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Background Information 

The objective of these views, suggestions and recommendations are based on how “our pensions system can be further improved, by ensuring its adequacy and sustainability”. The state pension should constitute a solid foundation, but it should not be the only source of retirement income.To remain adequate and sustainable, the pension system needs to evolve and effectively to respond to long term developments.
Justifications, reasons and current situations to be addressed

Europe is growing old due to a combination of increased life expectancy and declining fertility rates. As dependency ratios shift with growing elderly populations, governments will be faced with requiring higher taxes from fewer workers which would lead to falling saving rates, falling consumption, and growing pressure on social services. All these challenges could even increase as a consequence of the COVID-19 crisis. 

Unless there is change, the adequacy of public pensions cannot be guaranteed as the required increase in expenditure would be unsustainable.  At the same time second pillar pensions (not many in Malta unfortunately as these are not mandatory) and third pillar pensions suffer from the “low for long” interest rate and increasing volatility of global financial markets. Second and third pillar pensions, even if more indirectly and to a lesser extent, are also vulnerable to demographic risk. Furthermore, there is an ongoing discussion about the impact of ageing on equity prices when the baby boomers move from accumulation to decumulation. 

Sustaining adequate pensions in all three pillars in ageing societies is key to the economic coordination efforts and ensuring inclusive growth in the EU, especially as public pensions are both the main source of income for Maltese and an important component of public expenditure. In Malta many factors prevent Maltese from joining funded pensions as occupational pensions are nearly non-existent or because of their working situation, including fragmented careers, or just because of inadequate income that do not allow them to afford pensions contributions in addition to the public ones. 

Proposals/Recommendations

· PEPP - an affordable pension available for everyone 
· Equality in pensions 

· Appropriate legislation with regards to divorced or cohabiting partners 

· Splitting the pension after retirement 

· More incentives for second and third pillar pensions 

· Online access to state pension statement 

· Government pension offices/helpline for the consumer

· Office of the Arbiter for Financial Services 

· Financial Education and responsible consumption  

PEPP - an affordable pension available for everyone 

In 2022, we shall see the issue of the new PEPP (Pan -European Personal Pension) which will be available to all Europeans in all the member states. We hope that with this pension, many will be encouraged to have a saving plan for their retirement. Current local pension plans have high fees some even as much as 4% whereas with this PEPP we shall see a max of 1% costs (excluding any costs for guarantees). 

The pan-European personal pension product (PEPP) is a voluntary personal pension scheme that will complement existing public and occupational pension systems, as well as national private pension schemes. These are simple, transparent, cost-efficient and reliable options to save for retirement and to help close the pension savings gap. Pan-European personal pension products (PEPPs) will be regulated by the Regulation 2019/1238, also known as the PEPP Regulation. 

These rules aim to give savers more choice and provide them with more competitive personal pension products when saving for retirement, while enjoying strong consumer protection. PEPPs could be offered across the EU by a broad range of financial providers such as insurance companies, asset managers, banks, certain investment firms and certain occupational pension funds.

The PEPP Regulation establishes the legal foundation for a pan-European personal pension market, by ensuring standardisation of the core product features, such as: transparency requirements, investment rules, switching right and type of investment options.

As regards occupational pension plans, we recommend that the Government would make it mandatory for all employers to offer the PEPP with a voluntary opt out. It will be up to the employer if they wish to make contributions to this personal plan.  

So ACR recommends that there should be a mandatory opt-in and voluntary opt-out to such schemes and the Government would offer proper fiscal incentives for these.

Equality in pensions 

· Appropriate legislation with regards to divorced or cohabiting partners 

Pensions entitlement have to be shared by both partners in cases of divorce or legal separation or the end of long-term co-habitation.   Most times the bread winner would have been saving for his retirement whilst the other partner stayed at home looking after the family.  

There is the need to adopt an appropriate legislation with regards to divorced or cohabiting partners to safeguard their interests and protect their entitlement to social benefits and pension rights. 

The pension can be the biggest asset in divorce or dissolution after the family home, so it is important that it is not overlooked. If one divorces or dissolves the civil partnership, the value of the pensions built up by both partners will be taken into account, except the basic State Pension. Only the value of the pensions built up while married or in a civil partnership will be taken into account. This means that anything built up after ‘date of separation’ or before marriage or becoming civil partners doesn’t count.

Pensions could include:

· Schemes obtained through work

· Personal Pension Schemes

The pension must be valued on the ‘date of separation’, and only the value that has built up since date of marriage or civil partnership formed should be taken into account.

· Splitting the pension after retirement 

If one partner and/or the other ex-partner have retired, the pensions can still be split. If there is remarriage or entry into another civil partnership before an ex-partner reaches State Pension age, this pension entitlement is lost. Both partners have to reach State Pension age before they can claim it. Only a court can make a pension sharing or attachment/earmarking order once the partner have divorced or dissolved their civil partnership – although both partners can agree to offset their pension.

MORE INCENTIVES FOR SECOND AND THIRD PILLAR PENSIONS   

Multi-pillar pension systems have the significant advantage of diversifying risks, since the factors that mostly affect the first pillar (labour market dynamics, demographic change, public finances) are not fully correlated with those that affect the second and third pillars (changing financial returns, market volatility, inflation). For this reason, the Government should provide more incentives for the second and third pillar pensions. 

Whilst ACR is happy to see the latest small incentives introduced by Government for personal pensions and occupational pensions (a max of tax refund of 750 euros annually for personal pensions), and whilst we are aware that fiscal incentives are costs for the state, yet these are too small to make any difference in later years. The Government should seriously introduce better tax incentives and awareness to encourage those who have not as yet set up occupational and personal pensions to do so immediately. 

Now that we see less stringent requirements with pension schemes, one can receive fiscal incentives and be left to make his/her investment choices once the scheme matures. Annuities are not the best option under a low interest rate environment and so should not be the only option at the decumulation stage. Drawdown vehicles should be available with local pension plans with a minimum and a maximum drawdown facility to protect the capital from being depleted.

Maltese Government should table a legislative proposal to require auto-enrolment into default occupational pension schemes. A good example of auto-enrolment is the UK. Fiscal incentives, awareness campaigns encouraging an involvement in supplementary pensions, and auto-enrolment would surely help but these initiatives could be not sufficient in the long term, considering also that a pension accrual will need to start quite early, and should continue during many years in order to accrue a relevant old-age income support. 

ONLINE ACCESS TO STATE PENSION STATEMENT  

The Government should also provide easy online access for anyone who wishes to see how his Contributory State Pension is developing. Online statements should be provided. This will also show the future value (discounted for inflation) of what the State Pension will be in reality in comparison to the current wage being earned and, in this way would provide an incentive to start pension provision for the future.  

GOVERNMENT PENSION ADVICE OFFICES /HELPLINE FOR THE CONSUMER 

Learning from the experience of other member states: The subject of pensions may seem like a maze to many. In fact, it can be quite complex and it may involve many choices. The Maltese Pension system is one of them. Let us take the UK Pension scenario, chosen here for its long experience in pensions. In our opinion this is one that has undergone many reforms and has been in existence for decades.  The UK Government has realised, now more than ever, due to the unleashing of restrictions on pension choices, the need to have a service for the public to provide guidance. This should not come from the private sector, due to potential conflict of interest between the interest of the pensioner and the business that is providing the advice. In UK this is called Pension Wise Service and the Maltese Government should provide such a dedicated service apart from the Social Security Offices which are already inundated with dealing with other social services. 

OFFICE OF THE ARBITER FOR FINANCIAL SERVICES 

We wish to see an easier way for consumers to make their complaints to the Office of the Arbiter for Financial Services. The current situation where one can only complain via an online form is not practical as it applies for only one consumer or a maximum two but not to consumer associations who cannot even sent complaints by email. It is also cumbersome to fill in and so a disincentive. It is clearly stated on the website of the Office of the Arbiter for Financial Services that their email cannot be used to make complaints.  

Financial Education and Responsible Consumption 
We wish to see more promotion of a Culture of Literacy with regard to Financial Savings and Investments and Retirement Income  

ACR has for many years has been advocating for a strategy with regards to promoting a Culture of Literacy with regard to Financial Savings and Investments and Retirement Income and has been supporting such a strategy in its AGM Resolutions.  Financial education that is accessible to everyone will benefit society as a whole. Financial training projects should be targeted as a priority at the sections of the population that are at risk of financial exclusion.

Over the past few years, growing complexity and lack of transparency in the financial system have made it increasingly difficult to understand financial products. 

ACR recommends more powers to the Office of the Arbiter for Financial Services to ensure effective law enforcement. 

The financial industry is in duty bound to apply relevant legislation properly and to self-regulate in order to foster appropriate and honest practices making it easier to access transparent 

financial products: consumers should know exactly what they are signing up to and should be 

able to compare the market easily. Improvement of regulation, supervision and transparency of
the financial system to increase consumer investor protection for financial products is essential.

However, citizens must still be responsible to improve their financial awareness throughout their lives and to make informed decisions to ensure the responsible consumption of financial products. 

Proposed Measures

Demographic, socio-cultural and technological factors have given rise to new forms of financial behaviour. Consumers are now looking for tailored products and more professional customer service; they are asking for more information, taking an interest in where their money is being invested, and taking a skeptical approach.

· Education and training should be carried out by bodies free of any conflict of interest. 

· An education system which should encourage consumers to develop their critical faculties and  financial education should continue throughout people's lives through Lifelong Learning programmes.                                  

· Financial education to become a compulsory subject on the school curriculum, and  followed up in training and retraining programmes for workers. 

· As a subject, financial education should encourage responsible management of financial affairs (saving, use of credit cards, borrowing, etc.) and promote socially responsible financial products. 

· The financial industry itself has an obligation to be actively involved in programmes focusing on both microfinance and education, and in the provision of access to basic financial services.

· In a knowledge-based society, an education system that encourages people to think critically, and financial education is a strategic tool which should go hand in hand with the new process of regulating the financial system. 

· The idea of the "responsible consumption of financial products" encourages people to distinguish between what they desire and what they actually need. The concept of "responsible saving" is also becoming more popular. It involves thinking long-term and supporting socially responsible products
 – products which perform better against environmental, social and corporate governance criteria.

· There is the need to ensure that all segments of the population are sufficiently financially

aware throughout their lives is crucial for maintaining confidence in a well-regulated financial system, and for ensuring its development and stability. 

· Financial institutions also have a key role to play. This means the financial industry giving society a commitment to guaranteeing honesty and transparency in its customer service provision, acting unequivocally in the customers' interests. 

· Transparency is crucial when interacting with consumers, and it is also key in the process of winning back consumer confidence in the financial services industry.

· Transparency of information is ensured through reports and publications, responsible advice, leaflets, information sheets, guides, new ways of making enquiries, presentations of products and financial services, etc. 

· Small print, unfair terms in contracts and misleading advertising should all be eliminated.

Governments and financial institutions need to provide sufficient resources to promote their initiatives: 

· Implement common methodology to assess people's level of financial literacy and inclusion.

· Draw up national strategies on financial education, with appropriate processes for monitoring and impact assessment.

· Strengthen financial inclusion strategies. Step up efforts to target specific groups (young people, women, immigrants, people on low incomes).

· Protect consumer rights on financial products.

· Strengthen cooperation between the European Commission, EIOPA, the OECD and national governments to exploit potential synergies and avoid duplication of work. 

· Organise a European Day for financial education, for example, endorsed by the EU Presidency of the time.

· Promote an annual conference on financial education, with the involvement of recognised experts 

The following suggestions can serve to bring together initiatives to improve people's financial 

skills as well as measures to increase consumer protection in the field of financial products:

· Set up an independent body to provide advice free of charge to consumers on financial products, and on how to incorporate environmental, social and governance (ESG) criteria in their financial decision-making: this body could give advice either face-to-face or via a phone hotline.

· Promote the widespread use of national social security accounts, so that all employees are informed, once a year, about the pensions they would receive when they retire.

· Promote financial products tailored to young people (from the age of 14, in other words, before young people can leave school and start working) and give them regular updates on the characteristics of these products and how they work. 

· Encourage the toy industry to develop educational toys involving financial concepts. 

· Broadcast short TV and radio programmes (10-15 minutes long) on basic financial issues (loans, mortgages, insurance, etc. and basic concepts such as profitability and risk), create multimedia initiatives and promote financial education through social networks.

· Make better use of consumers' associations and other independent organisations from organised civil society to disseminate and implement government initiatives in the field of financial education. 

· The European Commission should increase its sponsorship of financial education initiatives in the Member States, on the basis of good practice that is identified.

� 	EESC Opinion on Socially responsible financial products, OJ C 21/06, 21.1.2011, p.33.





