability” (CSR 1.4, 2019). The assessment for
the 2018 CSRis shown in Figure 16. The 2019 CSR was assessed in the same way
(from 2020).

European Commission 2016a.
European Commission 2016a.
Deutsche Rentenversichering 2022.
E PC & SPC 2019.

Deutsche Renteversicherung 2020.
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Figure 16 Assessment over time for French CSR 1.4, issued in 2018

Full implementation

Substantial progress

Some progress

Limited progress

No progress
2019 2020 2021

These data show that the assessment of the cSR has not changed over the

years but that there has been limited progress towards achieving the CsR.
Therefore, it is significant to see what change was enacted in 2019 that remained
unchanged in the years since, and if there have been unsuccessful movements
towards further reforms in the following years.

The French pension system

The French pension system is made up of two separate tiers. The first tier is
the compulsory general scheme (sécurité sociale) in which payments depend
on years employed. It pays roughly 50% of the annual wage earned during the
best 25 years of earnings (with a maximum limit of earnings — the ceiling is
relatively low). The second tier consists of supplementary pension schemes
which are also mandatory, but are based on a points-based system and agreed
upon with employers. Points are accumulated during one’s career. The formula
for payments is more strongly earnings-related than in the first tier. The second
tier is also mandatory for self-employed workers. Some workers, such as civil
servants or employees of public enterprises, have an entirely different scheme,
where the distinction between the first and the second tier is absent. Although
the replacement rates of these different schemes are similar to those for the
private sector, for a long time the duration of work required for a full pension
was shorter>°.

There is also a separate scheme for people who receive insufficient

pension benefits. This can be for people who have insufficient years of work and
are therefore not eligible for other types of pensions. Means-tested payments
may then supplement other income?*. This means-tested benefit is known

as allocation de solidarité aux personnes dgées (AspA). All these schemes are
funded on a pay-as-you-go (PAYG) basis, with a significant role of taxes in

Jeger & Lelievre 2005.
Jeger & Lelievre 2005.
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financing the pension system?2%. Lastly, there are private pensions schemes
which are stimulated by tax benefits. However, the generosity of the primary
compulsory schemes means that these are only used to a limited extent**.

In the French pension system, the retirement age can differ per individual.
This is because in addition to the official, statutory retirement age, the number
of years a person has worked influences the actual age that person can retire.
Specifically, the period over which pension premium must have been paid

to receive a full public pension is calculated in quarters, and due to various
reforms has now increased to 172 quarters (43 years) for people born after 1965.
These quarters are accumulated through work, butare also granted for parental
and maternity leave. Retirement before completing the full contribution
period is still possible, but means accepting a significantly lower pension?°.
This creates an incentive to work beyond the statutory retirement age if the full
contribution period has not been fulfilled. At the age of 67, the full pension is
granted (the normal retirement age), even if the contribution period has not
yet been completed. The contribution period explains why, at 62,3 years, the
effective retirement age (the age at which the average person actually retires)

is above the statutory retirement age of 62 (raised to 64 in 2023)*". This is
different from the typical pattern in other European countries, where the
effective retirement age is generally lower than the statutory age.

The design of the French system implies thatitis not only reforms to the
statutory retirement age thataffect the age at which people can retire, butalso
the length of the contribution period and the age at which the full pension

is paid. This gives policymakers three different levers to influence people’s
actual effective retirement age (statutory retirement age, contribution period,
age of full pension). It also means that, unlike in countries like the Netherlands,
there is no general retirement age. This is similar to the systems in anumber of
other European countries, like Belgium, Austria and Italy?32.

France’s public spending on pensions is some of the highestamong oECD
countries, spending 13.6% of GDP on pensions in 2020 compared to an OECD
average of 7.7%. This is driven by a combination of a relatively young effective
retirement age with relatively high replacement rates. In the European Union,
only Greece and Italy spend more?33. Projections by the French government

Viininen & Liukko 2023.
Jeger & Lelievre 2005.
CLEISS 2023.
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predict that this will rise to 15.6% between 2025 and 2032 and then stagnate
before slowly decreasing. These projections are based on assumptions of the
implementation of planned reforms?+.

French pension reforms

The most important factor for determining effective retirementage in France
is the contribution factor. Due to various reforms in 1993, 2003 and 2014, the
contribution period has increased from 37.5 to 43 years. In the early 199 0s,
France, like other European countries, realised that demographic changes
meant that maintaining the financial sustainability of the pension system
would be a challenge. This led to the first important reform, carried outin 1993.
Relatively discretely, the contribution period needed to receive a full pension
increased from 37.5 to 40 years, with premiums now paid out over the best 25
years of wages as opposed to the best 10 (which reduces the value of pensions
paid out). In 1995, the government tried to reform special pension systems
(such as for those working for the public sector), but heavy strikes meant these
attempts collapseds.

In 2003, areform was implemented that, among other things, increased the
contribution period for workers in the public sector to 40 years (from 37.5
years), aligning the premium period with that of the private sector. This reform
was met with strong protests and strikes affecting, among other things, public
transportand education. In some regions, 80% of primary school teachers went
on strike. A plan to have public sector workers pay a larger part of their salary in
pension contributions was abandoned by the government*°. These reforms also
introduced an incentive to continue working once the contribution period had
been completed. People who continued to work longer after completion receive
a quarterly increase in their future pension (1.25% from 2008 onwards)>¥.

The 2003 reform also sought to increase the number of quarters worked slowly,
in order to be able to maintain a balance between working life and average
retirement (the idea being that the working period should be double the
retirement period)*®.

Before the considerable 2003 reforms, a retirement council was set up in 1997,
known as the Retirement Guidance Council (Conseil d orientation des retraites,
COR). This council is quasi-independent and consists of experts, administrators

Le ministére de I'Economie et des Finances 2021.
Jeger & Lelievre 2005.

Sciolino 2003.

CLEISS 2023.

Jeger & Lelievre 2005.



82

239
240
241

242
243

244
245

Influences of European policy coordination on national pension reforms

and social partners. Its 2001 report, which diagnosed problems and offered
solutions, was very influential in the 2003 reforms. The success of the 2003
reforms lay in the fact that, despite heavy protests, two major trade unions
supported the deal in exchange for stipulations that would allow those who had
started work very early (between 15-17 years old) to retire before the age of 60 if
more than 40 years had been worked 3.

Reformsin 2010 increased the statutory retirement age from 60 to 62, while
the normal retirement age rose from 65 to 6724°. This step was taken to
achieve a quicker hike in the effective retirement age and help reduce pension
scheme deficits. For months, millions of people protested against the reforms,
including many young people*+. Critics noted that the changes would have
amore significant effect on the effective retirement ages of those with lower
wages than those with higher wages?+2.

In 2013, an influential report was published in France: Our future pensions:
Sfinancial equilibrium and fairness. The report was commissioned by

the prime minister at the time, Jean-Marc Ayrault, and written by the
previously mentioned retirement guidance council COR*#. Its task was to
write a report presenting a possible road map for the French government

that would ensure both financial equilibrium and social fairness in light of
demographic challenges. Central questions in the report were about solidarity
and redistribution, important elements of the French pension system.

The writers argued for preservation of the French PAYG system as a preferred
way to finance pensions. This raised the question how to reconcile the
competing interests of different stakeholders (e.g. old versus young). Notably,
there was little reference to external agents that might have made comments
about the sustainability of the French pension system (e.g. the European
Commission). Instead, emphasis was placed on the lack of trust in the
sustainability of the system among French people themselves. In terms of
recommendations, the report recommended setting up a follow-up commission
to oversee the pension system, but left room for political discretion on specific
measures to future-proof the system?++. At the same time, the COR announced
that the pension deficit would rise to more than 20 billion euros in 2020 if no
new measures were taken2.
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Alsoin 2013, pension reforms were enacted in France. Notably, there was also
significant pressure being put on France at the same time by the European
Commission due to the country’s public finance deficit. France was placed
under the excessive deficit procedure (EDP). Reforming the pension system
was key to meeting the Commission’s demands, despite President Francois
Hollande’s statement that “the European Commission does not dictate us
what to do. We have to respect our European commitments for public deficits.
Concerning structural reforms, we are the only one to decide what the right
way to achieve the goal is.”>4°. Reforms were adopted by the French parliament
in December 2013, with increases in contributions and the required insurance
period among the most notable measures. However, plans also included the
creation of a special account for workers with arduous working conditions and
measures aimed atimproving pension adequacy for women and people in non-
standard forms of employment. This met with criticism from the European
Commission, which noted that the reforms were not ambitious enough, did
not change the retirement age sufficiently or harmonised the special regimes
for public service employees*#. This last point was later was also addressed in a
2018 CSR.

As of 2018, there are 42 different mandatory pension schemes in France, with
each individual on average participating in three regimes. Consequences
include differences in the way in which workers are treated in the public and
private sector. An OECD report states that French citizens are supportive

of pension reform that will simplify and unify these rules. This could also
generate savings as administrative costs are removed?+®. Yet despite these
benefits, the recommendation made by the European Commission considering
this has been followed up with ’limited progress’ since the recommendation
was made in 2018. However, there has been some progress. This is indicated

by areform which started to apply in January 2019. The High Commissioner
for the pension reforms announced plans to reform the points-based system

to improve the financial sustainability of the schemes. This imposed penalties
on early exits from the labour market?+°. This reform also highlighted the
complexity of the French system: meeting conditions for a full pension in

one scheme may not mean that full conditions are met in another. This makes
evaluating the successful implementation of a CSR (or lack thereof) challenging
forthe EC.

Hassenteufel & Palier 2016: 12.
Hassenteufel & Palier 2016.
Boulhol 2019.

European Commission 2019b.
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In 2019, there was a push for further reforms, which had been included in
President Emmanuel Macron’s campaign programme in 2017. The same year,
aHigh Commission for Pension Reform, headed by Jean-Paul Delevoye, had
been set up to prepare for the reform. It published its recommendations in
July 2019%%°, following which plans for reform were drafted. The goal was

to build a universal pension system that would replace the complex nature
of a set-up with over 42 different industry-specific (but state-funded)
pension plans. The reforms also included further incentives to encourage
longer working lives, increasing the age at which workers would receive their
full pension from 62 to 64. The plans resulted in mass strikes, including by
rail workers, lawyers, teachers, and nurses>. Especially rail workers were
adamant opponents of the reform, which would have consequences for their
generous pensions. Previous attempts at reform had also not managed to
end industry-specific pension schemes?s2. In December, high commissioner
for pensions Jean-Paul Delevoye resigned over failure to declare additional
income?s3and in early 2020, the government abandoned reform during the
beginning of the COVID-19 pandemic?+.

In early 2023 ,new reform plans were unveiled. Whatis interesting about

the reform is that the specific CSR, about abolishing special regimes, is not

closely followed. The plan to abolish the special schemes, which had been

abandoned in 2020, was not reintroduced?ss. Instead, the proposed reforms

of 2023 to the ‘regime general’ did not extend the required insurance period

any further (it just brought forward the new insurance period for older

cohorts), but they did increase the statutory retirementage further. Similar

to previous pension reforms, this led to great resistance. Even so, the pension

reform law was signed on 14 April 2023, after which it entered into force on 5.6
1September 202325°.

CSR effects on French pension reforms: analysis

The cycle of French pension reforms is a case in which many of the domestic
reform factors can be identified, and where the European Commission’s
reasoning in terms of their assessment is easy to evaluate. The CSR was assessed
with ‘limited progress’ all three years after which it was issued. This comes

as no surprise seeing the limited progress that took place in terms of pension

OECD 2019.
Momtaz 2019.

Lichfield 2019.

Guillot2019.

RFI2022.

Senecat2023.

France National Reform Programme 2023. 257
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reform, aside from the political intention to reform the pension system.

The plans proposed in 2019 were put on hold following massive protests and
the subsequent outbreak of the covib-19 pandemic, only to be resumed in
2023, ultimately resulting in reform. In terms of reform factors compiled in
Table 1, the factor of previous reforms is clearly applicable in this case, given
that this reform attempt followed almost two decades of major and minor
reforms to the French pension system. This is in line with observations in the
literature that prior attempts at reform (even if they fail) increase the chance of
subsequent reforms succeeding. Even though the reforms announced in 2023
also led to massive protests, they were ultimately enacted. Another obvious
element is the fact that the government was able to get trade unions on board for
some of these previous reforms. Having such a partner support a reform instead
of being part of the opposition is another factor which increases the chances

of success. In France, like in other countries, there is an independent council
that gives advice with regards to pensions (the cOR). This can help build public
support for reforms by highlighting to the public their necessity. The French
case also clearly reiterates the importance of national ownership, made clear by
the comment of France making its own decisions regarding structural reforms
by Francois Hollande. This quote is interesting for two reasons. On the one
hand, it makes very clear that the national policymakers must feel some sort

of attachment and involvement in bringing a reform about for it to be enacted.
On the other hand, Hollande states in the same quote that France is to respect
the European rules about public deficits. Accepting this fact constitutes either
policy learning or conditionality. Therefore, it cannot be said that this instance
speaks against the influence of the EU on national reforms in France.

Overall perspective on the case studies

These five cases studies illustrate how the pace and scope of pension reforms
vary greatly between EU Member States, but also show thatin every country
there has atleast been some progress. This is further reinforced by the
observation that the labour participation of older people has been increasing
for (almost) two decades in all the countries analysed?®s. The five case studies
highlight how reform trajectories are shaped by the specifics of national
pension and political systems, by the role played by key actors and oftentimes
by entirely unrelated events. Yet, some general insights can be drawn from
these cases.

First, we find — as expected based on our literature review (section 2) — that
alignment of csRs with national priorities is very important. When national
ownership is limited, as was the case for the Italian and Belgian csRs, reform

WRR2024.
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progress is limited in the absence of conditionality enforcing or stimulating it.
Reforms that were adopted can also be reversed or undermined, as was
particularly clear in the case of the Italian attempts to link the retirement age to
life expectancy.

Some of the cases discussed highlight how an initial lack of success can ata later
stage still build towards successful reform progress. This was seen, for instance,
in the Dutch and German cases and is related to the importance of previous
reform attempts in building future success (Table 1). The Dutch case also
illustrates the importance of involving social partners and other stakeholders
in pension reform design, particularly in the case of a consensus-building
political culture. Government cohesion and clear mandates were also factors at
play in anumber of the cases discussed.

Previous reform failure was nota guarantee for future success in these case
studies, given that the Italian, Belgian and French cases saw no netincrease
in implementation over the time analysed. Potentially, future success will
still follow in these cases if pressure for reform builds and broader support

is created over time. Afterall, the Dutch case highlights another key result
from the literature: successful pension reforms take a very long time. In that
case, the success following a csRissued in 2016 can be seen in many ways as
the culmination of a national-level reform process with European influences
that took over 15 years to come to fruition. Of course, it remains to be seen if
something similar will happen in the three cases with no net progress.

In almostall cases, an important role was played by trusted, independent
advisory bodies. These were often (semi-)permanent national bodies, such

as the SER in the Netherlands or the COR in France, and various temporary
committees in Belgium, France, Germany, the Netherlands and Italy. In most
cases, these bodies helped build or strengthen support for reform by showing
the consequences of no change. Although itis generally not the heart of the
argument, it is interesting to see reference being made in many of these reports
to international comparison or to European or international recommendations
and rules. This points towards policy learning and perhaps also to the
importance of upholding an international reputation (Table 2). The last factor
can also play arole in the political domain, for instance in the comments by
Francois Hollande discussed above.
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The overall picture that we can draw from the case studies is — reassuringly —
similar to conclusions drawn from the previous quantitative analyses. Pension
reforms are particularly difficult forms of socio-economic reforms, more so
than many others. Their progress is often slow and can stall or even be reversed.
However, there are some variables policymakers and politicians can influence
to boost their chances of success: independent, consensus (advisory) bodies;
involving stakeholders; clear communication; and a cohesive message.

And although certainly no guarantee for success, there is scope for EU
influences on national reform through policy learning, upholding a reputation
and potentially conditionality. Such EU influence is much more challenging,
however, when it goes against national priorities. Lastly, a key conclusion is that
previous failures need not discourage further attempts, but can in fact become a
driver of future success.
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Discussion & conclusion

The sustainability of pension systems in many European countries is under
pressure due to population ageing. Due to the deepening economic, monetary,
fiscal and political integration of the EU, challenges relating to the financial
sustainability of pension systems and national budgets are increasingly

also of concern to the European level. In all countries, pension reforms have
been attempted or implemented to safeguard the sustainability of national
pension systems given ageing societies. This study analyses the influence of
European policy coordination on national pension reforms and the factors
driving their success using a literature review, a quantitative analysis of EU
recommendations through the European Semester and case studies. Allin all,
we draw several conclusions.

First, the limited number of CSRs related to pensions, when compared to

the total number of CSRs, shows that the overall focus of the European
Semester on the domain of pensions is small. This reflects the thinking that
pensions and policy regarding pension system sustainability are primarily
anational competence. However, the far-reaching budgetary consequences

of ageing thatall EU Member States must address mean that the EU issues

some recommendations on pension policy through the Semester and exerts
influence through other tools for European policy coordination. These EU
policy coordination efforts not only involve CSRs that directly address pension
policy, but can also influence pension policy indirectly through for instance the
recently reformed Stability and Growth Pact, which requires countries to strive
for balanced budgets.

Furthermore, we found that the European Commission generally does not
assess CSRs as being well implemented. This is even more true for CSRs that
have to do with pensions. For pension-related CSRs, we identified only a weak
trend of improvement on average when examining trends in specific countries
over the years, meaning that more time leads to better implementation, but
only to a limited extent. We also found that alignment with national priorities
(related to the idea of national ownership) was key to the implementation

of csrs. The form this takes is variable, however. For example, in the Dutch
case, there was an alignment with national priorities and the assessment of the
implementation of the CSR rose after a couple of years. For the Belgian CSR we
analysed, the situation was more ambiguous. While to some extent the CSR
reflected debates and a consensus that also existed at the national level, there
was ultimately no successful implementation of the CsR. In the Italian case,
pension reform struggled to become a national priority, and as aresult there was
no progress on the CSR over the years.
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Our analyses also highlight the importance of beginning the reform process

on time. On the one hand, the nature of ageing as a slow-paced phenomenon
allows policymakers to consider reform options and success factors to incen-
tivise and create meaningful, effective, and enduring reforms carefully. On the
other hand, it can be difficult to build the required urgency. In all the cases we
analysed, we found that successful reforms took years, sometimes even decades.
In all Member States, a gradual process of minor and major reforms has been
taking place to some extent since at least the 1990s. Failures have been common,
as have been reversals of previously successful reforms. However, the literature
also shows that failures may help build momentum for subsequent successful
reforms in the long run. This reinforces the need to begin on time. Preparing for
an ageing society perhaps needs time to fail as well, before it succeeds.

In all the case studies, there was a substantial influence of factors that were
notrelated to the CSRs or other EU influence. This was the case regardless

of whether the csr aligned with national priorities or not. Important

factors examined through the cases included the stability of government

and communication. This included the communication by independent bodies
of research-backed policy advice (e.g. the SER in the Netherlands and the
Commission for Pension Reform 2020-2040 in Belgium).

Based on our analyses, the conclusion seems warranted that, in most cases,
domestic factors are more important than EU factors or the CSRs when it comes
to influencing reforms. CSRs seem to only influence Member States’ policies
to a limited extent, as indicated by the low implementation rates. Successful
implementation of pension reform depends on a range of different factors,

of which the csrRs and the associated European Semester process is just one.
Alignment with national priorities can help a CSR be implemented. However,
without domestic factors of reform or external conditionality, CSRs by them-
selves do not have a large influence on national reform policies to prepare for
ageing populations.

This raises the question how pension policy specifically and ageing-related
policy more generally can be coordinated in a rapidly ageing Europe. Given
the substantial differences in terms of not only the expected rate and degree
of population ageing, but also in the extent to which pension systems are
prepared, this working paper highlights the risk Member States following
diverging reform trajectories. If these result in unsustainable economic
and political divergence, this can become problematic in an increasingly
financially and economically integrated union, where budgetary problems
can have substantial cross-border consequences. The challenge is how to
achieve a suitable degree of European coordination without undermining
national ownership.
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Based on the literature, but also on the case studies analysed in this study,

we conclude thatindependent advisory bodies are an important component
of pension reform success. They may contribute to future successful
European coordination, especially when strengthened at the European level.
They increase the chances of successful reform by providing trusted and
independentadvice and by highlighting the cost of non-reform, all of which can
(over time) shift public opinion. Examples of such institutions at the national
level have been discussed in this study. Such an institution at the European
level could highlight the effects of European population ageing not only on
individual Member States, but also on the EU and eurozone economies as a
whole, including the potential cross-border spillover effects of variations in
pension system design?sé.

Another potential element that can shift the balance in favour of more effective
policy coordination is conditionality, since this provides a direct and visible
economic incentive for reform. Given rapid population ageing, it may be
advisable to explore ways to expand this further in the domain of pensions
and ageing more generally. Developments in response to the COVID-19
pandemic have created a momentum for an increased role of conditionality at
the European level. The European Semester and the associated cSRs have been
incorporated into the RRF, which is an instrument central to the European
Commission’s NextGenerationEU plan. This plan was created in response to
the coviD-19 pandemic to help the EU recover from the pandemic’s economic
consequences??.

The Semester plays a vital role in the identification of challenges facing Member
States and areas where reforms are needed. The funds attached to the RRF

are often conditional to reforms, meaning that policy coordination under

the Semester is becoming more binding?°°. While it remains to be seen how
effective this will turn out to be, this is also the case for pension-related CsRs,
with several countries incorporating plans related to pension reforms in their
national recovery and resilience plans (RRPs). Accessing funds is dependent on
meeting targets attached to these plans.

RRF funds are conditional on the implementation of past CSRs, and funding
is linked to meeting milestones as opposed to the cost of the project*'.
The significance of the European Semester as a tool for European governance

Ademaetal.2009; Ademaetal.2008; Adema2010; Fedotenkov & Meijdam 2013.
DelaPorte & Jensen 2021.

Vanhercke & Verdun 2022.

Darvas & Welslau 2023.
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and policy coordination is thus expanding in light of the RRF, with grants and
loans amounting to almost 650 billion euros?*2. In that sense, the Semester
process is now more important than it ever was. In a couple of years, the
implementation of the CSRs included in the RRF can be compared to the
implementation of those not included in these programmes as well as to the
implementation of CSRs issued during an earlier period. Studying the effects
of conditionality would lead to a greater understanding of how substantial its
influenceis.

Looking at the future, NextGenerationEU is set to run until 2026. The debate on
its (potential) successor is heating up and will certainly develop further with
the new European Commission taking office in the autumn of 2024. The role
of the European Semester and its possible incorporation into other funds or
conditionality mechanisms after this point remains to be seen. However, if

the trajectory since the launch of the Semester is followed, an even greater role
of the Semester in European socio-economic policy guidance seems likely.

This will create opportunities for further inclusion of ageing- and pension-
related topics in potential follow-up programmes. A recent report by a Franco-
German working group on EU institutional reform raised the idea that the
experience of NextGenerationEU should enable the EU to issue common debt
in the future as well as introduce NextGenerationEU-style conditionality for
future funds?®3. Similarly, a recent proposal by the Commission argued for the
expansion of conditionality (“performance-based funding”) in the distribution
of the EU’s cohesion funds (European Commission, 20242%4). With 392 billion
euros distributed over the 2021-2027 budgetary cycle, this is one of the largest
EU programmes in financial terms=®s.

Regardless of its precise shape, the European Semester will remain an impor-
tant tool in the years to come. At the same time, population ageing and the
reforms that countries will need to undertake to ensure the sustainability and
adequacy of their pension systems are set to gather pace. It seems unavoidable
that the overlap between these two topics will become even more evident
and urgent.

https://commission.europa.eu/business-economy-euro/economic-recovery/recovery-and-
resilience-facility_en

Costaetal.2023.

European Commission 2024.
https://ec.europa.eu/regional_policy/funding/available-budget_en
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