
Final report of PES
Executive summary
The Expert Advisory Forum (Poradní expertní sbor, PES) was established in January 2010 by the Minister of Finance and the Minister of Labour and Social Affairs, with the aim to (i) update the projection of the state pension system, and (ii) recommend changes in the pension system which would help achieve higher resistance to various risks at a medium and long-term horizon.

(1)

The new projections state pension pillar (PAYG) confirmed the trends observed in previous years. PAYG is seen as non-sustainable in its current form and with the current parameters, and leads to long_term deficits of approximately 4% GDP annually. Without the necessary changes PAYG is likely to remain permanently in deficit. The positive effect of parameter adjustments in 2008 and the slightly better demographic data are overweighed by the deteriorating macroeconomic outlook.

It can also be noted that the current pension system in the Czech Republic is extremely non-diversified, with an extreme degree of solidarity, which makes it risky in a long-term horizon for the state and from the perspective of individuals.

It is necessary to generally accept that in order to ensure the financial balance of PAYG, and thus to fully cover future liabilities, it is necessary to continue in the gradual parametric adjustments. It is necessary to explain these adjustments to the population adequately in advance, so that people have time to adequately prepare for the new situation and adapt to it. This message must especially reach the current generation who are in their thirties and younger, and who will be significantly affected by the consequences of the ageing population in the Czech Republic. This message to the younger generation must also include the fact that those who do not voluntarily save in excess of the mandatory pension system will risk a significant drop in living standards when they retire.

(2

Based on the calculations, processed materials and underlying documentation, PES arrived at a final conclusion according to which the Czech pension system needs a reform, which will lead to its

(i) greater diversification,

(ii) fiscal sustainability,

(iii) fairer distribution of inter-generational burden in time, and

(iv) a certain increase in equivalence.

PES also considers it important to emphasize that a key precondition for a successful pension reform is to find a significant socio-political consensus over its form and consequently the stability of the selected solution, and its parameters in time. This is a fundamental task for the leaders of political parties, not economists or experts. At the same time, it is necessary to take into account that the best time for a pension reform has already passed, and that time must not be wasted before a decision is made.

(3)

In the area of the adjustments to PAYG, PES unanimously proposes a series of specific steps that are listed in chapter 5. In their deliberations concerning the pension system, its consequences and the inevitable linkage with other areas of economy, PES overstepped the borders of a “pure” pension scheme, and proposes some steps with a potential impact on the structure of the tax system.

In the area of creating a savings pillar for pensions, PES agreed on the need to create such a pillar, and reform the area of the entire pension system. However, the members did not reach an overall consensus over a specific way to create the second savings pillar of the pension system.

Most members of PES recommended the allocation of 3 percentage points from the compulsory contribution rate to the PAYG, for all citizens under 40 years at the time of the start of the reform; such resources should be used for own individual retirement savings.

A version backed by a minority includes a substantial increase in the state support to the (reformed) pension insurance system, provided that the state support (3 percentage points) would be conditioned by individuals’ savings of at least the same amount (3 percent from earnings). The decision whether or not to save would be entirely voluntary.

The recommendations of PES also include the principles of corporate governance, according to which the 2nd pillar should be operated, including a clear definition of the boundary between a potential space for the private sector and public domain. Using existing studies, it is possible to set the payment (annuity) phase of the savings pillar in a convenient manner.

(4)

PES believes that the application of the above recommendations will lead to the achievement of the objectives in the area of pension system and at the fiscal level, and will also be helpful in the area of the international competitiveness of the Czech economy. PES believes that these recommendations will be subject to a serious discussion and will be reflected in specific adjustments to the pension-economic policies.
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