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Glossary of terms 
 
 
Life annuity  A stream of payments for as long as the 

retiree lives 
 
Lump sum   A single payment 
 
Occupational pension  A workplace pension 
 
Personal pension A pension arrangement between an 

individual and a pension provider without a 
role of the employer.  

 
Programmed withdrawals A series of fixed or variable payments 

whereby the retiree draws down a part of 
the retirement capital 

 
Private pension  A non-State Pension (so both occupational 

and personal pension) 
 
Public pension State Pension 
 

  

 



 

1 

1.  Introduction 
 
 

 

1.1 System of provisions for old age  
 
The system of provisions for old age has traditionally been described as a 
three-pillar system. In the vast majority of countries, the first pillar signifies 
state provisions, the second pillar represents provisions related to employment 
(labour-related), and the third pillar signifies personal provisions (with no link 
to employment status, often called private pensions). The aggregate of those 
three pillars together at any time in life is the total of the old age provisions. 
 

Retirement Income System 

STATE EMPLOYMENT PERSONAL 

 
Figure 1: The three pillar retirement income system 

 
In some countries, however, the boundaries between the three pillars are not 
always clear. Different countries might have different views about the 
allocation of provisions to their corresponding pillars; there is no clear-cut 
definition.1 
Not every country has well-developed provisions for each pillar, and some 
have none. For example, some of the new EU Member States hardly have any 
provisions for pillars two and three, while some older Member States have 
only minimal second or third pillars because of their generous first-pillar 
provisions.2 Furthermore, there are huge differences in the financing part of 
the system. There are pay-as-you-go systems and funded systems to be found. 
In some other Member States personal pensions form a significant part of their 
pension system. Generally speaking, however, the sum of the three pillars is 
the total of retirement provisions in any country. 

                                                                 
1 Social Protection Committee 2008. 
2 See, for example, Pensions at a Glance 2011, pp. 120-121 and OECD Pensions Outlook 
2012, pp. 101-102. 
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One must also consider that retirement provisions do not just relate to old-age 
pensions; they also contain an insurance element. Risks such as death and 
disability are also covered within this system.  
However, the focus is on the old age pensions when discussing pensions in 
most situations. All kinds of arrangements in case of disability, sickness, etc. 
should be regarded as part of the total system of retirement provisions. 
However, this thesis does not discuss provisions for disability, sickness or 
death. 
The central theme of this thesis is the third pillar of retirement provisions, the 
personal pensions. In the past decade or so, taxpayers have become 
increasingly responsible for their own pensions. One of the reasons for this 
development is related to the problems Member States have had in financing 
their retirement systems. A considerable part of these systems is based on a 
pay-as-you-go system whereas demographic developments proved not to be 
sustainable. This has made second- and third-pillar provisions increasingly 
important. Therefore, it is interesting to look at the position of the third pillar 
within the system of retirement provisions. 
 
1.1.1 The relevance of personal pensions  
 
What role do personal pensions play in the entire system of retirement 
provisions? Research by CEA shows that the total market premium income 
for the largest part (69%) consists of contributions to public pensions. The 
remainder is shared between contributions for occupational and personal 
pensions (18% and 13% respectively). The first pillar, which covers all public 
pension schemes, is mainly managed on the principle of the pay-as-you-go 
system whilst the two other pillars are solely managed on the principle of 
funding.3  
 
 
Billion Euro 1st pillar 2nd pillar 3rd pillar Total 

Non- insurers 833 120 14 967 

Insurers 8 105 139 251 

     

Total 841 225 152 1218 

Percentages 69% 18% 13% 100% 

 

Table 1: Total premium income the three pillars (estimate)4 
  

                                                                 
3 Comité Européen des Assurances 2007a. 
4 Comité Européen des Assurances 2007a, p. 7. More recent data on the size of the personal 
pension market is not really available (see European Commission 2013a, p. 7).  
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Mandatory/Quasi-mandatory Voluntary 

Occupational Personal Total 
Germany  n.a. 22.5 36.9 47.1 
Netherlands 88.0 n.a. 28.3 28.3 
Sweden* PPS: 100 

QMO: 90 
n.a. 27.6 27.6 

United 
Kingdom 

n.a. 30.0 11.1 43.3 

 
Table 2: Coverage of private pension schemes by type of plan, 20105 
* Coverage expressed as a percentage of the employed population, not of the working age 
population. QMO: Quasi-mandatory occupational 
 
 
What could be considered first, second or third pillar depends on definitions. 
Therefore it is not always clear what is meant by certain expressions.  
In response to the EU Commission Document The three pillars terminology – 
information note, the European Federation for Retirement Provision (EFRP) 
proposed an EU-25 Pension Terminology Model.6  Pillar 1 is defined as a 
collective basic mandatory pension benefit, run by the state. They divide pillar 
2 in a mandatory and voluntary part. The mandatory part consists of collective 
or individual, occupational funded supplementary pension benefit, run by 
pension providers in the private sector. The voluntary part is an occupational 
pension by collective bargaining or individual, pre-funded supplementary 
pension benefits, run by pension providers in the private sector. The third 
pillar consists of voluntary (individual decisions) supplementary pre-funded 
pension benefits run by the private sector (e.g. banks, insurance companies). 
Also the OECD published a classification and glossary regarding private 
pensions.7 They distinguish between public pension plans (administered by 
government) and private pension plans (administered by others). Furthermore 
they distinguish between occupational (linked to an employment or 
professional relationship) versus personal pension plans (not linked to an 
employment relationship).  Both occupational as well as personal pension plans 
can be mandatory or not.  
This research focuses on personal pensions. The total premium income of 
pension systems is a considerably large sum, and personal pensions already play 
a substantial role in these systems.8 This role might increase in the future. 

                                                                 
5 OECD Pensions Outlook 2012, p. 105. Entire table in Annex 3.  
6 European Federation for Retirement Provision 2006, p. 2ff. The objective was to form 
clearer, more definitive terminology in order to support a greater understanding across the 
EU and prevent unnecessary misunderstandings and confusion. 
7 OECD 2005, p. 12/13. 
8 Comité Européen des Assurances 2007a, p. 7. 
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1.1.2   View of the European Commission 
 
Currently, pensions and the fast-ageing population are important topics in the 
EU. Therefore it often was and is on the agenda of the Ecofin meetings. As 
mentioned earlier, one of the reasons for this is the financing problem that 
many Member States face with respect to old-age provisions based on a pay-
as-you-go system. Another issue is the fall of the EU’s effective retirement age 
in the 1970s and 1980s. This goes against the rise in life expectancy and leads 
to the conclusion that the number of contribution years has decreased, while 
the number of years pensions are received has increased.9 With respect to the 
ageing population this development is not desirable. Further relevant and 
important topics are international transferability of pensions regarding 
emigration, and preservation of tax claims or the establishment of Pan-
European pension institutions.10 
The issues mentioned above have been, and indeed still are major topics of 
discussion in the EU. At the 2000 Lisbon European Council one of the 
conclusions of the Presidency was that “to prepare, on the basis of a Commission 
communication, a study on the future evolution of social protection from a long-term 
point of view, giving particular attention to the sustainability of pensions systems in 
different time frameworks up to 2020 and beyond, where necessary”.11 
Communications on this topic were published in 2000 and 2001.12 With 
respect to private pension schemes (i.e. occupational and personal pensions) 
several remarks were made. 
In order to solve the demographic problem of ageing, the EU is stimulating 
employment-related retirement provisions. Within this development the 
responsibility is increasingly being shifted towards the individual. It is the 
individual who has to make arrangements concerning his income position 
regarding old age and/or death. The importance of this topic is becoming 
increasingly urgent and prevalent, and for me it is one of the reasons to carry 
out this research. 
In the 2000 Communication it is emphasized, amongst other things, that the 
improvement in occupational and personal pension schemes is often necessary 
to allow them to play a greater role in income provisions for older people. 
The following principles and objectives were presented:13 
 

- Maintain the adequacy of pensions; 
- Ensure intergenerational fairness; 
- Strengthen solidarity in pension systems; 
- Maintain a balance between rights and obligations; 

                                                                 
9 European Commission 2006. 
10 See e.g. COM(2005) 507. 
11 European Council 2000, Presidency conclusions, par. 31. 
12 COM (2000) 622 final and COM (2001) 362 final. 
13 COM (2000) 622 final, p. 3 and 8. 
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- Ensure that pension systems support the equality between men and 
women; 

- Ensure transparency and predictability; 
- Make pension systems more flexible in the face of societal change; 
- Facilitate labour market adoptability; 
- Ensure consistency of pension schemes within the overall pension 

system; 
- Ensure sound and sustainable public finances. 

 
The Göteborg European Council issued three broad principles regarding the 
long-term sustainability of pension systems:14 
 

- Safeguard the capacity of pension systems to meet their social aims; 
- Ensure the financial sustainability of pension systems; 
- Enhance the ability of pension systems to respond to the changing 

needs of society and individuals. 
 
During the European Council Meeting in Laeken, Belgium, one of the 
conclusions was that the improvement of access to occupational schemes is of 
particular importance for dealing with the increasing needs. The following set 
of common objectives was proposed:15  
 

- Ensure that all older people enjoy a decent living standard, share in 
the economic well-being of their country and are able to participate 
actively in public, social and cultural life; 

- Provide access for all individuals to appropriate pension arrangements 
necessary to maintain the living standard of their choice after 
retirement due to old age or invalidity and that of their dependants in 
the event of death; 

- In the context of the Employment Strategy, achieve a high level of 
employment so that the ratio between the active and the retired 
remains as favourable as possible; 

- Ensure that pension systems, and in particular early retirement and 
invalidity schemes, and their interaction with tax-benefit systems, 
offer effective incentives for the participation of older workers; that 
workers are not encouraged to take up early retirement and are not 
penalised for staying in the labour market beyond the standard 
retirement age; and that pension systems facilitate the option of 
gradual retirement; 

- In the context of sustainability of public finances as well as of the need 
to cope with the budgetary impact of ageing populations, ensure that 

                                                                 
14 European Council 2001a, Presidency conclusions, par. 43. 
15 European Council 2001b, Presidency conclusions, par. 30. 
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public spending on pensions is maintained at a level in terms of per 
cent of GDP that is compatible with the Growth and Stability Pact. 
This may include setting up dedicated reserve funds, if considered 
appropriate by the authorities; 

- Strike a fair balance between the active and the retired through 
appropriate adjustments to the levels of contributions and taxes and of 
pension benefits; 

- Ensure, through appropriate regulatory frameworks at national and 
European level and through sound management, that private funded 
pension schemes will continue to provide, with increased efficiency 
and affordability, the pensions to which scheme members are entitled; 

- Ensure that pension systems are compatible with the requirements of 
flexibility and security on the labour market, that labour market 
mobility within Member States and across borders and non-standard 
employment forms do not result in undue losses of pension 
entitlements and that self-employment is not discouraged by pension 
systems; 

- Review pension systems with a view to eliminating discrimination 
based on sex while addressing the sources of gender-related 
inequalities in pension entitlements (e.g. career breaks for family 
reasons, actuarial factors); 

- Make pension systems more transparent, predictable, and adaptable to 
changing circumstances. Provide reliable and easy-to-understand 
information on the long-term perspectives of pension systems 
including assessments of the impact of demographic, social and 
economic change and the impact of envisaged policy measures on the 
performance of pension systems, notably with regard to the likely 
evolution of benefit levels and contribution rates. Improve the 
methodological basis for efficient monitoring of pension reforms and 
policies. 

 
With respect to the improvement of the different retirement systems in the 
EU Member States, the so-called “open method of co-ordination” is used. 
This method is a system with common objectives for all Member States and 
translates these objectives into national policy strategies. These developments 
are to be monitored periodically. 
In the 2001 Communication the European Commission clearly states that 
both occupational and personal pension schemes play an important role in 
achieving the Göteborg objectives in relation to pension systems.16 
Since then, several national strategic reports have been published; 2005 the 
Member States published their National strategy reports on adequate and 

                                                                 
16 COM(2001) 362 final, pp. 4-7. 
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sustainable pension systems. The national reports of these individual countries 
will be discussed later in the thesis. 
In 2012 the White Paper of the European Commission was published, addressing 
the need for pension reforms.17 The EC issues several recommendations: 
 

- Link the retirement age with increases in life expectancy; 
- Restrict access to early retirement schemes; 
- Support longer working lives; 
- Equalise the pensionable age between men and women; and, 
- Support the development of complementary retirement savings to 

enhance retirement incomes.18 
 
Regarding this research the final recommendation is especially interesting. 
According the EC, complementary retirement savings must begin to play a 
greater role. Member States will have to improve cost-effectiveness, safety and 
equitable access to these schemes. Amongst others, tax plays an important 
role.19 By 2013 the EC will present an initiative aimed at raising the quality of 
personal pensions and improving consumer information and possibly an EU 
certification scheme for personal pension products.20 An Expert Group on 
European Insurance Contract Law is expected to issue a report by the end of 
2013.21 
One of the reasons for me to have chosen personal pensions as a subject for 
this thesis is the fact that I have already been working in the area of 
occupational and personal pensions for a number of years. In my experience, 
national but also international legislation on this subject changes quite rapidly, 
and in my view there is often a lack of vision for future developments. 
Governments are often led by budgets and swayed by the issues of the day. 
Consequentially, legislation changes on a regular basis. It is questionable 
whether this is the correct way retirement provisions should be dealt with. In 
this thesis an integrated model is suggested. 
 
1.1.3   Scientific relevance 
 
Currently there is no extant, specific scientific research with respect to 
personal pensions (the third pillar) in the EU. The dissertation of Dietvorst22 
deals with the three pillars of retirement provisions, personal pensions being 
part of that system. Time did not stand still. Numerous cases of the CJEU 
since that moment are relevant. But also the technological developments are 

                                                                 
17 COM(2012) 55 final. 
18 COM(2012), 55 final, p. 9. 
19 COM(2012), 55 final, p. 12. 
20 COM(2012), 55 final, pp. 17-18. 
21 European Commission 2013, p.3. 
22 Dietvorst 1994. 
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important with respect to personal pensions. Furthermore, in several articles 
and books personal pensions are touched upon.  
In this research the focus is on personal pensions. Both EU tax law and 
international tax law are taken into account. This research is necessary since 
the current trends indicate that it is increasingly necessary for individuals to 
take personal responsibility for their pension plans. Governmental intervention 
is diminishing gradually. This is especially true with respect to pensions. 
Several Member States introduced personal pensions only a couple of years 
ago. In other Member States the role of existing personal pensions is becoming 
more important. So, in general the importance of personal pensions is 
increasing. 
Furthermore, the correlation between occupational and personal pensions is 
discussed. One of the questions is, if there is or should be a real difference 
between occupational and personal pensions. What role do they have? 
Another question is how personal pensions fit in a model within pension 
systems. 
This research will give an in-depth view on personal pensions, discussing 
relevant topics, and will arrive at a model that could be applied by several 
Member States. 
 
1.1.4   Social relevance 
 
Generally speaking, the term ‘pension income’ refers to the income of elderly 
citizens during approximately the last twenty years of their lives.  
In the EU there is an increasingly ageing society. Life expectancy has been 
growing in the last decades and will continue to do so in the near future. 
Furthermore, decreasing fertility leads to proportionally more elderly people in 
society. Simultaneously there is an increased societal expectation for people to 
take care of certain personal financial issues by themselves. This is definitely 
the case since the credit crunch.  
Governments are responding to these issues by increasing the pensionable age 
and by shifting responsibilities from governments to individuals. Personal 
pensions may play a more important role in the future.  
The EU-2020 goals are, amongst other, to avoid social exclusion and prevent 
poverty.23 Personal pensions will be relevant with respect to these goals.  
These developments should make pensions a topic at the forefront of many 
people’s priorities.  
This however is not the case for most citizens. Most people regard pensions to 
be a murky area. The level of interest is rather low. They do not understand 
the surrounding legislation and expect everything to be arranged well. But 

                                                                 
23 Adequacy and sustainability of pensions, 
<http://ec.europa.eu/europe2020/pdf/themes/04_pensions.pdf> accessed 15 September 
2013. 
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when governments shift responsibilities towards the individual the process is 
not this straightforward.  
Dramatic changes have been introduced or will be introduced in the pension 
system of many EU-countries that will affect almost everyone. Therefore it is 
clear that personal pensions are a clear social relevant topic. 
 
1.2  Research, research problem and criteria 
 
The emphasis of this research project is on the tax treatment and tax 
consequences concerning personal pensions. Therefore other issues such as the 
financing problem, a more economic problem, despite being very interesting 
will not be dealt with extensively in this thesis. With personal pensions the 
solidarity aspect is less present. In general taxpayers will save individually and 
therefore also item of solidarity will not be discussed. 
The main topic is the taxation of private and especially personal pensions in a 
tax law comparative research. In general, private pensions are the occupational 
pensions and personal pensions combined.24 As shown in par. 1.1.1 the 
definition of personal pensions differs.  I define personal pensions as retirement 
provisions one can arrange for oneself without a role for an employer. This means that 
there is a kind of private initiative and that there is no direct relation between 
a personal pension and the employment of the taxpayer. 
One might include real estate or other types of accumulated wealth in the 
definition of personal pensions. And there are more options to save up for an 
income in old age. In my view the third pillar can be broader than the 
traditional personal pension facilitations. Nevertheless with respect to this 
research I will not include real estate or other types of accrued wealth that is 
not explicitly intended for retirement purposes. 
Within the above-mentioned definition it means that personal pensions will be 
third pillar provisions in most situations. Even first pillar provisions could be 
personal pensions within the scope of this definition. This might be so, if 
individuals have the option of choice in this first pillar. Possible examples 
would be repairing gaps created by cutbacks by the legislator in the first pillar 
or the choice of opting out of the first pillar. 
Second pillar provisions are employment-related, but sometimes employees 
have the option, within the pension-agreement with the employer, to arrange 
for some provisions by themselves. Also those provisions are part of personal 
pensions in this thesis.  
Although this thesis will focus on personal pensions, also occupational pensions 
will be discussed, since the boundaries between occupational and personal 
pensions are not always clear. Furthermore in my view, as will be explained in 
par. 6.3.3, the difference between (the tax-treatment of) occupational and 
personal pensions should have only few discrepancies. Therefore also 

                                                                 
24 Also see OECD 2005, p. 12/13. 
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occupational pensions will be touched upon. The development of 
occupational pensions is interesting to take into account in relation to 
conclusions about personal pensions. 
As shown in Annex 2, several Member States do have personal pensions. 
Annex 3 shows another table relating to the number of participants in 
occupational and personal pensions in the EU. Since the emphasis of this 
research lies with four countries, only those four countries are shown here. 
The complete list is to be found in Annex 3. 
 
 
 Occupational Pensions 

(As a percentage of the working 

age population) 

Personal Pensions 

(As a percentage of the working 

age population) 

Germany 22.5 36.9 

NL 88 28.3 

SE 90 27.6 

UK 30 11.1 
 
Table 3: Coverage of private pension schemes by type of plan 25 
 
 
1.2.1 Four countries 
 
In this study the main focus will be on a comparison of the legislation on 
retirement provisions of Germany, the United Kingdom, the Netherlands and 
Sweden. These countries have quite advanced systems of pension provisions 
and have (much) experience with respect to personal pensions. E.g. Germany 
introduced personal pensions quite successfully in 2002. Thus, by studying the 
systems and developments of these four countries, conclusions and 
recommendations can be drawn which will bear relevance to a lot of countries 
within the EU. However, some EU-states (especially the new member states) 
have systems that are completely different from the systems in the four states. 
At this moment conclusions and recommendations might apply less to those 
states. Nevertheless, in general the conclusions and recommendations will bear 
relevance to the states in the EU. 
The subject of this study is not exclusively about current law, but also the 
relevant and historical developments in these countries. An interesting 
question is why these countries have opted for the system of pension 
provisions that are currently in place. 
Besides, the specific rules on the pension system in those countries are 
regarded with respect to the EU-legislation (case law of the CJEU and the 
EU-Treaty). Of course aspects concerning international tax law are taken into 

                                                                 
25 Antolin, Payet and Yermo 2010, pp.10-11. 
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consideration as well. In order to be able to compare the different countries, 
attention will be paid to the three pillars in all countries.  
On this basis, by studying the pensions’ legislation in the four different 
countries as well as the EU-legislation and CJEU-case law, it will enable me to 
provide an answer to the research problem. 
 
1.2.2 Research problem 
 
The research problem is: 
 
Is there a (tax-) model with respect to personal pensions that can be applied by Member 
States of the European Union that complies with European and international tax law 
and contributes to the EU-strategy to make pension systems adequate, safe and 
sustainable in the long term? If so, what should this system look like? 
 
The retirement systems of four countries will be described and discussed. The 
four countries, the United Kingdom, Sweden, Germany and the Netherlands 
provide, as I explained before, sufficient information to draw conclusions and 
recommendations that are relevant to the EU in general. This does not 
necessarily mean that solutions have to lie within these four systems. To arrive 
at a uniform system that could be applied by Member States, both 
international and European tax law is relevant. One model that could be 
applied by all Member States fits within the ideas of the Communication of 
the European Commission with respect to co-ordinating Member States’ 
direct tax systems in the internal market. In this Communication the European 
Commission emphasises the need for direct tax systems to be co-ordinated.26 
In the last decades the European Commission has published several 
Communications and papers about pensions. The last publication is the 2012 
White Paper.27 Since the subject of this thesis is European pensions, the view 
of the European Commission is very important.  
Both the White Paper and the 2000 Communication28 of the European 
Commission state that the basic purpose of a pension system is to deliver 
adequate retirement income and make sure that the elderly enjoy a decent 
living standard. Complementary retirement savings are important in that 
perspective, but there is much scope for further improvement. Private pension 
schemes should become safer and more cost-effective and complementary 
pensions should be accessible for all persons.29 Also the European Commission 
is of the opinion that within the EU a more comprehensive approach is in 
order. 

                                                                 
26 COM (2006) 823 final.  
27 COM (2012) 55 final. 
28 COM (2000) 622 final. 
29 Also see European Council 2001b. 



INTRODUCTION 

12 

According the European Commission there is a need to improve the quality of 
financial products for individual retirement savings not linked to employment 
to supplement the income of the elderly. It is necessary to improve consumer 
information (e.g. pension tracking systems across the EU) and protection to 
enhance the confidence in these products. For that matter, nor should the 
cross border mobility of taxpayers lead to problems relating to personal 
pension. Additionally, the optimal targeting of tax incentives is necessary. 
 
Therefore in answering the research problems the following criteria will be 
dealt with: 
  

- Is the system adequate (delivering adequate retirement income and 
allowing older people to enjoy decent living standards) and sustainable 
(financial sustainability and dealing with the demographic changes)? 
Does the system lead to safer and more cost-effective pensions?30 

- Is the system transparent? Since individuals have personal 
responsibility for personal pensions, these pensions should be simple 
and understandable. In what way can simplicity be reached? Are the 
participants being adequately informed? 

- Is the system accessible for all individuals in order to obtain 
appropriate pension arrangements necessary to maintain the living 
standard of their choice after retirement? Does it lead to enhancement 
of retirement incomes? 

- What is the best system where matters of tax are concerned? Does it 
live up to the way income has to be taxed (ability to pay)? 

 
This research will focus on the consequences for both taxpayers and the 
government. This means that the position of possible participants as well as 
that of the government will be considered. 
There are – advanced – systems of retirement provisions outside the EU. This 
research however limits itself to the borders of the EU. Therefore possible 
solutions will have to comply with EU-legislation, because all Member States 
are part of the European legal order and pension legislation may not be in 
breach of community law.  If necessary, pension systems of non-EU states will 
be considered. The system also should be in line with the Europe 2020 
strategy. Especially poverty and social exclusion (adequacy and sustainability of 
social protection and pension systems) are relevant here.31 
Apart from the criteria mentioned above and the EU- and international tax 
aspects there are other areas that have to be discussed in order to form a clear 
model for personal pensions. A model applicable to all Member States would 
have to fulfil certain demands. These demands are described in the criteria 

                                                                 
30 Compare COM (2012) 55 final. 
31 COM (2010) 2020 final, p. 19. 
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above, but there are still further items that are necessary elements of the review 
framework. 
 

1. One of the elements is the taxation of personal pensions. Several 
systems might be possible, from an EET- to a TTT system.  

2. It is relevant to understand whether or not a state has a tax claim 
when the taxpayer lived in that state when building up a personal 
pension.  

3. It is necessary to look at the influence of public and occupational 
pensions on (the possibilities for) personal pensions, and furthermore 
the question of whether differences in tax law between occupational 
and personal pensions are allowed. 

4. There are different systems possible when building up a personal 
pension. Pensions can be built up within a DB or DC system. 
Therefore the advantages and disadvantages of both systems are 
discussed.  

5. Also, the payout phase of personal pensions is an important element 
of a pension model. Several options are possible and will be discussed. 

6. Although personal pensions are voluntary arrangements in most 
circumstances it should be questioned whether this is beneficial to 
every possible circumstance. Is a mandatory personal pension even 
thinkable? 

7. Contributing factors such as justice, equality, legal security, durability, 
sustainability and proportionality are relevant in order to arrive at a 
model. 

8. An important question is how personal pensions lead to the best 
outcome for the taxpayer. With this in mind, one must ask which 
providers should be allowed to participate and under which 
conditions, for optimum results? Costs and fees are relevant topics. 

9. Information and education of taxpayers about retirement income is 
important. How can information be supplied to taxpayers? Are they 
able to understand the relevant legislation? 

 
In the next paragraph these different elements are looked at in more detail. 
 
1.2.3 Elements 
 
With respect to the review model for this research regarding personal pensions 
several elements can be distinguished. This paragraph highlights these 
elements.  
 
1.2.3.1 EET system or other system? 
 
In building up retirement provisions several systems are possible. The common 
accepted system nowadays is the EET-(exempt-exempt-taxed) system. Also 
the European Commission is in favour of this system. In the 2001 
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Communication on the elimination of tax obstacles to the cross-border 
provision of occupational pensions, the Commission expressed that it would 
welcome a broader acceptance of the EET system. An alignment of the 
pension systems of the Member States would reduce mismatches which would 
in turn lead to either double taxation or double non-taxation.32 
This idea is not only valid for occupational pensions, but also for personal 
pensions, since in the same Communication the Commission states that 
“much of the discussion in the Communication applies equally to third pillar 
pension and life assurance services”.33  
Although the European Commission is in favour of this system and research 
shows that most Member States already use this system, the other possible 
systems are nevertheless touched upon in par. 6.2. 
 
1.2.3.2 Tax claim or ability to pay? 
 
The Ability to Pay principle often is regarded as the basic principle of the 
income tax legislation. Where principles as proportionality, legal justice and 
equality are general principles, the Ability to Pay principle is a specific one. 
In most Member States retirement provisions are part of the income tax 
legislation. Therefore the Ability to Pay principle should be taken into account 
when making or changing these tax rules. Also here one should understand 
that this principle is part of a system as a whole. The Ability to Pay is not only 
created by income tax legislation, but by the complete system. Nevertheless 
this principle is considered to be very important when looking at income tax.34 
A logical consequence of this principle might be the EET system, since 
income that has to be set aside for retirement provisions is no current taxable 
income in this view.35 In that view it is no income that can be consumed and 
should not be taxed at that moment.36 
Also with respect to the liquidity principle deferred taxation is defended.37 
Without deferred taxation additional discipline from the government is 
demanded.38 Some authors seriously consider abolishing deferred taxation.39 
But also deferred taxation is a stimulus to arrange for personal pensions.40 
One of the issues that arises from the EET system is the question whether or 
not a Member State has a tax claim on the accrued personal pensions and 

                                                                 
32 COM (2001) 214 final, pp. 18-19. 
33 COM (2001) 214 final, p. 5. 
34 Gribnau 2006, p. 63. 
35 Smith 1904, V.2.27. 
36 Stevens 1980, p. 168. 
37 Stevens 2008 and Van Ballegooijen 1989. 
38 Caminada and Goudswaard 2008, Vermaat and Van Dam 1991, Antolin, De Serres and 
De La Maisonneuve 2004, Whitehouse 1999. 
39 Cnossen 1980. 
40 National Strategy Report Germany 2008, Dilnot and Johnson 2004. 
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consequently loses this tax claim when a taxpayer emigrates. Member States 
may have the perception that, when giving tax relief to a taxpayer in order to 
obtain retirement provisions, this Member State also has the right to tax future 
revenues and therefore has a kind of tax claim or at least the right to some 
kind of compensation in case of the emigration of a taxpayer. Some authors 
are of the opinion that this is true.41  But from a tax theoretical point of view 
this might not be correct. In par. 6.2.1 attention is paid to this issue.  
 
1.2.3.3 Right to tax 
 
As stated in paragraph 1.2.3.2 it is questionable whether or not a Member 
State actually has a tax claim when giving a taxpayer tax relief for retirement 
provisions. Nevertheless it might be possible that the state that allowed the tax 
deduction has the right to tax the future benefits when being paid out. Of 
course in most cases this item should be addressed in a double tax convention. 
The Commentary on the OECD Model elaborates on this issue. The main 
rule in the OECD Model is taxation in the state of residence. In par. 2.3 this 
commentary is dealt with in depth. 
Occupational and personal pensions are often tax-stimulated.42 In international 
relations this means that problems can arise. The most common cross-border 
problem is the fact that a taxpayer who has had tax relief in one Member State 
will be taxed in another. Some countries made legislation to avoid this (e.g. 
exit taxes), but it is almost always questionable whether this legislation 
complies with primary and secondary EU-legislation. The Netherlands is a 
state that would like to have a source state taxation with respect to retirement 
provisions. But also some authors believe that there is a tax claim because of 
the fact that tax relief is given.43 
Several cases before the Court of Justice of the European Union (CJEU) have 
dealt with exit taxes or related topics. The European Commission issued a 
Communication on Exit taxation and the need for co-ordination of Member 
States’ tax policies.44 Exit taxes might be possible and live up to the 
requirements of the EU Treaty. On the other hand, the topic of treaty 
override may be present.  
Emigration of taxpayers and the transferability of the provisions are relevant 
issues. Furthermore, tax treaties are of importance. There are several 
arguments in favour of source state taxation and arguments in favour of 
taxation in the state of residence. 
In par. 2.2.5 and par. 6.2.3 this topic will be discussed.  
 

                                                                 
41 Wellisch 2008. 
42 There are also other possible incentives, e.g. subsidies. 
43 Wellisch 2009. 
44 COM (2006) 825 final. 
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1.2.3.4 Differences between pillars and level of retirement provisions 
 
A solid, three pillar retirement system should enable a taxpayer to build up a 
good retirement provision. It should enable an individual to maintain his 
standard of living after retirement. This means that when the provisions from 
public and occupational pensions are not sufficient, a taxpayer should be able 
to arrange this with his or her personal pension. 
Can it be justified that there are prominent differences between occupational 
and personal pensions? With respect to tax treatment, should the legislation 
regarding occupational and personal pensions be more or less the same? Some 
authors are of the opinion that occupational and personal pensions are not the 
same and therefore differences are allowed.45 Others believe a more equal or 
even equal treatment is appropriate.46 In par. 6.3 these issues are discussed. 
 
1.2.3.5 Adequate replacement ratio 
 
To what level should there be tax facilities with respect to personal pensions? 
What is the ambition level or replacement ratio? On one hand it is obvious 
that this is a kind of political choice. Exactly what defines a good ambition 
level with respect to occupational and personal pensions depends on the 
specific ideas, situations, and history of a state. Another question is whether an 
income-cap must exist or is acceptable with respect to building up 
occupational and personal pensions. Furthermore, a question is if pensions 
should be lifelong and indexed? 
Adequacy means that retirement provisions should enable a citizen to enjoy 
decent living standards and economic independence.47 The World Bank 
mentions about 75 per cent of the gross average lifetime wage or half of gross 
final year salary for the average worker.48  
Some authors state that tax relief should not be given unlimitedly and that 
there should be an income-cap.49 However, for a theoretical point of view 
(looking at the Ability to Pay principle) this might be not correct. And do 
citizens arrange retirement provisions with respect to the income above the 
income-cap? Do pensioners need a lifelong indexed income?  Research has 
shown that the need of income of pensioners decreases.50 In par. 6.4 the 
replacement ratio is discussed. 
 

                                                                 
45 Niessen 2008, p. 13 and Berg 2006, par. 3.6.4. 
46 Stevens 2007, par. 5.3.3 and Dietvorst, Harts, De Lange, Valk and Visser 2006, p. 73ff. 
47 E.g. see COM(2012) 55 final, p. 4. 
48 World Bank 1994, p. 293-195. 
49 Kavelaars 2011a, p. 5 and Commission Van Weeghel 2010, p. 79. Also Dietvorst et al. 
2012, p. 37 and  Kappelle et al. 2011, p. 36. 
50 Soede 2012. 
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1.2.3.6 Type of contract 
 
Traditionally retirement benefits can be constructed within a DB plan or DC 
plan. Personal pensions however are (almost) always DC-arrangements. It is 
questionable if this is good for taxpayers. 
In DB schemes the rules specify the rate of benefits to be paid. Mostly it is 
salary-related. With DC schemes future benefits are determined by the 
contributions paid into the scheme and the investment results on those 
contributions (money purchase schemes).51  
Within a DC system a taxpayer is not aware of the scale of the benefits he will 
obtain in the future; he merely knows that he will get an accrued capital that 
ought to deliver a retirement provision. Research already shows that there are 
often inadequate contributions in a DC system. Also issues regarding risk 
bearing and costs have to be addressed.52 When shifting from DB systems 
towards DC systems risks are shifted towards the individual. Is the individual 
able to manage these risks? This is doubted in literature.53 Alternative systems 
have been suggested in order to tackle these problems.54 
Par. 6.5 elaborates on these issues. 
 
1.2.3.7 Simplicity and individual responsibility 
 
In the last decade a lot of states decreased the first pillar (state) provisions or at 
least have plans to do so. Also several risks regarding occupational pensions 
(investment risks, longevity risks) are shifted towards the individual. The result 
is that citizens are becoming increasingly responsible for arranging sufficient 
retirement income. In most cases this is not obligatory but a matter of personal 
choice. 
It is in the interest of a state that citizens have an adequate retirement income, 
because with good provisions taxpayers are not dependent. But in order to be 
able to actually arrange retirement provisions, the threshold for taxpayers 
should not be too high. Pensions are often regarded to be a difficult subject 
and this attitude could lead to the fact that taxpayers will build up fewer 
provisions because of decreasing state pensions, but will not fill this gap 
because of difficult legislation. 
Research shows that complicated models do not work.55 If taxpayers have to 
make choices with respect to personal pensions there should be a user-friendly 

                                                                 
51 Pension Trends 2013, p. 4. 
52 Antolin, Pugh and Stewart 2008, p. 35 and Munnell, Soto, Libby and Prinzivalli 2006, 
Munnell, Aubry, Hurwitz and Quinby 2011, p. 2. and Estreicher and Gold 2007, p. 333 – 
335. 
53 Bodie 2002, p. 4 and Merton 2007, pp. 6/7. 
54 Merton 2007. 
55 Börsch-Supan, Reil-Held and Schunk 2006. 
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system that people can become familiar with.56 Furthermore communication 
on the future income and communication about the fact that it is necessary to 
make financial arrangements for future income, contributes to the fact that 
taxpayers actually take initiatives.57 
Legislation regarding personal pensions should therefore be simple and easily 
accessible at a basic level. This means that either taxpayers should be aware of 
their options, and/or the personal pension system in itself should be rewritten 
in such a way that access to personal pensions becomes clear and 
comprehensive to the lay person. Par. 6.6 discusses this subject. 
 
1.2.3.8 Compliant with European and international tax law 
 
European and international tax law directly influence national tax legislation. 
Any model or any sort of legislation regarding personal pensions therefore 
should be in line with these rules. Chapters 2 and 3 and par. 6.7 describe the 
impact of international and European tax law regarding private pensions. 
 
1.2.3.9  Providers, costs and fees 
 
In order to be able to arrange personal pensions, providers must be put in 
place where a participant can arrange his retirement provision. Generally, 
within tax law there are strict rules regarding providers of personal pensions.  
The providers of personal pensions are banks and insurance companies in most 
Member States. This sounds logical. On the other hand, there have been quite 
a few problems regarding providers in the last decade. Especially costs of these 
providers appeared to be quite high, but also the lack of transparency is an 
important issue.58 Literature shows that competition did not bring down 
costs.59 
Personal pensions with these providers should lead to good results for the 
participant. The recent history shows that personal pensions with these 
providers do not lead to a good outcome in general.60  
Therefore it is necessary to give providers attention when researching the 
subject of personal pensions. It is questionable if there should only be 
commercial providers with respect to personal pensions, as there might be a 
role for the government and/or non-profit institutions.61 In par. 6.8 providers, 
costs and fees are discussed. 
 

                                                                 
56 Merton 2007, p. 8. 
57 Börsch-Supan, Reil-Held and Schunk 2006. 
58 E.g. Pitt-Watson 2010. 
59 Tapia and Yermo 2008. 
60 EK Deb 2007-2008, 30 432, C and Blake 2007. 
61 Verbraucherzentrale Bundesverband 2011, Barr and Diamond 2008, Antolin, Pugh and 
Stewart 2008. 
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1.2.3.10 Voluntary or mandatory 
 
In most situations personal pensions are completely voluntary arrangements. 
Taxpayers are free to arrange personal pensions.  
As stated earlier, it is in the interest of a state that citizens will obtain an 
adequate pension in the payout phase. Therefore a question that has to be 
answered is whether it is mandatory or not for a citizen to take part in a 
personal pension. If a taxpayer does not have a pension that reflects his income 
during his active period, this taxpayer should be stimulated in building up a 
personal pension.  
Several authors are of the opinion that participation should be made 
mandatory, because many individuals will not save for the future otherwise.62 
This item is addressed in par. 6.9. 
 
1.2.3.11  Information and education 
 
Since pensions in general are regarded to be quite difficult fields, taxpayers 
should be given the information they are looking for. It should be simple for 
participants of personal pensions to obtain clear information at any stage of life 
so that a clear decision can be reached. 
Some states already have experience with pension tracking services (Pension 
Registers) that enable participants to gain insights in their accrued pensions. 
The information given to participants should be sufficient and clear, but not 
overwhelming. It should facilitate potential participants, yet only the relevant 
information should be given. Conflicting information can lead to passive 
behaviour of taxpayers.63 In the EC White Paper it is mentioned that 
consumer information needs to be improved since it is necessary to enhance 
the confidence of participants in financial products.64  
Financial education of taxpayers is very important. Research shows that good 
education and awareness leads to an increase of occupational and personal 
pensions.65 
These items are elaborated on in par 6.10. 
 
1.2.3.12 Payout phase 
 
A personal pension system is not limited to building up pensions. It should 
lead to a future income in the payout phase. Regarding the payout phase 
several methods can be distinguished. First of all there is an annuity, as well as 

                                                                 
62 E.g. Bodie 1989, Antolin, De Serres and De la Maisonneuve 2004 and Melbourne 
Mercer Global Pension Index 2011. 
63 Barr and Diamond 2008. 
64 COM (2012) 55 final, p. 13. 
65 European Commission 2010 p. 19, Lusardi and Mitchell 2009, Bernheim and Garret 
2003. 
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the option of lump sums or phased withdrawals. Some countries do not offer 
the choice of a lump sum and others do. In general personal pensions should 
give a taxpayer an income during the ‘inactive-phase’.  
Some authors believe life annuities are the best option.66 But there are 
problems with respect to the markets for individual annuities.67 Furthermore, 
lump sums are acceptable according to some authors.68 
 Within a model regarding personal pensions the payout phase is very 
important. Therefore the different options that are possible in the payout phase 
are discussed in par. 6.11. 
 
1.2.3.13 Principles of justice 
  
With respect to legislation in general it is common to state that legislation 
should be fair. Being part of the tax system, this therefore also goes for the 
private pension legislation. 
Gribnau distinguishes between procedural and material justice.69 With respect 
to income taxation and this thesis, material justice is of more importance than 
procedural justice.70 Material justice can be described as the content matter. 
Gribnau distinguishes material justice between political-social justice and legal 
justice. Political-social justice can be described as the way in which a society 
should be organised. In most cases a democratically formed government issues 
laws that should correspond with political-social justice.71 In general there is 
consensus about the equality of all citizens. This could mean that a 
precondition of the legislation regarding anything personal would be that not 
only it should lead to the fact that all citizens are treated equally with respect 
to personal pensions, but also in the area of retirement provisions as a whole. 
For that matter the legislator has to be aware of the equality-principle and has 
to have outstanding reasons to justify inequalities.72 
Legal justice is whether or not the (tax) legislation complies with the general 
legal principles. A central question in that area is: what ought to be the law? 
This can be answered from the perspective of general rules in law73, but also 

                                                                 
66 Antolin, Pugh and Stewart 2008. 
67 James and Vittas 2000 and Antolin, Pugh and Stewart 2008. 
68 Antolin, Pugh and Stewart 2008, Webb and Holland 2009. 
69 Gribnau 2006, p. 29.  
70 Procedural justice is the process followed to reach decisions, taking into consideration the 
differences in opinions (impartiality, publicity, etc.). 
71 Gribnau 2006. An example given concerning the introduction of the Dutch ITA 2001 is 
the increase of the tax base and the simplification of the legislation. 
72 The equality principle is dealt with in depth in Gribnau 2006, p. 51 ff. 
73 E.g. equality, purpose, legal security. Also see Zicht op Wetgeving 1990 (criteria 
mentioned there are subsidiary, proportionality, feasibility, tenability, fine-tuning with 
other regulations, simplicity, accessibility, transparency). In his article Gribnau elaborates on 
these principles. 
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from a policy-perspective (does this law contribute to the policy of the 
government?). In analysing laws one should make clear what kind of 
evaluation is made.   
Generally speaking, retirement provisions are long-term agreements. Citizens 
are often encouraged to start building up retirement provisions as early as 
possible. In order to stimulate people to do so tax incentives might be given. 
Because of the fact that citizens make choices for their personal pension (long-
term), often encouraged by (tax) incentives, a government must be cautious 
when considering a radical pension overhaul. It is obvious that legislation 
regarding personal pensions should be durable, sustainable and solid. 
Proportionality is a fundamental principle of law that plays an important part 
in analysing legislation. Legislation is proportional when there is a healthy, 
clearly-defined relationship between goals and means. Different interests must 
be kept in mind.  
This research does not intend to elaborate on principles of justice in general. It 
is a very broad topic and therefore this will not be dealt with further in this 
thesis. The principles of justice are relevant with respect to legislation on 
personal pensions. When creating a (tax-) model with respect to personal 
pensions that can be applied by the Member States of the EU that complies 
with EU and international tax law and contributes to the EU strategy to make 
pension systems adequate, safe and sustainable in the long term also the 
principles of justice have to be kept in mind.  
‘An adequate and sustainable retirement income for EU citizens now and in 
the future is a priority’ according to the Green Paper of the European 
Commission.74 With respect to the principles of justice this means that when 
building a personal pension system justice (clearness, simplicity and stability), 
security, sustainability (durability, solidity), equality and proportionality 
(workable, suitable) should be taken into account. 
 
1.3 Methodology 
 
First of all this will be a study regarding the positive law and academic 
literature, after which I will look into the impact of those provisions in these 
states and whether or not a different role of those provisions can be 
discovered. 
The European Commission has issued some reports on retirement provisions. 
These reports will be part of my research as well. 
This research provides recommendations and proposals at a European level 
about the model that is in the interest both of the taxpayer, the government as 
well as the EU. This model could be applied by Member States. 
This research consists of seven chapters.  In chapter 2 the international tax law 
aspects regarding retirement provisions are discussed. What can be said with 

                                                                 
74 COM(2010)365 final, p. 2. 
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respect to international treaty law? In chapter 3 the EU tax law will be 
discussed. One of the questions is, which EU-legislation ought to be taken 
into consideration when considering personal pensions? Furthermore, relevant 
case law of the CJEU will be described and commented upon. 
Chapter 4 of this thesis is a description of the system of retirement provisions 
of the four EU Member States. The main characteristics of the three-pillar-
system of the Netherlands, United Kingdom, Germany and Sweden are dealt 
with. This description is an outline of the system in these countries. 
It is very interesting to see in what way these countries have arrived at this 
system and what the developments are at this moment. So in chapter 4 some 
historical elements are discussed with emphasis on the question of what led 
different states to make choices which has been the development of the 
present system. An important issue in this chapter is what the underlying idea 
is behind retirement provisions and personal pensions in general. This will 
show the strong and weak parts of a specific system. 
After the general international and EU-part and the description of the three-
pillar system in the four countries a comparison between the four Member 
States is made in chapter 5. This will show in what way the different countries 
solved the cross-border problems of retirement provisions and if there are still 
problems to be solved in this area. 
Chapter 6 will address several criteria that are relevant regarding the review 
model in order to come to an integrated personal pensions model. 
The final chapter is a proposal to and description of an integrated model, the 
Neutral Personal Pensions Model that could be introduced to Member States. 
The results of this research are used to arrive at this model. 
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2 International tax law 
 
 
 
2.1 Introduction 
 
This chapter examines international tax law topics regarding personal pensions. 
As mentioned in par. 1.2.3.8, international tax law influences the legislation of 
personal pensions and therefore it is necessary that the state of affairs of 
international tax law is described and discussed. The relevance of EU-law and 
its influence on personal pensions will be discussed in the next chapter. 
Although the focus is on personal pensions, this chapter will study 
occupational pensions as well. In my view, from a tax perspective the same 
questions and problems arise in occupational pensions and personal pensions. 
This subsequently means that from a tax perspective there is hardly any 
difference.  As a matter of fact more relevant EU case law relating to 
occupational pensions is to be found. Conclusions one can draw from this case 
law apply both to occupational and personal pensions in most cases.  
One of the most important issues in the area of international tax law is the fact 
that during the build-up phase of a pension a taxpayer can live in a different 
country during the period of receiving the benefits. How do countries deal 
with these situations? What would be the optimal solution?  
After examining the international tax law, EU tax law and describing the 
pension system in the four countries, chapter 5 will look at the legislation on 
occupational and personal pensions especially relating to cross border issues. In 
order to come to a model for personal pensions in the EU, international tax 
law as well as the EU-legislation is of great importance. Therefore the main 
topic of that part is in what way these four countries manage international and 
EU issues regarding occupational and personal pensions and whether or not 
their legislation lives up to the international tax law and the EC-legislation. 
 
2.2 International tax law and double (non-) taxation 
 
Bilateral tax treaties deal with juridical double taxation.75 Juridical double 
taxation occurs when two states tax a taxpayer on the same item of income 
with the same kind of tax. Since the basis for taxation can be residence, source 
or nationality, double taxation might occur. 
In a situation of residence-based taxation a taxpayer is taxed in a state, because 
of the fact that he lives in that state. In case of source taxation the point of 

                                                                 
75 Economic double taxation deals with the situation that two persons are taxed on the 
same item of income. In most situations this is due to the fact that the national tax laws of 
the two states are different. Kavelaars, De Graaf and Stevens 2007, p. 13. 



INTERNATIONAL TAX LAW 

24 

view is different. Here, specific income is taxed, because of the fact that the 
source of the income is in that state. The third variant is the nationality 
principle. When a state uses this principle in taxing people, this means that the 
income of all people having the nationality of that state will be taxed in that 
state. 
Regarding these three different basic principles, six different situations of 
juridical double taxation can be distinguished: residence-residence, nationality-
nationality, source-source, residence-source, residence-nationality and 
nationality-source.76 
Most juridical double taxation is solved by double tax treaties (i.e. conventions 
between two states for the avoidance of double taxation and the prevention of 
fiscal evasion with respect to taxes on income). The basis for most tax treaties 
is the OECD-Model Convention.  
Another way of abolishing juridical double taxation is the method of unilateral 
tax relief, in which case a specific state gives tax relief, because a certain item 
of income is already taxed in another state. In that situation there is no bilateral 
tax treaty. 
When two states conclude a double tax treaty, it means that this treaty as such 
does not give authority to levy tax; it only declares in which state a specific 
type of income may be taxed. The actual levying of tax depends on the 
national legislation. In a situation that, according to the tax treaty, a state has 
the right to tax a certain item of income, but is not able to do so because the 
national legislation does not tax this item of income, double non-taxation 
might occur. In most cases this will not be desirable. For this reason several 
states have made - national - legislation to avoid this situation. The 
Netherlands has included some subject-to-tax clauses and Germany has some 
unilateral measures on double non-taxation.77 On the other hand, also in the 
double tax treaties there might be arrangements to limit the risk of double 
non-taxation.  
 
2.3  OECD Model and Commentary 
 
Most countries take the OECD Model Convention as a starting point when 
entering into treaty negotiations. In this paragraph the OECD Model and the 
Commentary of art. 18 are discussed. Double tax treaties deal with taxing 
rights. Other international issues such as non-domestic providers or 
international transfers are discussed in chapter 5. 
Art. 19 of the OECD-Model deals with government services. Pensions 
accrued because of government services are in the scope of this article. 
Traditionally a distinction is made between pensions resulting from 
government services and other pensions. Nowadays it is questioned whether 
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77 IFA 2004, pp. 329 and 554. 
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such a distinction should still be made. It brings about difficulties, since it is 
treated differently than other pensions. Especially with (international) transfers 
and in case of a conjuncture of both government services and other pensions 
in one pension arrangement, difficulties arise.78 Nevertheless I shall not go into 
pensions resulting from government services and therefore art. 19 will not be 
discussed. 
In general, article 18 applies to occupational pensions. Nevertheless, as said 
before, the same issues apply in connection to personal pensions, and in a 
number of double tax treaties specific arrangements with respect to personal 
pensions are made in this article.79 
 
The standard text of Article 18 of the OECD Model is: 
 

PENSIONS 
Subject to the provisions of paragraph 2 of Article 19, pensions and other 
similar remuneration paid to a resident of a Contracting State in consideration 
of past employment shall be taxable only in that State. 

 
First of all one should notice that this article deals with pensions paid in respect 
of private employment. In most cases this will mean that periodical payments 
are paid out. But the words ‘other similar remuneration’ also cover the non-
periodic payments (lump sums, cessation).80 Annuities, other than pension 
annuities (especially from life insurance) are not within the scope of this 
article. The four countries used for this research however sometimes do 
mention annuities (referring to personal pensions) in the pension article of 
their double tax treaties81 and therefore the Commentary of art. 18 is 
interesting for personal pensions also. If personal pensions are not addressed in 
the pension article of the tax treaty, generally personal pensions fall within the 
scope of the other income article. In most situations this means that the state 
of residence is allowed to charge tax. 
The OECD Commentary as a main rule states that the taxation of pension 
benefits should take place in the state of residence. The Commentary 
mentions that one reason for this standpoint is because this state has a good 
view on the overall ability to pay tax of the taxpayer. Another reason is to 
avoid the administrative burden of having to comply with tax obligations in 
more than one state.82 

                                                                 
78 E.g. see Bollen-Vandenboorn 2013, pp. 215-216. 
79 See e.g. the Netherlands-Belgium or Netherlands-Denmark tax treaty. The Netherlands-
France tax treaty does not address annuities specifically and therefore the other items article 
is relevant.  
80 OECD-Commentary Article 18, par. 5. 
81 E.g. see tax treaties Germany-Netherlands (art. 17 of the 2014 tax treaty), Netherlands-
UK, UK-Sweden. 
82 OECD Commentary art. 18, par. 1. 
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Because of increasing globalisation and international mobility of individuals, 
cross-border issues in relation to occupational and personal pensions have 
become more and more significant.83 These developments can and will lead to 
mismatches (e.g. questions about the payments belonging to social security or 
occupational pension schemes) and an increased possibility of double taxation, 
but especially double non-taxation. Therefore attention should be paid to 
these issues within bilateral treaties. 
Some states consider pension contributions as a kind of deferral of the tax on 
employment income. These states believe that the deduction of pension 
contributions is a tax facility and are of the opinion they might lose a tax claim 
when a taxpayer emigrates. It is questionable whether this is correct. An 
alternative view is that tax deductions with respect to these contributions 
might not be a tax facility, but taxation should not take place since it is no 
income at all. The benefits are income and should be taxed. More on this 
subject can be found in par. 6.2.  
When a state takes the position that pension deductions are a tax facility, these 
states believe that they have the right to recover the tax deferred, when the 
individual has ceased to be a resident before the payment of the pensions. And 
certainly in situations where there are serious possibilities of double non-
taxation, Member States may desire to implement a kind of source taxation. 84 
In connection to these situations, the Commentary gives some examples of 
alternative texts for article 18.85 
 
Examples: 

Subject to the provisions of paragraph 2 of Article 19, pensions and other similar 
remuneration paid to a resident of a Contracting State in consideration of past 
employment shall be taxable only in that State. However such pensions and other 
similar remuneration may also be taxed in the other Contracting State if they arise 
in that State. 
or 
Subject to the provisions of paragraph 2 of Article 19, pensions and other similar 
remuneration paid to a resident of a Contracting State in consideration of past 
employment may be taxed in that State. 
However such pensions and other similar remuneration may also be taxed in the 
Contracting State in which they arise if these payments are not subject to tax in 
the other Contracting State under the ordinary rules of its tax law. 

 
In the Commentary it is mentioned that limited or full source taxation may 
lead to certain difficulties. These difficulties could either be administrative, but 

                                                                 
83 OECD Commentary art. 18, par. 8. 
84 OECD Commentary art. 18, par. 13. 
85 These provisions can either be non-exclusive source taxation, limited source taxation or 
allowing source taxation where the state of residence does not tax these payments 
(Commentary Article 18, par. 15). 
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also financial. It is far easier to use the residence principle with a thorough 
exchange of information, according the Commentary. However the fact that a 
residence-based taxation is the easiest option does not necessarily make it the 
best option, in my view. 
Residence-based taxation may be used, but it does not solve the problem that 
taxpayers may use different states just because of the tax regime (tax-driven 
emigration). In this situation a taxpayer obtains the tax advantages of building 
up a pension in one state and emigrates to another state when the pension 
starts paying out. If this second state does not tax (or the taxes are negligible) 
the benefits of a huge tax advantage is obtained by this taxpayer. So attention 
has to be paid regarding this issue. When the (new) state of residence only 
taxes the occupational or personal pension with restriction or does not tax at 
all, a good solution would be that source state taxation should take place in 
that situation. A possible method therefore could be that the basic principle is 
taxation in the state of residence, but in certain circumstances (e.g. when the 
state of residence does not tax or does not tax fully) there also is a right to tax 
in the source state. In this case, it would be useless or in any way less 
attractive, for taxpayers to emigrate to a state that does not tax occupational or 
personal pensions for that reason alone, if there is (a limited) source taxation. 
As stated above, another argument in favour of source taxation is the fact that 
preferential tax treatment was given to the occupational or personal pension 
contributions in that state. These contributions might be deductible because 
income should be taxed at the moment a taxpayer receives the income (see 
par. 1.2.3.1, 1.2.3.2 and 6.2). Another idea behind tax relief for pension-
contributions is to motivate taxpayers to arrange provisions for retirement. 
Par. 2.7 extensively deals with the question whether taxation should be 
attributed to the state of residence or the source state. The fact that 
contributions were deductible may result in it being correct that the source 
state should have the right to tax the benefits. This perhaps could also solve 
some problems with respect to tax-driven pension emigration. In my view the 
basic assumption should be that the pension benefits ought to be taxed as 
income and possible double (non-) taxation is to be avoided in all 
circumstances. 
Occupational pensions are well known and quite common in a lot of states 
(inside and outside of the EU). Personal pensions such as individual retirement 
accounts or life insurance contracts are less common, but in my view the 
number of personal pensions will increase in the future. Articles 29 and 30 of 
the Commentary recognise the fact that there are a substantial number of 
different individual retirement accounts. Examples are bank accounts, 
individual investment funds and life insurance policies. In case of treaty 
negotiations the different states should take these facilities into account. In 
most cases these schemes have a preferential tax regime and are available to 
individuals who do not have access to the occupational schemes, or to those 
individuals who would like to supplement their public or occupational 
pension schemes. 
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Personal pension schemes and matters relating to taxation are encompassed by 
the same issues. In any case these problems are present when the personal 
pension contributions are tax-stimulated. Because of the fact that occupational 
and personal pensions have the same background both the state of residence 
and the source state could tax the benefits. 
Personal pensions become more and more important when public pensions 
(and sometimes also occupational pensions) become too expensive for a state 
or even uncertain. Individuals are stimulated to take some kind of 
responsibility to arrange a solid and profound retirement provision and that 
might be a personal pension scheme. A good example is the German Riester-
Rente. In my view this is an important reason that double tax treaties should 
take personal pensions into account. 
In my view the basic assumption in the tax treaty negotiations is that if a 
personal pension has specific tax advantages, the underlying ideas are 
respected. In general, participants of personal pensions obtain tax relief since 
the contributions invested are intended for old age. Respecting these 
underlying ideas would mean that the benefits are taxed according to this idea, 
meaning that they are taxed as retirement income. The same rules as the rules 
regarding occupational pensions should be adhered.  
The OECD-Commentary mentions the fact that tax issues regarding 
individual retirement schemes may need to be addressed separately in a tax 
treaty. This might be so regarding the tax treatment of the income from such a 
scheme. A clause that could be used in tax treaties with respect to individual 
retirement schemes could be as follows:86 
 

"For purposes of computing the tax payable in a Contracting State by an individual 
who is a resident of that State and who was previously a resident of the other 
Contracting State, any income accruing under an arrangement 

a) entered into with a person established outside the first-mentioned State in order 
to secure retirement benefits for that individual,  

b) in which the individual participates and had participated when the individual 
was a resident of the other State,  

c) that is accepted by the competent authority of the first-mentioned State as 
generally corresponding to an individual retirement scheme recognized as such for 
tax purposes by that State, shall be treated as income accruing in an individual 
retirement scheme established in that State. This paragraph shall not restrict in 
any manner the taxation of any benefit distributed under the arrangement." 

 
Art. 31ff of the OECD Commentary deals with the tax treatment of 
contributions to foreign pension schemes (cross border contributions). These 
articles focus on employees working in another state and wishing to continue 
contributing to the same pension provider. The tax treatment for this situation 
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differs from country to country. A suggested provision for these situations is to 
be found in art. 37 of the Commentary and this covers both occupational and 
personal pensions. The basic idea in this provision is that contributions made 
by or on behalf of a taxpayer to an approved pension scheme in another state 
are to be treated in the same way in the host state as contributions to domestic 
pension schemes. States will have to make rules concerning its definition of a 
recognised pension scheme.  
 
2.4 Treaty policy in the four countries 
 
Most states have a treaty policy for tax treaty negotiations. This policy could 
mean that they follow the OECD-Model Convention, but it is also possible 
that a state has specific ideas about certain items of income. In this paragraph 
the treaty policy, or lack thereof, of the four countries regarding personal 
pensions is described. 
 
2.4.1  The Netherlands 
 
In the Netherlands the principle of residence taxation is the leading principle 
for the taxation on income (see art. 2.1 ITA). Non-residents are taxed on their 
domestic income (source-taxation). Besides that there are some exceptions, 
but these exceptions go beyond the scope of this research. 
In treaty-negotiations the Netherlands uses the OECD-Model as a basis. 
Furthermore the Netherlands has its own treaty policy. Initially this policy was 
published in 1987.87 Later, in 1996 and 1998, new publications were issued.88 
One of the most important reasons with respect to publishing new 
publications was pension-related. In February 2011 the latest version of the 
Tax Treaty Policy was published.89 
In the 1987 publication the Dutch authorities wrote that the Dutch tax 
authorities are increasingly confronted with the fact that taxpayers build up a 
pension in the Netherlands, emigrate and redeem their pension in another 
state. In most situations the state of residence is entitled to tax the redemption 
value of the pension. For the taxpayer this often means that there is no tax due 
or the tax burden is far less than it would have been in the Netherlands. 
Another consequence is that this process does not lead to a personal pension. 
The Netherlands has huge problems with this option, because of the fact that 
tax relief is given in the Netherlands and in the end it does not lead to a 
‘normal’ taxation and a (lifelong) personal pension.  
In my view, a point that is relevant to this discussion is the fact that the 
Netherlands are a so-called pension-exporting country (see par. 5.1.1). More 

                                                                 
87 TK 1987-1988, 20 365, nos 1-2. 
88 V-N 1996/4011, V-N 1998/22.1, 22.2 and 22.3, V-N 1999/5.8. 
89 Notitie Fiscaal Verdragsbeleid 2011.  
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citizens leave the Netherlands when reaching the pensionable age, than 
inhabitants of other states immigrating into the Netherlands.  
Par. 6.2.3.1 shows that about 10% of the (number of) public pension benefits 
are paid to beneficiaries abroad. Exact figures for occupational and personal 
pensions are also to be found in par. 6.2.3.1. Furthermore, occupational and 
personal pensions are quite common and evenly distributed in the 
Netherlands. Therefore most emigrants do have retirement provisions that 
were tax-stimulated in the build-up phase in the Netherlands. 
In a first attempt to avoid this non-taxation in the Netherlands, the Dutch tax-
authorities took the stance that the redemption of pension rights leads to the 
conclusion that the taxpayer does not get periodical benefits and that therefore 
the pension article of the tax-treaty is not applicable (but the article on income 
from employment is relevant). The Dutch Supreme Court did not accept this. 
The redemption value of a pension is a ‘similar remuneration’ as in the 
pension article of the OECD-Model.90   
According to the Dutch State Secretary for Finance the development of 
internationalisation leads to the fact that tax-claims built up in the Netherlands 
are lost.91 Therefore the Dutch government already had the policy in place to 
make explicit clauses in the new or renegotiated tax treaties regarding 
redemption of pensions. In these clauses a source state taxation relating to 
these items of income is the starting-point.92  
Several international agreements are also important. Amongst others these are 
the exchange of information, the Mutual Assistance Directive and the 
Recovery Directive.93 Under this last Directive Member States are required to 
exchange any information that appears relevant to, amongst others, the correct 
assessment of taxes on income. Also the Convention on Mutual Assistance in 
Tax Matters is important. This Convention offers a variety of tools for 
administrative cooperation in tax matters, such as the exchange of information 
and assistance in tax collection.94 
In his 1998 memo regarding the basis of the tax treaty law, the Dutch State 
Secretary emphasises that the starting-point with tax treaty negotiations is the 
OECD Model. For certain issues however the Netherlands has its own 
opinion and starting-point.  Amongst other things, this goes for the pension 
article. Because of the intense economic relations with Belgium and Germany 
especially for these Member States, certain creativity has to be manifested in 
order to reach specific solutions and arrangements according to the State 
Secretary.95 

                                                                 
90 BNB 1987/207. 
91 State Secretary for Finance, 2nd October 1996, no IFZ96/741. 
92 TK 1987-1988, 20 365, no 2, pp. 22-23. 
93 European Council 1977 and European Council 2010. 
94 OECD and Council of Europe 2011. 
95 V-N 1998/22.3, par. 2.1. 
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In par. 4.3.4 of the memo pensions in general are dealt with. As said before 
the starting-point of the Netherlands with respect to pensions is to follow the 
OECD-Model. So this implies taxation in the state of residence.  
Nevertheless the State Secretary indicates that taxation in the state of residence 
is not always simply the general starting-point. In his view there are certain 
circumstances where there are reasons to diverge from the OECD-Model. In 
those situations a source state taxation should be implemented.   
A situation the State Secretary refers to is when certain taxpayers built up 
pension rights in the Netherlands, emigrated to another state and when 
receiving their pension paid very few or no taxes. In this situation the 
Netherlands would defend the idea of a source state taxation if pension rights 
were to be redeemed. But also in case of regular periodical pension-benefits 
source state taxation might be desirable. That is the case when the state of 
residence does not tax or hardly taxes this pension income, although there has 
been tax relief in the source state in the past.96 
In Dutch tax literature differing opinions are to be found, however. Van 
Brunschot is of the opinion that there should be a sole taxation in the state of 
residence.97 An International Commission of the Dutch Tax Association 
comes to the conclusion that the principle of taxation in the state of residence is 
correct, but if the pension contributions were tax facilitated, a source state 
taxation is appropriate.98 Since in most Member States tax relief is given with 
respect to pension contributions, the consequence would be that in most 
situations a source state taxation is appropriate according to this commission. 
According to Burgers source state taxation is more acceptable nowadays, 
because of the fact that the administrative burden has become less important in 
the last decade. Furthermore, a pension is a postponed salary and therefore ought 
to be taxed in the source state.  Also annuities (not related to employment) can 
be looked at in the same way and thus Burgers believes a thorough 
reconsideration is appropriate.99 
On a national level the Netherlands legally forbids the redemption of pension 
rights in the (civil) Pension Act.100 Furthermore the articles 11c WTA and 23a 
CTA were introduced in the nineteen nineties. In the event that a taxpayer 
redeems his pension, art. 11c WTA states that a taxpayer fictitiously received 
this amount as former earnings.101 It could also be the case that a taxpayer 
already emigrated before redeeming his pension rights. If so, art. 23a CTA led 
to the consequence that tax is levied at the level of the corporation where the 

                                                                 
96 V-N 1998/22.3, par. 4.3.4.4. 
97 BNB 1986/35. 
98 Commissie Pensioenen Internationaal 1999, pp. 78 and 129. 
99 Burgers 2010. 
100 Art. 65 Pension Act. 
101 At this moment this is art. 19b WTA. 
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pension rights were insured.102 See par. 5.1.1.1.2 for case law relating to these 
articles. 
The State Secretary believes that internationalisation will increase in future. 
However it is not easy to find simple and sustainable solutions. In his view 
there are three possible solutions for the possible mismatch regarding pensions: 
 
1. At a European level with a Regulation. In the Regulation a source state 

taxation could be approved; 
2. Renegotiation of double tax treaties. In the tax treaty a specific clause 

could be highlighted, e.g. declaring that the source state is eligible to tax 
pension rights when the other State does not do so or in case of a 
redemption of the pension rights; 

3. Regulations at a national level. In the national tax act there could be a 
rule stating that contributions deducted for occupational or personal 
pensions are withdrawn the moment a taxpayer emigrates. 

 
An example of a tax treaty based on the Dutch model as described above are 
the treaties with Portugal103, Poland (2002) and Slovenia (2004). Good 

                                                                 
102 This article did only apply to so-called privately owned corporations. 
103 1999 Convention between the Kingdom of the Netherlands and the Portuguese 
Republic for the avoidance of double taxation and the prevention of fiscal evasion with 
respect to taxes on income and on capital. 
Article 18 Pensions, annuities and social security payments 
1.Subject to the provisions of paragraph 2 of Article 19, pensions and other similar remuneration paid 
to a resident of a Contracting State in consideration of past employment, as well as annuities paid to a 
resident of a Contracting State, shall be taxable only in that State. Any pension and other payment 
paid out under the provisions of a social security system of a Contracting State to a resident of the other 
Contracting State shall be taxable only in that other State.  
2. Notwithstanding the provisions of paragraph 1, a pension or other similar remuneration, annuity, or 
any pension and other payment paid out under the provisions of a social security system of a 
Contracting State, may also be taxed in the Contracting State from which it is derived, in accordance 
with the laws of that State: 
(a) If and in so far as the entitlement to this pension or other similar remuneration or annuity in the 
Contracting State from which it is derived is exempt from tax, or the contributions associated with the 
pension or other similar remuneration or annuity made to the pension scheme or insurance company 
were deducted in the past when calculating taxable income in that State or qualified for other tax relief 
in that State; and 
(b) If and in so far as this pension or other similar remuneration or annuity is in the Contracting State 
of which the recipient thereof is a resident not taxed at the generally applicable rate for income derived 
from dependent personal services, or less than 90 per cent of the gross amount of the pension or other 
similar remuneration or annuity is taxed; and 
(c) If the total gross amount of the pensions and other similar remuneration and annuities and any 
pension and other payment paid out under the provisions of a social security system of a Contracting 
State, in any calendar year exceeds the sum of 10,000 Euro. 
3. Notwithstanding the provisions of paragraphs 1 and 2, if this pension or other similar remuneration 
is not periodic in nature, is paid in respect of past employment in the other Contracting State and is 
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examples of renegotiated tax treaties are the tax treaties with Belgium104, 
United Kingdom (2008) and Switzerland (2010). Also the new tax treaty with 
Germany (2015) will contain a similar article. The tax treaties with South 
Africa (2005) and Japan (2010) are not exactly the same as the treaties 
mentioned before, but still they contain a kind of possible source state 
taxation. 
In September 2009 the State Secretary announced a new memo with respect 
to the International Treaty Policy. This memo was published in February 
2011. The memo proposed that not just internationalisation, but also 
demographic developments lead to an increase in the number of taxpayers 
who will receive their retirement benefits (the memo did not distinguish 
between occupational personal pensions) that have been built up in the 
Netherlands, when living abroad. Due to these developments the financial 
interest of the Netherlands increases, since these pensions were built up with 
tax facilities in the Netherlands. Furthermore, according this memo, it is 
increasingly accepted that the source state wishes to tax these benefits. 
Therefore a change of policy was published.  Differing from the former policy, 
the starting-point of the Netherlands in treaty negotiations will be a source 
state taxation in conjunction with retirement provisions. 
Kavelaars agrees with the basic idea of source state taxation. Nevertheless 
there are several ill-balanced aspects. These aspects are more or less the same 
regarding personal pensions.  Firstly, it might be the case that a pension has 
been transferred internationally to the Netherlands. Yet the Netherlands 
considers this pension as being fully built up in the Netherlands. Secondly it is 
possible that an employee lives abroad, but has built up his pension in the 
Netherlands. In this case the Netherlands will regard itself to be the source 
state. Finally, in case of an international transfer of the pension from the 
Netherlands to another state, the Netherlands will have to heed this pension 
until the moment it starts paying out. This will be difficult from an 
administrative point of view.105  
 

                                                                 

paid out before the date on which the pension commences, or if a lump-sum payment is made in lieu of 
the right to an annuity before the date on which the annuity commences, the payment or this lump-sum 
may also be taxed in the Contracting State from which it is derived. 
4. A pension or other similar remuneration or annuity is deemed to be derived from a Contracting 
State if and insofar as the contributions or payments associated with the pension or other similar 
remuneration or annuity, or the entitlements received from it, qualified for tax relief in that State. The 
transfer of a pension from a pension fund or an insurance company in a Contracting State to a pension 
fund or an insurance company in another State will not restrict in any way the taxing rights of the first-
mentioned State under this Article.[…] 
104 See art. 18 Tax Treaty Netherlands-Belgium. The text is quite similar to art. 18 of the 
Netherlands-Portugal treaty. 
105 Kavelaars 2011. 
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2.4.2  United Kingdom 
 
The UK does not have a published tax treaty policy. Generally speaking, the 
UK’s tax treaty policy is based on the OECD-Model Convention regarding 
Article 18. This means that pensions paid in respect of private employment are 
to be taxed in the state of residence only. The UK has no reservations on this 
article, and extends it to include personal pensions. Nevertheless, some treaties 
contain variants, but generally they follow the basic art. 18 OECD-Model. 
The Revenue Manuals are to be found on the website of HMRC. The 
Revenue Manuals are HMRC’s internal guide, which are also available to the 
public. As such they give a useful overview of the background and the practice 
in matters relating to tax. 
In the section on double taxation a small amount of information can be found 
on pensions. In item DT1926, which deals with non-residents and pensions in 
general106 one can read that pensions, other than Government pensions (see 
DT1927), paid in consideration of past employment to a resident of a country 
with which the United Kingdom has a double taxation agreement are 
normally  taxable only in the country of which the pensioner is a resident.  
There are exceptions to this. For example, the agreement with Sweden gives 
limited taxing rights to the source country (see par. 2.5.5). The agreement 
with Zimbabwe gives sole taxing rights to the source country if the 
employment for which the pension is paid was exercised in the source 
country, and some other agreements enable both countries to tax such 
pensions or only give exemption in the source country if the pension is subject 
to tax in the country of which the recipient is a resident.  
 
2.4.3  Germany 
 
As from 2002 Germany has increasingly encouraged its taxpayers to arrange 
retirement provisions. With this in mind, Germany changed its legislation and 
created tax relief for contributions with respect to personal pensions. Doing 
that an EET system was created for occupational and personal pension 
schemes. 
Therefore, the current system is fairly new for Germany. As far as emigration 
is concerned this means that, considering the existing double tax treaties, there 
is almost always a sole taxation right for the state of residence. In January 2008 
the German treasury issued a paper on this subject.107 In this paper several ideas 
were issued on how to solve the problem of a mismatch of deduction and 
taxation. One of the ideas was to encourage negotiations to take place in order 
to change the residence-based taxation towards source state taxation in the 
bilateral tax treaties.  

                                                                 
106 <www.hmrc.gov.uk/manuals/dtmanual/dt1926.htm> accessed 20 September 2013. 
107 Wellisch 2008. 
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From the Basis for negotiation for agreements for the avoidance of double taxation it 
becomes clear that Germany takes residence based taxation as a starting point 
with respect to the taxation of pensions and annuities. But in certain 
circumstances also source state taxation is preferred. The general text that 
Germany uses in treaty negotiations is: 108 
 
Article 17  
Pensions, Annuities and Similar Payments  
(1) Subject to paragraph 2 of Article 18, pensions and other similar remuneration paid 
to a resident of a Contracting State in consideration of past employment or annuities 
shall be taxable only in that State.  
(2) Notwithstanding the provisions of paragraph 1, benefits paid under the social 
security legislation of a Contracting State may also be taxed in that State.  
(3) Notwithstanding the provisions of paragraph 1, pensions, similar remuneration or 
annuities may also be taxed in the other State if they are attributable in whole or in part 
to contributions which, in that State and for more than 15 years in total,  
1. did not form part of the taxable income, or  
2. were tax-deductible, or 
3. were afforded some other form of beneficial treatment by that State.  
Sentence 1 shall not apply if the beneficial treatment under subparagraphs 1) through 3) 
was clawed back because the person ceased to be a resident of that State.  
(4) Notwithstanding the provisions of paragraph 1, recurrent or non-recurrent payments 
made by one of the Contracting States, one of its “Länder”, or one of their political 
subdivisions or local authorities to a resident of the other Contracting State as 
compensation for political persecution (including restitution payments) or for injustice or 
damage sustained as a result of war or for damage as a result of military or civil 
alternative service or of a crime, a vaccination or for similar reasons shall be taxable only 
in the first-mentioned State.  
(5) Maintenance payments, including those for children, made by a resident of a 
Contracting State to a resident of the other Contracting State shall be exempted from 
tax in that other Contracting State. However, to the extent that the maintenance 
payments are deductible in the first-mentioned State in calculating the taxable income of 
the payer, they shall be taxable only in the other Contracting State. Tax allowances in 
mitigation of social burdens are not deemed to be deductions for the purposes of this 
paragraph.  
(6) The term “annuities” means certain amounts payable periodically at stated times, 
for life or for a specified or ascertainable period of time, under an obligation to make the 
payments in return for adequate and full consideration in money or money's worth. 
 
  

                                                                 
108 IVB2 - S 1301/13/10009, Basis for negotiation for agreements for the avoidance of double 
taxation and the prevention of fiscal evasion with respect to taxes on income and on capital, 
<www.bundesfinanzministerium.de>. 
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Art. 17 of the Germany-United Kingdom DTC contains a kind of source state 
taxation: 

 
 (1) Subject to the provisions of paragraph 2 of Article 18, pensions, other similar 
remuneration or annuities arising in a Contracting State and paid to a resident of 
the other Contracting State, shall be taxable only in that other State.  
(2) Notwithstanding the provisions of paragraph 1, payments which are made in 
accordance with the social insurance legislation of a Contracting State shall be 
taxable only in that State.  
(3) Notwithstanding the provisions of paragraph 1, such a pension, similar 
remuneration or annuity arising in a Contracting State which is attributable in 
whole or in part to contributions which, for more than 15 years in that State,  

a) did not form part of the taxable income from employment, or  
b) were tax-deductible, or  
c) were tax-relieved in some other way  

shall be taxable only in that State. This paragraph shall not apply if that State 
does not effectively tax the pension, other similar remuneration or annuity, or if 
the tax relief was clawed back for any reason, or if the 15 year condition is fulfilled 
in both Contracting States.  
(4) Notwithstanding the provisions of paragraph 1, recurrent or non-recurrent 
payments made by one of the Contracting States or a political subdivision thereof 
to a resident of the other Contracting State as compensation for political persecution 
or for an injury or damage sustained as a result of war (including restitution 
payments) or of military or civil alternative service or of a crime, a vaccination or a 
similar event shall be taxable only in the first-mentioned State.  

(5) The term “annuities” means certain amounts payable periodically at stated 

times, for life or for a specified or ascertainable period of time, under an obligation 

to make the payments in return for adequate and full consideration in money or 

money's worth. 
 
2.4.4  Sweden 
 
Looking at the Swedish tax treaty policy on pensions, Sweden aims to achieve 
source state taxation of pensions when negotiating double tax treaties. Sweden 
follows the OECD Model that only refers to occupational pensions in art. 18, 
but Swedish treaties may also apply to payments made in accordance with 
social insurance or personal pensions. Therefore the Swedish government tries 
to negotiate a right for Sweden to tax pensions paid out from Swedish source 
even after residence is taken up in another state. In most cases this is done by a 
reverse credit.109 
In most treaties Sweden adopts the credit of foreign tax as the method for 
relieving double taxation, which means that relief is only given for taxes 

                                                                 
109 IFA 2002, pp. 526-527. 
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actually paid in the other country. In situations where Sweden is the source 
state, the reverse credit will take care of situations where double non-taxation 
may arise. The reverse credit has the same effect as a subject-to-tax rule that 
does not affect the tax situation in, or the tax policy of, the other state.110 
The reason for this is, inter alia, the fact that Sweden maintains a relatively 
high welfare state and therefore has high tax-rates. Contributions for pensions 
however are tax-deductible and it is very important for the Swedish state to be 
able to collect taxes from the pension-benefits in future.111 112 
The outcome of the efforts differs depending on what is shown by the 
differences in the tax treaties in force. As an example the tax treaty with 
France can be mentioned where Sweden has no right to tax a pension after a 
person has taken up residence in France. On the other hand, the tax treaty 
with the UK gives Sweden a limited source taxation right (par. 2.5.5). Also 
the Nordic Tax Treaty grants the right to tax occupational and personal 
pensions to the source state. If nothing else, Sweden endeavours to withhold 
the right to tax pensions paid out under the Social Security legislation. 
If Sweden is given the right to tax the pensions paid out from Sweden, there 
are domestic regulations for foreign residents that state that the tax shall be 
levied at source with a flat rate of 25 per cent. 
 
 Residence-based Source-state 

Netherlands  
 

X 
Progressive rate 

United Kingdom X 
 

 

Germany X  
 

Sweden  
 

X 
25% flat rate 

 
Table 4: Treaty policy regarding pensions and annuities in the four states 

 
 
2.4.5 Unilateral relief 
 
In order to avoid situations of juridical double taxation, where there is no tax 
treaty or a taxpayer cannot invoke a tax treaty, the Netherlands has a unilateral 
decree.113 In order to access this BVDB 2001 four requirements must be met: 

                                                                 
110 Sundgren 2005. 
111 Berg 2006, par. 6.1. 
112 See SOU 2002:47, p. 354. 
113 Unilateral relief in order to avoid double taxation (Besluit voorkoming dubbele 
belastingheffing 2001/BvdB 2001).  
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- Double taxation is prevented in no other way; 
- The taxpayer must live in the Netherlands; 
- Double taxation must be in place; 
- The foreign taxation has to be similar to Dutch taxation regulations. 

 
The decision made on 31st January, 2008 the Dutch Tax Authorities laid 
down their policy about a number of international issues regarding pensions.114 
Amongst others the situation is dealt with regarding an employee who worked 
in another State, but did not receive any tax relief to build up this pension, 
and received his pension when living in the Netherlands. In this specific case a 
proportion of the benefits paid are tax-free.115  
Also Germany116, Sweden117 and the UK118 have legislation in place to avoid 
juridical double taxation where there is no DTC. 
 
2.5 Tax treaties between the four countries 
 
In this paragraph the pension articles of the tax treaties between the four 
countries are shown and discussed. It outlines the policy of each different 
country.  
 
2.5.1 Netherlands - Germany 
 
In this tax treaty (1960) the pension article is to be found in article 12. 
 

Article 12 
1. Where an individual who is a resident of one of the States, receives 

unemployment salary, a retirement pension, widow's or orphan's pension, or 
other payments or benefits in money's worth in respect of past services, such 
income shall be taxable in the State of which the recipient is a resident. 

2. Notwithstanding the provisions of paragraph 1, unemployment, salaries, 
retirement pensions, widows' or orphans' pensions or other payments or benefits 
in money's worth paid in respect of past services by one of the two States or by 
Länder, provinces, municipalities or associations of municipalities or other legal 
entities incorporated under public law of one of the two States to employees or 

                                                                 
114 State Secretary for Finance, Decision of 31th January 2008, no CPP2007/98M. 
115 Example with respect to a final pay pension: A taxpayer built up his pension in 30 years, 
but he lived abroad during 10 years, during which period he did not receive any tax relief. 
In this period abroad he paid €20,000 pension contribution. Now he receives an old age 
pension of €7,500 every year. This would mean that 10/30th of each instalment would be 
tax-free, during eight years (8* 2,500 = €20,000). See question and answer 08-002 
<www.belastingdienstpensioensite.nl> accessed 15 September 2013. 
116 Par. 34c EStG. 
117 Chapter 3, s. 9 ITA (Inkomstskattelag 1999:1229). 
118 Par. 790 (4) ICTA 1988. 
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their survivors, directly or through an institution established for that purpose 
and incorporated under public law, shall be taxable by that State. 

3. The provisions of paragraph 2 shall also apply in respect of: 
 (1) Payments made under a statutory social insurance scheme. 
 (2) Pensions, life annuities and other recurrent or non-recurrent payments 

made by one of the States or by some other legal entities incorporated 
under either public or private law of such State as compensation for 
damages resulting from military action or political persecution. 

 
This article concludes is that there is almost a full resident-based taxation of 
occupational pensions. Only pensions paid by the state or similar public 
institutions are taxed in the source state. 
 

Article 16 
Where a resident of one of the States receives income which is not expressly 
mentioned in the preceding articles, such income may be taxed in the State of 
which the recipient is a resident. 

 
As far as personal pensions are concerned, nothing specific is arranged apart 
from the specific annuities mentioned in art. 12, par. 3 (2). This means that for 
annuities (and other personal pensions) in general art. 16 is applicable. This 
also leads to the right of taxation in the state of residence. 
In April 2012 a new tax treaty between Germany and The Netherlands was 
signed. Probabyl it will come into force from 1st January, 2015.  
Art. 17 of the new treaty deals exclusively with occupational and personal 
pensions and social security benefits. The main rule is that both occupational 
as personal pensions are to be taxed in the state of residence. However, the 
source state is allowed to tax if the annual benefits from the occupational 
and/or personal pension are over €15,000. If the benefit does not have a 
periodical nature, the source state always is allowed to tax. 

Article 17 

Pensions, annuities and social security pensions  

1. Subject to the provisions of paragraph 2 of Article18 pensions and other 
similar remuneration (including annuities) paid to a resident of a Contracting 
State shall be taxable only in that State. Pensions and other remuneration 
provided under a social security system (social security pension) of a Contracting 
State paid to a resident of the other Contracting State shall be taxable only in 
the other State 
2. Notwithstanding the provisions of paragraph 1 of this Article, payments 
falling within that paragraph may also be taxed in the Contracting State from 
which they are derived, in accordance with the laws of that State, if the total 
gross payments exceed an amount of 15,000 Euros.  
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3. Notwithstanding the provisions of paragraphs 1 and 2 of this Article, if a 
lump-sum payment is paid before the date on which the pension, annuity or 
social security pension commences, it may be taxed in the Contracting State from 
which it is derived.  
4. Notwithstanding the provisions of paragraphs 1, 2 and 3 of this Article 
recurring and non-recurring payments made by a Contracting State or a political 
subdivision or local authority thereof to a resident of the other Contracting State 
as compensation for losses occurred as a result of acts of war or political 
persecution (including indemnification) or of military or replacing civil service, a 
misdemeanour, vaccination or similar circumstances shall be taxable only in the 
first-mentioned State. 
5. Pensions and other similar remuneration or annuities shall be deemed to be 
derived from a Contracting State to the extent that the right to claim the 
payments has been exempted from tax in that State or the contributions 
associated with them have been taken into account for the purposes of tax relief 
in that State. The transfer of a pension from a pension scheme in a Contracting 
State to a pension scheme in another state shall not restrict the taxing rights of 
the first-mentioned State under this Article. 
6. The competent authorities of the Contracting States may by mutual 
agreement settle the mode of application of paragraph 2 of this Article. They 
decide what information a resident of a Contracting State for the purpose of the 
correct application of the Treaty in the other Contracting State should produce, 
in order to be able to determine if the condition of Article 2 is met. 
7. The term “annuities” means: 
a) for the Netherlands: an annuity as mentioned in the Dutch tax legislation, 
being a part of the taxable income of work and dwelling (inkomen uit werk en 
woning); 
b) for the Federal Republic Germany: certain amounts payable periodically at 
stated times, for life or for a specified or ascertainable period of time, under an 
obligation to make the payments in return for adequate and full consideration in 
money or money's worth. 119 

                                                                 
119 The German text is (translation by G. Staats):  
Artikel 17  
Ruhegehälter, Renten und Sozialversicherungsleistungen 
1. Vorbehaltlich des Artikels 18 Absatz 2 können Ruhegehälter und ähnliche 
Vergütungen, die einer in einem Vertragsstaat ansässigen Person gezahlt werden, sowie 
Renten, die einer in einem Vertragsstaat ansässigen Person gezahlt werden, nur in diesem 
Staat besteuert werden. Ruhegehälter und andere Leistungen, die im Rahmen der 
Bestimmungen eines Sozialversicherungssystems eines Vertragsstaats an eine im anderen 
Vertragsstaat ansässige Person ausgezahlt werden (Sozialversicherungsrenten), können nur in 
diesem anderen Staat besteuert werden. 
2. Ungeachtet des Absatzes 1 kann ein Ruhegehalt oder eine ähnliche Vergütung, Rente 
oder Sozialversicherungsrente auch in dem Vertragsstaat, aus dem sie bezogen wird, nach 
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The new tax treaty therefore resembles both the Dutch and German tax treaty 
policy on pensions. 
 
2.5.2 Netherlands – UK 
 
Until a couple of years ago, article 18 of the 1980 tax treaty was the article on 
pensions and annuities. This article is shown here in order to compare the 
changes implemented by the new tax treaty. 
 
  

                                                                 

dem Recht dieses Staates besteuert werden, wenn ihr gesamter Bruttobetrag in einem 
Kalenderjahr die Summe von 15.000 Euro übersteigt 
3. Ist dieses Ruhegehalt oder diese ähnliche Vergütung, Rente oder Sozial-
versicherungsrente nicht regelmäßig wiederkehrender Art, können diese Einkünfte 
ungeachtet der Absätze 1 und 2 auch in dem Vertragsstaat besteuert werden, aus dem sie 
bezogen werden. 
4. Wiederkehrende und einmalige Leistungen, die ein Vertragsstaat oder eine seiner 
Gebietskörperschaften an eine im anderen Vertragsstaat ansässige Person als Entschädigung 
für politische Verfolgung oder für Unrecht oder Schäden aufgrund von Kriegshandlungen 
(einschließlich Wiedergutmachungsleistungen) oder des Wehr- oder Zivildienstes oder 
eines Verbrechens, einer Impfung oder ähnlicher Vorkommnisse zahlt, können abweichend 
von den Absätzen 1, 2 und 3 nur im erstgenannten Staat besteuert werden. 
5. Ein Ruhegehalt oder eine ähnliche Vergütung oder Rente gilt als aus einem 
Vertragsstaat bezogen, soweit die mit dem Ruhegehalt oder der ähnlichen Vergütung oder 
Rente zusammenhängenden Beiträge oder Zahlungen oder die daraus erlangten Ansprüche 
in diesem Staat zu einer Steuervergünstigung führten. Die Übertragung eines Ruhegehalts 
oder einer ähnlichen Vergütung oder Rente von einem Pensionsfonds oder einer 
Versicherungsgesellschaft in einem Vertragsstaat auf einen Pensionsfonds oder eine 
Versicherungsgesellschaft in einem anderen Staat schränkt das Besteuerungsrecht des in Satz 
1 genannten Staates nicht ein. 
6. Die zuständigen Behörden der Vertragsstaaten regeln in gegenseitigem Einvernehmen, 
wie Absatz 2 anzuwenden ist. Außerdem entscheiden sie, welche Angaben eine in einem 
Vertragsstaat ansässige Person für die ordnungsgemäße Anwendung des Abkommens im 
anderen Vertragsstaat vorzulegen hat, insbesondere zur Feststellung, ob die in Absatz 2 
genannte Voraussetzung erfüllt ist. 
7.Der Ausdruck ''Rente" bedeutet 
a) in den Niederlanden: eine Rente im Sinne des niederländischen Steuerrechts, deren 
Leistungen Teil der steuerpflichtigen Einkünfte aus Arbeit und Wohnimmobilien 
(''belastbaar inkomen uit werk en woning") sind; 
b)  in der Bundesrepublik Deutschland: einen bestimmten Betrag, der regelmäßig zu 
festgesetzten Zeitpunkten lebenslang oder während eines bestimmten oder bestimmbaren 
Zeitabschnitts aufgrund einer Verpflichtung zu zahlen ist, die diese Zahlungen als 
Gegenleistung für in Geld oder Geldeswert bewirkte angemessene und vollständige 
Leistungen vorsieht. 



INTERNATIONAL TAX LAW 

42 

Article 18 
Pensions and annuities 
1. Subject to the provisions of paragraph 2 of Article 19, any pension or other 

similar remuneration in consideration of past employment and any annuity 
paid to a resident of one of the States shall be taxable only in that State. 

2. However, where such remuneration is not of a periodical nature and it is paid 
in consideration of past employment in the other State, it may be taxed in that 
other State. 

3. The term "annuity" means a stated sum payable periodically at stated times 
during life or during a specified or ascertainable period of time under an 
obligation to make the payments in return for adequate and full consideration 
in money or money's worth. 
 

The Netherlands – UK tax treaty was renegotiated. In 2008 a new 
Netherlands-UK Income Tax Treaty was signed. Art. 17 deals with pensions. 
 

Article 17 
PENSIONS 

1. Pensions and other similar remuneration (including pensions provided under a 
social security system and annuities) paid to a resident of a Contracting State 
shall be taxable only in that State. 

2. Notwithstanding the provisions of paragraph 1 of this Article, payments falling 
within that paragraph may also be taxed in the Contracting State from which 
they are derived, in accordance with the laws of that State, where: 
a) the right to claim the payments has been exempted from tax in that State, 

or contributions associated with the payments have been taken into 
account for the purposes of tax relief in that State; and 

b) the payments are not taxed in the Contracting State of which the recipient 
is a resident or in a third state, at the generally applicable rate for income 
derived from employment, or less than 90 per cent of the gross amount of 
the payments are taxed. 

The preceding provisions of this paragraph shall apply only if the total gross 
payments which, pursuant to the preceding provisions, would be taxable in the 
Contracting State in which they arise, exceed an amount of 25,000 Euros 
during the fiscal year concerned.  

3. Notwithstanding the provisions of paragraphs 1 and 2 of this Article, if a 
lump-sum payment is paid before the date on which the pension commences, it 
may be taxed in the Contracting State from which it is derived. However, if 
the lump sum is paid on or around the commencement of a periodic pension, it 
shall be taxable only in that State.  

4. For the purposes of paragraph 2 of this Article, payments shall be deemed to 
be derived from a Contracting State to the extent that the right to claim the 
payments has been exempted from tax in that State or the contributions 
associated with them have been taken into account for the purposes of tax relief 
in that State. The transfer of a pension from a pension scheme in a 
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Contracting State to a pension scheme in another state shall not restrict the 
taxing rights of the first-mentioned State under this Article. 

5. The competent authorities of the Contracting States may by mutual agreement 
settle the mode of application of paragraph 2 of this Article. 

6. Contributions made by or on behalf of an individual who exercises 
employment or self-employment in a Contracting State ("the host state") to a 
pension scheme that is recognised for tax purposes in the other Contracting 
State ("the home state") shall, for the purposes of: 
a) determining the individual's tax payable in the host state; and 
b) determining the profits of his employer which may be taxed in the host 
state; 
be treated in that State in the same way and subject to the same conditions and 
limitations as contributions made to a pension scheme that is recognised for tax 
purposes in the host state, to the extent that they are not so treated by the 
home state. 

7. Paragraph 6 applies only if the following conditions are met: 
a) the individual was not a resident of the host state, and was participating in 
the pension scheme (or in another similar pension scheme for which the first-
mentioned pension scheme was substituted), immediately before he began to 
exercise employment or self-employment in the host state; and 
b) the pension scheme is accepted by the competent authority of the host state 
as generally corresponding to a pension scheme recognised as such for tax 
purposes by that State. 

8. For the purposes of paragraphs 6 and 7: 
a) The term "pension scheme" means an arrangement in which the individual 
participates in order to secure retirement benefits, including benefits for widow 
and orphan support, payable in respect of the employment or self-employment 
referred to in paragraph 6; 
b) A pension scheme is recognised for tax purposes in a Contracting State if the 
contributions to the scheme would qualify for tax relief in that State and if 
payments made to the scheme by the individual's employer are not deemed in 
that State to be taxable income of the individual. 

 
The new DTC between the Netherlands and the UK contains a rather 
‘modern’ pensions’ article. At the time this tax treaty was negotiated this 
pensions’ article was in line with the DTC policy of the Netherlands. In 
general pensions are taxed in the state of residence, but if this state does not tax 
this pension at the generally applicable rate for income derived from 
employment or less than 90 per cent of the payments are taxed, the source 
state may also tax the pensions. The gross payments should exceed the amount 
of €25,000 during the fiscal year. Also in case of a lump sum paid before the 
date of pension commencement the source state may tax the payment.  
The new tax treaty does not distinguish between taxation rights between 
occupational pensions and personal pensions (see art. 17 (1) that refers to 
annuities). Therefore under certain conditions also the state from which the 
personal pension is paid out may tax the payments. 
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2.5.3 Netherlands – Sweden 
 
Article 18, the pensions and annuities article of het Netherlands – Sweden 
double tax treaty (1991) reads as follows: 
 

Article 18 
Pensions, annuities and social security payments 
1. Subject to the provisions of paragraph 2 of Article 19, pensions and other 

similar remuneration paid to a resident of a Contracting State in consideration 
of past employment and any annuity shall be taxable only in that State. 

2. However, where such remuneration is not of a periodical nature and it is paid 
in consideration of past employment exercised in the other Contracting State, 
or where instead of the right to annuities a lump sum is paid, this 
remuneration or this lump sum may be taxed in the Contracting State in 
which it arises. 

3. Any pension and other payment paid out under the provisions of a social 
security system of a Contracting State to a resident of the other Contracting 
State may be taxed in the first-mentioned State. 

4. The term "annuity" means a stated sum payable periodically at stated times 
during life or during a specified or ascertainable period of time under an 
obligation to make the payments in return for adequate and full consideration 
in money or money's worth. 

 
From this article is becomes clear that there is a sole residence state taxation. 
This is only different in a situation when the pension is not paid periodically. 
Art. 18 (1) mentions ‘any annuity’. Therefore also personal pensions that are 
paid out in annuities are within the scope of this article. The main rule is 
taxation in the state of residence. Only if the annuity is paid out as a lump sum 
may the source state tax the income. 
 
2.5.4  UK – Germany 
 
In the 2010 double tax treaty between Germany and the UK pensions and 
annuities are dealt with in article 17. 

 
 (1) Subject to the provisions of paragraph 2 of Article 18, pensions, other similar 
remuneration or annuities arising in a Contracting State and paid to a resident of 
the other Contracting State, shall be taxable only in that other State.  
(2) Notwithstanding the provisions of paragraph 1, payments which are made in 
accordance with the social insurance legislation of a Contracting State shall be taxable 
only in that State.  
(3) Notwithstanding the provisions of paragraph 1, such a pension, similar 
remuneration or annuity arising in a Contracting State which is attributable in 
whole or in part to contributions which, for more than 15 years in that State,  
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a) did not form part of the taxable income from employment, or  
b) were tax-deductible, or  
c) were tax-relieved in some other way  

shall be taxable only in that State. This paragraph shall not apply if that State does 
not effectively tax the pension, other similar remuneration or annuity, or if the tax 
relief was clawed back for any reason, or if the 15-year condition is fulfilled in both 
Contracting States.  
(4) Notwithstanding the provisions of paragraph 1, recurrent or non-recurrent 
payments made by one of the Contracting States or a political subdivision thereof to 
a resident of the other Contracting State as compensation for political persecution or 
for an injury or damage sustained as a result of war (including restitution payments) 
or of military or civil alternative service or of a crime, a vaccination or a similar event 
shall be taxable only in the first-mentioned State.  

(5) The term “annuities” means certain amounts payable periodically at stated 

times, for life or for a specified or ascertainable period of time, under an obligation to 

make the payments in return for adequate and full consideration in money or 

money's worth. 
 
The main rule, according to paragraph 1 is taxation in the state of residence. 
But paragraph 3 mentions the circumstances under which source state taxation 
will occur. When the source state has given tax advantages for more than 15 
years, and does not claw back these advantages and actually taxes the benefits, 
the source state is allowed to tax the benefits. 
 
2.5.5  UK – Sweden 
 
This treaty dates from 1983. The text of the article on pensions and annuities 
is as follows: 
 

Article 18 
Pensions and annuities 
1. Subject to the provisions of paragraph 3 of this Article and of paragraph 2 of 

Article 19, pensions and other similar remuneration paid to a resident of a 
Contracting State in consideration of past employment and annuities may be 
in the Contracting State where they arise. However, in taxing such pensions, 
remuneration and annuities a deduction of one-fifth of their amount shall be 
allowed by that State. 

2. Subject to the provisions of paragraph 3 of this Article and of paragraph 2 of 
Article 19, payments made under the social security legislation of a 
Contracting State may be taxed in that State. 

3. Pensions and other similar remuneration paid in consideration of past 
employment, annuities and payments under the social security legislation of a 
Contracting State paid to a resident of the other Contracting State shall be 
taxable only in that other State if the beneficial owner is a national of that 
other State. 
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4. The term "annuity" means a stated sum payable periodically at stated times 
during life or during a specified or ascertainable period of time under an 
obligation to make the payments in return for adequate and full consideration 
in money or money's worth. 

 
Article 18 of the DTC between Sweden and the UK contains a source state 
taxation for pensions. When taxing pensions a deduction of one-fifth of the 
amount is permitted by the source state. Taxation rights with respect to 
annuities are similar to those regarding occupational pensions.  
 
2.5.6 Germany – Sweden 
 
The 1992 double tax treaty between Germany and Sweden contains the 
pension article in article 18. 
 

Article 18 
Pensions and similar payments 
1. Pensions and other similar remuneration or annuities derived by a resident of a 

Contracting State shall be taxable only in that State. 
2. Notwithstanding the provisions of paragraph 1, amounts derived by a resident 

of a Contracting State under the social security laws of the other Contracting 
State shall be taxable only in that other State. However, such amounts shall 
be taxable only in the first- mentioned State, if such resident is a national of 
that State and not a national of the other State. 

3. Notwithstanding paragraph 1, recurring and non-recurring payments made by 
a Contracting State or a political subdivision or local authority thereof to a 
resident of the other Contracting State as compensation for losses occurred as a 
result of acts of war or political persecution (including indemnification) shall be 
taxable only in the first-mentioned State. 

4. The term "annuity" means a stated amount payable periodically at stated 
times during life or during a specified or ascertainable period of time, under an 
obligation to make the payments in return for adequate and full consideration 
in money or money's worth. 

5. A resident of a Contracting State deriving amounts under the social security 
laws of the other Contracting State shall be entitled, for the purposes of 
taxation in the first-mentioned State, to the same reliefs which are granted in 
respect of such amounts derived from sources in the first-mentioned State. 

 
This article contains unlimited residence based taxation for occupational 
pensions in general. This is only different in case of public or social pensions. 
The first paragraph of art. 18 of the Germany-Sweden DTC mentions 
annuities and therefore annuities are dealt with in the same way as 
occupational pensions. This means taxation in the state of residence.  
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2.6 Dutch tax treaties and personal pensions 
 
The Netherlands concluded over ninety double tax treaties. In several tax 
treaties annuities are explicitly mentioned, in other treaties they are not. In the 
next table an overview is given concerning the type of clauses in these double 
tax treaties with the focus on annuities.120 
 
 
 

Type of article 

 

State 

1. Other income article Austria, Azerbaijan, Czech Republic, China, France, 
Greece, Hungary, Luxembourg, Morocco, Slovakia, Spain, 
Suriname, 

2. Extensive clause 
(subject-to-tax) 

Albania, Belgium, Bermuda, Finland, Georgia, Ghana, 
Japan, Kuwait, Poland, Portugal, Slovenia, Switzerland, 
Uganda, United Kingdom 

3. Clause with a possible 
source state taxation 

Argentina, Brazil, Canada, Korea, Nigeria, South-Africa, 
Thailand 

4. Possible source state 
taxation in case of a 
lump sum 

Armenia, Bangladesh, Belarus, Bulgaria, Denmark, Egypt, 
Estonia, Iceland, India, Italy, Kazakhstan, Latvia, Lithuania, 
Macedonia, Mexico, Moldavia, Norway, Pakistan, 
Rumania, Russia, Saudi- Arabia, Sri Lanka, Sweden, 
Taiwan, Turkey, Venezuela, Vietnam, Ukraine, Uzbekistan  

5. Sole state of residence 
taxation 

Australia, Croatia, Germany, Ireland, Israel, Malaysia, Malta, 
New Zealand, Philippines, Singapore, Tunisia, United Arab 
Emirates, USA, Zambia 

6. Source state taxation Bahrain, Barbados, Hong Kong, Indonesia, Jordan, 
Mongolia, Oman, Panama, Qatar, Zimbabwe 

 
Table 5: Dutch tax treaties and personal pensions 
 
 
In general in tax treaties ‘annuities’ are defined as follows: 
 
The term ‘‘annuity’’ means a stated sum payable periodically at stated times during life 
or during a specified or ascertainable period of time under an obligation to make the 
payments in return for adequate and full consideration in money or money’s worth. 
 
  

                                                                 
120 Situation in July 2013. 
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Examples of texts used in the different situations are as follows: 
 
1. Other income article 
Items of income derived by a resident of one of the States to which the 
preceding Articles of this Convention do not apply shall be taxable only in that 
State. 
 
2. Subject-to-tax clause 
1. Subject to the provisions of paragraph 2 of Article 19, pensions and other 
similar remuneration paid to a resident of a Contracting State in consideration 
of past employment, as well as annuities paid to a resident of a Contracting 
State, shall be taxable only in that State. Any pension and other payment paid 
out under the provisions of a social security system of a Contracting State to a 
resident of the other Contracting State shall be taxable only in that other State. 
2. Notwithstanding the provisions of paragraph 1, a pension or other similar 
remuneration, annuity, or any pension and other payment paid out under the 
provisions of a social security system of a Contracting State, may also be taxed 
in the Contracting State from which it is derived, in accordance with the laws 
of that State. 
a) If and in so far as the entitlement to this pension or other similar 
remuneration or annuity in the Contracting State from which it is derived is 
exempt from tax, or the contributions associated with the pension or other 
similar remuneration or annuity made to the pension scheme or insurance 
company were deducted in the past when calculating taxable income in that 
State or qualified for other tax relief in that State; and 
b) if and in so far as this pension or other similar remuneration or annuity is in 
the Contracting State of which the recipient thereof is a resident not taxed at 
the generally applicable rate for income derived from dependent personal 
services, or less than 90 per cent of the gross amount of the pension or other 
similar remuneration or annuity is taxed; and 
c) if the total gross amount to the pensions and other similar remuneration and 
annuities, and any pension and other payment paid out under the provisions of 
a social security system of a Contracting State, in any calendar year exceeds the 
sum of 20,000 Euro.121 
3. Notwithstanding the provisions of paragraphs 1 and 2, if this pension or 
other similar remuneration is not periodic in nature, is paid in respect of past 
employment in the other Contracting State and is paid out before the date on 
which the pension commences, or if a lump-sum payment is made in lieu of 
the right to an annuity before the date on which the annuity commences, the 
payment or this lump-sum may also be taxed in the Contracting State from 
which it is derived. 

                                                                 
121 The amount differs in different tax treaties. For example, €25,000 is used in the treaties 
with Belgium and the United Kingdom. €10,000 is the level used in, for example, the 
treaty with Portugal. 
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4. A pension or other similar remuneration or annuity is deemed to be derived 
from a Contracting State if and insofar as the contributions or payments 
associated with the pension or other similar remuneration or annuity, or the 
entitlements received from it qualified for tax relief in the State. The transfer 
of a pension from a pension fund or an insurance company in a Contracting 
State to a pension fund or an insurance company in another State will not 
restrict in any way the taxing rights of the first-mentioned State under this 
Article. 
 
3. Possible source state taxation 
Annuities arising in one of the States and paid to a resident of the other State 
may be taxed in the first-mentioned State. 
 
4. Possible source state taxation in case of a lump sum 
1. Subject to the provisions of paragraph 2 of Article 19, pensions and other 
similar remuneration paid to a resident of a Contracting State in consideration 
of past employment and any annuity shall be taxable only in that State. 
2. However, where such remuneration is not of a periodical nature and it is 
paid in consideration of past employment in the other Contracting State, or 
where instead of the right to annuities a lump sum is paid, this remuneration 
or this lump sum may be taxed in the Contracting State where it arises. 
 
5. State of residence 
Subject to the provisions of paragraph 2 of Article 19, pensions and other 
similar remuneration paid to a resident of a Contracting State in consideration 
of past employment and any annuity shall be taxable only in that State. 
 
6. Source state taxation 
Subject to the provisions of paragraph 2 of Article 19, pensions and other 
similar remuneration paid in consideration of past employment, any pension or 
other payment paid out under the provisions of a social security system, 
annuities as well as any lump-sum payment in lieu of the aforementioned 
pensions, payments or annuities derived from a Contracting State and paid to a 
resident of the other Contracting State, shall be taxable only in the first-
mentioned State. 
 
2.7 Source state taxation or taxation in state of residence 
 
Should occupational and/or personal pensions be taxed in the state of 
residence or the source state? In my view the source state is the state that gave 
the deduction or other tax relief when building up the personal pension. 
According to the OECD Commentary the source state also could be the place 
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of establishment of the fund or the place where the employment has been 
performed.122  
The subject is not limited to two states. With respect to pensions Kemmeren 
states that there could be as many as five states that might claim tax 
jurisdiction, namely the state of employment, the state of residence of the 
employer, the state in which the pension fund is established, the state in which 
the pension fund makes investments, and the state of residence of the retired 
employee.123 Looking at personal pensions this would mean that one could 
distinguish the state of residence at the moment contributions for the personal 
pension were made, the state in which the provider (bank, insurance 
company, etc.) is established, the state in which the provider makes 
investments, and the state of residence of the taxpayer. 
Kemmeren is in favour of the principle of origin in tax conventions. 
According to him a pension payment consists of two components: the 
contribution and the growth of the contribution because of the investment by 
the provider. The principle of origin does not lead to a residence-based 
taxation, since the origin of these two components is not related to this 
person’s residence. Regarding the contribution, the origin is the state in which 
employment took place and therefore this state should be entitled to tax this 
part. With respect to the accumulation part the state in which the investments 
were generated (state of origin) should be the state to which the income is 
allocated. This means that several states can be involved, because of the fact 
that investments can be made in different states. From a practical point of view 
this might be very difficult.124 These difficulties can be solved, according to 
Kemmeren, by producing a general investment position of the pension fund 
that will be decisive.125    
Looking at personal pensions I limit myself to the state of residence and the 
source state with respect to the states to which the pension benefits are 
allocated. Although from a theoretical point the principle of origin can be 
defended it would be hard to implement in practice. In my view this would 
cause all kinds of administrative problems. Furthermore I see problems for 
investments made by pension providers in the course of time. It will be hard, 
if not impossible to trace investments made by pension providers. In the EET 
system the source state, in the majority of situations, exempts the contributions 
and the (accrued) value of the retirement provision of income tax.  
In par. 2.3 it is shown that the OECD Commentary as a main rule states that 
taxation of pensions should take place in the state of residence. On the other 
hand the Commentary gives some examples for (limited) source taxation, 
because of the progressing globalisation and the increased international 
mobility of individuals. In my view the taxation of personal pensions should 

                                                                 
122 OECD Commentary, art. 18, par. 19.1. 
123 Kemmeren 2001, p. 396ff.  
124 See Brugger 2008, p. 237. 
125 Kemmeren 2001, pp. 396-397 and Kemmeren 2008, p. 254ff. 
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be similar to the taxation of occupational pensions. The goal of personal 
pensions is similar to occupational pensions and therefore there should be no 
distinction between the two, although occupational pensions come from 
employment and personal pensions are completely private. 
Source state taxation is to be preferred.  Member States facilitate taxpayers in 
building up occupational and personal pensions. Since the EET system is used 
most states receive less tax income because of the pension contributions. 
Theoretically one can argue that this is correct. However, when looking at the 
literature in the four countries, the general idea is that tax relief is a tax facility. 
And therefore most states believe they are entitled to tax the benefits (except 
the UK). Therefore, source state taxation is in line with the general ideas in 
most Member States.  
Source state taxation is not a problem from a practical point of view anymore. 
Perhaps this was a problem in the past, but it is no problem anymore. 
Providers are able to follow the taxpayer when emigrating and therefore can 
play an important role in calculating correct taxation.126 Also the exchange of 
information can play an important role. The fact that taxation in the state of 
residence is simpler is not convincing anymore. Furthermore, tax evasion with 
respect to pensions will not be an issue anymore. In the past some taxpayers 
emigrated to avoid taxation on their pensions. This is not possible in case of a 
source state taxation. Member States do not have to be afraid of not being able 
to collect taxes on the pension benefits in case of source state taxation. Exit 
taxes are not necessary anymore. This may lead to a better pension system in a 
Member State, since future taxation will take place there.  
There are quite dissenting opinions regarding the question whether pension 
benefits should be taxed in the state of residence or source state. In the next 
paragraphs arguments in favour of taxation in the state of residence and 
arguments in the source state are described. 
 
2.7.1 Arguments in favour of taxation in the state of residence 
 
In this paragraph the most important arguments in favour of a residence-based 
taxation will be discussed.  

 
a. The good overview on the overall ability to pay of the taxpayer 
This argument is used in the Commentary of art. 18 of the OECD Model. 
The residence state has all the required information about the taxpayer. The 
residence state is in a better position than any other state to take into account 
the recipient's overall ability to pay tax, which mostly depends on worldwide 
income and personal circumstances such as family responsibilities, according to 
the Commentary. Andreoni is of the opinion that a source state taxation 
would create more problems than it solves. The country of residence is in a 

                                                                 
126 Kemmeren 2001, p. 398. 
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better position to assess the individual’s ability to pay. Furthermore, source 
state taxation could lead to higher taxes.127 
This might be true, but the state of residence also will notice that a taxpayer 
receives an occupational or personal pension from another state. It can take 
this into account with respect to the recipient's overall ability to pay tax. But 
this does not necessarily mean that taxation should take place is the state of 
residence in my view. 
 
b. Restricted administrative burden for the taxpayer 
This argument is also mentioned in the OECD-Commentary in art. 18. When 
imposing a residence-based taxation a taxpayer does not have to comply with 
tax obligations in more than one jurisdiction. This could be regarded as easier 
for the taxpayer.  In practice source state taxation could cause a lot of practical 
problems, because of the potential for the pension to be built up in several 
states.128 
In 1996 the American Congress introduced legislation that made it impossible 
for source states (i.e. one of the states of the USA) to levy taxes on pensions 
paid out to pensioners living in another state. The most important argument 
for this legislation was the administrative burden.129 
Gradually this argument becomes less valid in my view. The internet makes 
communication with foreign tax authorities easier and the administrative 
burden will be limited. Complexity could be reduced by using thresholds.130 
 
c. Consumable income 
Here, pension benefits ought to be taxed from the moment this income 
becomes available for consuming or is free for building up capital. Although 
there is a deduction when paying contributions, from this point of view one 
cannot yet demand tax, since there is no consumable income at that time. 
Taxation should take place once it has been distributed and in the state one 
lives at that point in time. Important is to understand that despite tax relief 
being used, it does not necessarily follow that a kind of tax claim for the 
granting state will be created. So in this view it is no tax facility, but the fact 
that pensions are taxed when being paid out, comes from the idea that that is 
the correct moment, since from that point in time the income has become 
available. 
One should bear in mind that the extent to which a taxpayer can make 
contributions for personal pensions depends on the tax law of that specific 
state. Some states have generous tax relief for personal pensions and other 
states have not. 

                                                                 
127 Andreoni 2006, p. 250. 
128 Kavelaars 2005 and E. Kemmeren 2008, p. 257. 
129 Burgers 2010, p. 259ff. 
130 Jochum 2013, p. 150. Thresholds can be found in e.g. the Netherlands-Belgium DTC 
(€25,000) or Netherlands-Germany DTC (€15,000).  
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d. Public services 
An argument in favour of a residence-based taxation is the fact that a resident 
of a state uses the public services of that state and he should contribute to those 
services.131 A state has to arrange for all kinds of services and therefore should 
have the right to tax the income of its citizen.132 This might be so, but on the 
other hand, income taxation is not the only tax a taxpayer pays (VAT, local 
tax, etc.). Also, when building up personal pensions, a taxpayer uses the public 
services of his state of residence at that time. Also according to Kemmeren 
this argument can only justify a consumption tax, as the pension is not 
produced, but merely consumed in the state of residence.133  
 
e. Excessive taxation 
When taxing the personal pension in the source state this means that a 
taxpayer receives higher or lower net-benefits than expected. In this event, 
that particular source state taxation of personal pensions may well result in 
excessive taxation where the source state imposes a final withholding tax on 
the gross amount paid. If little or no tax is paid in the residence state, the 
pensioner may not be able to claim a credit in the residence state for the tax 
paid.134 Furthermore the OECD Commentary mentions that the tax rate in 
the state of residence shall not be the same as the tax rate in the source state. 
So an individual who has emigrated will either be in an advantageous or 
disadvantageous position by receiving an after-tax pension, compared to other 
citizens. 
But also with residence based taxation the tax rate in that specific state may be 
(and will be) higher or lower compared to the situation that this taxpayer 
would not have emigrated.  
   
f. Definition of source state 
When choosing for source state taxation, the definition of ‘source state’ should 
be clarified. It could be the state in which the pension fund or insurance 
company is established. It could also be the state where the relevant work has 
been performed or in which deductions have been claimed.135 This could 
cause difficulties especially in a situation where a taxpayer has lived in several 
States. Vogel also mentions the fact that it is important that the term ‘source’ 
must be well-defined and the concept has to be unambiguous.136 Not defining 
‘source state’ could result in income that is not taxed at all or double taxed for 

                                                                 
131 Notitie Uitgangspunten beleid op het terrein van het internationaal fiscaal 
(verdragen)recht 1998. Also: Kavelaars 2005. 
132 MP Vreugdenhil in TK 1988-1989, 20 365, no 7, p. 2 
133 Kemmeren 2008, p. 261. In the same way MP De Grave in TK 1988-1989, 20 365, no 
7, p. 6. 
134 OECD-Commentary art. 18, par. 17. 
135 OECD-Commentary art. 18, par. 19. 
136 Vogel 1988, p. 223.  
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that matter, since it might not be clear what the source state is.137 De Broe 
and Neyt mention the fact that there is a need of a uniform source rule and 
still this will not resolve all the issues.138 In several tax treaties the source state 
is defined, so problems on that issue will not occur.139 Furthermore, from a 
practical point of view, most situations will be limited to two states. Problems 
will not occur with respect to the definition of source state in those situations. 
 
g. Ability to pay 
Where source state taxation becomes the norm, it could mean that it is no 
longer possible to levy income tax according to the ability to pay principle. 
Income could come from different states and every state would only levy taxes 
on its source, and no state would levy the total income of that taxpayer.140 The 
idea of an income taxed is to tax a taxpayer’s financial strength. This could be 
solved by giving the right to the residence state to levy extra income tax so 
that a taxpayer pays a progressive tax rate. 
 
2.7.2 Arguments in favour of taxation in the source state  
 
The arguments in favour of source state taxation are discussed in this 
paragraph. 
 
a. Pension benefits are deferred salary 
Kemmeren uses this argument.141 Pension is postponed salary and for that 
matter taxation rights should lie with the source state.  The source state, in this 
case the state in which the employment income was taxable, should be entitled 
to tax the pension benefits. In fact a tax-deduction in this way is a postponed 
tax assessment.142  Personal pensions are in no way a postponed salary 
however. Is it possible to use the same line of reasoning for personal pensions? 
It can be said that personal pensions serve the same purpose as occupational 
pensions. Therefore they should be treated in the same way. Although 
personal pensions are no postponed salary; it is postponed income. In most 
cases tax relief is given for the payment of contributions. This limits the tax-
burden at the moment a taxpayer makes contributions and taxation takes place 
at the moment benefits are paid out. 
 
b. Tax emigrations are useless 
The fact that deductions take place in one state, and taxation rights when 
receiving the benefits are in another state, increases the risk of double non-

                                                                 
137 Kavelaars, de Graaf and Stevens 2007, p. 15. 
138 De Broe and Neyt 2009, p. 93. 
139 E.g. par. 17 (5) Netherlands-Germany tax treaty and par. 17 (3) Germany-UK tax treaty. 
140 Kavelaars, de Graaf and Stevens 2007, p. 15. 
141 Kemmeren 2001, p. 397 and Burgers 2010, p. 265. 
142 TK 1988-1989, 20 365, no 7, p. 6. 
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taxation or a limited taxation. On the other hand it even might be the case 
that there are no deductions in the source state but there will be taxation in 
the state of residence. Therefore already in 2001 the European Commission 
issued a Communication in which it stated that a broader acceptation of the 
EET-principle would be good.143 In order to minimize the risk of double 
non-taxation, source state taxation limits or perhaps even eliminates the 
advantages of disparities in tax systems and therefore opportunities for tax 
planning  are diminished.144 A source will only be in one country and 
therefore double-taxation will not occur easily.145 There still might be an 
advantage for the taxpayer because of the progressive income tax rates, but this 
could be dealt with in a tax treaty. 
 
c. Tax relief and tax policy 
A reasonable suggestion would be that the state that granted tax relief also has 
the right to impose the tax.146 Also with respect to the national budget the 
state that allowed tax relief would like to collect tax when the pension is paid 
out. According to De Broe and Neyt in practice most states hope to recover 
the decrease in tax revenue when a taxpayer retires.147  If this state did not 
grant the tax allowances, taxation would have taken place in that state. In this 
view one considers the tax allowance to be a valid claim for this state to 
make.148 According to De Bont and Van der Geld this is quite legitimate.149 
Also Kavelaars is of the opinion that source state taxation is quite defendable 
because of the fact that the source state offered tax relief. He is in favour of a 
limited percentage source state taxation. The general rule should be taxation in 
the state of residence.150 Dietvorst also favours a limited source state 
taxation.151 Kemmeren is of the opinion that the fact that a state-granted 
form of tax relief does not mean that the pensioner has produced his income 
from that state. Therefore granting tax relief by itself is not good enough a 
reason for taxing the income in that state.152 
In his article Vogel mentions the fact that worldwide taxation by the state of 
residence can be regarded incorrect to the taxpayer who earned that income in 
another country. The residence-based taxation may disrupt the source 

                                                                 
143 COM(2001) 214, final, pp. 18-19. 
144 Kemmeren 2001, p. 397. 
145 Kavelaars, de Graaf and Stevens 2007, p. 15. 
146 Commissie Pensioenen Internationaal 1999, p. 175.  
147 De Broe and Neyt 2009, p. 91. 
148 Also see OECD-commentary art. 18, par. 13. 
149 De Bont and Van der Geld 1998, p, 48. 
150 Kavelaars 2009, p. 636 and Kavelaars 2011, pp. 175-176. 
151 Dietvorst 1994, p. 418. 
152 Kemmeren 2008, p. 262. 
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country’s tax policy decisions.153 Jochum believes that it is quite obvious that 
the source state demands the right to tax the pension when the source state 
gave incentives.154 
As an alternative to a real source state taxation, a clearing system could be 
implemented or a kind of balancing at the moment a taxpayer emigrates.155 
This could be an alternative. 
 
d. Lump sum instead of periodical payment 
If a state would give tax-deductions with respect to personal pensions, because 
personal pensions could lead to a retirement income with a periodical nature, 
it could be quite acceptable to argue that this source state would be obliged to 
tax the income when a taxpayer would receive a lump sum. This is not in line 
with the idea behind the tax-deductibility and therefore one could argue that 
tax-deduction should not have taken place and that the source state certainly 
should be entitled to tax the lump-sum. 
 
e. Non-reported pensions 
An exclusive state of residence taxation of pensions might lead to concerns 
about non-reporting of foreign income. With respect to this issue exchange of 
information could trigger this problem.156  
 
f. Different types of contracts 
Kavelaars thinks that personal pensions should be taxed in the source state.157 
He has pragmatic reasons for this view. There are a lot of different types of 
contracts and in that respect it is difficult to consider the tax treatment in the 
source state, when the taxation rights are with the state of residence. 
 
g. Institutionalized 
The source state facilitates the taxpayer to build up a personal pension by 
making the specific legislation and everything that is relevant in that 
perspective. The taxpayer obtains and may use all these options and also this is 
an argument for taxation in the source state.  
 
h. Risk of worse legislation 
If a source state notices that a lot of taxpayers emigrate before they retire, this 
could lead to the fact that this state limits the possibilities of tax stimulated 
personal pensions. The idea that taxpayers obtain tax relief in the source state, 
but will not pay taxes on the future benefits might not be acceptable for the 

                                                                 
153 Vogel 1988, p. 222, where he refers to the ideas expressed by H. Flick, K. Tipke, A. 
Schulze-Brachmann and H. Endriss. 
154 Jochum 2013, p. 149. 
155 Commissie Pensioenen Internationaal 1999, pp. 121 and 125. Kavelaars 2009, p. 636. 
156 OECD Commentary, par. 21. 
157 P. Kavelaars BNB 2002/42c* (note). 
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source state and this state can limit this risk by limiting the possibilities of 
building up personal pensions. 
 
2.7.3 Conclusions 
 
Is source state taxation a problem from a theoretical and practical point of 
view?  In my view this is not so. The exchange of information can play an 
important role. The fact that taxation in the state of residence is simpler is not 
convincing anymore.  
The arguments in favour of source state taxation are far better than those in 
favour of residence-based taxation. States facilitate taxpayers in building up 
occupational and personal pensions. Since the EET system is used most states 
receive less tax income because of the pension contributions. This reason and 
others lead to the fact that source state taxation is preferred above taxation in 
the state of residence.158 
This does not mean that the system is flawless. Think, for example, of the 
situation when the occupational or personal pension is not paid out from the 
source-state, but from the state of residence, because of an international 
transfer of pension rights.159 Furthermore, a source state taxation could lead to 
an overall higher tax burden of the taxpayer. This could be avoided by a 
limited source state taxation or a full credit of the tax due on the personal 
pension benefits.160 
It is likely that Member States who have a large number of foreign pensioners 
(the ‘good weather’ countries) will not agree with source state taxation. In the 
situation where a source state taxation is not acceptable a kind of limited 
source state taxation might be arranged in the double tax treaty.  An example 
of such a clause might be: 
 

1. “Annuities paid to a resident of a Contracting State, shall be taxable only in 
that State.  

  
2. Notwithstanding the provisions of paragraph 1, an annuity may also be taxed 

in the Contracting State in which it arose (i.e. the state that offered tax relief), 
in accordance with the laws of that State: 

  (a) If and in so far as this annuity in the Contracting State in which it arose is 
exempt from tax, or the contributions associated with the annuity made to the 
provider were deducted in the past when calculating taxable income in that 
State or qualified for other tax relief in that State; and 

                                                                 
158 Also Kavelaars 2008, p. 201. More and more states are of the opinion that the source 
state should have the right of taxing of at least part of the benefits.  
159 Commissie Pensioenen Internationaal 1999, pp. 121-122. 
160 Also Roos 2006, p. 104-106. 
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  (b) if and in so far as the annuity in the Contracting State of which the 
recipient thereof is a resident is not taxed at the generally applicable rate for 
income derived from dependent personal services.”161 

 
However, this is only an alternative in case source state taxation is not 
acceptable in tax treaty negotiations between two states. 

                                                                 
161 Compare e.g. art. 18 of the Netherlands-Portugal tax treaty.  
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3 EU tax law 
 
 
 
EU Law is above national legislation. This means that Member States have to 
live up to the rules made by the EU and according art. 260 of the Treaty on 
the Functioning of the European Union (TFEU) Member States have to 
respect the case law by the Court of Justice of the EU (CJEU) and change 
their legislation if the obligations under the Treaties are not fulfilled.  
Therefore EU tax law directly influences national legislation on old age 
provisions in the Member States. This means that it is necessary to describe 
and discuss the relevant EU (Tax) Law and show the relevance with respect to 
any model on personal pensions. In this chapter the main ideas, the four basic 
freedoms being part of that, of the TFEU are discussed. Since the free 
movement of goods is not relevant for the topic of this thesis, it is omitted. 
Of course attention is paid to the relevant case law of the CJEU. Especially the 
case law with respect to occupational and personal pensions is brought 
forward. Nevertheless, other relevant case law will be discussed too. 
Both the fundamental freedoms and the case law by the CJEU are the 
framework for regarding the legislation in the four countries with respect to 
the rules on occupational and personal pensions. The legislation of EU 
Member States should live up to the EU law. In chapter 5 the legislation of 
the four countries with respect to subjects relevant with respect to EU-law and 
international tax law is discussed. 
There are some Directives with respect to direct taxes.162 Regarding direct 
taxes, especially article 114 TFEU is important. But also there are specific 
Directives regarding occupational and private pensions. Furthermore the 
European Commission uses Communications. With respect to occupational 
and personal pensions the Communications dealing with cross-border 
provisions of occupational pensions163 and exit-taxation164 are relevant. These 
Directives and Communications are also touched upon in this chapter. Finally, 
attention will be paid on the White Paper on Adequate, Safe and Sustainable 
Pensions.165 
 
  

                                                                 
162 E.g the Parent-subsidiary directive, 90/435/EEC, Merger-directive, 90/434/EEC, 
Interest and Royalty Directive, 2003/49/EC. 
163 COM (2001) 214. 
164 COM (2006) 825. With respect to private pensions this Communication mainly deals 
with the exit taxation on capital gains referring to de Hughes de Lasteyrie-case and N-case. 
Therefore this Communication is not dealt with any further here.   
165 COM(2012), 55 final. 
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3.1 The Treaty on the Functioning of the European Union 
 
The European treaty establishing the European Economic Community (EEC) 
was signed in Rome on the 25th of March, 1957 and went into force from the 
1st of January, 1958. In the last decades several changes were made (e.g. 1992 
the Maastricht Treaty, 1997 the Treaty of Amsterdam and 2001 the Treaty of 
Nice).166 In 2007 the Treaty of Lisbon was signed.167  
The underlying ideas for establishing a European Union are, amongst others: 
 

- To create an area without internal frontiers; 
- To improve the living and working conditions of their peoples; 
- To abolish the restrictions on international trade; 
- To guarantee steady expansion, balanced trade and fair competition; 
- To reduce the differences existing between the various regions in 

order to strengthen the unity of their economies and to ensure their 
harmonious development.168 

 
With respect to taxes, several fiscal obstacles with respect to the proper 
functioning of a common market exist. For example, Terra and Wattel 
mention tax burdens on the emigration of persons and the internal border-
crossing of goods, services, income of capital, the substantial disparities 
between national tax laws (leading to market distortions), different tax 
treatment of residents and non-residents and international double taxation of 
the same tax base.169 
In order to solve these obstacles some kind of integration is necessary. In 
general positive and negative integration are distinguished. Positive integration 
is defined as the integration by regulation at Community level and negative 
integration as integration by prohibition (by decisions of the CJEU or 
infringement procedures, see art. 258 TFEU). 
The TFEU only has few articles dealing with taxes and these articles mainly 
deal with indirect taxes. The articles 110-113 deal with the harmonization of 
indirect taxes. Art. 114, par. 2 states that Member States have their own 
responsibility and rights with respect to fiscal provisions, i.e. that no measures 
can be taken by the European Parliament or Council with a qualified majority 
regarding the functioning of the internal market regarding fiscal provisions. 
This means that EU tax measures can only be taken unanimously. And this is 
difficult. The EU has expanded rapidly and there are 28 Member States at this 
moment. Severe changes in the direct tax area are not to be expected for that 

                                                                 
166 Maastricht, 7th February 1992 Official Journal C 191 of 29.07.1992; Amsterdam, 2nd 
October 1997, OJ C 340 of 10.11.1997; Nice, 26th February 2001, OJ C 80 of 10.03.2001 
167 Treaty of Lisbon, 13th December 2007, OJ C 115/55 of 09.05.2008. 
168 See preamble of the EU-treaty.  
169 Terra and Wattel 2008, p. 1. 
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matter. Nevertheless, because of the TFEU, Member States have to respect 
the rules laid down in this Treaty.  
Basically one of the most important articles concerning taxes and the 
legislation of the member states is art. 18.170 This article states that any 
discrimination of grounds of nationality shall be prohibited.171 
Art. 18 TFEU is the general article against discrimination and it is further 
specified in the fundamental freedoms. Nevertheless in practice the CJEU does 
not use art. 18. In general the fundamental freedoms are attributed by the 
CJEU.172 In the next paragraphs the impact of the TFEU and fundamental 
freedoms is discussed. Also the relevant case law with respect to retirement 
provisions in the EU are dealt with. 
 
3.2 Accessibility to the TFEU and citizenship of the Union 
 
Is a citizen of a Member State always protected by the TFEU? In other words, 
can a citizen always invoke the TFEU? The answer to this questions is ‘no’, 
because the TFEU does not address pure internal situations. In the past in all 
cases, in order to invoke the protection of the TFEU, there should be a cross-
border economic element. If no cross-border economic element was present it 
was regarded as an internal issue.  
The central CJEU-case to exemplify this view was the Werner-case.173 
According to the CJEU the German dentist Werner, first having his practice 
in Germany and living in Germany and later living in the Netherlands, was 
not entitled to the splitting tariff and other more favourable fiscal rules that are 
applicable to taxpayers resident in Germany, because Werner almost 
exclusively earned his taxable income in Germany. The CJEU reasoned that 
there was no economic activity and therefore this was no violation of art. 49 
and 18 of the TFEU. Thus the CJEU denied Werner EU-treaty protection 
since there was no cross-border economic activity. He merely moved from 
Germany to the Netherlands and that was not enough to invoke the TFEU. 

                                                                 
170 The articles referred to are the articles after ratification of the Treaty of Lisbon. Brackets 
refer to the former article. 
171 Nevertheless the CJEU allowed discrimination on the ground of nationality in the Gilly-
case. According the CJEU article 14(1) of the Germany-France DTC has the criterion of 
nationality for the purpose of fiscal jurisdiction, but this differentiation cannot be regarded 
as constituting discrimination prohibited under Article 48 of the Treaty. It flows from the 
contracting parties' competence to define the criteria for allocating their powers of taxation 
as between themselves, with a view to eliminating double taxation. Case C-336/96, see esp. 
par. 30. 
172 Terra and Wattel 2008, p. 20. They mention the fact that art. 12 (now art. 18) 
independently only applies to situations which are within the ambit of the Treaty, but for which the 
Treaty lays down no specific prohibition of discrimination. 
173 C-112/91, Werner. 
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With the Maastricht Treaty this is no longer the case. The Maastricht Treaty 
abolished the word ‘economic’ and the EEC became the EC. Furthermore the 
articles 20 and 21 were introduced. Art. 20 deals with the citizenship of the 
Union and art. 21 decrees that every citizen has the right to move and reside 
freely within the EU.174 
The Pusa-case175 made it clear that economic activity is no longer necessary. 
This case dealt with the calculation of the attachable part of a pension paid. 
Source taxation in Finland was taken into account for that calculation, but 
income taxation in another country was not. Since Pusa was a Finnish national 
who decided to live in Spain, he paid no source taxation (withholding tax) in 
Finland, since because of the tax treaty between Finland and Spain the taxing 
rights on pensions were with the state of residence. The fact that the income 
taxation due was not taken into account meant that he was worse off just 
because of the fact that he lived in Spain (and invoked art. 21 of the TFEU). 
So Pusa argued that he was treated less favourably compared to the situation 
were he to have stayed in Finland. The CJEU decided that also in this case the 
TFEU is applicable. For that reason it became clear that no economic activity 
is necessary.176 
From the Turpeinen-case it became obvious that treaty-access is also granted 
in the case a pensioner emigrates. Turpeinen emigrated after her retirement 
from Finland to (first Belgium and later) Spain and her old-age pension was 
taxed in Finland according the double tax treaty between Spain and Finland. 
She was taxed less favourable than having lived in Finland at that time. The 
CJEU stated that the freedom of movement of workers of art. 45 did not 
cover the situation in the Turpeinen-case, because Turpeinen carried out all 
her occupational activity in the Member State and exercised the right to reside 
in another Member State after her retirement.177 According to the CJEU “art. 
21 TFEU (now 21) must be interpreted as meaning that it precludes national 
legislation according to which the income tax on a retirement pension paid by an 
institution of the Member State concerned to a person residing in another Member State 
exceeds in certain cases the tax which would be payable if that person resided in the first 
Member State, where that pension constitutes all or nearly all of that person’s 
income”.178 
So the TFEU is not applicable in internal situations, but cross-border 
economic activity has not been necessary since the Pusa-case. Also emigrating 

                                                                 
174 For an elaborate description see Terra and Wattel (2008), p. 23ff.  
175 C-224/02, Pusa. 
176 Before the Pusa case two cases showed that the CJEU granted treaty-access in cases not 
that different from the Werner-case. First there is the Asscher case (C-107/94). Here it 
became clear that having economic activity in two EU-states treaty-access is granted. Also 
Gilly (C-336/96) was granted treaty-access in a case quite similar to the Werner-case. 
177 In the, similar, N-Case (C-470/04) the CJEU stated that art. 49 TFEU was applicable. 
Perhaps also art. 21, but the CJEU did not elaborate on this article. 
178 C-520/04, Turpeinen, par. 16, 17 and 39. 
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pensioners who are protected by the TFEU can be concluded from the 
Turpeinen-case. 
 
3.3 Fundamental freedoms 
 
In the TFEU the so-called fundamental freedoms are the free movement of 
goods, services, persons and capital. As said before the CJEU generally first 
will regard those fundamental freedoms and of course the right of 
establishment before looking at the general discrimination article 18 TFEU.  
As said, in practice this article is seldom used by the CJEU. 
With respect to direct taxes, especially the free movement of persons is 
important. For pensioners the right of establishment is most important. Also 
from pension providers’ perspective the right of establishment and the freedom 
of services is a relevant issue. 
In dealing with the different cases, the CJEU has to form an opinion on the 
question whether a national measure restricts the Treaty freedoms. If so, the 
next test is whether this measure has a legitimate purpose of overriding public 
interest (in other words, is there a justification?). That being so the CJEU has 
to test whether this restriction of the Treaty freedoms is no more than strictly 
necessary to serve that purpose (proportionality). 
The first case where this so-called rule of reason is to be found is Cassis de 
Dijon. The CJEU stated that obstacles to movement within the community 
must be accepted in so far as those provisions may be recognized as being 
necessary in order to satisfy mandatory requirements relating in particular to 
the effectiveness of fiscal supervision, the protection of public health, the 
fairness of commercial transactions and the defence of the consumer.179 So it 
might be justified by pressing reasons of public interest, but may not go 
beyond what was necessary for that purpose.180 
 
3.3.1 Free movement of persons and the right of establishment 
 
This principle is laid down in art. 45 – 55 TFEU. In these articles the freedom 
of movement of workers (art. 45) is included as well as the right of the 
establishment (art. 49) of nationals and/or agencies, branches or subsidiaries in 
any of the Member States. 
In the 1992 Recommendation the European Council recommended Member 
States to arrange their legislation with respect to the acquisition of retirement 
and supplementary pension rights in such a way that mobility of employees is 

                                                                 
179 C-120/78, Cassis de Dijon, par. 8. 
180 C-250/95, Futura Participations. In the same way C-55/94 (Gebhard): justification is 
possible by imperative requirements in the general interest; they must be suitable for 
securing the attainment of the objective which they pursue; and they must not go beyond 
what is necessary in order to attain it. 
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not hindered.181 Later the Veil Commission issued a report on the free 
movement of persons on this subject in 1996.182 The Commission paper 
‘Supplementary Pensions in the Single Market, A Green Paper’ also focussed on the 
free movement of pensions with respect to pensions.183  Finally the Council 
Directive on safeguarding supplementary pension rights was published in 
1998.184 185 
Art. 45, dealing with the free movement of workers, starts by stating that the 
freedom of movement for workers shall be secured within the Union. Although it is 
often said that people within the EU are becoming increasingly mobile, 
meaning that they freely traverse the borders of one country to another often, 
in practice this is only true to a certain extent. Unlike citizens of, for example, 
the United States, general practice is that most people remain in the country 
where they were born. Nevertheless practice shows that a considerable 
number of people travel from one Member State to another.186  
No discrimination based on nationality is allowed and the Member States have 
to make sure that it is possible to accept offers of employment anywhere 
within the community.187 When accepting a job in another country, this 
means that, with respect to occupational and personal pensions, comparable 
with the freedom of capital (see par. 3.3.3), a worker may decide to take his 
pension capital to another country when starting to work over there. With 
respect to international transfers of pensions, amongst others exit-taxes are a 
relevant issue. Cross-border employment may not be hindered by an exit-
tax.188 The CJEU delivered several relevant cases with respect to the free 
movement of persons.  
In the Bachmann-case189 Bachmann, a German national employed in Belgium, 
was refused the deduction of contributions made to an insurer in Germany 
where he started this policy concluded prior to his arrival in Belgium.  
According to the CJEU it is contrary to articles 45 and 56 TFEU that 
legislation of a Member State makes the deductibility of pension and/or life 
insurance contributions conditional on those contributions being paid in that 
State. However, it may be justifiable in order to safeguard the cohesion in the 
applicable tax system. 

                                                                 
181 European Council 1992, par. I.B.5.h. 
182 Veil 1998. 
183 COM(97) 283 final. 
184 European Council 1998.  
185 For a more extensive description of this history see De Greef 1998. 
186 For statistics on the subject see Eurostat: 
<http://epp.eurostat.ec.europa.eu/portal/page/portal/eurostat/home/>. 
187 Art. 45 (2) and (3).  
188 Terra and Wattel 2008, p. 37. A good example is the case Hughes de Lasteyrie du 
Saillant (C-9/02). 
189 C-204/90, Bachmann. 
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Examples of this justification are the situation in which the tax system of a 
Member State is such that the deductibility of the contributions is offset by the 
taxation of payments made by insurers pursuant to the contracts and where it 
would be impossible to ensure that the deductions were offset by subsequent 
taxation of payments because those payments were made by a foreign insurer 
established in another county where there would be no certainty of subjecting 
them to tax. Therefore in the Bachmann-case the CJEU came to the 
conclusion that such provisions (as that time in Belgium) are (as Community 
law stood at that time) not contrary to article 45 of the Treaty.190 
In this case the CJEU came to this conclusion because of the specific facts and 
circumstances (unlike AG Mischo in his opinion for that matter). It cannot be 
said that this fiscal cohesion is a justification in all situations (in this case it 
became clear that the Belgian law – from 1975 - would not levy taxes on 
payments when the contributions were not tax deductible). 
The justification on grounds of fiscal cohesion no longer applies according 
Rønfeldt and Werlauff. The market of pensions has developed strongly in 
the EU and with the Danner-case the coherence argument changed.191 This in 
my view is not completely correct. I agree with De Greef that as a result of 
the Wielockx-case, and also the Mutual Assistance Directive, the coherence 
argument presently plays only a very limited role.192 
In the case Commission versus Belgium the CJEU concluded that there is no 
justification anymore with respect to the rule that tax deduction is only 
obtained when the pension provider is established in Belgium (also see par. 
3.3.2).193 
The Schumacker-case dealt with the question that Germany treated taxpayers 
who are non-resident differently from taxpayers that are resident with respect 
to income tax law.194 Schumacker, living in Belgium with his spouse and 
children, did not qualify for the splitting tariff despite his marital status. He 
earned his total income in Germany and his spouse did not earn an income. In 
this case, German residents would receive the splitting tariff, but non-residents 
could not claim this tariff. Being a non-resident Schumacker was not allowed 
to deduct his social expenses (old-age contributions, sickness or invalidity 
insurance), amongst other items. 
The CJEU considered that although direct taxation does not as such fall 
within the purview of the Community, the powers retained by the Member 
States must nevertheless be exercised consistently with Community law.195 
Referring to Case C-175/88 (Biehl versus Administration des Contribution, 
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192 De Greef 2005, p. 205/206.  
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paragraph 12196) the CJEU concludes that article 45 of the TFEU does not 
allow a Member State, with respect to the collection of direct taxes, to treat a 
national of another Member State employed in the territory of the first State in 
the exercise of his right of freedom of movement less favourably than one of 
its own nationals in the same situation.197 
Because the regulations in Germany lead to the fact that specifically foreigners 
are treated less favourably198 this leads to indirect discrimination based on 
nationality. Nevertheless, the situations of residents and of non-residents are 
not, as a rule, comparable. It is the state of residence that must take the 
personal and family circumstances into account. Therefore it is permitted for a 
Member State not to give certain tax advantages to a non-resident since those 
non-residents are not in a comparable situation with residents. 
However, this is different if the non-resident taxpayer does not obtain income 
(or very little income) in his state of residence, because in that situation the 
state of residence is not in the position to give him benefits resulting from the 
taking into account of his personal and family circumstances. There is no 
objective difference between residents and non-residents in that situation. No 
justifications are available199 and therefore the CJEU concludes that in the 
situation a non-resident worker obtains his income (almost) entirely from the 
work in the that state and does not receive sufficient income in the second 
State to be subject to taxation there in a manner enabling his personal and 
family circumstances to be taken into account, art. 45 TFEU precludes this.200  
This case is relevant with respect to (the deduction of) social expenses and not 
so much regarding occupational and personal pensions. But also the 
Schumacker doctrine is relevant since tax relief with respect to old age 
provisions is classified under personal allowances. 
Art. 49 ff. TFEU deals with the right of establishment. According art. 49 
restrictions on the setting-up of agencies, branches or subsidiaries by nationals 
of a Member State in the territory of any other Member State are prohibited. 
However, in art. 52 and 53 it is justified that Member States are allowed to 
have provisions with respect to special treatment for foreign nationals on 
grounds of public policy, public security and/or public health. 

                                                                 
196 In this case the CJEU considered that the principle of equal treatment with regard to 
remuneration would be rendered ineffective if it could be undermined by discriminatory 
national provisions on income tax.  
197 Par. 24. 
198 See also C-153/73 Sotgiu versus Deutsche Bundespost, par. 11. 
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advantages in Belgium since he had no income there. Also administrative difficulties were 
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Germany did have an arrangement with the Netherlands that allowed frontier workers who 
obtained their income for more than 90 per cent in the other State, specific tax advantages.  
200 Par. 27 till 48. 
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An important case with respect to the right of establishment is the Wielockx-
case.201 Wielockx, a partner in a physiotherapy practice in the Netherlands, 
was denied a deduction from his business income to form a pension reserve, 
because he was not a resident in the Netherlands but in Belgium. The CJEU 
stated that such a regulation discriminates against article 49 TFEU in the 
situation this non-resident receives (almost) all income in this state. This 
cannot be justified by the fact that the periodic payments resulting from this 
reserve in future are not taxable in the first state, but in the state of residence, 
because of the double tax treaty.  Fiscal cohesion, in the view of the CJEU, is 
thus established, but on a different level.202 Fiscal cohesion still might be a 
justification, but in case the taxing rights are given away in a tax treaty, this 
overrules the possibility of a justification.203 
Kavelaars is of the opinion that the CJEU made some mistakes in this case. 
According Kavelaars the fiscal old age reserve does not classify as a pension 
and therefore art. 18 OECD Model does not apply. Also, for tax purposes a 
Member State may treat citizens and non-citizens differently. In his view the 
Dutch legislation was coherent, since if no fiscal old-age reserve were to be 
built up, there also would be no taxation.204  In the Danner-case the CJEU 
also goes into the fiscal coherence with respect to domestic and non-domestic 
pension benefits (see par. 3.3.2).  
The French case Hughes de Lasteyrie du Saillant205 dealt with an emigrating 
taxpayer with a substantial interest. The French legislation uses a protecting tax 
assessment in that case. The CJEU issued a preliminary ruling with respect to 
the following question: 
 

“Does the principle of freedom of establishment laid down in Article 52 of the 
TFEU (now art. 49 TFEU) preclude the introduction by a Member State, for 
the purpose of preventing the risk of tax avoidance, of arrangements for taxing 
capital gains in the case of transfer of tax residence, such as described above 
[?]” 

 
In its reply the CJEU considered: 
 

“45 In this case, even if Article 167a of the CGI does not prevent a French 
taxpayer from exercising his right of establishment, this provision is 
nevertheless of such a kind as to restrict the exercise of that right, having at the 
very least a dissuasive effect on taxpayers wishing to establish themselves in 
another Member State. 

                                                                 
201 C-80/94, Wielockx. 
202 Par. 23. 
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EU TAX LAW 

68 

46 A taxpayer wishing to transfer his tax residence outside French territory, in 
exercise of the right guaranteed to him by Article 52 (now 49) of the Treaty, 
is subjected to disadvantageous treatment in comparison with a person who 
maintains his residence in France. That taxpayer becomes liable, simply by 
reason of such a transfer, to tax on income which has not yet been realised and 
which he therefore does not have, whereas, if he remained in France, increases 
in value would become taxable only when, and to the extent that, they were 
actually realised. That difference in treatment concerning the taxation of 
increases in value, which is capable of having considerable repercussions on the 
assets of a taxpayer wishing to transfer his tax residence outside France, is 
likely to discourage a taxpayer from carrying out such a transfer.  
47 An examination of the rules for applying that measure confirms that 
conclusion. Although it is possible to benefit from suspension of payment, that 
is not automatic and it is subject to strict conditions such as those described by 
the Advocate General in points 36 and 37 of his Opinion, including, in 
particular, conditions as to the setting up of guarantees. Those guarantees in 
themselves constitute a restrictive effect, in that they deprive the taxpayer of the 
enjoyment of the assets given as a guarantee.” 

 
Thus, a protecting tax assessment like the one in this case is not in line with 
article 49 TFEU because of: 
1. its dissuasive effect; 
2. its disadvantageous treatment in comparison with a person who maintains 

his residence in the original country, and; 
3. the guarantees that constitute a restrictive effect. 
 
The CJEU concluded that there are no justifications for this discrimination. 
In the N-Case the Dutch protecting tax assessment was the issue.206 The 
CJEU rules that a community national, such as N, who has been living in one 
Member State since the transfer of his residence and who holds all the shares 
of companies established in another Member State may rely on Article 49 
TFEU. 
Article 49 TFEU must be interpreted as precluding a Member State from 
establishing a system for taxing increases in value in the case of a taxpayer 
transferring his residence outside that Member State, such as the system at issue 
in the main proceedings, which makes the granting of deferment of the 
payment of that tax conditional on the provision of guarantees and does not 
take full account of reductions in value capable of arising after the transfer of 
residence by the person concerned and which were not taken into account by 
the host Member State. 
So in this case it becomes clear that a protecting tax assessment as such could 
be in line with the TFEU. The CJEU finds that when protecting tax the 
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allocation of the power to tax between Member States is a legitimate objective 
that is not disproportionate.207 
The European Commission, taking the Hughes de Lasteyrie-case and N-case 
into account, is of the opinion that a Member State may demand a tax 
declaration at the time of the transfer of residence on order to establish the 
amount of income which has accrued while the taxpayer was a resident of that 
Member State, provided that taxes are not to be paid immediately and there 
are no further conditions attached to the tax deferral.208 
An obstacle arising from a requirement, in breach of Community law, that a 
guarantee be constituted cannot be raised with retroactive effect merely by 
releasing that guarantee, the CJEU considered. The form of the document on 
the basis of which the guarantee was released is immaterial to that assessment. 
Where a Member State makes provisions for the payment of interest on arrears 
where a guarantee demanded in breach of national law is released, such 
interest is also due in the case of an infringement of Community law. 
Moreover, it is for the national court to assess, in accordance with the 
guidelines provided by the CJEU and in compliance with the principles of 
equivalence and effectiveness, whether the Member State is liable on account 
of the damage caused by the obligation to constitute such a guarantee. 
The European Commission opened an infringement procedure against 
Denmark, because Denmark did not grant tax-deductions on contributions to 
pension contracts with foreign insurers.209  The CJEU declared that, by 
introducing and maintaining in force a system for life assurance and pensions 
under which tax deductions and tax exemptions for payments are granted only 
for payments under contracts entered into with pension institutions established 
in Denmark, whereas no such tax relief is granted for payments made under 
contracts entered into with pension institutions established in other Member 
States, the Kingdom of Denmark has failed to fulfil its obligations under 
Articles 45, 49, and 56 TFEU. The justifications of compelling public interest 
(fiscal cohesion, effective supervision and prevention of tax evasion) were not 
accepted by the CJEU.  
Because of the decision by the CJEU Denmark changed its legislation. 
Domestic and foreign pension providers are treated equally under this new 
legislation.210 
In 2011 the National Grid Indus-case was announced.211 In this case the CJEU 
decided that a measure such as the provision of a bank guarantee is possible.212 
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However, in the N-case the CJEU decided that the obligation to provide 
guarantees goes beyond what is strictly necessary in order to ensure the 
functioning and effectiveness of such a tax system based on the principle of 
fiscal territoriality.213 It is not clear why the CJEU deviated from the N-case. 
Kok is of the opinion that the CJEU holds a view different from the view in 
2006.214 Douma states that it might be that the CJEU only allows a bank 
guarantee if it is usual to demand a bank guarantee when postponing tax in a 
state. Thus not only in international, but also in pure internal (national) 
situations.215 So, after the National Grid Indus-case, it is not completely clear 
what the view of the CJEU is with respect to bank guarantees.  
 
3.3.2 Freedom of services 
 
The main idea of art. 56 TFEU is that nationals of the member states who are 
established in one of the member states of the EU are allowed to provide 
services in any country within the member states. Services are defined as 
activities of industrial or commercial character, activities of craftsmen or 
professions.216 
Article 56 focuses on the supplier of the service and not on the recipient. 
Nevertheless the recipient can be relevant.217 This article does not state that it 
is necessary that a supplier should be physically present in the member states in 
which it supplies its service.218 So with respect to retirement provisions, one of 
the most important issues is the situation where an insurance company or 
pension fund supplies its services to a member state, but does so from another 
Member State.219 If both the free movement of persons and the freedom of 
services are applicable, the CJEU will address the freedom of persons. The 
freedom of services is a subsidiary category to the other freedoms.220 
The Safir-case concerned the treatment of endowment insurances in 
Sweden.221 In Sweden for taxing purposes, whether a pension provider was 
established in Sweden or not, was relevant. The question was whether it was 

                                                                 
213 C-470/04, N-case, par. 51. 
214 Kok 2012, p. 204. 
215 Commentary on BNB 2012/40. 
216 Art. 49 (1) and (2) TFEU. 
217 Without elaborating too much on this topic, the Eurowings case (case C-294/97) is an 
example. The CJEU concluded in this case that the specific difference in tax treatment (it 
was a case on leasing assets) cannot be justified either by grounds linked to the need for 
coherency of taxation or by the fact that the lessor established in another Member State is 
there subject to lower taxation. 
218 Par. 5.2.3 in the Safir-case (C-118/96). 
219 In the paragraphs on the different countries this is one of the topics that will be 
discussed. 
220 Terra and Wattel 2008, p. 36 
221 Case C-118/96, Safir. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

71 

in accordance with the rules on cross-border insurance activities for a 
Swedish-taxed savings policy issued by domestic life assurance companies (and 
foreign life assurance companies conducting insurance business in the Member 
State through an establishment) in the form of a tax on yield from insurance 
capital calculated in a standard way and levied on the insurer, but on insurance 
premiums paid by policyholders resident in Sweden under life assurance 
policies contracted with insurers who are established in another Member State 
and who are operating in the first mentioned Member State. The justification 
that Sweden gave was maintaining competitive neutrality between domestic 
and foreign savings policies. 
Therefore, according to the CJEU, it is less attractive to arrange such an 
insurance contract with an insurer outside Sweden. There are other ways to 
ensure the taxes due and therefore the CJEU concluded that this was not in 
line with the EU-treaty. 
In the Danner-case222 a German/Finnish doctor working in Finland pays 
contributions to a pension provider in Germany. He received no tax relief, 
because he had paid a foreign provider. The Finnish authorities defended this 
by the idea of fiscal cohesion. The CJEU decided that the argument of fiscal 
cohesion was not valid, since Finland always taxes foreign pensions, whether 
the contributions for these pensions were deductible in the other state or not. 
If Finland would have only taxed pensions when the contributions had been 
tax deductible, and would not have taxed the pensions when there had not 
been tax-deduction, there would be fiscal cohesion. And according to the 
CJEU this would also be allowed. Meussen commented this case and 
concludes that, regarding the reasoning of the CJEU, it is possible that 
different rules apply to pension-contributions. A state may not allow 
deductions when contributions are paid to a non-domestic provider if it also 
will not tax the benefits. There is no double taxation in this case and according 
the CJEU this is permitted.223  
Another important case is Skandia-Ramstedt.224 Ramstedt is a Swedish citizen 
resident in Sweden and is employed by the Swedish company Skandia. 
Ramstedt and Skandia agreed that part of his pension was to be provided by 
Skandia’s taking out an occupational pension insurance policy with a Danish, 
German or UK life insurance company. For that matter an Advance Tax 
Ruling was applied to establish whether Skandia was entitled to deduct the 
premiums for this insurance policy and, if so, whether the answer to that 
question would be different if those foreign insurance companies undertook to 
provide income statements to the Swedish tax authorities and whether 
Ramstedt should declare the payments received from the insurance as earned 
income and, if so, when. The outcome was that Skandia could not deduct the 
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premiums, but only at the moment the benefits were paid out that Ramstedt 
should be taxed on the benefits paid under the contract.  
The CJEU did not accept the argument of fiscal cohesion, because this case 
bears no resemblance to the Bachmann-case. Furthermore Directive 77/799 
(Mutual Assistance Directive)225 gives Member States the possibility to obtain 
all relevant information. It is therefore possible that the taxation of pensions 
may be ensured by measures that restrict freedom to provide services to a lesser 
degree than at issue. Therefore the CJEU concluded that the underlying rules 
are precluded by art. 56 TFEU. So it the only difference in the contract is the 
location of the provider, as the restriction is not justified. 
The freedom of services was also the issue in the case Commission versus 
Denmark.226 Since Denmark compels providers to have a branch or permanent 
establishment in Denmark in order to be allowed to offer Danish pension 
products, these providers have to make additional costs. According the CJEU 
this is not in line with the freedom of services. 
In the case Commission versus Belgium, the Belgian pension legislation arose, 
which related to the freedom of services.227 The Belgian legislation only 
allowed deductions of employers’ insurance contribution if those contributions 
were paid to a provider established in Belgium.  Furthermore tax is levied on 
pension capital, pension surrender value and pension savings that are 
transferred to a provider established outside Belgium, while such a transfer is 
not taxed if the capital or surrender values are transferred to a provider in 
Belgium. Therefore the freedom of capital is also at stake, since both 
contributions to providers in other Member States, but also the international 
transfer of pension capital falls within the scope of this freedom.228 Not 
unsurprisingly the CJEU concluded that Belgium failed to fulfil its obligations 
under Articles 21, 45, 49 and 56 TFEU. 
So gradually most Member States have begun to allow tax deductions for 
private pension contributions paid to a provider established in another 
Member State. Schonewille is of the opinion that Member States should not 
be afraid that they will lose a tax claim when contributions are paid to foreign 
providers. DTC’s are still the same. Member States should make sure that they 
obtain information on the pension payout from those providers. Also with 
respect to Member States using an ETT system a solution is quite easy. It 
seems proportionate to oblige the foreign provider to calculate and withhold 
the yield tax.229 
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3.3.2.1 Life Directive 
 
A Directive of great importance concerning private pensions is the Life 
Directive. This Directive introduces a single authorisation system.230 This 
means that an insurance company should have a license in one of the member 
states and that ought to be sufficient to sell its products in the other member 
states. This authorisation is valid throughout the EU. The insurer may open 
branches and carry on business by way of the freedom to provide services 
under the supervision of the Member State in which its head office is based. 
Furthermore this Directive deals with conditions with respect to the granting 
of authorization that must be met. Amongst other things, financial supervision 
is also touched upon. The result of this Directive is home-country control and 
brings about such harmonization of national laws as necessary to permit mutual 
recognition. 
Also in CJEU case law, this Life Directive plays an important role. For 
example, in the case Commission versus Belgium the CJEU concluded that 
the fact that a foreign provider had to have a permanent representative who 
had to be liable to all kinds of taxes, interest and fines, was not in line with the 
Life Directive.231  
 
3.3.2.2 Portability Directive 
 
The European Commission proposed a Directive on improving the portability 
of supplementary pension rights.232 Up until today there is no unanimous 
agreement in order to approve this Directive. The objective of this proposal is 
the increasing importance of supplementary pensions and thus it is important 
to reduce the obstacles to mobility that stem from these schemes.233  
This Directive especially is meant for occupational pensions. Not only the 
portability of pensions is dealt with in this proposal, but also minimum age of 
the participants, a maximum waiting-period, vesting-rights, etc.234 
In 2007 the proposal was amended.  The European Parliament wanted to 
remove the transferability provisions from the proposal, so these provisions 
were deleted. This change left the emphasis of the proposal on the timely 
acquisition of pension rights and their subsequent preservation.235 In July 2010 
a Green Paper was issued addressing issues that are in the proposal (esp. par. 
3.3). One of the questions it raises is whether the EU should look again at the 
issue of transfers.236 In the draft White Paper the Commission announces that a 
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modified proposal for a portability Directive will be issued.237 On the 20th of 
June 2013 the European Council agreed on the modified proposal.238 Now the 
European Parliament still has to adopt it.   
 
3.3.3  Free movement of capital and payments 
 
The freedom of capital is relevant with respect to occupational and personal 
pensions. When a person decides to leave one member state and starts working 
in another member state, he may want to take his pension reserve and/or 
other future provisions. This is called the international transferability of the 
(pension) reserve.239 The reason for one doing so might be the fact that in this 
case only one pension right with probably one supplier remains. Also it might 
be more advantageous to transfer a pension reserve from the old pension fund 
to the new one in that way that it may (but not necessarily) lead to a higher 
pension. Furthermore also the payment of pension or life insurance 
contributions falls within the scope or the free movement of capital (article 63 
TFEU). 
The cases of the Commission versus Denmark and the Commission versus 
Belgium (see par. 3.3.1) are examples of CJEU-cases that deal with the 
freedom of capital and payments. 
 
3.3.4 Justification: proportionate 
 
It is possible that Member States decide to create legislation that does not 
follow the principles laid down in the EU-treaty that restricts one of the 
freedoms, but that may be justified with valid arguments. In some cases 
discussed justifications are mentioned. On the other hand, and this is more the 
case, it can be so that the Member States did not decide to introduce 
legislation that does not follow the EU-principles, but they just have 
legislation like that. 
Whether or not the Member State had the EU-legislation in mind when 
introducing the legislation, there is a possibility that this legislation can remain 
unchanged. This is the case, if the Member State is able to justify the specific 
rules. This test is the so-called rule of reason.240 Also art. 45, par. 3, TFEU 
gives the options for justifications. These justifications could be on grounds of 
public policy, public security or public health. 
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The rule of reason tests whether such a national rule that is not in line with 
the fundamental freedoms serves a legitimate purpose of public interest. It has 
to be proportionate. This means that the restrictions may not go too far and 
should be in line with the goal and nothing more than that. In the Gebhard-
case the CJEU mentioned the four criteria of the rule-of-reason.241 
In paragraph 37 of this judgement the Court states that rules liable to hinder of 
make less attractive the exercise of fundamental freedoms242 guaranteed by the 
Treaty: 

- must be applied in a non-discriminatory manner; 
- must be justified by imperative requirements in the general interest 

(justification)243; 
- must be suitable for securing the attainment of the objective which 

they pursue; 
- must not go beyond what is necessary in order to attain it 

(proportionality test). 
 
3.4 2012 White Paper 
 
In 2012 the European Commission issued a White Paper on pensions. In this 
paper an Agenda for Adequate, Safe and Sustainable Pensions is presented.244 
It starts by stating that the ageing population is a major challenge to pension 
systems in all Member States. Both pay-as-you go systems and funded schemes 
face problems. Pension reform is necessary according to the White Paper and 
since economies of Member States are becoming more and more integrated, 
solutions have to be found on a European level.  
According the European Commission it is important that the level of labour 
force participation increases and the opportunities in building up safe 
supplementary retirement savings should be enhanced.245 The improvement of 
occupational and personal pensions is necessary since people will have to rely 
more on these pensions in the future.246 
The goal of pension systems is that adequate retirement income is delivered so 
that the elderly enjoy a decent living standard. Occupational and personal 
pensions can play an important role in that sense. And according the European 
Commission it is necessary to take a more comprehensive (holistic) approach. 
Until now the EU has been addressing very specific issues regarding pensions 
(free movement of people, gender equality, etc.).  
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The framework mentioned by the Commission in this White Paper is: 
  

• Link the retirement age with increases in life expectancy; 
• Restrict access to early retirement schemes; 
• Support longer working lives; 
• Equalise the pensionable age between men and women; and, 
• Support the development of complementary retirement savings to 

enhance retirement incomes.247 
 
An important remark in the White Paper is that, where personal pensions are 
concerned, the European Commission is of the opinion that there is a need to 
improve the quality of financial products for individual retirement savings not 
linked to employment to supplement the income of the elderly. It is necessary 
to improve consumer information (e.g. pension tracking systems across the 
EU) and protection to enhance the confidence in these products. For that 
matter also the cross border mobility of taxpayers should not lead to problems 
with respect to personal pensions.248 In a lot of Member States occupational 
and personal pensions are underdeveloped and lacking in cost-effectiveness and 
safety. Also optimal targeting of tax incentives is necessary. In the White Paper 
the Commission announces that it will start infringement procedures in case 
there are discriminatory tax obstacles to cross-border mobility and cross-
border investments relating to cross-border transfers of occupational or 
personal pension capital, contributions paid to providers established elsewhere 
in the EU and cross-border investment returns of occupational or personal 
pension providers.  
Several countries responded to this White Paper. Generally speaking, the 
Dutch government approves the ideas of the White Paper. The Netherlands 
already has a well-developed system of occupational and personal pensions and 
therefore it believes in the recommendation of the European Commission to 
increase the development of private pensions. Furthermore the Dutch 
government refers to the Dutch Pension Register. This register functions 
properly and this experience can be used with respect to developing a tracking 
service at a European level.249  
In its reaction on the White Paper the German government mentions that 
public pensions are and will be the most important part of the building of 
pensions.250 Nevertheless it believes in the idea that improvement of 
occupational and personal pensions will lead to a better system, although these 
private pensions are not suitable to replace public pensions since private 
pensions are not obligatory. But it is clear, according the German government, 
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that occupational and personal pensions will be more important in the future. 
Legislation at EU-level should be limited since the content and national 
legislation on (voluntary) occupational and personal pensions is very different 
in the Member States. Also the idea of a European pension tracking system is 
welcomed, but the German government thinks that it will be difficult to 
arrange such a tracking system on a national level, let alone on a European 
level. In my opinion the good examples of, for instance, Sweden and the 
Netherlands prove that it is a definite possibility. 
Also the Swedish government welcomes the White Paper. In its preliminary 
point of view it approves the idea that taxpayers should be better informed. 
The Swedish government emphasizes that the pension system of a country is a 
national competence.251 This view comes back in the proposition for a 
decision of the Riksdag.252 
Finally the reaction of the UK government is that it does not believe in a ‘one 
shoe fits all’ approach, since underlying demographic, economic and social 
factors vary considerably between Member States. Furthermore the White 
Paper only provides little information on the scope on future EU initiatives.253  
So in general the reaction of the different Member States is positive, but most 
Member States do not believe in a genuine EU interference in their national 
system. The subsidiarity-principle seems to be at stake here although it is a 
Recommendation and not a Directive.254 In areas that do not fall within the 
exclusive competence of the EC, the EC shall take action, in accordance with 
the principle of subsidiarity, only if and in so far as the objective of the 
proposed action cannot be sufficiently achieved by the Member States. Indeed 
it is questionable whether the EC goes beyond the subsidiarity principle when 
interfering with the national pension systems. In my view the EC does not do 
so in the White Paper. It gives a thorough framework for the general ideas on 
pensions. Because of the ageing population in the EC it is in the interest of the 
whole EC that adequate measures are taken on the subject of pensions. 
National legislation may hinder the goals of the TFEU and therefore a more 
holistic approach is acceptable in my view.255 
The White Paper announced that the Commission will present an initiative 
aimed at raising the quality of third-pillar retirement products in 2013. 
Furthermore, in a Consultative Working Document the possible improvement 
of consumer protection with respect to third-pillar retirements products is 

                                                                 
251 Regeringskansliet Faktapromemoria (FPM121), Vitbok om pensioner, Social-
departementet, 2012-03-26. 
252 Socialförsäkringsutskottets utlåtande (SfU15) Vitbok om pensioner. 
253 www.parliament.uk, Fifty-ninth Report of Session 2010-12, European Scrutiny 
Committee, 1. White Paper on Pensions, 22 March 2012. 
254 Art. 5 Treaty Establishing the European Community. 
255 Also see: Van den Hurk 2001, p. 28. 
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discussed. One of the questions that will be answered is if an EU certification 
scheme is necessary.256 
 
3.5 Conclusion 
 
The TFEU and the case law of the CJEU show that also the legislation for 
occupational and personal pensions is gradually becoming ‘more European’. It 
simply has to. As early as 2001, in the Communication on the elimination of 
tax obstacles in the cross-border provision of occupational pensions, there 
were clear indications of the future direction of the legislation. Amongst others 
the Commission believes the exchange of information should become more 
important, the EET-principle is leading and unjustified obstacles to the free 
movement of workers because of the different pension taxation systems should 
be eliminated.257 The cases of the CJEU take care of the negative integration 
of EU legislation in the Member States. 
Some conclusions of this case law are: 
 

- The TFEU is not applicable in internal situations; 
- Cross-border economic activity is not necessary; 
- Pensioners emigrating are protected by the TFEU; 
- The fiscal cohesion argument only plays a very limited role; 
- Deduction of pension-contributions only when the pension provider 

is established in the same state is not acceptable; 
- Exit taxes and preserving assessments are only possible under certain 

circumstances; 
- Guarantees might not be acceptable and reductions in value after 

emigration should be taken into account;  
- It is permitted for services of pension providers to be supplied from 

another Member State and this should not be treated differently 
compared with domestic suppliers. A branch or permanent 
establishment is not necessary. 
  

With respect to making a model on personal pensions, the directions given by 
the European Commission’s White Paper also have to be taken into account. 
In chapter 6 the different elements of such a model are discussed and will be 
compared to the view of the European Commission.  

                                                                 
256 European Commission 2013a, p. 12. 
257 COM(2001) 214, p. 20/21. 
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4. The pension system in the four countries  
 
 
 
In this chapter the pension systems of the four countries are described 
systematically. Furthermore these systems are compared and conclusions will 
be drawn from the developments regarding occupational and personal 
pensions of the four countries. For that matter, not only a description of the 
actual situation is given, but also a historical view as well as an overview of the 
current possible changes to the system. The description of these four systems is 
relevant in order to arrive at a model that provides an adequate, safe and 
sustainable personal pension system in the long term. 
It is obvious that the four states have different retirement systems. Every 
country has its own history that explains the current situation. Nevertheless 
one could more or the less conclude that in all countries there is a three pillar 
system. However, the content is not the same. 
Important questions are: 
 

1. How did the different states arrive at the current system (what are the 
underlying thoughts, what are the general ideas behind the system, 
relationship to occupational and personal pensions, tax framework, 
etc.); and 

2. What will the developments be in the (near) future, especially 
regarding personal pensions, and what are the arguments of the states 
for deciding to choose this direction? 

 
The actual system as well as its history and likely future will give a good idea 
of the general thoughts underlying the decisions made in these countries. 
These ideas form a basis for further conclusions and recommendations. 
As already mentioned in par. 1.1.2, in 2001 the EU issued a Communication 
titled Supporting national strategies for safe and sustainable pensions.258 According to 
the Commission the pension systems of the Member States offer an 
unprecedented degree of prosperity and economic independence to older 
people. However the old-age dependency ratio will start rising rapidly because 
of the post-war baby-boom generation reaching retirement age, low fertility 
rates and increases in life expectancy.259 Therefore the pension systems should 
develop towards taking into account the goals of the Commission.  
 
 
 
 

                                                                 
258 COM(2001) 362 final. 
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The Commission has three main goals for the pension systems: 
1. Safeguard the capacity of pension systems to meet their social aims 

(adequacy of pensions); 
2. Financial stability; 
3. The ability to respond to the changing needs of society and 

individuals. 
 
The Commission extended the open method of co-ordination. This means 
that common objectives of the Member States are set, and the state must 
translate these objectives into national policy strategies and periodically 
monitor the results in a country report. The Member States had to deliver 
Strategy Reports in 2002, 2005, and 2008 and have done so. Therefore in the 
next paragraphs the reaction of the different states regarding their National 
Strategy Reports will be discussed as well. 
 
4.1 The Netherlands 
 
4.1.1 Introduction 
 
Comparatively speaking the Netherlands is regarded to have one of the best 
systems of pension provisions. At least, that is often to be heard. But also 
periodic research shows that the Dutch system is (one of the) best in the 
world.260 
The Dutch retirement system is based on funding for an extensive part. Only 
the flat rate public pensions are based on a pay-as-you-go system. In the next 
paragraphs the first, second and third pillar of the system are described. 
Currently, in the Netherlands about 50 per cent of the pension entitlements 
comes from public pensions, 45 per cent from occupational pensions and 
finally 5 per cent from personal pensions. Gradually however, the importance 
of the pensions in the public system is decreasing.261 
 
 

                                                                 
260 Melbourne Mercer Global Pension Index 2012. Adequacy (benefits, savings, tax support, 
benefit design, growth assets), Sustainability (Coverage, total assets, contributions, 
demography and government debt) and Integrity (Regulation, governance, protection, 
communication and costs) are studied of each country. 
261 Van de Grift 2009, p. 157. 
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Figure 2: The three pillars of retirement provisions in the Netherlands 

 
 
4.1.2 Public pensions 
 
Public provisions in the Netherlands go back to 1913. In that year the 
Disability Act was introduced. So until the 1930s no retirement pension for 
the non-disabled citizen was arranged. After World War II the government 
was convinced that a thorough old age pension should be introduced. It 
started with the 1947 Emergency Act Old Age Provision.262 In the following 
years the Commission Van Rhijn did some research as to how a retirement 
pension should be formed. This ultimately led to the 1957 AOW (Old-age 
Pension Act). 
The Dutch first pillar is based on a pay-as-you go system. The working 
population pays contributions for the AOW and Anw (Survivor’s Pensions 
Act) and those contributions are used for paying the benefits to the pensioners. 
With this system there is a kind of contract between generations. It leads to 
solidarity between different generations. 
Because of the ageing society the pay-as-you go system is heavily criticized. It 
is questionable whether this system can be upheld in the next decades since 
the ratio between the working population and the number of pensioners will 
change substantially. Because of the ageing population especially the number 

                                                                 
262 Noodregeling Ouderdomsvoorziening, 1 October 1947. 
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of pensioners will increase. On the other hand the number of workers does 
not increase because of low fertility rates.  
All EU Member States have to deal with the ageing problem. Comparing the 
Netherlands with other Member States the problem is relatively low. The 
reason for this is that more and more people in the Netherlands have 
occupational and personal pensions that are not based upon the pay-as-you go 
system, but are funded. Another argument of the relatively minor problems in 
the Netherlands is the fact that public pensions are just basic, flat rate 
provisions that are not income-related. The fundamental idea of the public 
pensions is to supply beneficiaries with a basic provision provided for by the 
Dutch state. 
 
4.1.2.1 AOW (Old-age Pensions Act) 263 
 
The AOW supplies everyone living in the Netherlands with an old-age 
pension from the age of 65 until the moment of death. Note that it is not 
necessary for this person to have actually worked and contributed in the 
Netherlands; just living in the Netherlands is sufficient. There is a risk of so 
called ‘free riders’ since contributions are not necessary for receiving benefits. 
Comparing the AOW to the public pension systems in some other Member 
States, the Dutch AOW is relatively low. As said, it is not means tested, flat-
rate and supplies a basic pension for everyone who has lived in the 
Netherlands from the age of 15 until the age of 65 or for the person who 
worked in the Netherlands during (a part of) that period. Living or working 
abroad for some time will lead to the fact that the AOW is lowered by 2 per 
cent per annum.  
The full AOW-benefit (2013) is €13,573 (for single persons) and €9,306 for 
married persons.  
People who have lived and/or worked in the Netherlands for some time keep 
the right they built up with respect to the AOW. If they live abroad after 
reaching the age of 65 the pension in general will be paid out to these 
persons.264 
The AOW-benefit is not income-related. Besides that the AOW has an extra 
benefit in case a pensioner has a spouse under the age of 65. However, this 
extra amount is income-related and is maximally €9,306 per annum (2013). 
This extra amount is to be abolished from 2015. All pensioners who reach the 
age of 65 after 2014 will no longer receive the extra pension. 
The contribution for the AOW is 17.9 per cent of labour income (box 1). 
The income cap is €33,363 (2013). Both inhabitants and non-domiciled 

                                                                 
263 AOW, Act of 31th May 1956.  
264 In general, because the Act Limiting Exporting Benefits (Wet Beperking Export Uitkeringen) 
specifies that benefits are only paid out to other countries, there are strict rules with this country 
with respect to controlling these benefits. 
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taxpayers with an income in box 1 are obliged to pay these contributions until 
the age of 65.  
Because of the ageing problem the Dutch government made specific 
legislation with respect to the AOW in the 1990s. The impact of this 
legislation is that the AOW-contributions will not increase in the future (with 
the exception of indexations). The idea is that from the moment that the 
contributions are no longer sufficient with respect to the benefits, tax-revenues 
will be used to supply the benefits for the pensioners. This has been the case 
for several years. Furthermore, to reiterate, the additional pension when a 
pensioner has spouse under 65 years of age will be abolished from 2015. 
There will be more changes with respect to the AOW and the entire 
retirement system in the near future. A Pension Bill has been passed that 
increases the retirement age from 65 to 67.265 From 2013 the pension age will 
increase gradually and will be 67 in 2023. From that moment onwards, the 
pension age will increase if life expectancy increases.  
 
Anw (Survivor’s Pensions Act) 
The Anw266 supplies spouses and children with a monthly benefit when some 
demands are met. The AOW-benefit is not income-related, whereas the 
Anw-benefit is. Spouses only receive Anw-benefits in the following situations: 

- having children up till the age of 18, or; 
- being born before 1st January, 1950, or; 
- being at least 45 per cent disabled. 

 
The maximum annual benefit (2013) is about €14,441. Fulfilling one of the 
three conditions mentioned above does not mean that a spouse will be entitled 
to a benefit. The reason for this is that the Anw benefit is income-tested. The 
higher the income of a spouse, the slimmer the Anw benefit. 
 
4.1.3 Occupational pensions 
 
Until 1999 almost the entire tax legislation with respect to occupational 
pensions only consisted of one section in the Dutch tax law.267 In 1999 a huge 
tax reform by way of extensive legislation took place. Nowadays the Wages 
Tax Act (WTA 1964)268 contains a very detailed description about 
occupational pensions.269 
From 1954, for civil law purposes, the Netherlands used the Pensions and 
Savings Fund Tax Act (PSTA) that has been replaced by the Pensions Act 

                                                                 
265 33 290 Wet verhoging AOW- en pensioenrichtleeftijd (Bill regarding increasing the 
retirement age). 
266 Anw, Act of 21st December, 1995. 
267 Art. 11 (3) WTA (until 1st June, 1999). 
268 Wet op de Loonbelasting,1964. 
269 Art. 18 till 19f WTA. 
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(PA) in 2007. In this Act civil law is put down with respect to pensions in the 
Netherlands. The general reason for introducing the PA is modernizing the 
civil law on this issue, making clear what the responsibilities are of employer, 
employee and pension fund/insurance company, laying down strict rules on 
the issue of demarcation between pension funds and insurers and finally 
establishing rules about transparency, access and supervision. 
Occupational and/or personal pensions are not obligatory in the Netherlands. 
In fact one could say that there is no need to make it obligatory, because about 
91 per cent of the Dutch employees have an occupational pension. About 9 
per cent of employees do not build up an occupational pension (2 per cent 
because the employer does not have a pension scheme; 7 per cent because 
they were kept outside the pension scheme of the employer).270 However, the 
Dutch government checks this on a regular basis and if the percentage of 
employees with an occupational pension will not increase, an obligation might 
be introduced.271 
If the employer and employee agree to an occupational pension agreement, 
the PA ensures the safeguarding of the pension. In most cases it is not allowed 
to keep the pension rights within the company. 272 The employer has to ensure 
that the pension rights are not at risk when for instance the company goes 
bankrupt. Therefore pension rights have to be outsourced. Outsourcing the 
pension rights is possible by paying contributions to a pension fund or an 
insurance company. 
The Dutch WTA distinguishes between several types of pension. It mentions 
the lifelong old age pension, the widows’/widowers’ pension, the orphan’s 
pension, a disability pension and some other specific pensions.273 Typical for 
the Dutch system is that in all cases a pension must lead to periodic lifelong 
benefits. Lump sum payments at the pension age are not acceptable (a lump 
sum can be paid out only in case of a very low pension). 
When building up a pension, different systems can be distinguished. Mainly 
the difference can be characterised as DB on the one hand, and DC on the 
other hand. Both systems are acceptable in the Netherlands. Within the legal 
framework for occupational pensions, also the benefits from the public pension 
are taken into account in order to limit the height of the occupational 
pensions that might be built up. 
In the DB system a further distinction can be made. First of all there is final 
pay system. The legal framework states that for every year of service 2 per cent 
of the annual base for old age pension may be build up (2013).274 In case of an 

                                                                 
270 National strategy report Netherlands (2008), p. 45. 
271 TK 2005-2006, 30 413, no 3, p. 31. 
272 There is an exception for directors/substantial shareholders (minimum 10 per cent , see 
par. 1 PA).  
273 Art. 18 (1) and (2) WTA. 
274 This annual base might be defined as the annual labour-income minus an amount with 
respect to the first pillar AOW. 
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average pay system this percentage is a maximum of 2.25 per cent (2013).275 
For the widows’/widowers’ pension these percentages are 1.4 and 1.58.276 
Whereas the system before the reform of 1999 had the rule that 70 per cent of 
the final pay at the age of 65 was the maximum level of old age pensions, the 
new system did away with this. If an employee starts working at the age of 18 
and he finishes at the age of 65, it is possible that he obtains an old age pension 
of 94 per cent (47 x 2%) of his final pay. Some cases even reach a pension of 
100 per cent. Nevertheless 70 per cent of the final pay is still the common 
accepted level in the Netherlands, achievable in working for a period of 35 
years against an annual build up of 2 per cent. Therefore the maximum 
percentage in case of the average pay system is 2.25 per cent. In the end this 
should more or less lead to a pension that is comparable to the final pay 
system.277 
With respect to the legal DC system the legislator took an annual old age 
pension of 70 per cent of the average pay that can be reached within a service 
time of 35 years as a starting-point. For that matter the legislation gives some 
further rules.278 
It is rather astonishing to see that this system was only introduced in 1999 and 
that fundamental changes took place as early as 2005.279 These changes were 
made because of the ageing problems and arrangements made in the European 
Council meetings in Barcelona, Stockholm and Lisbon.280 
All contributions that are paid (either by the employer or the employee) for a 
pension within the fiscal framework are tax-deductible. On the other hand the 
future benefits are taxed as income (box 1). During the building-up phase the 
accruals are not taxed, so the Netherlands has a traditional EET system. Other 
systems are, for example, the ETE system, whereby contributions are exempt, 
investment income and capital gains of the pension fund are taxed and benefits 
are also exempt from personal income taxation and the TEE system, whereby 
contributions are taxed, investment income and capital gains of the pension 

                                                                 
275 Art. 18a (1) and (2) WTA. As from 2014 these percentages will be decreased to 1.9 per 
cent (final pay) and 2.15 per cent  (average pay) and the pension age for occupational 
pensions will be increased to 67.  
276 Art. 18b (1) and (2) WTA. 
277 Nowadays the final pay system does no longer occur on a regular basis. Most pension 
systems are based on average pay. In 2000 about 80 per cent of the pension arrangements 
were based on final pay, whereas in 2004 only 13 per cent were based on final pay. See 
2005 National Strategy Report Netherlands (2005), p. 11. It even decreased to about 10 per 
cent in 2007. See National strategy report Netherlands (2008), pp. 42-43. 
278 Art. 18b (3) WTA. 
279 The WTA and ITA were changed in that way that there are strict limitations with 
respect to early retirement. No tax incentives are given anymore for that purpose from 1st 
January, 2005.  
280 See European Council (2002), Presidency Conclusions, European Council (2001) and 
European Council (2000). 
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fund are exempt and benefits are also exempt from personal income 
taxation.281 
A pension agreement is an agreement between the employer and the 
employee. This means that not in every pension arrangement every type of 
pension is mentioned. Furthermore there might be strict limitations to the 
level of the pensions an employer will take care of. 
This being so, it might be possible for an employee to make some 
arrangements within the pension arrangement for himself, because of the fact 
that there are special clauses in the pension agreement that allow this.  
 
4.1.4 Personal pensions 
 
From 1st January 2001 the ITA 2001 came into force. Amongst others, the 
tax-law with respect to personal pensions and other provisions such as 
endowment insurances was changed substantially. 
Traditionally, in the Netherlands the third pillar of retirement provisions 
consist of life-annuities. Lots of changes took place since around 1990.  
The history of annuities in the Netherlands goes back to the middle of the 
nineteenth century.282 In several paragraphs of the discussions in Parliament 
one can read that ideas and thoughts on the subject of personal pensions were 
raised.283 In that period the taxation of these annuities was arranged completely 
differently when compared to the general and traditional rules nowadays. In 
1892-1893 one can read for the first time that deduction of premiums for 
annuities should be introduced (and taxation of periodical payments).  
In the discussions in Parliament occupational pensions and annuities (personal 
pensions) are repeatedly compared. In the ITA 1914 premiums for annuities 
were made deductible and the revenues were taxable. A certain percentage of 
the income of a taxpayer was deductible, until a specific cap.284 Even at that 
time, a lump sum was also regarded as a kind of retirement provision.285  
From 1936 this idea changed and only life insurance (annuities amongst 
others) and occupational pensions were regarded as retirement provisions. An 
important consideration made at that time was that annuities supply an income 
and capital was not regarded as such (and therefore these capitals were taxed 
with a kind of wealth tax). 

                                                                 
281 The TEE system is in use in Luxembourg and to some extent in Germany. 
282 As early as the 17th century Johan de Witt made actuarial calculations regarding 
annuities. See Kappelle 2005, p. 6. 
283 For a rather extensive description see Niessen 1982, p. 19 ff.  
284 5 per cent of the income of a taxpayer was deductible but never more than HFL 100. 
See Zijdenbos 1991, p. 36. 
285 E.g see Hoge Raad B. 5807, p. 393 (Dutch Supreme Court): “dat trouwens het in de 
practijk wel voorkomende beding, dat de werknemer op een bepaald tijdstip de keuze heeft tusschen 
uitkeering van een pensioen of van een kapitaal, aantoont, dat tusschen beide vormen van verzekering 
van den ouden dag – verschaffing van een pensioen of van een som ineens - .....” 
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During the Second World War – and the occupation of the Netherlands by 
Germany - the legislation regarding annuities was changed, but at that time 
little discussion took place in Parliament. Therefore the ideas of the legislators 
in those days are not quite clear. Probably deferral of income was one of the 
thoughts and the system introduced was comparable with the system for 
pensions (EET). Visser concluded that the system of deductible premiums was 
introduced by the Germans in order to fill their coffers. Because of the 
deductibility, annuities were an appealing investment and therefore quite a 
number of taxpayers bought annuities. The premiums, of course, went to life-
insurance companies. These companies often invested their possessions in 
state-obligations (and supplied the state with money).286 
An important general change in the Dutch Income Tax is the ITA 1964, but 
with respect to life annuities not much changed. It was still possible to deduct 
premiums for life annuities. Gradually this amount was indexed from €2,250 
(1964) to €6,500 (1982). Some discussions still took place with respect to 
annuities. 
It is interesting to see that some MPs believed it to be regrettable that only life 
annuities (because of their purpose of personal pension arrangements) were 
tax-stimulated and not, for example, the opportunity to build up wealth. The 
government explained this difference by stating that the limited deduction for 
life-annuities is not meant to stimulate taxpayers to buy life-annuities, but is to 
be seen as the counterpart of the taxation of benefits. Income is taxed in line 
with public understanding, i.e. at the moment it is paid out. This income is to 
be regarded as ‘consumable’ income. Other saving products are meant to earn 
long-lasting property (‘non-consumable income’) and it is obvious that this 
property (apart from the accrued interest) cannot be taxable with income 
tax.287 
In my view this argument is very important in understanding why the system 
of deferred taxation is valid with respect to life annuities. The government 
argued that the periodic benefits of life annuities are fully comparable with 
(occupational) pensions and therefore it is correct to tax these benefits 
completely (as income). 
In those days annual contributions were deductible and single contribution 
insurances not. The idea was that there should be a kind of constant flow of 
contributions in order to get deductions. A single premium was regarded as 
transforming capital (property) into income with the purpose of consumption. 
In the government’s view this exploited property and should be taxed as such 
(no deductibility). In his dissertation Niessen argued that this argument made 
by the government is not valid for the ITA 1964, because the basis of the ITA 
1964 is the theory of sources of income.288 
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The limited deductibility was defended by the possible abuse of this legislation. 
Many MPs pleaded for an unlimited deductibility. The government retorted 
by stating that in fact there is a kind of natural limitation because of the 
interdependence between the period of active labour and the income 
generated with labour. Without limiting the deductibility, abuse could be 
possible and saving by annuities could be stimulated disproportionately.289 
A huge tax reform took place from 1st January, 1992. The first bills had 
already been put forward in 1981.290 One of the goals of this tax reform was to 
abolish the possible situation of deducting premiums for annuities but that, due 
to specific tax constructions, it would not lead to taxable income. The general 
idea was to change the tax system in such a way that deductions would lead to 
additional income in a specific period to earn a living.291 The idea remained to 
enable everyone to establish a solid pension by allowing the deductions of 
contributions and taxing future revenues.292  
The idea was that there was a kind of natural maximum.293 This natural 
maximum would give taxpayers the option to spend as much as they wanted 
on life annuities (personal pensions) in order to obtain a thorough retirement 
provision for themselves and dependants. The opinion of the government was 
that taxpayers would think rationally and therefore would not spend more 
income on annuities than necessary. Nevertheless, a number of sanctions were 
imposed on abuse, the idea being that taxpayers would weigh the pros and 
cons by asking themselves questions such as: 
 

- What is the desired level of the retirement provision (taking into 
consideration the already-built-up provisions)? 

- How much of the actual income can be spent on retirement 
provisions? 

- How long will a taxpayer and his spouse be able to profit from the 
retirement provisions? 

- What are the odds that the retirement provisions will actually 
generate income in the future?294 

 
Rijkers commented on this natural maximum. In his view the notion was not 
well-founded.295 Van Arendonk shared the opinion that the natural 
maximum was not in line with the goals of the change of the tax law. The fact 

                                                                 
289 Niessen 1982, p. 52. 
290 In the Netherlands known as “Brede Herwaardering” (Broad Revaluation), Bill 16 787 
and 21 198. 
291 See e.g. TK 1988-1989, 21 198, no 3, pp. 4 and 5. 
292 See TK 1988-1989, 21 198, no 3, p. 4ff and TK 1989-1990, 21 198, no 7, p. 2 . 
293 TK 1988-1989, 21 198, no 3. 
294 TK 1988-1989, 21 198, no 3, p. 20. 
295 Rijkers 1992, p. 5. 
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that contributions are tax-deductible attracts a lot of taxpayers and this could 
lead to misuse.296 
Indeed the idea of the natural maximum did not survive. Limited deductions 
were introduced instead. The newly introduced system had a facility that 
would give all taxpayers the option to deduct a certain standard (and indexed) 
amount for a life-annuity.297 Above that, it was possible to deduct more, but in 
order to obtain that deduction taxpayers had to show that there was a kind of 
pension deficit (pension-gap) in the future or in the past by making special 
calculations.298 Gradually the personal pension system obtained, more or less, 
some of the characteristics of the occupational pension system. 
The Dutch history of annuities shows that the system is not stable. In 1997 the 
Dutch government issued the first ideas of a new income tax system for the 
21st century.299 One of the general ideas was to lower the tax rates. In order to 
achieve this, the tax base had to be broadened.300 Therefore changes were 
proposed with respect to the personal pension system. 
At this point, in my view, broadening the tax base is made more important 
than achieving a thorough pension provision. The Dutch legislator motivated 
changes to the system by tenuous arguments: 

• The annuity system should be better-geared to the actual needs to 
build up an adequate old age provision.301 

• The annuity system should be altered in such a way that it 
corresponds with the social and general views.302 

• Taxpayers are interested in the tax deduction of life annuity premiums 
but less so in the retirement provision.303 

• To strengthen the Dutch position of the tax claim on occupational 
and personal pensions with respect to cross-border situations.304 

In line with these arguments the standard deductions for annuity contributions 
should be abolished. In fact this would lead to more tax revenues. The 
standard deduction was abolished in 2003.305 From that moment onwards 

                                                                 
296 Van Arendonk 1987, pp. 1083-1084.  
297 This standard-deduction would enable taxpayers to build up a retirement provision of 
approximately €11,500 in 30 years. See TK 1988-1989, 21 198, no 10, pp. 8-9. 
298 The basic principle of an adequate retirement provisions in the Netherlands is 70 per 
cent of the final salary. See TK 21198, no 10, pp. 8-9. 
299 TK 1997-1998, 25 810, no 2. 
300 Also see Essers 2006, p. 24. 
301 TK 1997-1998, 25 810, no 2. p. 50.  
302 TK 1997-1998, 25 810, no 2. p. 51. 
303 This was not based on research but on the mere assumption that this is the case because 
of the fact that in most advertisements the emphasis was put on tax deduction. TK 1997-
1998, 25 810, no 2. p. 78. 
304 TK 2005-2006, 30 375,  no 1 and 2, p. 131. 
305 This standard deduction was the result of an understanding between the Ministry of 
Finance and the Dutch Association of Insurers in 2000. Amongst other things the legislator 
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taxpayers have to prove their pension deficit in order to obtain annuity-
deductions.306 By calculating a possible pension gap, the public and 
occupational pensions are taken into account. 
 
4.1.4.2  ITA 2001: the current system 
 
The ITA 2001 is a kind of elaboration on earlier changes made in 1992.307 As 
shown before the deductibility of annuity contributions was restricted 
compared to the ITA 1964. In layman’s terms, the policy from that moment 
on was that taxpayers were entitled to deduct contributions for personal 
pensions, but only to the level necessary for a pension deficit, nothing more. 
This seems valid reasoning, and in fact it is. One critique about this part of the 
new ITA is that a pension deficit is defined by the legislator. This means that 
not everyone can repair his pension deficit, because it does not fall within the 
legal definition. 
In fact the deductions for personal pensions decreased by about €2 billion 
when comparing 2003 with 2000.308 In the next paragraphs the current system 
is described in detail. 
 
4.1.4.2.1 Annuity definition 
 
In the ITA 2001 annuities are defined as follows: a life insurance that gives a 
right to periodical benefits that will end not later than in case of death, 
whereas this right cannot be surrendered, alienated or hypothecated. From 
2008 it is also possible to buy annuities with banks. Therefore a second, 
similar, definition was introduced but it refers to savings accounts and 
investments instead of life insurance.309 The principal idea behind this change 
in legislation is that there will be more transparency and competition with 
respect to personal pensions. 
The ITA 2001 also gives a clear description about the kind of personal 
pensions that may be bought with those rights.310 Again, it is clear that the 

                                                                 

would introduce a base-deduction for life annuities, in change for another way of profit-
calculation by insurance companies. See TK 2005-2006, 30 375, no 1-2, p. 133. 
Nevertheless from 2003 this standard deduction was abolished. 
306 A research of TNS NIPO and Zwitserleven (Swiss Life) in 2005/2006 concluded that 
only 22 per cent of the taxpayers use the option of annuity deduction. The reason for this 
would be the fact that taxpayers have no insight into their pension situation and do not 
know or understand the fiscal stimulated possibilities to arrange for a better retirement 
provision.  
307 The 1992 “Brede Herwaardering”.  
308 TK 2005-2006, 30 375, nos 1-2, p. 137. 
309 Art. 1.7 (1) (a) and (b) ITA 2001. 
310 Art. 3.125 ITA: a taxpayer has the choice either to buy a lifelong annuity, a temporary 
annuity with certain restrictions or an annuity bought by the heirs in case of death of the 
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different types of annuities resemble the different types of occupational 
pension rights, since in most cases a lifelong pension has to be bought. It is 
obvious that the legislator looked at occupational pension legislation when 
creating the personal pension legislation. 
 
4.1.4.2.2 Deduction of contributions 
 
Up to a certain level, contributions for annuities are tax deductible. To 
reiterate, before 1992 any taxpayer could deduct approximately €8,500 for life 
annuities per annum without restrictions. From that moment onwards the 
annuity facilities became increasingly restricted. On the one hand standard 
deductions (i.e. deductions without having to prove that there is a pension 
gap) were lowered to about €3,000 per person. Any higher and the annuity 
deduction could be as much as €35,000 (so there was an increase) if a taxpayer 
could prove that he had a deficit of pension rights. Difficult calculations had to 
be made. 
In the ITA 2001 more limitations concerning annuities were introduced. The 
standard deduction was lowered to €1,000 per annum. And from 1st January 
2003 there was no longer a standard deduction. The government supported 
this by stating that a standard deduction opposes the idea that deductions are 
only necessary in case of a pension gap and furthermore this standard 
deduction is only used by high earners who, in most situations, already have 
sufficient provision for old age.311 
Taxpayers will have to prove there is a legal pension deficit in order to receive 
deductions for contributions to personal pensions. They can show this with 
calculations on a so-called annual level and/or reservations level. These two 
levels are described in the next paragraphs. 
 
4.1.4.2.2.1 Annual level312 
 
This is the most important part of annuities for taxpayers in the Dutch ITA, at 
the time of writing. It shows clearly that personal pension facilities are 
combined with occupational and public pension facilities. A taxpayer has to 
make a calculation whether or not he is entitled to further deductions with 
respect to contributions to personal pensions.  
  

                                                                 

insured. In no way is it allowed (without fiscal penalties) to receive the amount as a lump 
sum (cessation). Since 2009 art. 3.133 (2) (d) ITA 2001 only gives an exception for very 
small amounts (2013: €4,242). 
311 TK 2001-2002, 28 607, no 3, p. 22. 
312 Art. 3.127 (2), (4) and (5) ITA 2001. 
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The formula of this calculation is (2013):  
 
17% PB -/- 7,5A -/- F313 
 
PB =  pension base; summarised as the labour income of a tax payer -/- a 

franchise of €11,829 (because of the fact a taxpayer is already building 
up public pension rights) 

A =  the occupational pension rights a taxpayer builds up in the factual 
year, because of being  

 employed one more year 
F =  the donation with respect to the old-age reserve (only for self-

employed) 
 
Providers of occupational pensions are obliged to inform a participant on his 
A-Factor. The maximum income that may be taken into account is €162,457, 
which means that the maximum deduction at this level is about €27,800.  
 
4.1.4.2.2.2 Reservation level314 
 
If a taxpayer had a right to deduct contributions for annuity insurance at the 
annual level, but does not do so for whatever reason, he is entitled to catch up 
in the following year. There is a cap of seven years. So suppose taxpayer X has 
the right to deduct €2,000 in 2008 and €3,000 in 2009, he is allowed to 
deduct €5,000 in 2010. 
However this is not without limitations. Again the maximum amount is 17 
per cent of the pension base in the year of actual deductions, but limited to 
€6,989 (2013). If the taxpayer is aged 55 and above this maximum amount is 
increased to €13,802 (2013).  
The result is that taxpayers cannot ‘repair’ pension gaps of years before this 
seven-year period. The Dutch government supports this by stating that an 
unlimited claw-back possibility would make the system too complicated.315 
 
4.1.4.2.2.3 Old age reserve and cessation annuity for entrepreneurs 
 
The old age reserve and the cessation annuity are only intended for the self-
employed, who have tax transparent enterprises and therefore there is no 
employer-employee relationship. Generally it is not possible to establish an 
occupational pension provision in this situation. 

                                                                 
313 As from 2014 this percentage will be decreased because of the Wet verhoging AOW- en 
pensioenrichtleeftijd (Bill regarding increasing the retirement age), but the system in itself 
will remain the same. 
314 Art. 3.127 (3) ITA 2001. 
315 TK 2005-2006, 30 375, nos 1-2, p. 138. 
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The objective the legislator has in mind with the old age reserve is the build 
up of old age provisions within the own enterprise. An entrepreneur is 
allowed to deduct as much as 12 per cent of his annual profits (up to certain 
limits) as an old age reserve (2013).316 This reserve does not leave the 
enterprise and for that matter will be a book reserve. 
The advantage for the entrepreneur is the liquidity aspect. He can use the 
assets for his enterprise. For that reason the problem with this tax facility is that 
in practice it seldom leads to a retirement provision, since instead it is regarded 
to be an interest-free postponement of tax. Often an entrepreneur does not 
actually save with the old age reserve. The result can be that no money 
remains at the conclusion of the enterprise. 
From the moment the entrepreneur ends his enterprise, the old age reserve has 
to be used either to buy an annuity, else the full amount of the reserve is taxed 
at once.   
Besides the old age reserve a self-employed person also has the option of the 
cessation annuity within the annuity system. When ending a business of an 
entrepreneur a final balance sheet must be drawn up. In that event profits can 
occur mainly because of the hidden reserves in assets. This final profit is to be 
taxed with income tax. In this case the entrepreneur has the right to buy a so-
called “cessation annuity” and can deduct a considerable amount (up to about 
€443,000 approximately, under certain conditions, in 2013) of the profits.317 
Taxes will be due on the benefits from the insurance contract he will receive 
in future.  
 
4.1.4.3  Penalties318 
 
It is quite interesting to observe the development of the annuity system over 
the last decades in the Netherlands. It developed from a free, liberal system, in 
which no proof was needed to be allowed to deduct annuity-contributions 
(until 1992) to a rather strict system. The system also developed with respect 
to penalties in the area of annuities. 
Nowadays in the ITA 2001 there is a severe penalty the moment an insured 
person does not live up to the intention of the legislator.319 The intention is 
that a life annuity should lead to benefits over a certain period of time.320 
For example, if an insured person surrenders an annuity, the legislation states 
that all the contributions deducted in the past are added to the box 1 income 
of the insured. Furthermore also the accrued interest is taxable at that same 

                                                                 
316 Art. 3.67 ff ITA 2001. In 2014 also this percentage will decrease because of the Wet 
verhoging AOW- en pensioenrichtleeftijd (Bill regarding increasing the retirement age). 
317 Art. 3.129 ITA 2001. 
318 E.g. a building is present on the balance sheet for €100,000 but the actual value is 
€400,000. This discrepancy is called a hidden reserve.  
319 Art. 3.133 ITA 2001 and art. 30i General Tax Act (AWR). 
320 Art. 3.125 (1) ITA 2001 and art. 1.7 ITA 2001. 
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moment. To make it fully unattractive (in most cases) also an extra 20 per cent 
of the value of the total annuity-policy is due by the taxpayer, acting as a kind 
of penalty.  
 
4.1.5 How do the three pillars influence each other? 
 
Looking at the Dutch three-pillar system leads to the conclusion that the 
different pillars are connected closely. With respect to occupational pensions, 
and also personal pensions, the first pillar is taken into account. This means 
that when building up an occupational pension, the tax legislation includes the 
fact that a taxpayer already builds up a public pension. The same applies to 
personal pensions. However, where personal pensions are concerned, tax 
legislation always takes a full public pension into account.321 This is different in 
the case of occupational pensions: only a pro rata public pension is taken into 
account for tax purposes.322 The Dutch system could be improved by adjusting 
its legislation on personal pensions. 
Furthermore the occupational pensions that are built up by a taxpayer 
influence the tax possibilities regarding personal pensions. The maximum 
deduction for personal pensions is limited when a taxpayer builds up an 
occupational pension simultaneously. In the formula of art. 3.127 ITA 2001, 
the annual growth of an occupational pension has to be taken into account. 
Dietvorst elaborates on this system of communicating vessels.323 
 
4.1.6 National Strategy Report 
 
On a European level, arrangements were made concerning the national 
pension schemes (see par. 1.1.2). In 2002, 2005, and 2008 the Member States 
delivered National Strategy Reports. 
In the 2005 Strategy Report the Netherlands gives an update on the 
developments in the pension system.324 The main changes deal with the 
introduction of a Financial Assessment Framework for pension funds and 
encouraging people to work longer by, amongst others, abolishing tax 
incentives to retire early and the introduction of a life course arrangement. 
 
According to this Report future challenges are: 

- the fact that supplementary pension will become a more important 
part of the income position of the elderly (the coverage rate of the 
supplementary pensions increased considerably)325; 

                                                                 
321 Art. 3.127 (3) ITA 2001. In 2013: €11,829. 
322 Art. 18a (8) (a) WTA 1964. 
323 Dietvorst 2007, p. 142ff. 
324 National Strategy Report Netherlands (2005). 
325 National Strategy Report Netherlands (2008), p. 42. 
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- the fact that more people will have to start working and people will 
have to work longer; 

- the improvement of the ‘pension-awareness’ of Dutch citizens. 
 
With respect to personal pensions the Strategy Report mentions the fact that 
self-employed people can arrange personal pensions and also employees who 
have a pension gap can chose to buy a personal pension. According to this 
Strategy Report the option of buying personal pensions enables people to 
become self-employed. 
Important is also that this report mentions the fact that the Pension Act will 
lead to a Pension Register. This Register will improve the transparency of the 
total pension of Dutch citizens. This register is operational from 2011 and 
people can view their accrued pension rights electronically, including the 
benefit under the General Old Age Pensions Act (AOW). Until now the 
personal pensions are not part of the Pension Register. 
The conclusion of Dutch report is that the Dutch pension system has taken 
sufficient measures to safeguard future developments.326 Important is that the 
government makes it increasingly difficult to take up early retirement. Besides 
that the new Pension Act (that replaces the Pension and Savings Fund Act of 
1952) will be a change for the better (Financial Assessment Framework, but 
also clear division of responsibilities between employer, employees and 
pension provider). Furthermore the Netherlands will receive extra income in 
the next fifteen years because many more people receive a supplementary 
pension. Remarkable is to notice that no specific changes are introduced with 
respect to personal pensions and personal pensions are only touched upon very 
briefly in this report. 
 
4.1.7 Developments 
 
Just before this evaluation a report by Dietvorst et al. was published.327 This 
report shows that occupational and personal pensions are not treated in the 
same way by the legislator. The legal opportunities with respect to 
occupational pensions are more extensive. There is no uniformity, which 
there should be, according to the authors. Furthermore the legislation is too 
complex and regular changes to use the system of personal pensions is off-
putting for taxpayers. The system should be more accessible. Therefore the 
authors recommend alterations with respect to equal treatment of occupational 

                                                                 
326 National Strategy Report Netherlands (2008), p. 27. At that time this probably was the 
idea, but practice has shown that the Netherlands does have serious problems in its 
occupational pension system. The reasons are increasing life-expectancy, low interest rates 
and disappointing investment results. 
327 Dietvorst 2006a. 
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and personal pensions, more simplicity and accessibility and finally the system 
should prevent excessive personal pensions.328 
In the evaluation of the ITA 2001 in 2006 the Dutch State Secretary replies 
on these recommendations by stating that in his view changes are not 
necessary. However, the arguments he uses are not convincing. In chapter 6, 
(amongst others) attention is paid to differences between occupational and 
personal pensions, simplicity and accessibility. 
As mentioned before the Dutch Parliament accepted the Bill regarding 
increasing the retirement age.329 This also affects personal pensions. From 2019 
the pension age with respect to public pensions will be 66 and from 2023, 67. 
Regarding occupational and personal pensions the pension-age will be 67 
from 2014. Further increase of the pension age will follow if life expectancy of 
Dutch people increases. Furthermore another Bill proposes to limit tax relief 
on both occupational and personal pensions as from 2015. It also maximises 
the pensionable salary (for both occupational and personal pensions) at the 
level of €100,000.330 
 
4.1.8 Conclusions 
 
The Dutch three-pillar system is usually referred to as being one of the best 
retirement systems in the world. Some conclusions can be drawn:  

- In my view the main advantage is that the pension rights of citizens 
are not solely based on a pay-as-you-go system, but partly are also 
funded by the Netherlands. The combination of both systems makes 
it strong, although the credit crunch of 2008/2009 has shown that the 
system is not as solid as previously believed. 

- The main advantage of a pay-as-you-go system is the solidarity 
between the whole population and generations. Since contributions 
are not necessary to receive an AOW-pension there is a risk of free 
riders. A funded system leads to the consequence that there are actual 
savings for the individual. One of the effects of combining both 
systems therefore is solidarity and actual savings. 

- In the last few decades the Dutch legislator made all sorts of changes 
in the legislation on retirement. In my view the system became more 
complicated and certainly not all changes were an improvement. 

- One of the changes is that the Dutch legislator opts for a system 
where a taxpayer must make a calculation (with respect to personal 
pensions) in order to see whether or not he has a right to certain 
deductions. Perhaps this idea is good, but it certainly makes it more 
difficult to comprehend for a taxpayer. Nevertheless a trend can be 

                                                                 
328 Dietvorst 2006a. Also see Dietvorst (2006b), pp. 401-402. 
329 Bill 33 290. 
330 Bill 33 610. 
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seen that personal pensions obtain more and more characteristics of 
the tax legislation of occupational pensions. 

- Many changes took place during the last decade and this has had its 
influence on the attitude towards retirement provisions by taxpayers. 
These past years show that the stability of the system is not really 
present. 

 
4.2 United Kingdom  
 
4.2.1 Introduction 
 
The second country to be discussed is the United Kingdom. Similar to most 
other countries the system of retirement provisions in the UK can be 
symbolised by the three-pillar figure. In this chapter attention will be paid to 
the development of the three pillars of retirement pensions in the UK. 
 

 
Figure 3: The three pillars of retirement provisions in the UK  

 
 
As with other countries, the UK has both state and private sector pension 
schemes. The system is made up of a two-tier state scheme, with a Basic State 
Pension and an earnings-related pension (SERPS – the State Earnings-Related 
Pension Scheme in the past and State Second Pension as from 2002). 
Furthermore, there are occupational schemes set up by employers and the 
individual private provisions consisting of both personal pensions and 
additional voluntary contribution schemes (personal pensions).  
The UK has an EET system. Taxpayers get tax relief for pension contributions 
with respect to occupational and personal pensions. These contributions grow 
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(almost331) tax-free inside the fund. Taxpayers are taxed on the pension 
income when they receive it, although 25% of the accrued reserve can be 
taken as a tax-free lump sum. 
Unlike a lot of other EU Member States almost half of the accrued rights are 
derived from the private sector funded schemes (occupational and personal 
pensions).332 333 In the next paragraphs, the current UK system is described and 
both the history and possible future developments are discussed. 
 
4.2.2 History 
 
The UK has quite a tradition with respect to retirement provisions. 
Chronologically the history of the pension legislation can be summarized as 
follows.334 
In 1908 Lloyd George’s Old Age Pensions Act was introduced. From January 
1909, this non-contributory pension, worth five shillings a week, became 
payable equally to men and women over 70. This pension was means-tested, 
since the benefits were only paid out to pensioners who earned an income of 
less than eight shillings a week. The 1911 National Insurance Act required 
workers and employers to pay compulsory flat-rate contributions for health 
and unemployment cover. The insurance scheme was extended in 1926 to the 
Widows, Orphans and Old Age Contributory Pensions Act. This Act came 
into effect in 1928. To obtain a pension, contributions were required in the 
five years before the claimant reached the age of 65. 
Meanwhile, the 1921 Finance Act introduced tax relief for contributions to 
occupational pension schemes. Hence these pension schemes were treated in 
the same way as savings through Friendly Societies and life insurance.   
The Old Age and Widows Pensions Act of 1940 introduced means-tested 
benefits extended to pensioners and their widows. At the same time the 
women’s pension age was reduced to 60.  
In 1942 the important report by William Beveridge showed the way towards a 
welfare state.335 Finally this led to the 1946 National Insurance Act. This Act 
introduced a universal social insurance system with flat-rate benefits from flat-
rate contributions. The entitlement to a pension was based on earnings during 
the whole working period. Besides the National Insurance Act the 1948 
National Assistance Act created an extended and consolidated means-tested 
safety net. In fact most pensioners depended on the National Assistance Act 
instead of the Insurance Act in those days.336  

                                                                 
331 Tax on equities at the Corporation Tax rate cannot be reclaimed. PPI 2013, p. 1. 
332 Frost 1999.  
333 Much of the information for this chapter has been obtained from the website of the UK 
government (www.gov.uk). 
334 White Paper 2006, Executive Summary, p. 14 and Pension Trends 2011. 
335 Beveridge 1942. 
336 Even two-thirds. Pension Trends 2011, pp. 1-3. 
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The basic State Pension was introduced in 1948 as a universal State Pension, in 
return for flat-rate contributions paid by all workers and their employers. In 
order to minimize the future burden of the state, the Treasury encouraged 
employers to ‘contract out’ of the earliest state earnings-related pension.337 
The National Insurance Act 1959 that came into force in 1961 introduced a 
graduated retirement benefit. This Act implemented three new concepts to 
state provision. Firstly the national insurance contributions became earnings-
related contributions for the first time. Furthermore the pension was earnings-
related. Finally employers with occupational pension schemes were allowed to 
contract-out of the additional contributions.338 
The basis for the 1978 SERPS was a White Paper called Better Pensions, 
published in September 1974. The idea was a basic pension and an additional 
earnings-related pension. Occupational pensions of employers that provided at 
least equivalent benefits were allowed to contract out. The result would be 
that lower National Insurance Contributions (NICs) were due. 
As from the early 1980s the British government encouraged citizens to buy 
private personal plans. At that time it was already clear that the costs of the first 
pillar retirement provisions would increase tremendously due to increasing life 
expectancy. The 1986 Social Security Act introduced cutbacks in SERPS 
combined with wider options for private pensions. From 1988 employers 
could no longer make the membership of their occupational pension schemes 
compulsory, but employees could opt out of both SERPS as well as the 
occupational pension by obtaining personal pensions. The NIC rebates could 
be used for these personal pensions. Initially the new schemes were made 
more attractive by an extra incentive rebate. 
This was not a great success. Because of different causes like dubious selling 
practices, transfer values and the Maxwell debacle the result was that in general 
the taxpayer’s trust in pension companies declined.339 One of the other results 
was that there was a shift from DB toward DC leaving all the risks of 
investments with the participants. 
The Welfare Reform and Pensions Act 1999 introduced stakeholder pensions. 
Stakeholder pensions are a specific sort of personal pension that have low 
charges and accept small contributions. The same act arranged for a Minimum 
Income Guarantee for those aged 60 and over. This was replaced by the State 
Pension Credit Act in 2002. This Act guaranteed minimum income with 
tapered benefit for all over-60s.  
The Child Support, Pensions and Social Security Act 2000 that came into 
effect in 2002, abolished SERPS and replaced it by the State Second Pension 
(S2P). The S2P provided low earners with around twice the pension they 
would have earned under SERPS. 

                                                                 
337 Pemberton 2006, p. 7.  
338 Pemberton 2006, chapters 3, 4 and 8. 
339 Pemberton 2006, pp. 8-9. 
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From 2002 extensive discussion took place on the subject of the future of the 
pensions system in the UK leading to the issue of several papers. In the 
December 2002 Green Paper, the Secretary of State for Work and Pensions 
made clear that a reform would be necessary to enable individuals to obtain a 
solid pension in the long term.340 In particular, increasing longevity brings 
important challenges. The ageing society needed long-term solutions and 
individuals needed to be able to plan for their retirement and make real and 
informed choices about how and when to save, and how long to work. 
Besides the longer life span one of the main concerns of the UK government 
was the fact that there was a decline in pension provisions by employers. 
Furthermore something had to be done with respect to the complexity and 
cost of the products as it could lead to a shortage in savings. One of the 
recommendations therefore is improved information for taxpayers, and that 
the pensions tax regime should be made simpler. At the time of the proposals 
there were eight different tax regimes!  
In June 2003 a new Green Paper was issued.341 The focus in this paper is on 
occupational pension. It sets out steps the Government will be taking to 
reform occupational pensions to address the concerns raised.342 
Alongside this Green Paper on occupational pensions, the UK government 
announced a range of measures that should enable people to make their own 
decisions about how and when to save. For that matter the government 
worked to extend combined pension forecasting across the private pensions 
industry, by encouraging voluntary provision and open up more options for 
flexible retirement, and introducing changes to tax rules to allow people to 
work at the same time as drawing a pension.343 
 
  

                                                                 
340 Department for Work and Pensions 2002.  
341 Department for Work and Pensions 2003. 
342 Occupational pensions should be reformed in that way that the future security of 
pensioners is improved by introducing a Pensions Protection Fund to guarantee members a 
specified minimum level of pension when the sponsoring employer becomes insolvent, and 
requiring solvent employers who choose to wind up their pension schemes to meet their 
pension promise in full and revising the priority order which applies on wind-up to ensure 
the fairest possible sharing of assets. Further protective measures were announced. Also 
legislation with respect to limited vesting periods was announced. At that time pension 
rights were only protected after two years’ employment. In order to create more confidence 
in the pension system the government introduced a Pensions Regulator that will 
concentrate on rooting out fraud and bad practice. Finally, proposals were made for making 
pension provisions easier for employers.  
343 Department for Work and Pensions 2003, p. 3. 
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4.2.2.1  Pensions Commission 
 
In 2002 the Pensions Commission was established to review the regime for 
UK pensions and long-term savings, and to assess how effectively the current 
voluntary approach was developing over time.344 In 2006 this commission was 
disbanded. In these four years the Pensions Commission issued three reports. 
The first report (October 2004) set out a detailed analysis of the UK pensions 
system. 
In the second report (November 2005) the Commission’s conclusions were 
presented on the likely evolution of the UK pension system if policy remained 
unchanged, and recommendations were made for a new policy direction. The 
Commission proposed an integrated set of policies to create a new pension 
settlement for the 21st century. There were four key dimensions of the 
integrated approach proposed: 
 

- The state system should be reformed in order to deliver a more 
generous, more universal, less means-tested and simpler State Pension. 
Over the long term this would require some increase in the 
percentage of GDP devoted to State Pensions and an increase in the 
State Pension Age. This increase in State Pension Age was fair and 
appropriate according to the Pensions Commission, bearing in mind 
increasing life expectancy; 

- There ought to be a strong encouragement to individuals to save for 
earnings-related pensions through the application of automatic 
enrolment at a national level. The Pensions Commission was not in 
favour of pure compulsion;345 

- There should be a modest minimum level of matching employer 
contributions to ensure that savings are clearly beneficial for all savers. 
Without employer contributions the participation rates would be 
significantly reduced according to the Commission; 

- Since at the moment there is not a good employer-sponsored pension 
provision, there is a role for the state as an organiser of pension 
savings and bulk buyer of fund management to ensure low costs and 
thus higher pensions and better incentives to save, i.e. the creation of 
a National Pension Savings Scheme (NPSS) or an equivalent.346 

 

                                                                 
344 National Strategy Report UK, p. 7. 
345 The motivation is that there are specific groups that do not need a pension (because of 
inheritance, etc.) and the fact that pure compulsion would be seen as a kind of taxation. 
Pensions Commission 2006, p. 17. 
346 For more details on the proposed NPSS and equivalents, see Pensions Commission 
2006, p. 28 ff. 
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In the third report (May 2006) the Commission responded to the White Paper 
‘Security in retirement: towards a new pensions system’.347 The Commission 
states that there is almost universal acceptance that the combination of the 
present State Pension system and the present voluntary system of private 
pension saving will result in a pension provision which is increasingly 
inadequate and unequal.348 Also the shift from DB-schemes to less generous 
DC-schemes leads to the fact that the total future retirement income 
decreases.349 
Furthermore there is a significant degree of consensus that the solution must 
and should entail some combination of higher private pension saving, higher 
average retirement ages, and an increased percentage of national income spent 
on State Pensions. Finally there is therefore general acceptance that future 
policy needs to be based both on significant reforms to the state system and on 
a new approach to private pension saving which goes beyond a wholly 
voluntary approach.350 
 
4.2.2.2  Finance Act 2004 
 
The Finance Act 2004 came into force on 6th April 2006 (so-called “A-Day”). 
With this change in legislation a new regime was introduced concerning the 
registration of all types of pension arrangements including personal pension 
schemes and occupational schemes. The existing six approved schemes were 
replaced by a single tax regime. Instead of benefit limits based on length of 
service and pay, two allowances were introduced: the Lifetime Allowance and 
the Annual Allowance.351 
The single, Lifetime Allowance is an amount of pension savings that can 
benefit from tax relief. This maximum was €1.89 million.352 It is a limit on the 
total amount of pension savings that can benefit from the tax-favoured regime. 
For defined benefits a standard factor of 20:1 is used to value against the 
Lifetime Allowance. The Lifetime Allowance for individuals was reduced and 
will be €1.46 million from 6th April 2014.  
The Annual Allowance for the amount of tax relieved contributions was 
introduced. In 2005/2006 this was €271,000. The Annual Allowance has been 
decreased due to the recession (and also because of public protests against ‘tax 
breaks for the wealthy’). As from 2011 it was €58,000 and from April 2014 
the annual allowance will be €46,000. 

                                                                 
347 Pensions Commission 2006. 
348 Pensions Commission 2006, p. 12. See also National Statistics 2006, p. 38 ff. Also see 
White Paper 2006, p. 9 ff.  
349 Also see White Paper 2006, p. 10. 
350 Pensions Commission 2006, p. 10. 
351 Sections 214 and 227 and Schedules 28, 29 and 36 Finance Act, 2004.  
352 As the UK does not use the Euro, all figures have been translated from sterling and have 
been rounded for convenience. 
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In practical terms this will mean that most people can make pension 
contributions with tax relief, without being restricted by the contribution 
and/or benefit limits of the current regimes. Tax relief on individuals’ 
contributions will be given on the higher of €4,500, or 100 per cent of 
earnings. Anyone who builds up total pension rights worth more than the 
lifetime allowance will bear a lifetime allowance charge of 25 per cent  on any 
benefits taken in excess of the lifetime allowance. The lifetime allowance 
charge will be levied at 55 per cent if the benefits are taken in lump sum form.  
A tax free lump sum of 25 per cent is allowed, however. This is a massive 
advantage of paying into a pension since a taxpayer gets tax relief on 
contributions and then gets a 25% tax free lump sum on retirement. 
 
4.2.2.3 2006 White Paper and further 
 
In May 2006 the UK government launched a White Paper on Pensions 
Reform ‘Security in retirement: towards a new pensions system’.353 This paper is the 
source of future discussions relating the UK system of retirement provision and 
the British government’s response to the Pensions Commission. The UK 
government believes that the workplace is the best environment for delivering 
private pensions. The new system should promote personal responsibility, be 
fair, be simple, be affordable and be sustainable.354 The White Paper 
announced the introduction of a new scheme of personal accounts from 2012, 
which will provide a straightforward opportunity for a high-quality and low-
cost vehicle. 355 The key-elements are: 
 

• Automatic enrolment for employees in either new personal accounts 
scheme or their own employer’s occupational scheme. 

• Opting out is possible (employers will not contribute in that case). 
• Opting in is possible for the self-employed and non-workers. 
• Employees will contribute 4 per cent a year of earnings between 

£5,000 and £33,000. 
• Employers will make contributions of 3 per cent over the same 

amount of earnings. 
• A further 1 per cent will be obtained in the form of normal tax relief. 

                                                                 
353 White Paper 2006. The White Paper was the result of a National Pension Debate and 
even a National Pensions Day, where the public could have their say on the options for 
reform the pensions system. 
354 Personal responsibility with respect to under-saving, fairness by protecting the poorest, 
simplicity by clarifying the role of  the state, employer and individual, affordable with 
respect to macroeconomic stability and a right balance between state, employer and 
individual, and sustainable with respect to enduring national consensus and flexible to future 
trends. White Paper 2006, p. 15. 
355 White Paper 2006, p. 16. 
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• In order to give employers time to introduce the compulsory 
schemes, their contribution will be phased in (three years) and the 
contribution rate will be set out in primary legislation to create 
stability. 

• Furthermore the State Pension will be reformed (simpler, fairer, more 
generous and pensioners will share in rising national prosperity). 

• Also the UK government will support and encourage extended working 
lives. The State Pension age is gradually raised in line with gains in 
average life expectancy. There will be a subsequent rise for both men and 
women beginning with a rise from 65 to 66 over a two year period from 
2024 and then again by one year over a two-year period from 2034 and 
from 2044. Measures are taken to support people working longer and 
consider more flexibility around State Pension deferral. 

 
According the UK government personal responsibility is met by the automatic 
enrolment and the easy access to schemes of personal accounts for self-
employed and non-workers. Nevertheless it must be made clear that 
individuals must be responsible for their own plans for retirement. 
In the eyes of the government the new system is fairer than the current 
system, because it protects the poorest and a new contributory principle for 
State Pensions is created (giving something for something). The number of 
qualifying years is cut and the access to high-quality private savings schemes is 
widened. Finally a fair balance of contribution between employer and 
employees is proposed.  
With respect to simplicity the combination of the proposed reforms to state 
and private pensions will simplify the system thoroughly. Automatic 
enrolment makes it simpler and the rules and structure for private provision 
are simplified. The UK Government recognises that reform and clarity is also 
needed around the tax treatment of pension saving. 
Figures in the White Paper show that the new system is affordable.356 
After the comments on the proposals of this White Paper, the government 
announced primary legislation. In November 2006 the Pensions Bill 2006 was 
published. Amongst other things (such as changes in Basic State Pension and 
S2P and increasing the State Pension age) it proposed to introduce a Personal 
Account Delivery Authority (PADA) to implement the new NPSS. In the 
2007 Pensions Act the PADA was established. 
In 2008 the Pensions Act was introduced that will lead to a workplace pension 
reform, including auto-enrolment and compulsory employer contributions for 
most employees.357 Automatic enrolment is mandatory in all workplaces or 

                                                                 
356 White Paper 2006, pp. 5 and 24. 
357 In a report by The Pensions Policy Institute(PPI 2007) calculations were made. The new 
legislation would lead to compulsory employer contributions for employees. The fear was 
that this could lead to employers deciding to close existing pension schemes and limit their 
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will be in the near future. Employees may choose to opt out. These personal 
accounts will be a defined contribution, occupational scheme. The target 
group are about 10 million people who do not currently participate in a 
pension scheme. It proposed to introduce personal accounts from 2012. 
The main proposals made were that employees (over 22 and below State 
Pension age) will be automatically enrolled into either a personal account or 
employer-sponsored scheme if they earn more than €6,000. Employees will 
contribute a minimum of 4 per cent of their earnings between €6,000 and 
€40,000 a year and employers a minimum of 3 per cent and around 1 per cent 
in the form of normal tax relief. No transfers are possible in or out of personal 
accounts. Personal accounts should complement and not compete with 
existing high quality pension provision. 
The intention of the government was to supply personal accounts to low 
earners at low costs. Research showed that competition alone is not sufficient 
to deliver simple, low cost, saving products. Finally, because of fees and 
charges the investment return on current products is poor.358 This means that a 
voluntary approach to private saving is unlikely and therefore the UK 
government wants to support employers providing pension schemes. Crucial 
elements are automatic enrolment, collection reconciliation and central 
functions, administration of accounts, investment and fund management and 
finally accessing pension savings. 

 
 
 
 
Figure 4: The structure of personal accounts359 

                                                                 

contributions to the Personal Accounts in response to the increased costs. The increased 
costs are a result of the fact that employees are automatically enrolled and the mandatory 
contributions by the employer. 
358 White Paper 2006a, pp. 11-13. 
359 White Paper 2006a, p. 22. 
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This personal account system could be run by one single organisation, the 
NPSS. Another option would be that existing pension providers would run 
this account system. 
The NPSS approach will be a system with low costs compared to the situation 
where there is direct competition. The White Paper compares this NPSS with 
the already implemented, successful Swedish PPM system (see par. 4.4.3). The 
NPSS will have a default fund, but people may make other choices. 
The PADA issued a discussion consultation paper in December 2008. A 
summary of the responses was published later.360 The suggestion put forward 
by PADA is that a lifetime annuity is the most suitable product (a lump sum 
should only be permissible if the accrued value is very low at retirement date). 
In the response, the vast majority agreed with the PADA. 
The 2011 Pensions Act speeded up the pace in which the State Pension age is 
increased: the State Pension age for both men and women will be 66 by 2020. 
In April 2011 a Green Paper on State Pension reform was published.361 One of 
the items it discusses is how to create an automatic mechanism to ensure that 
future revisions in life expectancy will be taken into account. Besides that it 
contains a proposal to replace the two-tier public pension system with a 
single-tier system or to speed up the transitions of the S2P into a flat-rate 
benefit. 
 
4.2.3 Public pensions 
 
The base of retirement provisions in the UK is the first pillar. In the former 
paragraph the historic development is described. This paragraph describes the 
current situation. 
 
4.2.3.1 Basic State and State Second Pension 
 
The State Pension scheme is financed on a pay-as-you-go basis. The public 
pensions, the so-called Statutory State Pension, are a flat-rate pension for all 
employees (Basic State Pension) and an earnings-related pension for employees 
who have participated in S2P. In addition, the social security system, amongst 
others, may provide a widow’s lump sum benefit and an earnings-related 
widow’s or widower’s pension. 
The pension age is 60 for women and 65 for men, but will be increased 
gradually for women born after 1949 until it has been equalised at 65 in 2020. 
There is no facility for taking benefits early, but the taking of benefits can be 
deferred until 70, with a percentage increase for each week of deferral. 
Deferring the moment of the taking of benefits leads to increased periodic 
payments (extra State Pension). 

                                                                 
360 PADA 2008 and PADA 2009. 
361 Department for Work and Pensions 2011. 
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The Pensions Act of 2007 introduced some drastic changes. The State Pension 
age for men and women will increase from 65 to 68 from 2024 (66 in 2024, 
67 in 2034 and 68 in 2046).  
Compared with other OECD-countries the UK has a relatively low 
mandatory public pension system.362 
 
Basic State Pension 
An employee will build up Basic State Pension by paying National Insurance 
Contributions (NIC) for every week he works. This however is only so in the 
situation he earns more than €164 a week (2012/2013). This figure is called 
the ‘primary threshold’. 
Each year an employee pays his NIC is called a ‘qualifying year’. An employee 
has to have at least an income of 52 times the weekly Lower Earnings Limit 
set for that year (€6,565 2012/2013) in order to include that year as a 
qualifying year. This is under the primary threshold, but nevertheless it will be 
regarded as a qualifying year. The more qualifying years one has, the higher 
the Basic State Pension will be. When receiving the Basic State Pension it is 
increased in line with inflation every year. 
The Pension Act 2007 introduced the rule that people reaching the State 
Pension age after April 2010 will need to have 30 qualifying years (before this 
Act it was 44 years) in their working life. Thus under the Pension Act 2007 
taxpayers obtain 1/30 for every qualifying year. The full State Pension is €127 
a week for a single person and €203 a week for a couple in 2012/2013. 
When an employee has built up some qualifying years, but less than 100 per 
cent, he receives a partial State Pension. Of course this leads to the conclusion 
that someone who has not paid NIC363 will not receive a State Pension. 
 
State Second Pension 
The additional pension, the S2P Pension is also a public pension. Before 2002 
the additional State Pension was called SERPS. It was based on earnings on 
which a taxpayer had paid NIC. 
From 1987, employees could contract out of SERPS. This meant that they 
would buy a personal pension or a stakeholder pension instead of SERPS. The 
result of this was that the part of the NIC relating to SERPS went into a 
personal pension (so-called Appropriate Personal Pension Schemes). 
The reasoning this was introduced was that the cost of State Pensions was 
expected to increase substantially. The ability to ‘contract out’ removed the 
government’s obligation to provide earnings-related pension. Because of those 
enormous costs, the value of SERPS was reduced in the 1986 Social Security 
Act and further reduced by the 1995 Pensions Act. 

                                                                 
362 The replacement rate of the UK is 32 per cent, whereas the OECD-average is 57 per 
cent. Pension Trends 2011a, p. 6-2. 
363 There are some exceptions, but these will not be dealt with here. 
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In 2002 the UK government changed SERPS into the S2P. The S2P is a 
more generous one than SERPS. This is especially the case for low-earners 
and certain carers and people with long-term illnesses or disability. 
As with SERPS it was also possible to opt out of the S2P. As with SERPS one 
of the consequences of contracting out was that both the employer as well as 
the employee would pay a lower rate of NIC to compensate for the S2P that 
had been given up. The employer could choose to contract out of the S2P, 
but he had to provide another form of pension provision. A so-called Plan 
Actuary that compared the occupational pension with a Reference Scheme 
had to approve this occupational pension retirement benefit. In practice 
contracting-out was quite common. 60 per cent of the employed were in 
contracted-out schemes.364 
The S2P is based on the NIC. The maximum S2P is €194 each week 
(2013/2014). Unlike the basic State Pension, there is no fixed amount. How 
much a citizen gets depends on: 
 

- The number of years of NIC have been paid; 
- Earnings; 
- Whether one has contracted out. 

 
Contributions for S2P are made when one is employed and earns over the 
lower earnings limit of €6,750 a year (in 2013/2014). The self-employed and 
unemployed are not eligible.  
Contracting-out into a defined contribution occupational pension schemes and 
stakeholder or personal pension schemes ceased in 2012. It is still possible to 
contract out in a final salary occupational pension scheme.365 
 
Pension Credit 
The Pension Credit, introduced in 2003, is a tax-free payment for those aged 
60 or over.366 It consists of two parts. First there is a guarantee credit that tops 
up the weekly income of the pensioner to a guaranteed minimum 
(2012/2013: €257 a week for a couple). Secondly there is a Savings Credit for 
those who have saved some money towards their retirement (maximum of 

                                                                 
364 COM(2006) 62 final, p. 257. 
365 The NI rebates an individual gets if they are contracted out are intended to provide 
benefits broadly the same as those given up in the S2P. However, because benefits from 
DC schemes can vary, it is very difficult to predict with any degree of certainty one will 
get. Due to this uncertainty and the difficult judgements that individuals currently have to 
make about whether they would be better off in the S2P or contracted-out, the UK-
government has decided to abolish contracting out on a DC basis  (Factsheet - abolition of 
contracting out on a defined contribution basis, www.direct.gov.uk). 
366 DWP, Pension Credit, April 2012, p. 3, <www.dwp.gov.uk> assessed 15 September 
2013. 
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€28 a week for a couple in 2012/2013). It is possible to obtain both the 
guarantee credit and the savings credit.367 
The state manages the Basic State Pension scheme, the S2P and the Pension 
Credit. They are paid from the National Insurance Fund. 
 
4.2.4 Occupational pensions 
 
Private pension schemes can be divided in two main groups: occupational and 
personal pensions.368  
 

Occupational Salary 

related 

Occupational 

money purchase 

Group personal 

pensions 

Individual 

personal pension 

Occupational Personal (contract based) 

Workplace/Employer sponsored Not workplace 

DB DC 

Unfunded369 Funded 
 
Figure 5: Occupational and personal pensions in the UK 

 
 
The provision of occupational schemes by employers is entirely voluntary. 
The State Pension only supports a basic standard of living and a more 
advanced pension can be reached with an occupational pension, supplying old 
age pension and death benefits. Examples are company pension schemes, 
executive pension policies (EPP) or small self-administered schemes. 
On the whole a distinction can be made between two types of occupational 
pension schemes. On the one hand there are the salary-related schemes 
(defined benefit schemes/DB) with a final salary system or a career average 
revalued earnings (CARE) system, and on the other hand the money-purchase 
schemes (defined contribution schemes/DC). In the past most members of 
occupational schemes were covered by DB schemes, but there is a growing 
trend for employers to close existing schemes for new employees and set up 
DC schemes. One of the reasons for this switch is to ascertain increased 
security regarding costs and risks. DC plans are common nowadays. By 2004 
two-thirds of British final-salary schemes were closed and an extensive 
percentage of the UK’s biggest companies were considering abandoning 

                                                                 
367 The idea behind the savings credit is that the guarantee credit may provide a disincentive 
to low earners to build up a pension. This pension may lead to the fact that they will not 
obtain the guarantee credit after retirement. The savings credit rewards people over 65 for 
their savings. 
368 Pension Trends 2013. 
369 Only found in the public sector (civil service, armed forces, etc.).  
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occupational pension schemes.370  In 2011, 7.7 million participants were active 
members of DB and 7.4 million contributed to DC (including personal) 
pensions. Over half of DB schemes are closed to new participants.371 
With the shift from DB towards DC, risks (investment, longevity and 
indexation) are transferred from the employer to the employee. New 
mechanisms are created to share the risk between employer and employee. 
CARE schemes are an example of this risk sharing. Also the option of 
obtaining a larger part of the pension (or the total pension) as a lump sum is a 
kind of risk sharing. The investment risk is with the employer, but not the 
longevity and indexation risk.372 
With respect to DB plans the maximum pension of the plan at the retirement 
age is two-thirds of the final salary. In general 1.66 per cent per annum of 
service is accrued with a maximum of 40 years. The maximum level is 
comparable with DC plans.  However, in practice contributions of the same 
level will not lead to 66 per cent of the final salary because of the pensions 
time bomb, meaning that longevity is increasing faster than estimated in the 
past.373  
Occupational schemes in the UK are found mainly in larger and longer 
established firms. A lot of employees, especially those working at the bigger 
firms, are covered under self-administered schemes. The employer, with the 
help of professional fund managers, pension administrators and consultants, 
runs these schemes. Smaller firms tend to use insurance companies for this 
purpose, although some parts of the plans of larger companies are also insured. 
Occupational schemes normally provide a pension for the employee, a tax-free 
lump sum on retirement, a widow’s or widower’s pension (often including a 
provision for dependent children) payable on the death of the employee, and a 
cash sum (usually tax-free) payable on death in service before retirement age.  
There is no legal requirement for occupational schemes to be funded, but in 
practice they will be in order to benefit from the tax incentives. Funding is 
normally shared between the employer and employees, although some 
schemes are financed entirely by the employer. 
In final salary schemes the employee’s contribution is typically 2 per cent to 5 
per cent of the earnings, with the employer’s contribution being whatever is 
needed to make up the cost of the final salary benefits. Under a DC scheme 
the employer and employees normally pay an agreed fixed percentage of 

                                                                 
370 Occupational Pension Schemes 2004, p. 44 ff. Furthermore the IFRS rules are easier 
with respect to DC-schemes (see International Accounting Standard 19), because DC-
schemes do not influence the balance-sheet. According to an estimation of the Pensions 
Commission about 60 per cent of the DB schemes are closed to new members (see 
COM(2006) 62 final, p. 258). Also Pemberton 2006, p. 8. 
371 Pension Trends 2011a. 
372 Pension Trends 2011a, pp. 6-10. 
373 See e.g. IMF 2012, chapter 4. 
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earnings dependant on age. The employee tends to pay 2 per cent to 6 per 
cent, with the employer paying either a similar or higher amount. 
From April 2006 an employee can save as much as he likes into any number 
and type of pensions and get tax relief on contributions of up to 100 per cent 
of his earnings, subject to an upper annual allowance and lifetime allowance 
(see par. 4.2.2.2).  
Pension receipts are taxed as normal income, but a tax-free lump sum can be 
taken on retirement. 
Occupational schemes tend to be more flexible than the state scheme, with the 
option of either early or deferred retirement. If an employee leaves the firm, 
he has a right to have his pension “paid up”, whereby the current rights are 
frozen until retirement, or to be provided with a cash equivalent transfer 
value, which must be calculated on a basis certified by an actuary. The transfer 
value must be paid into a new pension scheme, which can be either the 
occupational scheme of the new employer or a personal pension. It cannot be 
taken as cash. There is no tax on transfer values, which must be transferred to 
another pension arrangement. 
In most situations the employee who leaves the firm obtains unconditional 
pension rights, because vesting of the pension rights is compulsory after two 
years of qualifying service.374 If the two-year vesting period is not reached in 
most cases the employee contributions are refunded.  
At present a transfer value can in principle be paid into a pension scheme in 
another country, subject to conditions laid down by the Department of Social 
Security and Inland Revenue, and subject to the rules of the receiving scheme 
(see par. 5.2.3). 
As noted earlier, the government does not intend to make additional 
contributions to the new pensions compulsory, and it is recognised that there 
will always be people who cannot afford to make additional provisions and 
will therefore need state benefits in order to provide a basic standard of living.    
A company can run several different schemes. For example some employers 
have a DB scheme, which was closed to new entrants at a certain date, with a 
DC scheme having been set up for the latter. There can also be separate 
schemes for senior personnel/directors. 
Pension schemes are provided by an insurance company, a unit trust scheme 
manager, an operator, trustee or depositary of a recognised EEA collective 
investment scheme,  an authorised open-ended investment company, a 
building society, a bank, or an EEA investment portfolio manager.375 As a rule, 
company pension schemes are set up by employers and administered by 
trustees, who will normally include representatives of the employer, members 
and beneficiaries. Some administrative functions may be delegated to the 
above-mentioned institutions.  

                                                                 
374 Art. 71 (1) (2) Pension Schemes Act 1993. 
375 Finance Act 2004, Schedule 154 (1). 



THE PENSION SYSTEM IN THE FOUR COUNTRIES 

112 

The employers themselves manage the largest UK company pension schemes 
with the help of professional fund managers, pension administrators and 
consultants. The Pensions Act 1995 (as a result of the Maxwell scandal) lays 
down rules on the management of schemes, including a requirement to seek 
advice from a qualified actuary and more generally, whenever necessary. The 
Pensions Regulator is established to supervise the occupational pension plans 
and also the plan trustees. The assets of funded pension schemes must be 
separate from the employer’s operating assets. In order to obtain all the tax 
advantages a plan must be registered by the Inland Revenue. Furthermore the 
provider of the plan has reporting obligations. There is information that has to 
be given automatically, and information that has to be given on request of a 
participant.376 
With respect to DC-pensions, participants can, from the age of 55, buy an 
annuity or opt for a ‘drawdown’. In all circumstances a tax-free lump sum of 
25 per cent is possible. This means, since contributions are saved from untaxed 
income and a tax-free lump sum of 25 per cent  is allowed, this particular 
pension saving is in effect subsidized.377 Drawdown is possible for people with 
a lifetime pension income of €25,000 or more. They can withdraw an 
unlimited amount from their fund at any time (‘flexible drawdown’). The 
amount that remains in case of death can be passed to the heirs. Participants 
having a lower lifetime pension can only take out the amount they would 
obtain when buying an annuity (‘capped drawdown’). 
 
4.2.4.1 NEST and automatic enrolment 
 
The UK government aims to encourage people to save for retirement. The 
pension gap (the difference between the OECD average replacement income 
and the actual replacement income) in the UK is one of the largest within the 
OECD.  That is why the UK government would like to increase the number 
of participants in personal pensions. Another reason is that the number of 
people saving in an occupational pension scheme has fallen from 12 million 
(1967) to 8.2 million (2011).378  
Therefore new duties for employers have been introduced from October 
2012. Since then, automatic enrolment of employees into occupational 
pensions has been introduced. The National Employment Savings Trust 
(NEST) was introduced for low to medium earning employees (and also the 
self-employed) without access to a workplace pension. These changes are seen 
as the biggest change in the UK private pension system since the 1980s. The 
qualifying earnings threshold is €9,400 (same level as the personal allowance 

                                                                 
376 E.g. benefits statements on retirement, death and leaving service, basic information about 
the scheme. Furthermore controls on pension schemes are far reaching, e.g. with respect to 
indexation, equal treatment, divorce provisions, etc. See EBRM 2012.  
377 Mirrlees 2010, p. 47. 
378 The single-tier pension 2013, p. 7. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

113 

for income tax). Employees earning less will not qualify for automatic 
enrolment.379 
Starting from October 2012 (with a gradual introduction until 2016) 
employers will have to have a qualifying pension scheme. Large employers 
started in 2012 and gradually smaller employers will have to follow. Employers 
will have to contribute a minimum of 3 per cent to employees’ pensions on a 
band of earnings. The total contributions will be 8 per cent (employers at least 
3 per cent, employees 4 per cent, 1 per cent tax relief).380  Employers 
automatically have to enrol their employees and make contributions. 
Employees may choose to opt out (and will be enrolled again three years 
later). 
NEST will qualify as a pension scheme and employers can use a private 
pension plan or they can use NEST. It is a DC pension system. When 
employees switch jobs they can stay with NEST and continue to make 
contributions in their new job.  
Costs will be a temporary 1.8 per cent contribution charge (lasting about 20 
years) and an annual management charge of 0.3 per cent. 
Because of this change in the law the number of participants in DC personal 
pensions is expected to grow substantially. An important question in that 
respect is whether these DC pensions will close the pension gap since the 
nature of a DC-scheme is such that most risks are with the participants.381 
 
4.2.5 Personal pensions 
 
The UK government encourages taxpayers to enter into personal pensions. It 
does so by offering tax relief on the payments made by the individual, by not 
taxing the individual for the contribution made by the employer (the 
employer himself even gets tax relief), by not taxing the scheme during the 
period of building up the pension and finally by giving some benefits from the 
scheme tax-free.382 In the end the benefits, besides a tax-free lump sum, must 
lead to a pension for the taxpayer (and for spouses and/or other dependants).  

                                                                 
379 See The Occupational and Personal Pension Schemes (Automatic Enrolment) 
Regulations 2010 and The Automatic Enrolment (Miscellaneous Amendments) 
Regulations 2012. <www.legislation.gov.uk> accessed 15 September 2013. 
380 It is questionable whether contributions totalling 8% of low salaries will give the 
individual a comfortable retirement. It might simply raise them to a level where they no 
longer qualify for other State benefits, which saves taxpayers’ money but is not much of a 
benefit to the individual concerned. Also, it may give rise to a false sense of security where 
the individual is led to expect a comfortable retirement because he makes these payment 
and is disappointed. 
381 Pension Trends 2011a, pp. 6-10/6-11. Calculations show that contributions of about 6 
per cent up to 12 per cent of earnings will be necessary to close this gap.  
382 So the EET (Exempt-Exempt-Taxed) system applies like it does in most EU-countries. 
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Since their introduction in 1988 personal plans grew quite popular, mainly 
because of the ability to contract out of SERPS or S2P (see paragraph 4.2.2). 
Those personal pension schemes can be recognized by names like ‘Appropriate 
Personal Pension Schemes (APP)’ or Appropriate Personal Pension 
Stakeholder Pension Schemes (APPSHP)’. However the main reason for 
introducing personal pensions was to offer a private second pension to people 
without access to an occupational scheme or people who change jobs 
frequently.383 
In the UK’s third pillar, notably (self-invested) personal pension schemes and 
stakeholder pension schemes are important. Personal pension schemes are a 
DC pension scheme taken out privately, in order to get a higher retirement 
provision.384 For tax purposes personal pensions and stakeholder pensions are 
treated in the same way. Taxpayers pay periodic contributions or a lump sum. 
Tax relief will be given for the contributions. It is even possible for other 
people to pay contributions into a personal pension on behalf of a taxpayer. 
The tax relief will go to this taxpayer (and not to the contributor). 
A taxpayer is allowed to contribute as much as he likes into a personal pension 
however there are limits on the amount which qualifies for tax relief, and the 
annual and lifetime allowance must also be considered. The moment the 
pension is paid out the amount saved should be within the lifetime allowance.  
It is not completely valid to say that personal and stakeholder pension schemes 
are third pillar pension schemes. There is or at least can be a relation with the 
employer and therefore those pension schemes are somewhere between pillars 
two and three. For example, it is possible that an employer’s occupational 
pension scheme is converted to an employer’s personal pension scheme. 
Moreover an employer can make contributions to a personal pension scheme 
(but this is not obligatory). On the other hand, it is possible to join a personal 
pension scheme although a taxpayer is not an employee.  
It is not necessary to have earnings to join a personal pension scheme and 
anyone resident in the UK can enter. Non-taxpayers can still benefit from 
basic rate tax relief (20%) on the first €3,600. This means that if the participant 
puts in €3,600 the government will top up this contribution to make it 
€4,500. There is no tax relief above this amount. 
Employees, although they already have an occupational pension scheme, may 
enter into personal pension schemes under certain conditions. 
Providers of personal pensions (banks, insurance companies, investment 
organisations, but also some retailers like supermarkets) supply the taxpayer 
with a yearly forecast. Since 2010 the earliest age a taxpayer can take his 
personal pension is 55. Before 6th April 2011 he had to take the personal 
pension at the age of 75. The requirement to annuitize by the age of 75 has 
been abolished. This means that it is also possible to invest pension savings in 

                                                                 
383 COM 2006 (62) final, p. 257.  
384 Most information in this paragraph is obtained from www.direct.gov.uk. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

115 

an income drawdown arrangement with no upper age limit. The maximum 
withdrawal is 100 per cent of what can be received from an equivalent annuity 
(“capped drawdown”). Also “flexible drawdown” is possible. This means that 
unlimited drawdowns are allowed if the taxpayer can show that he already has 
a guaranteed lifelong income of at least €25,000 (2011).385  
25 per cent of the value of the fund can be taken up as a tax-free lump sum. 
The rest of the value can be taken as a taxable annuity.386 Income drawdowns 
are possible. When the taxpayer chooses income drawdown, this means that 
he receives benefits every year. The UK has the so-called Open Market 
Option, meaning that annuities or income drawdowns can be taken at any 
provider. 
As long as no benefits are being paid, a taxpayer might be entitled to transfer 
the value of different schemes to other schemes. For example it is possible to 
transfer a value for personal pension schemes to occupational pension schemes 
and vice versa. There may be restrictions. Also international transfer values are 
possible (see par. 5.2.3). 
In the following paragraphs the different types of personal pensions are 
described. 
 
4.2.5.1 Stakeholder Pension Schemes 
 
The Welfare Reform and Pensions Act 1999 as well as the Finance Act 2000 
introduced a framework for a stakeholder pension plan from 6th April 2001.387 
Stakeholder pensions are intended to provide a simple, secure, flexible and 
value-for-money funded second pension to those people who currently have 
no occupational pension arrangement. The intention was to ensure economies 
of scale in administration and fund management, and therefore lower costs. 
Stakeholder pensions must meet several requirements by law. These include 
limits on costs (management charges, yearly charges, and certain other costs: 
1.5 per cent for the first 10 years and 1 per cent a year thereafter (2012/2013)) 
and the way the assets of the scheme are invested.388 Penalties when 
terminating contributions or transferring to another scheme are not allowed. 
Also small contributions (minimum €24) are accepted. 
Besides this choice for people who have no access to an occupational pension, 
the appeal of the stakeholder pension is easy accessibility, particularly through 
the workplace (therefore one might consider a stakeholder pension as a kind of 

                                                                 
385 Pensions Policy Institute 2011. 
386 Personal tax allowance (2011/2012): under the age of 65 €9,300, 65 or over €12,400 
and age 75 or over €12,500. 
387 The Stakeholder Pension Regulations 2000, Statutory Instruments, 2000 No 1403, 
Pensions, 24th May 2000. 
388 This is lifestyling, meaning that the closer one gets to the retirement age, the pension 
fund will be switched to less risky investments gradually. The participant may choose 
otherwise. Par. 10A, Stakeholder Pension Schemes, Regulations 2000 SI 2000/1403. 



THE PENSION SYSTEM IN THE FOUR COUNTRIES 

116 

occupational pension) and finally the potential for new partnerships between 
financial services companies (stakeholders, providers) and others such as trade 
unions.  
Since October 2001 most employers are obliged to offer a stakeholder pension 
that an employee can (but is not obliged to) join. It is also possible for the 
employer to arrange another kind of pension. It is not necessary that an 
employer also contributes to a stakeholder pension. Besides that an employer 
may be exempt. This is especially so, if he has fewer than five employees. 
The employee may, however, also hold another stakeholder pension instead of 
the stakeholder pension offered by the employer. Furthermore employers do 
not have to provide their employees with access to a stakeholder pension if the 
employee earns below the so-called lower earnings limit of €7,000 per annum 
(2012/2013). These stakeholder pensions were regarded to be a first step to 
extending access to private pensions.389 
Contributions to stakeholder pensions are stimulated by tax relief. The 
maximum amount that qualifies for tax relief is €4,500 (2012/2013) or 100 per 
cent of earnings, whichever is greater. Also the annual allowance limits the 
maximum annual tax relief. Investment returns are tax-free and the benefits 
are taxable. The participant is allowed to receive a quarter of his accrued 
amount as a tax-free lump sum at retirement.390  
 
4.2.5.2 Self-invested personal pension 
 
A Self Invested Personal Pension (SIPP) is a type of personal pension plan. 
The rules for tax relief are the same as described above. The main character of 
SIPP is that participants have more investment options.  
People can manage their own fund in SIPPs. SIPPs deliver flexibility and 
control for a taxpayer, but on the other hand management charges can be 
fairly high.  
 
4.2.5.3 Group Personal Pension/Group stakeholder pension scheme/Group SIPPs 
 
The Group Stakeholder Pension Scheme, Group Personal Pension Plan and 
the Group SIPPs are collections of stakeholder pension schemes, personal 
pension plans and SIPPs provided by an employer for its employees. 
In most situations the charges in group schemes are somewhat lower than in 
individual plans.  
Employers who do not run an occupational pension scheme may arrange a 
GPP, Group Stakeholder Pension Scheme or Group SIPP. Although the 
employer arranges this kind of pension it is not the same as an occupational 

                                                                 
389 White Paper 2006a, p.18. 
390 EBRM 2012. 
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pension. The legislation on occupational pensions is different. The legal 
contract of a personal pension is between the provider and the individual. 
Employers with more than five employees have to provide their employees 
with access to a stakeholder pension, but if the employer contributes at least 3 
per cent to a GPP, he is not obliged to provide this access to a stakeholder 
pension scheme.  
 
4.2.5.4 Income drawdown and annuities 
 
Participants of personal pension plans can choose to make use of income 
drawdowns or annuities.  
With an income drawdown a taxpayer obtains an income, but the remainder 
stays in the fund. The taxpayer may benefit from the possible growth of the 
fund whilst earning an income. New rules were laid down in April 2011:391  

- No minimum amount has to be drawn, irrespective of age; 
- The maximum amount that can be withdrawn is 100 per cent of the 

single life annuity that somebody of the same sex and age could buy; 
- The maximum income will generally be reviewed every three years; 
- Tax-free lump sums may be taken after the age of 75. 

The alternative is to buy a lifetime annuity. With a lifetime annuity the 
pension scheme member receives a lifelong income from an insurance 
company. The amount can remain the same or may be increased annually. An 
impaired life annuity is the same as a lifetime annuity, but it pays out a higher 
amount because of the medical situation (that leads to reduced life expectancy) 
of the participant. Participants qualifying for enhanced annuities are regular 
smokers or people who are overweight. It is also available for people who 
have been working in hazardous occupations (e.g. mining). These annuities 
will be (considerably) higher because of the limited life expectancy.  
 
4.2.6 How do the three pillars influence each other? 
 
As the former paragraphs show, there is a close connection between the three 
pillars. The tax limits of occupational and personal pensions are within one 
type of legislation, the annual and lifetime allowance. Actually one might say 
that there is no clear-cut difference between occupational and personal 
pensions in the UK.  
 
  

                                                                 
391 The Pensions Advisory Service, Spotlight, ‘Income Drawdown’, May 2013, 
<www.pensionsadvisoryservice.org.uk> assessed 15 September 2013. 



THE PENSION SYSTEM IN THE FOUR COUNTRIES 

118 

4.2.7 National Strategy Report 
 
In line with the other Member States, the UK also issued a National Strategy 
Report in 2005.392 The policy of the UK consists of several objectives.393 First 
of all, one objective is a guarantee of a decent minimum income in retirement. 
The introduction of the Pension Credit and the S2P are to tackle this 
objective. 
Furthermore, transparency is important. The UK government consulted 
employers and employees, how to provide tailored information. One of the 
objectives for this purpose is a web-based retirement planner. 
Simplicity is also very important. The UK government believes that 
individuals should be empowered to make their own decisions about their 
retirement. For both simplicity and individual responsibility, this Strategy 
Report refers to the Finance Act 2004, which introduces a single regime for 
tax-privileged pension savings. This new system offers tax payers generous tax 
incentives for retirement purposes. Additionally, the introduction of 
stakeholder pensions has ensured value-for-money, according to the UK 
government. 
In order to obtain better pensions the UK government also believes in the 
essential role of employers.  Automatic enrolment was introduced in 2012. 
Also the UK government believes in a significant contribution of the 
employer into its employees’ pension scheme. 
Some measures are taken with respect to security of pensions (Pension 
Protection Fund) and opportunities were created for extended working lives. 
In this report the UK government also refers to establishing the Pensions 
Commission in 2002. The UK government states that the UK State Pension is 
fully exportable worldwide. Furthermore they state that the UK has fully 
implemented the Supplementary Pensions Directive 98/49/EC. So when 
employees move within the EU their pensions are safeguarded. 
In the 2012 National Social Report adequate and sustainable pensions are 
touched upon. Like other countries, the UK is facing the challenge of an 
ageing society. Therefore, in line with the former National Strategy Report, 
greater pension saving through the workplace is stimulated. Also personal 
responsibility will be encouraged through a modernised and reformed State 
Pension.394  
  

                                                                 
392 National Strategy Report UK 2005. 
393 National Strategy Report UK 2005, pp. 5-15. 
394 National Social Report 2012, p. 5.  
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4.2.8 Developments 
 
The UK Government is planning to reform the State Pension into a flat-rate 
single tier pension instead of the means-tested State Pension. The idea is that 
this will make the system simpler.  
This reform will replace the S2P and end the option to contract out. 35 
qualifying years of NICs will be required. Those with fewer years will receive 
a proportionally smaller pension. The new pension will be based on individual 
qualifications. It will allow people to defer claiming the State Pension and 
obtain a higher pension. 395 The reformed State Pension will be implemented 
in April 2016.  
Furthermore the UK is considering a structural review of public-sector 
pensions in order to keep them sustainable. In the Hutton report 27 
recommendations are made with respect to this topic. 396 A shift to career-
average schemes (instead of final pay) is proposed. Furthermore flexible 
retirement is proposed and also a linking the State Pension age with the 
‘normal pension age’ of the public sector pension scheme. The 
recommendations are backed by the UK government. 
In the Public Service Pensions Bill of 2013 the UK government introduces the 
aforementioned recommendations. Also in this Bill the pension age is 
increased and linked to increased longevity. 
In 2012 the DWP set out its proposals for the design of a defined ambition 
system with respect to occupational pensions. The idea is that people saving 
privately for their retirement have to do this in high quality schemes that meet 
their needs. This would increase confidence in the pension system.397 The lack 
of certainty in DC pension schemes has to be tackled. In a defined ambition 
scheme risks (longevity, investment) are shared. In DC schemes scheme 
members bear all the risks and since the number of DC schemes will probably 
increase because of automatic enrolment, different shapes of pension such as 
Defined Ambition have to be reviewed.398 A Defined Ambition Industry 
Working Group was set up in 2012.399 
 
4.2.9 Conclusions 
 
Some general conclusions can be drawn. Similar to other countries, the basis 
for UK pensions is formed by a pay-as-you-go public pension (Basic State 
Pension and S2P). However, it is a rather low basic pension. The pension gap 
in the UK is one of the largest in the OECD. Since the UK is also facing the 

                                                                 
395 The single-tier pension 2013 pp. 6-9. 
396 Independent Public Service Pensions Commission 2011. 
397 Department for Work and Pensions 2012, pp. 2-5 and p. 29. 
398 Government Response 2013, p. 13. 
399 Government Response 2013, p. 14. 
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ageing challenge measures are being taken to improve the pensions of UK 
citizens.  
 

- The UK is of the opinion that the employer should play an important 
and central role in this process. 

- The pension age is rising gradually. The age at which a State Pension 
can be claimed is set to increase in line with increases in life 
expectancy. 

- A shift from DB towards DC took place with respect to occupational 
pensions (pay-as-you-earn). The reason for this shift is greater 
certainty regarding costs and risks for employers when having a DC 
pension. But with this shift risks are transferred from the employer to 
the individual.  

- The UK allows a tax-free lump sum of 25 per cent of the fund at the 
moment an employee retires. 

- Because the pension gap is one of the largest within the OECD, the 
UK wants to increase the number of participants in personal pension 
schemes. Therefore the UK has introduced a system of automatic 
enrolment to ensure that people will obtain a good pension. 
Employers have to contribute to these pensions and also some tax 
relief is given. Employees have the choice of opting out. This is an 
interesting development since occupational pensions were completely 
voluntary until the introduction of automatic enrolment. 

- There is no clear difference between occupational and personal 
pensions. Personal pensions can be obtained through the workplace, 
but that is not essential. Occupational and personal pensions are 
closely linked and both use the annual and lifetime allowance. These 
allowances limit the annual contributions but also the total 
contributions plus the increase of value of a participant.  

 
4.3 Germany 
 
From 2002 the legislation on retirement provisions in Germany has gradually 
changed. In a few years’ time provisions like the “Riester-Rente” (2002; 
renewed in 2005) and “Basisrente” (2005) were introduced. Gradually an 
increasing shift is taking place from public pensions towards the occupational 
and personal pensions. The reason for these changes is due to the ageing 
society. In this paragraph the main characteristics of the three-pillar system of 
Germany are described. 
 
4.3.1 Introduction 
 
The figure below represents Germany’s three-pillar system. The following 
paragraphs will explain the different provisions in greater depth.  
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* The Basisrente also could be placed in pillar 3. 
 

Figure 6: The three pillars of retirement provisions in Germany 

 
 
4.3.2 History 
 
The German retirement system has a long history. Although some old age 
provisions were put in place between 1794 and 1854, the first old age 
provision was introduced by Bismarck in 1889. At first this was not a pay-as-
you-go system, but instead contributions were funded. Some decades later 
these funds became practically worthless, because of the 1923 inflation and the 
Post-War monetary reform (1948).400 
 
After World War II initial steps were taken to form a pay-as-you-go system. 
The basic idea behind this change of legislation was the Schreiber-Model.401 
The 1957 reform is the basis for the Gesetzliche Rentenversicherung. This 
Gesetzliche Rentenversicherung is a pay-as-you-go system and therefore the 
basic assumption is a (non-written) contract between generations. One of the 
main goals of these provisions is for people to maintain their standard of living 
after their active period. Furthermore it was intended to prevent poverty in 

                                                                 
400 Tepper 2003, pp. 16-17. 
401 Schreiber 1955. 
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old age and finally it arranges that also the elderly take part in the development 
of the general standard of living.402 In this reform benefits were indexed and it 
was compulsory for more employees to be insured. Furthermore, benefits 
were increased by nearly 70 per cent and the individual and lifetime earnings 
in relation to average earnings determined the initial benefit level. The result 
of this reform was that a full occupational career provided life earnings of 
approximately 70 per cent.403 The 1957 reform was a kind of beginning of a 
one-pillar approach. A huge disadvantage of this approach was the fact that it 
hindered occupational pensions and private pensions from prospering.  
In the years 1965, 1967 and 1969 some minor changes were made to the 
system, but the 1972 reform brought some significant changes. This expansive 
reform offered self-employed workers the opportunity to opt in on extremely 
favourable terms.404 Also housewives could be insured within the 
Rentenversicherung. Finally, flexible retirement was introduced too. 
In 1974 the German Pension Law was established. Only DB-plans were 
possible. In 1999 legislation for hybrid plans (kind of DC) was introduced. 
In the 1980s several reforms took place, but actually the demographic, social 
and economic developments urged for specific measures. Times were 
changing, but economic decay was probably the reason for the fact that the 
German legislator did not change the system as it should have. Already in 
those years there were ideas of more responsibility for the citizens in that way 
that people also should arrange old age provisions for themselves.405 The 1992 
reform (Rentenreformgesetz) was a first attempt to cope with the 
demographic situation. Amongst others partial pension became possible. The 
legislator decided that the pensionable age should be raised from 63 to 65 for 
men, and 60 to 65 for women. Still it is possible to retire earlier, but the old 
age pension will be lower.  
The biggest problems of the Gesetzliche Rentenversicherung are the increasing 
claims and expectations of the citizens. Because of this, the contributions were 
increased from 14 per cent in 1965 to 19.5 per cent in 2003.  
The 1999 reform (Rentenreformgesetz 1999) introduced a demographic 
factor. The result of this factor is that the pension level (from 2001-2017) will 
gradually be decreased from 70 per cent to 64 per cent for 65-years-old 
citizen. The motivation for this decrease is the fact that life expectancy of 
people has increased.  
Furthermore the cap income (Beitragsbemessungsgrenze) was raised. At the 
moment that the contributions of the taxpayers are no longer sufficient to pay 
benefits, additional accruals are obtained by tax-income. For example in 2001 
€73 billion tax-income was necessary.406 In 2003 about 25% of the benefits of 

                                                                 
402 Tepper 2003,  p. 41ff. 
403 Hinrichs 2004, p. 17. 
404 Hinrichs 2004, p. 18. 
405 Tepper 2003, p. 37. 
406 Tepper 2003, p. 43. 
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the Gesetzliche Rentenversicherung had to be paid out of tax revenues.407At 
the beginning of this century the boundaries of the finance-capacity were 
reached. 
 
The actual problems the Gesetzliche Rentenversicherung is facing are: 

- The payment-period of the benefits increased dramatically. 
- Younger generations start working later. 
- Fewer children are born. 
- People retire too early. 
- There was relatively high unemployment.408 

 
The 2001 reform409 introduced a considerable change is the system of 
retirement provisions in Germany. Of course in the meantime the traditional 
pay-as-you-go system is very important, but this reform introduced the 
beginning of funding. It became clear that the state could no longer provide 
every citizen with a full pension. More responsibility lay with the citizens 
themselves.410  
The second pillar consists of the so-called betriebliche Altersversorgung (bAV). 
Not before 1974 specific legislation was created with the Gesetz zur 
Verbesserung der betrieblichen Altersversorgung (Betriebsrentengesetz/BetrAVG). This 
is not a pay-as-you-go system, but a system of funding. The consequence of 
this system is that employees are entitled to specific, personal rights that are 
guaranteed (after fulfilling specific demands), whereas first pillar provisions are 
not explicitly certain. A reason for companies/employers to offer an 
occupational pension arrangement might be to enhance their attractiveness to 
employees. 
In the reform of 2001 specific measures were introduced in order to make the 
bAV more attractive. First of all employees could obtain the right to demand 
an arrangement for a funded retirement at an insurance company (so-called 
deferred compensation).411 Furthermore there was no longer a vesting period 
for accrued rights for these retirement provisions. Other traditional vesting 

                                                                 
407 Maurer 2003, p. 7. 
408 Tepper 2003, pp. 116-117. 
409 Reformen der gesetzlichen Rentenversicherung (RRG 2001) und zur Förderung eines 
kapitalgedeckten Altersvorsorgevermögens (Altersvermögensgesetz/AVmG mit dem 
Altersvermögensergänzungsgesetz/AVmEG). 
410 For a more extensive description see Tepper 2003, p. 133ff. 
411 Par. 1a BetrAVG: Der Arbeitnehmer kann vom Arbeitgeber verlangen, dass von seinen künftigen 
Entgeltansprüchen bis zu 4 vom Hundert der jeweiligen Beitragsbemessungsgrenze in der allgemeinen 
Rentenversicherung durch Entgeltumwandlung für seine betriebliche Altersversorgung verwendet 
werden. Die Durchführung des Anspruchs des Arbeitnehmers wird durch Vereinbarung geregelt. Ist der 
Arbeitgeber zu einer Durchführung über einen Pensionsfonds oder eine Pensionskasse bereit, ist die 
betriebliche Altersversorgung dort durchzuführen; andernfalls kann der Arbeitnehmer verlangen, dass 
der Arbeitgeber für ihn eine Direktversicherung abschließt (…). 
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periods from ten years were lowered to five years. Finally, Pension funds were 
introduced. 
In 2005 the Alterseinkünftegesetz was introduced. The German legislator 
again made fundamental changes in the Gesetzliche Rentenversicherung and 
introduced more facilities for taxpayers to arrange personal pensions. The 
public pension would increasingly become a basic pension and additional 
pensions would have to be arranged in occupational or personal pensions. 
 
4.3.3 Public pensions: Gesetzliche Rentenversicherung 
 
The normal retirement age of 65 applies to both men and women. In certain 
circumstances it is possible to retire at an earlier age without reduction of the 
benefits. On the other hand it is also possible to defer the moment of 
retirement after the age of 65. The pension age of taxpayers born after 1963 is 
increased gradually to 67 in 2029. Every year the pension age is increased by 
one month and later with two months a year. This results in the fact that 
taxpayers born in 1958 will have a pension age of 66 and taxpayers born in 
1963 or later will have a pension age of 67.412 
It is important to understand the fact that the amount of retirement pension is 
calculated with a specific formula.413 From this formula it becomes clear that 
the first pillar provision is labour income related. People who never received 
an income from labour have no right to a first pillar provision (unlike in the 
Netherlands and the UK for example).414 In this formula the entrance-factor is 
1 if the pensioner retires at the age of 65. The moment he retires earlier the 
entrance-factor is less and subsequently higher when retiring after 65. This 
method gives people a stimulant to work longer. Gradually the pension age of 
65 increases to 67. 
In 2013 the so-called contribution ceiling was €69,600 (€58,800 for the 
Bundesländer in the former German Democratic Republic). Up to this ceiling 
the contribution from both employer and employee is 9.45 per cent (2013) 
and maximized by the mentioned contribution ceiling. The employer 
contributions are tax-deductible business expenses and the employee 
contributions are partially deductible. The benefits are taxable. The amount 
taxable depends on the year of the first pension payment (see par. 4.3.5.2). 

                                                                 
412 There are some exceptions, but these will not be dealt with. 
413 This formula is: Entrancefactor (Zugangsfaktor) x Salarypoints (Entgeltpunkte) x Actual 
Interest (Aktueller Rentenwert) x Factor for type of benefit (Rentenartfaktor). Without 
going into detail, the result of this formula is that one gets a (first pillar) pension that is 
dependent from the age of retirement and one’s income in the former years. For each 
month a taxpayer retires earlier, this leads to a reduction of 0.3 per cent. In case a taxpayer 
chooses to retire later, every month retiring later leads to an increase of 0.5 per cent. See 
also Sect. 22, 1 EStG. 
414 There are some exceptions that will not be dealt with here. 
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Similar to the other three other countries this State Pension is a basis for the 
total retirement income or future provision. However it must be clear that the 
first pillar provisions in Germany compared with the provisions in the 
Netherlands and the UK (without State Second Pension) are (or better: were) 
much more important.415 Also after the cutbacks still the first pillar is the most 
important one in Germany. Approximately 80 per cent of the old age 
provisions relates to the first pillar and 15 per cent to pillar three. Only 5 per 
cent therefore comes from pillar 2.416 Most workers receive virtually all of 
their retirement income from this public retirement insurance.417 Gradually the 
importance of occupational pensions is increasing because of the 2002-
reform.418 On average the retirement benefits were about 54% of the average 
gross income in 2006, but will fall to 43% from 2030.419 This is just an 
average; the higher the final salary, the lower (in percentages) the State 
Pension will be. 
Germany however, due to the ageing problem, changed the legislation on first 
pillar provisions (Gesetzliche Rentenversicherung). The idea is to shift more 
away from the pay-as-you-go system. This means that gradually the level of 
the first pillar income is decreased. More and more the German authorities 
hand over the responsibility for building up a proper old-age provision to the 
individual (see par. 4.3.5 on personal pensions).  
As from 2002 the Gesetzliche Rentenversicherung has decreased.420 Before that 
moment approximately 70 per cent of the average income was the benefit from 
the first pillar. After this change of law this percentage is about 67 per cent.  
There were three goals with this change: 

1. The total contribution for the public pension system may not be 
increased. 

2. The stability of the level of the pensions should be guaranteed in the 
long term. 

3. The restrictions in the first pillar are to be compensated with 
possibilities in the second and third pillar.421 

Because of the reduction of the first pillar and the possibility to close that gap 
by occupational or personal pensions, it is no wonder that art. 10a EStG 
mentions that especially people having a right to the Gesetzliche 
Rentenversicherung are entitled to establish occupational or personal pensions. 

                                                                 
415 In 2011 43 per cent of men and 10 per cent of women received an occupational pension 
(in the former DDR this was only 4 per cent of the men and 1 per cent of the women). See 
ASID 2011, Tabellen 3-2a and 3.2b, pp. 36-37. 
416 ‘Die betriebliche Altersversorgung‘, Versicherungen klipp+ klar, Berlin, February 2005. 
417 Börsch-Supan and Wilke 2004, p. 1. 
418 ‘Die betriebliche Altersversorgung‘, ZUKUNFT klipp+ klar, Berlin, August 2012, p. 5. 
419 Stiefermann and Schmid 2006. 
420 Altersvermögensgesetz 2001. 
421 Börsch-Supan and Wilke 2004, p. 29. Also see National strategy report Germany 2005, 
p. 9 ff. 
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However people are not obliged to arrange occupational or personal 
provisions. 
 
4.3.4 Occupational pensions 
 
Like most of the EU Member States, also Germany has a financing problem 
with public pensions. These pensions are based on the pay-as-you-go system 
and taking the demographic development into account, it will be difficult, 
even impossible to uphold the level of benefits in the near future. Solidarity is 
one of the fine and underlying ideas with respect to this system, but it is 
questionable whether there are limits to solidarity. The contributions will have 
to be increased substantially in order to be able to pay out the benefits of the 
pensioners.  
For that matter some changes have been made. One of the results is that 
occupational pensions and personal pensions grow increasingly important since 
the level of the public pension is decreasing. As shown in the paragraph 
before, the importance of occupational pensions was rather low in Germany. 
Because of the 2001 pension reform the importance increased in the last 
couple of years.422 
The 2001 pension reform gives employees the right to claim a pension up to a 
contribution of 4 per cent of the social contribution ceiling (2013: €2,784). 
This means that an employer does not have the choice to grant an employee 
pension rights anymore. If an employee wants to use the so-called 4 per cent 
deferred compensation plan, an employer has to cooperate.423 The pension 
rights that correspond with this remuneration conversion are vested 
immediately.424 
It is possible to establish this pension right in one of the five vehicles described 
in the following paragraphs. Another measure taken is the fact that vesting 
periods for employer-financed pensions were decreased. Other aspects of this 
reform are discussed in the following paragraphs.425 
In Germany, similar to other countries, the number of DB-schemes decreased 
and the number of DC-schemes increased.426 
Traditionally Germany has DB-schemes (Leistungszusage and beitragsorientierte 
Leistungszusage). New as from 2001 is the DC-scheme (Beitragszusage mit 
Mindestleistung).  

                                                                 
422 2001 42 % of the employees had a second pillar pension. 2004 this was 46 per cent. 
TNS Infratest Sozialforschung 2005, p. 32, 34, 38, München. 
423  The so called Anspruch auf Entgeltumwandlung. Par. 3 (63) EStG. This in fact led to 
an increase in participants in occupational pensions. In 2001 only 38 per cent of the 
employees in the private sector joined an occupational pension plan, but in 2007 this was 
51%. See TNS Infratest Sozialforschung 2005. 
424 National Strategy Report Germany 2005, p. 17. 
425 See Die betriebliche Altersversorgung  2012. 
426 Delta Lloyd 2012. 
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 Defined Contribution Hybrid plans 

Legal definition DC with guaranteed minimum 
benefits (art. 1, sec. 2, no 2 
BetrAVG) 

DC with promised benefits (art. 
1, sec. 2, no 1 BetrAVG) 

Financing Pension fund 
(Pensionsfonds/Pensionskasse) 
direct insurance 

Book reserve method, support 
fund, pension fund, direct 
insurance 

Tax allowance 
contributions 

Pensionsfonds/Pensionskasse, 
direct insurance: 4% of Social 
Security Ceiling per annum plus 
€1,800 per annum 

Pensionsfonds/Pensionskasse, 
direct insurance: 4% of Social 
Security Ceiling per annum plus 
€1,800 per annum. 
Book reserve method, support 
fund: no contribution limit 

 
Table 5: Main features of German-type defined contribution and hybrid plans427 

 
 
The increase of the public pension age to 67 in 2029 also has its effects on 
occupational pensions. In general occupational pensions probably will be 
changed and linked to the pension age of public pensions. 
 
4.3.4.1 Book reserves (Pensionszusage/Direktzusage) 
 
With respect to the system of book reserves the tax reform did not change 
much. The book reserve system is the most common system of occupational 
pensions in Germany. Over 50 per cent of the occupational pensions are book 
reserves. There are some strict rules that have to be met in order get a legally 
facilitated book reserve. 
In this system the employer grants the employee pension rights. For this the 
employer creates a - tax deductible - book reserve.428 In most situations the 
level of the old age retirement pension and/or widow’s pension depends on 
the salary and the number of years of employment of the employee.429 
Formally there is no state protection for the employees, but the moment a 
company would go bankrupt the pension rights are protected. In that case the 
Pensions-Sicherungs-Verein (Pension Insurance Association) will take over the 
obligations of the employer. Employers have to make contributions to this 

                                                                 
427 Hausner and Heine 2004. 
428 The book reserve is influenced by IFRS-rules, but this is not dealt with. 
429 There are different systems. In most situations it is a so-called beitragsorientiertes System. A 
specific amount per year of a specific percentage per year is built up in those situations. 
Another system is the Gesamtversorgungssystem. In practice the Gesamtversorgungssystem 
becomes rarer. 
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Pensions-Sicherungs-Verein.430 Nevertheless the book reserve system is not 
without risks for a company. Especially when an employee dies young or turns 
invalid, the financial burden can be enormous. Because of these financial risks 
and also because of the rather high management costs, the book reserve system 
in general is not suitable for smaller companies. Companies using book 
reserves might reinsure the pension scheme with an independent insurance 
company. In case the insured risk occurs, the insurance company will pay the 
insured amount to the employer. This employer in that case has the means to 
pay out the pensions due. 
In general the employer will pay the contributions. This contribution is tax-
deductible at the level of the company. It is also possible that an employee 
pays a part of the contribution. This could be the 4 per cent contribution 
mentioned is the paragraph above. Benefits are fully taxable, except for an 
annual allowance of 27.2 per cent, not exceeding €2,040 per annum (2013, 
decreasing to €0 in 2040). Lump sum benefits may be spread over five years 
for taxation. 
This system leads to a kind of salary deferral that leads to the effect, that that 
part of the salary remains tax-free now and will be taxed in future.431 
Because of the international accounting standards or the US GAAP-rules 
numerous companies switch from book reserves to externally financed 
methods.432 
 
4.3.4.2 Support funds (Unterstützungskasse) 
 
Like the book reserve system, the 2001 reform did not introduce many new 
concepts to the support funds. This is quite understandable, since one of the 
ideas behind the reform is increasing funding of pensions. Support funds as 
well as book reserves are not in line with that idea.433 
A support fund is a separate legal entity for specific employee benefits, but 
employees have no direct rights on the assets of the support fund.434 A support 
fund might be a fund for a specific company, but it is also possible and usual 
that a group of companies form one support fund. Compared to the other four 
possible vehicles, the support fund is the least popular.  
In general, the pension contributions are paid by the employer. It is possible 
however that the contributions are due by the employer and/or (partly) by the 

                                                                 
430 The only goal of the institution is to insure the risk of insolvency of employers with 
respect to second pillar pensions. Employers have to pay contributions towards this 
institution. 2004 the PSV had over 51,000 companies as members.  
431 Art. 6a EStG. 
432 Blaich 2010. 
433 Klein and Wunsch 2002, p. 217. They state that besides changing from pay-as-you-go 
to funding, the other change is less solidarity and more individual arrangements. 
434 Still the Bundesarbeitsgericht decided in 1972 that an employee, who worked for an 
employer for over twenty years, should obtain his pension-right (BAG 10.03.1972). 
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employee. When an employee has to pay a part of the contribution, the 
employer will take that from the gross income. There are strict limits on what 
the maximum benefits for the employees or spouses may be (see book reserve 
system). Also there are strict rules to what extent the contributions paid by the 
employer are tax-deductible.435 Law does not allow contributions made by 
employees, but the employee can use a tax-deferral system. A part of the salary 
is not taxed at this moment, but goes into the support fund and will be taxed 
at the moment it is paid out.  
Generally the benefits are fully taxable, but similar to the book reserves there 
are some specific rules that lead to a lower tax burden. Benefits are fully 
taxable, except for an annual allowance of 27.2 per cent, not exceeding €2,040 
per annum (2013, decreasing to €0 in 2040). Lump sum benefits may be 
spread over five years for taxation. 
There are no specific rules for the assets of the support fund. It is possible and 
indeed quite usual that the assets of the support fund are loaned back to the 
company that makes the contributions.  
Similar to the book reserve system, the pension rights are protected from 
insolvency of the employer by the Pensions-Sicherungs-Verein. To limit the 
management costs it is possible that smaller companies join in a Group Support 
Fund (Gruppenunterstützungskasse).  
 
4.3.4.3 Direct insurance (Direktversicherung) 
 
Another alternative for occupational pensions is direct insurance. In this case the 
employer takes out a life insurance on behalf of the employee.436 This might be 
one contract per employee, but it also possible to arrange a group contract.  
The tax treatment of the direct insurance, Pensionskasse and retirement funds 
is almost the same as from the tax reform of 1st January 2005. Contributions 
made by the employer are tax-free for the employee.437  But there are limits. 
Briefly this is €2,784 in 2013. Another €1,800 is tax-free when the employer 
established a provision from 31st December 2004. 
German insurers guarantee a minimum return to the insured. This percentage 
is maximized to 1.75 per cent. This percentage is decreased from 2.25 per cent 
to 1.75 per cent in 2012, because that is the average yield of public sector 
bonds.438 The 1.75 per cent is the guarantee and most insurers give additional 
interest to participants (from surpluses). 
In order to get a thorough retirement provision the German legislator orders 
that the benefits in future must lead to a lifelong annuity. A lump sum up to 
30 per cent is possible at the moment it starts paying out. There is a 
proportional tax allowance for taxpayers starting at the age of 65 that will be 

                                                                 
435 Art. 4d EstG. 
436 Art. 4b EstG. 
437 Art. 3 (63) EStG. 
438 EBRM 2013, Germany.  
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eliminated gradually until 2040. For taxpayers reaching the age of 65 in 2013 
this is 27.2 per cent of the income, not exceeding €1,292.439 
It is also possible to use the so-called Riester-Rente with respect to the direct 
insurance.440 An employee can order his employer to make sure that the 
contribution the employee makes lives up to the rules for the Riester-Rente. 
For the Riester-Rente see par. 4.3.5.3. 
Regarding the direct insurance there is state-control by the Bundesanstalt für 
Finanzdienstleistungs-aufsicht (BaFin). One of the elements with respect to this 
control is the fact that only a maximum of 35 per cent of the assets may be 
invested in stocks. Direct insurance especially is suitable for smaller companies.  
 
4.3.4.4 Pensionskasse 
 
A Pensionskasse is a separate and independent legal entity in most situations 
established by a particular company or particular companies. Therefore only 
employees of those firms can be members. 
Because of new legislation in 2001, Pensionskassen has grown more interesting. 
Although up until a couple of years ago there were not many of them, now 
mainly insurance companies are busy establishing new ones. At this moment it 
is the second most important way of arranging occupational pensions. The 
employee has direct rights in case of Pensionskassen. Also in this situation both 
employers and employees can contribute to the pension plan. 
Also a Pensionskasse is controlled by the BaFin (see Direct insurance). The tax 
treatment of Pensionskassen is similar to the direct insurance.  
 
4.3.4.5 Pension fund (Pensionsfonds) 
 
The pension funds are introduced in 2002 and quite comparable with pension 
funds in other countries. The pension funds are separate legal entities and 
employees have a direct claim on the benefits of the fund. Like Pensionskassen 
the members of the pension funds are the employees of one or more specific 
employer(s).  
The major difference with Pensionskassen is that the rules on the investments of 
assets for pension funds are not as strict as they are for Pensionskassen. It gives 
employers and employees more flexibility. This is the main idea behind the 
introduction of those funds.441 
The tax advantages of these retirement funds are comparable with the 
Pensionskassen and direct insurance. Note that it is not possible to apply the 4 
per cent rule both in the Pension fund and the Pensionskassen. The benefits are 

                                                                 
439 EBRM 2013, Germany, p. 15. 
440 Art. 10a and 79 ff. EStG. 
441 Klein and Wunsch 2002, p. 216. 
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also fully taxable.442 Similar to direct insurance there is a proportional tax 
allowance for taxpayers starting at the age of 65 that will be eliminated 
gradually until 2040. For taxpayers reaching the age of 65 in 2013 this is 27.2 
per cent of the income, not exceeding €1,292.443 
 
 2001 2003 2005 2007 2009 2011 

* 1,000,000 

Direktzusagen and 
Unterstützungskassen 

3.86 4.05 4.72 4.54 4.50 4.68 

Direktversicherungen 4.21 4.16 4.08 4.18 4.34 4.72 

Pensionfonds  0.09 0.12 0.32 0.34 0.38 

Pensionskassen 1.39 3.24 4.08 4.45 4.51 4.63 

Total 9.46 11.54 13 13.49 13.69 14.41 
 
Table 6 Development of participants of occupational pensions in Germany444 

 
 
 
 

 Tax treatment 
of 
Contributions 

  

  Social security  Tax 
treatment at 
the employee 
level 

System Income tax Employer 
contribution 

4% facility  
Benefits fully 
taxable as 
‘dependant 
personal 
services’ 
according par. 
19 (1) EStG 

Book reserve Tax-free 
(par. 11 
EStG) 

 
Tax-free 
 

 
Tax-free up 
to 4% of cap 
of €69,600 
(par. 14, 1, 2 
SGB IV) 

Support fund Tax-free 
(par. 11 
EStG) 

Direct 
insurance 
 
 
 
Pensionskasse 
 
 
 
 
Pension fund 

Tax-free up 
to 4% of cap 
of €69,600 
(2013) and 
possible 
€1,800 extra 

Free of contribution up to 4% of 
cap of €69,600 (2013) (par. 1, 1, 
no 9 SvEV) 
 

Benefits fully 
taxable as 
‘other income’ 
according par. 
22 (5) EStG 

Riester-
Rente 
possible (par. 
10a EStG and 
79ff EStG) 

 
Contributions have to be paid 
 

 

Figure 7: Tax treatment and treatment of social securities445 

                                                                 
442 Also see art. 4e EStG. 
443 EBRM 2013, Germany, p. 15. 
444 Alterssicherungsbericht 2012, p. 136. 
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4.3.4.6 General 
 
As from 01.01.2005 the vesting period for occupational pensions has been 
decreased. An employee will uphold the granted rights when he leaves an 
employer and is over the age of 30 and he already held this provision for a 
period of at least five years.446 As from 2009 the age is even lowered to 25 for 
new employees. 
In some situations the employee has the right to take the built up reserve from 
one employer to another (transfer-right).447 
In general the benefits from occupational pensions will be paid out from the 
age of 65. It is possible however to commence the benefits earlier, but only 
when also first pillar benefits will be paid out at the same time.448 Of course 
this will mean that the benefits will decrease in most cases.  
It totally depends on the circumstances which of the five systems is to be 
preferred.449  An employer will choose the system. If no choice is made and no 
system is accomplished an employee always has the option to use the 4%-rule 
in order to make some arrangements. 
 
4.3.5 Personal pensions 
 
Also in Germany a taxpayer has possibilities to make retirement provisions in 
private. As discussed before, because of the demographic changes the first pillar 
provisions were altered by the legislator. On the one hand people will live 
longer and on the other hand the proportion of pensioners to employees will 
be totally different in the nearby future.450 This is a well-known problem that 
goes for almost all Members States of the European Union. In order to avoid 
financial problems the German government introduced changes in the first 
pillar. 
The first pillar pension for a ‘standard’ pensioner will be lowered from 70 per 
cent to 67 per cent of the average net-income. A standard pensioner is 
someone who paid for the first pillar pension for a period of 45 years. In 
practice hardly anyone will pay for 45 years, so in fact the income will be 
substantially lower than the mentioned percentages.451 These changes, or 

                                                                 
445 ‘Die betriebliche Altersversorgung‘, ZUKUNFT klipp+ klar, Berlin, August 2012, p. 
23. Translation by G. Staats.  
446 Art. 1b, par. 1, BetrAVG. Whether or not this is in line with EU legislation and the 
freedom of workers is discussed in par. 5.3. 
447 See Art. 4 BetrAVG. 
448 See Art. 6 BetrAVG. 
449 An overview of the advantages and disadvantages is given in ‘Die betriebliche 
Altersversorgung‘, ZUKUNFT klipp+ klar, Berlin, August 2012, pp. 38-42. 
450 In 2030 there will be as many pensioners as there will be workers. 
451 In that respect periods of unemployment and/or periods of education lead to lower first 
pillar pensions. 
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rather cutbacks, lead to the fact that the government encourages people in 
Germany to take care of retirement provisions by themselves. Those changes 
became concrete as from 01.01.2002.452 Further changes took place as from 
01.01.2005.453 The intention is that the occupational and personal pensions 
will get more emphasis and grow more important. Individual taxpayers have 
to take more initiatives to arrange capital-based retirement provisions.  
One of the changes the German legislator made was the change of the 
reference for indexation with respect to public pensions. In the past the total 
relative increase of the employee’s gross income was relevant. Since 1992 it is 
the increase of the net-income. This increase is expected to be substantially 
lower. 
Like in other countries the legislation on retirement provisions changes on a 
regular basis. The changes in 2005 however are regarded as fundamentally 
different, because (with Pensionfonds and Pensionskasse) it introduces taxation of 
future provisions at the moment the income is received (nachgelagte 
Besteuerung/deferred taxation/EET). These changes are known as the 
‘Rürupförderung’. The result of this change is that contributions paid for 
personal pensions are stimulated in tax law. In par. 10 (3) EStG (ITA) the 
German legislator deals with the tax-deductible amount for retirement 
provisions.  
More on these new developments is described in the next paragraph. 
 
4.3.5.1 The new system 
 
As described in the paragraph above the German legislator introduced new 
legislation as from 01.01.2005, the so-called Alterseinkünftegesetz. In this 
change of law both tax changes and changes with respect to public pensions 
were made. The choice the German authorities made in this respect is that the 
newly introduced provisions must lead to lifelong periodic payments. In that 
way these provisions lead to a secure basis. 
Nevertheless this development means that the responsibility for making 
financial arrangements more and more is shifted towards the individual. The 
State Pension is the base. This choice is risky since pensions are future 
provisions and individuals may be inclined to spend the income now and not 
reserving if for future income. In order to stimulate taxpayers to make 
arrangements the German legislator therefore introduced several tax incentives. 
The new tax system consists of three sections. Section one is the base section. 
First of all this section consists of the public pensions (the Gesetzliche 

                                                                 
452 At this date the “Gesetz zur Reform der gesetzlichen Rentenversicherung und zur Förderung 
eines kapitalgedeckten Altersvorsorgevermögens” was introduced. Amongst others first pillar 
widow’s and widower’s pensions are cut with ‘private’ income and the index on the first 
pillar annual old-age provision is lowered. The first pillar pension will be lowered gradually 
till 2030. On the other hand the contributions for the first pillar provision will still increase! 
453 The ‘Basisrente’ was introduced as from 1st January 2005. 
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Rentenversicherung). A private pension called the “Basisrente” is also 
considered to be part of this section. In section two the occupational pensions 
are to be found. But also the personal pension called the Riester-Rente is a 
section two pension. In section three other financial arrangements are to be 
found. Those arrangements do not necessarily lead to old age provisions and 
the tax treatment is not the same.454  
Because of the Alterseinkünftegesetz the Gesetzliche Rentenversicherung 
gradually will be decreased from 67 per cent to 50 per cent of the final pay. 
With this reform indexations are lowered. Furthermore the first moment a 
taxpayer can obtain benefits is increased to 63 years. The regular pension age 
will be increased to 67 in 2029. The Alterseinkünftegesetz is the start of a full 
EET system in Germany.  
 
4.3.5.2  The Basisrente (Rürup-Rente) 
 
The tax incentives of the Alterseinkünftegesetz lead to the fact that taxation of 
the income from personal provisions takes place at the moment of receiving 
the income, the so-called EET system. In my view, a view shared by the 
European Commission455, this is to be welcomed. The German legislation has 
chosen for a gradual process. From 2005 a new provision, the so-called 
Basisrente, was introduced in the German ITA.456 Eventually up to €20,000 
will be deductible by a single taxpayer (€40,000 for couples). The table below 
shows that the German legislator has chosen for a gradual rise of the 
amount.457 
  

                                                                 
454 ‘Die Neue Rente‘, ZUKUNFT klipp+klar, March 2009, p. 7.  
455 COM(2001) 214, final. 
456 Par. 10 (1), 2b EStG. 
457 Introducing deferred taxation fully immediately was too expensive. 
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Year Percentage deduction Maximum deduction (€) 

2005 60 12,000 
2006 62 12,400 
2007 64 12,800 
2008 66 13,200 
2009 68 13,600 
2010 70 14,000 
2011 72 14,400 
2012 74 14,800 
2013 76 15,200 
2014 78 15,600 
2015 80 16,000 
2016 82 16,400 
2017 84 16,800 
2018 86 17,200 
2019 88 17,600 
2020 90 18,000 
2021 92 18,400 
2022 94 18,800 
2023 96 19,200 
2024 98 19,600 
2025 ff. 100 20.000 
 
Table 7: Consequences of Art. 10(3) EStG458 

 
 
In order to obtain these deductions thorough calculations have to be made.  
With respect to this maximum deduction, other provisions should also be 
taken into account. According to par. 10 (3) EStG, amongst others, the 
employer and employee-contribution of the first pillar provisions459 is to be 
deducted from this amount. Also contributions paid for unemployment 
benefits and/or disability-insurances are relevant in this perspective. 
Furthermore contributions with respect to private life insurance products must 
be considered.460 Although the Basisrente can be concluded by anyone, the 

                                                                 
458 Preiβer and Sieben 2005, p. 29-30. 
459 Par. 3 (62) EStG. 
460 An example (Preiβer and Sieben 2005, pp. 30-31): 
2006 an employee paid €5.000 for a first pillar provision (Gesetzliche Rentenversicherung). 
His employer matched this amount. Furthermore the employee has paid €6,000 for life-
insurance.   
Employee payment  5,000 
Employer payment 5,000 
Life insurance   6,000 + 
Total    16,000 
Deductible (2006) 62%  9.920 
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Basisrente is mainly intended for the self-employed and certain employees who 
are unable to use the Gesetzliche Rentenversicherungen.461 Also from a tax point 
of view it is more attractive to the self-employed.462 
Parallel to this, the German legislator introduced a very complicated system for 
the taxation of benefits. In 2005 50 per cent of benefit was taxable. This 
percentage will be increased until 2040. In that year 100 per cent is taxable. 
From 2005 until 2020 the percentage taxable will be increased by 2 per cent 
every year. From 2021 this will be raised by 1 per cent every year so that the 
full taxation (100%) will be reached in 2040.463 The same system applies to the 
benefits of the Gesetzliche Rentenversicherung. There are also specific rules for 
annuities dating from the period before 2005, but these are not discussed in 
this thesis.  
The Basisrente is a tax-facilitated personal annuity. With respect to the 
Basisrente the German legislator made some specific rules. First of all the 
Basisrente must lead to a lifelong monthly annuity not commencing earlier than 
the age of 63. Furthermore the Basisrente cannot be inherited, but it is 
possible to combine the old-age annuity with a widow’s/widower’s annuity. It 
is legally forbidden for rights to this Basisrente to be redeemed or pledged. 
The contributions must lead to a personal pension of the taxpayer himself. The 
Basisrente can be concluded with insurance companies. 
The Basisrente is not popular. In the next paragraph the Riester-Rente is 
described. Conversely, this is in fact very successful. Until 2010 only 1.3 Million 
Basisrenten were concluded. A disadvantage of the Basisrente is that only part of 
the contributions is tax deductible, whereas in future a higher percentage will be 

                                                                 

Employer payment   5.000 -/- 
Deductible   4,920 
In 2006 a maximum amount of 62% of €20,000 is deductible (12,400). The employer 
payment is to be deducted so that a maximum of €7.400 remains. This is more than 
€4,920, so that €4,920 is deductible. 
461 Deutscher Bundestag, Drucksache 17/7593, 2nd November 2011, Antwort der 
Bundesregierung and National Strategy Report Germany 2008, p. 65. 
462 Jochum 2013, p. 147. 
463 Par. 10 (1), no 2b EStG. A simplified example (see Preiβer and Sieben 2005, p. 37): A 
taxpayer of 65 years receives €500 per month from 1st September 2008 onwards. From 1st 
July 2009 the periodic payment is €550.  
2008: 4 x 500 =  2,000 

Taxable: 56% =  1,120 
2009:  6 x 500 =   3,000 
  6 x 550 =   3,300 + 
  Total    6,300 

Taxable 56%         3,660 -/-  
Tax free:   2,640 (only 44% of the original benefit is tax-free) 

2010 12 x 550 =   6,600 
Tax free amount 2009: 2,640 -/- 
Taxable   3,960 
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taxed as income. This makes is quite unattractive for younger people to start a 
Basisrente. Furthermore the Basisrente-products are not flexible.
 
4.3.5.3 Riesterförderung464 
 
The reason for introducing the Riester-Rente465

the Gesetzliche Rentenversicherung was decreased in 2002 because of the 
demographic changes. With the introduction of the Riester
pillar system arose. The responsibility to arrange for an adequate retirement 
provision shifts towards the individual as a result of this change in the law.
Initially the Riester-Rente or Riesterförderung466 
with all its rules. Even specialists in the area of retirement provisions admitted 
their difficulties.467 Nevertheless nowadays the Riester
Until June 2012 over 15 million contracts were concluded (since 2001).
 

 

Figure 8: Number of Riester-Renten468 

                                                                 
464 Called like this because of the minister of Labour Walter Riester.
465 Altervermögensgesetz , May 11, 2001, that came into effect from 1 January 2002.
466 § 10a EstG . 
467 Klein and Wunsch 2002, p. 217. 
468 Bundesministerium für Arbeit und Soziales 2012. 
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Called like this because of the minister of Labour Walter Riester. 
Altervermögensgesetz , May 11, 2001, that came into effect from 1 January 2002. 



THE PENSION SYSTEM IN THE FOUR COUNTRIES 

138 

Taxpayers are not obliged to take out the Riester-Rente, but the German 
government encourages people to do so by giving tax facilities. In fact, 
regarding low-earners and parents, the state-contribution for the Riester-
Rente is over 50 per cent.469 More and more taxpayers have their own 
responsibility to arrange for old age provisions. According to art. 10a (1) EStG 
taxpayers who are entitled to the Gesetzliche Rentenversicherung have the 
right to obtain the Riester-Rente. The reason for this is that especially those 
people will have limited income from the first pillar since the Gesetzliche 
Rentenversicherung is decreased gradually. 
In general the Riester-Rente is intended for families and employees with low 
income. The general characteristics are:470 
 

- Benefits may not start before the age of 60 (Riester-Rente concluded 
from 2012 not earlier than 62) 

- Lifelong benefits 
- Benefits must either remain the same or increase 
- A maximum of 30 per cent  of the total amount may be paid as a 

lump sum (not only at the end of the contract, but also during the 
contract) 

- Complementary risks like disability and/or survivor’s benefits are 
allowed (this will lead to a lower lifelong benefit) 

- Survivors are the spouse and the children for whom the taxpayer 
obtains children’s allowance 

- At least the amount paid in by the taxpayer has to be paid out 
- If there are additional risks covered like disability and/or survivor’s 

benefits, 85 per cent of the relevant premiums must be paid out 
- The commission for the provider (bank, insurance company) should 

be divided in at least five years 
- At least every year a taxpayer receives information of the company on 

his Riester-Rente 
 
The providers can either be banks, insurance companies or other financial 
institutions. These providers of the Riester-Rente have to state that at the very 
least they will return the amount paid by the taxpayer including the amount 
paid by the state. This can be seen as a hybrid provision since it has both DC 
and DB characteristics.  
Furthermore the annuity has to be paid as long as the insured is alive and may 
not start earlier than the age of 60 (for contracts concluded from 2012 not 
earlier than 62). Insurance companies will give a lifelong benefit, but banks 
and other financial institutions are not able to do so. Therefore an amount of 

                                                                 
469 Börsch-Supan, Reil-Held and Schunk 2006, p. 40/43. The state-contribution could 
even go up to 90 per cent (at its lowest it is 24 per cent). 
470 See § 1 (1) Gesetz über die Zertifizierung von Altersvorsorgeverträgen (AltZertG). 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

139 

the revenues has to be transferred to an insurance company that will grant 
benefits from the age of 85. 
Before they can start selling the product, this product has to be approved by 
the authorities.471 There are four different products to be distinguished: private 
annuity insurances, bank saving accounts, funds saving accounts and accounts 
with respect to saving for a house.472 In case of private annuity insurance a 
taxpayer will know the monthly benefit that will be paid out from the 
beginning, if he manages to continue paying the premiums.  
The advantages of the Riester-Rente are as follows. First of all a taxpayer 
obtains a state grant when arranging a Riester-Rente. Furthermore part of the 
contribution paid by the taxpayer may be tax-deductible. 
 
State contribution 
The first element is that with the legislation of the Riester-Rente taxpayers are 
entitled to annual contributions from the state. This state contribution directly 
goes into the account or insurance. From 2008 the contribution amounts to 
€154 per taxpayer (married couples would get €308). For every child in this 
family the amount is increased by €185. For every child born in 2008 or later 
the amount is increased by €300 every year. 
In order to obtain the contributions a taxpayer has to pay a certain amount 
into a Riester-Rente. In 2008 a taxpayer has to pay at least four per cent of 
the income of the previous year with an absolute maximum of €2,100 (in 
2002 this started with a maximum of €525). In this percentage (but not in the 
amount) the state contributions are included. This means that people with a 
relatively low income have to pay very little of an amount by themselves in 
order to obtain the contribution. Nevertheless, the minimum amount due is 
€60 per annum. 
The result of this system is that especially taxpayers with a low income will get 
a relative high state contribution. In fact the state contribution can be up to 90 
per cent of the total contribution. 
  
Deductible amount 
The contribution paid by the taxpayer may be tax deductible as a personal 
allowance. If the personal allowance deductions lead to a higher tax advantage 
than the state contribution received, an additional deduction is allowed.473 The 
tax administration controls this and makes sure that the possible additional 
deduction is granted. In 2013 a maximum of €2,100 is allowed as extra 
deduction. This personal allowance especially is interesting for taxpayers in the 
higher brackets. The amount of €2,100 has been extant for several years (it is 
not indexed) and therefore a kind of erosion takes place.474 

                                                                 
471 See § 4 AltZertG. 
472 The option to use the Riester-Rente for buying or building a dwelling is not dealt with. 
473 See § 10a, § 79 ff EStG. 
474 Sommer 2007, p. 28. 
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Since the contributions for the Riester-Rente are tax-deductible and the state 
bonuses are obtained for free, the total benefits are taxable when being paid 
out. Also the deferred taxation is considered to be an advantage, since often 
taxpayers pay less income tax when receiving the benefits.  
The tables below shows the percentage of state contribution of the total 
contribution. Both the state contribution as well as the effect of the personal 
allowance is taken into account.475 
 
 
Example of state contribution: single employee, one child (born: 01.01.2010) 

Income 

last year 

for 

public 

pension 

State 

contri-

bution 

Child 

contri-

bution 

Contri-

bution of 

taxpayer 

Total 

contri-

bution 

Percentage 

of state 

contri-

bution 

€5,000 €154 €300 €60 €514 89% 

€15,000 €154 €300 €146 €600 76% 

€25,000 €154 €300 €546 €1,000 46% 
 
Table 8: Riester-Renten and state contribution 

 

 
Example of state contribution: married couple, one child (born after 31.12.2007) 

Income 

last year 

for 

public 

pension 

State 

contri-

bution 

Child 

contri-

bution 

Contri-

bution of 

taxpayer 

Total 

contri-

bution 

Percentage 

of state 

contri-

bution 

€5,000 €308 €300 €120 €728 84% 

€15,000 €308 €300 €120 €728 84% 

€25,000 €308 €300 €452 €1,060 57% 

 

Table 9: Riester-Renten and state contribution 

 
 
Alterseinkünftegesetz 2005 
With the new 2005 legislation (Alterseinkünftegesetz) some specific elements 
regarding the Riester-Rente were changed for the better. There were some 
obstacles that made the Riesterförderung quite complicated. 

                                                                 
475 ‘Die betriebliche Altersversorgung‘, ZUKUNFT klipp+ klar, Berlin, August 2012, p. 21 
and  ‘Die Riester-Rente‘, Versicherungen klipp+klar, ZUKUNFT klipp + klar, September 
2012, p. 26. 
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A taxpayer is now able to order his insurance company to make sure that the 
annual state contribution is obtained. The taxpayer therefore may personally 
request for the state contribution, but also has the opportunity to order his 
insurance company to do so. Furthermore it is no longer necessary to pay an 
annual contribution, but there is flexibility for a taxpayer to, for example, not 
pay one year. The basic idea behind this change of legislation is to help people 
with financial problems. For a year that no contribution is paid, no state 
contribution can be obtained.  
Also it is possible that part of the accrued reserve in the Riester-Rente is paid 
out as a lump sum (up to 30 per cent). 
When a taxpayer redeems his Riester-Rente, also the state contribution and 
tax advantages have to be remunerated. Redeeming the entire contract is 
possible at the end, when the monthly benefits dot exceed a specific low 
level.476 
Finally the supplier of the product has to inform the taxpayer thoroughly on 
the way the accrued amount might be used, the risks involved and the way it 
is invested. 
Together with the changes in the Alterseinkünftegesetz, that can be 
summarizes as simplifying the Riester-Rente, a dynamic growth of the 
Riester-Rente followed (see table on “Entwicklung der Riester-Rente”). 
Therefore one can conclude that a simple product contributes to the success. 
Especially people with lower incomes are therefore included by the simplicity 
of the product. 477 
Furthermore research shows that communication on the future income and 
communication about the necessity to make financial arrangements for future 
income contributes to taxpayers actually taking initiatives.478 
 
Second pillar 
From 2002 an employee has the right to instruct his employer to pay part of 
his wage in an occupational pension. When an employer does not have a 
pension arrangement this contribution will be paid into a Direktversicherung, a 
Pensionskasse or Pensionsfonds (see par. 4.3.4). In that case also the tax 
advantages relating to the Riester-Rente can be obtained.  
 
International 
When a taxpayer emigrates and he has a Riester-Rente, he had to pay back 
the tax advantages and the amounts the state has paid.479 With respect to this 
issue (amongst others) the European Commission started an infraction 
procedure against Germany.480 The CJEU decided that this part of the 

                                                                 
476 Par. 93 EStG. 
477 Börsch-Supan, Reil-Held and Schunk 2006, p. 5. 
478 Börsch-Supan, Reil-Held and Schunk 2006, p. 7. 
479 § 95 EStG. 
480 Case C-269/07. 
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German legislation violates EU regulations. See par. 5.3 for a more in-depth 
description. 
 
4.3.5.3.1 General remarks 
 
The fact that providers have to pay out a minimum amount is to be 
applauded. Nevertheless one should bear in mind, that due to inflation this 
indeed is a minimum. For example, when a Riester-Rente lasts 30 years, this 
minimum will not lead to a substantial retirement provision. The inflation risk 
will be least with Riester-Renten with banks, because of the fact that they will 
give some interest on the account. This is not necessarily applicable to 
products at insurance companies or funds. One of the possibilities to go further 
would be the fact that a legislator could describe a minimum interest on the 
contributions for all providers.481 
Unlike public and occupational pensions, some Riester-Renten do not supply 
a taxpayer with a defined benefit, but only with an amount payable at the 
expiry date. A taxpayer therefore still will be dependent on the interest at that 
time.482 The real retirement provision is not clear. One could argue if this is a 
good situation, although widely accepted. Most personal pensions are a kind of 
capital arrangements (compare 401K in the USA and the annuity-insurances in 
the Netherlands). The advantages of DB- and DC-schemes are discussed in 
chapter 6. 
Although one could say that the Riester-Rente is a success, research has 
shown that the total amount of savings of German taxpayers did not increase. 
It seems to be that taxpayers shifted their savings somewhat towards the 
Riester-Rente.483 Nevertheless the fact that a shift took place towards the 
Riester-Rente leads to the fact that taxpayers do have a personal pension. 
From an instrumental point of view this could be applauded. 
An economic argument against a product like the Riester-Rente is that it 
involves high costs (marketing, handling, development) and therefore it is 
questionable whether these products are prudent.484 Furthermore, these costs 
and tax-advantages are paid for by the entire population, yet only a particular 
part of the population profits.  
 
4.3.5.4 Other provisions 
 
Personal pensions already existed prior to 1st January 2002. And they will be 
available in future as well. With respect to personal pensions life insurance is 
the most important element. Life insurance policies can either be annuities or 
endowment insurances. Most insurance are endowment insurances, but 

                                                                 
481 Also see Renten-Fakten 2008. 
482 Klages 2004. This is different in case of an “aufgeschobene Leibrente”. 
483 Corneo, Keese and Schröder 2008. 
484 Diamond 2004, p. 7. 
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annuities are growing more popular. Most products give a guaranteed return. 
So the universal life/unit linked policy is not very popular in Germany. 
With respect to life insurances there are tax advantages. The contributions are 
not tax deductible. With the Alterseinkünftegesetz of 2005 the taxable part of 
a life annuity was decreased from 27 to 18 per cent (Ertragsanteil). Thus these 
types of personal pensions get more attractive. This again has to do with the 
growing responsibility taxpayers get with respect to pension provisions in 
Germany.  
Without going into details, this goes for certain risk insurances, annuities 
without the option to redeem the policy (‘Kapitalwahlrecht’), annuities with an 
option to redeem, but with the restriction that this can only take place after 
twelve years and endowment insurances with a minimum duration of twelve 
years and annual payment of contributions.485  
 
4.3.6 How do the three pillars influence each other? 
 
The recent developments in Germany highlight that the three pillar system is 
regarded to be one system. Historically the first pillar was, by far, the most 
important pillar. It still is, but that is changing rapidly. Tax facilities with 
respect to occupational and personal pensions are developed and introduced. 
The Basisrente (Rüruprente) that was introduced in 2005 shows a kind of 
integral view on the three pillar system. The amount of tax relief contributions 
to public pensions, as well as specific personal pensions have to be taken into 
account. 
With respect to occupational and personal pensions the tax facilities can be the 
same. The Riester-Rente can be used as an occupational pension, as well as a 
personal pension. One could state that some sort of integration has taken 
place.  
Other personal pensions such as life insurance or life annuities can profit from 
tax facilitation. No deductions upfront are granted, but parts of the benefits are 
tax-free. 
 
4.3.7 National Strategy Report 
 
In the 2005 National Strategy Report Germany gives an update on the 
developments in the pension system.486 The German authorities state that the 
pension system is reformed in such a way that it is to be considered most 
radical in the German post-war history. Additional old-age pensions (Riester-
pensions) are expanded with considerable state support. Public pensions on the 
other hand are decreased, because of the future demographic trends. 
 

                                                                 
485 See § 10 (2) (b) EstG. 
486 National Strategy Report Germany 2005. 
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The public pension remains the most important pillar of the German old age 
provisions (almost two- thirds of all income received by those aged over 65 
derives from public pensions487). Occupational pensions are accessible to all 
employees from 2002. Also, at the initiative of an employee, occupational 
pensions can be arranged and employers are obliged to cooperate. 
Furthermore the German authorities refer to the Alterseinkünftegesetz 
introduced in 2005 that expands, standardises and simplifies the tax relief of 
fully funded occupational pensions, and also for Riester pensions. 
From 2005 the law was changed and since then employees have the right – 
with some restrictions488 - to take occupational pension entitlements with 
them from the old to the new employer. 
The 2008 National Strategy Report describes the progress since 2005.489 An 
important measure taken is the increase of the statutory standard retirement 
age to 67 in 2029. Furthermore, access to occupational pensions was improved 
(from 50 per cent in 2001 to 65 per cent in 2006). Also the personal pension 
provisions were further expanded and made more attractive. This is mainly 
due to the fact that state support is quite attractive, especially to low earners. 
Besides the Riester-Renten also Rürup-plans have been conducted. 
According to the German authorities, the smaller amount of Basisrente 
concluded is due to the fact that the target group is far smaller than the target 
group of the Riester-Rente. Also the endowment policy life assurance is 
considered to be an important instrument for old-age reservations.  
 
4.3.8 Developments 
 
From 2012 the pension age of public pensions is increasing gradually to 67 in 
2029. Furthermore the legislation with respect to the Riester-Rente has been 
changed. Benefits may not begin earlier than the age of 62 for new concluded 
contracts. The same goes for the personal life insurances and life annuities. 
In 2012 a discussion took place to introduce a mandatory pension for the self-
employed. The object: to prevent pension poverty. It is not yet clear whether 
this plan will be introduced in the near future. Auto-enrolment is suggested to 
improve occupational pensions and probably this will be discussed in the near 
future.  
Finally, the Altersvorsorge-Verbesserungsgesetz is implemented in July 2013. This 
should lead to more transparency and lower costs with respect to Riester-
Renten.490 
 

                                                                 
487 National Strategy Report Germany 2008, p. 68. 
488 The restrictions are implemented in order to avoid overburding both the old and new 
employer. See National Strategy Report Germany 2005, p. 74. 
489 National Strategy Report Germany 2008. 
490 Monatsbericht 2013. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

145 

4.3.9 Conclusions 
 
In the last decade the German pension system has undergone change. These 
changes present a gradual shift from public pensions towards occupational and 
personal pensions.  Conclusions that can be made are: 

- Traditionally the pay-as-you-go public pensions (Gesetzliche 
Rentenversicherung) are the most important at about 80 per cent of 
the total pension). Taxpayers receive relatively high benefits from 
public pensions. Occupational pensions were of relatively low 
importance. 

- Because of problems such as the dramatically increasing payment-
period of the benefits, younger generations who start working later, 
fewer children and early retirement, changes had to be made. 

- In 2001 an important change took place with the “Gesetz zur Reform 
der gesetzlichen Rentenversicherung (RRG 2001) und zur Förderung eines 
kapitalgedeckten Altersvorsorgevermögens“. This introduced more 
responsibility for citizens by making funded pensions more attractive. 
With the Riester-Rente a personal pension was introduced. The level 
of the public pension decreased somewhat. 

- In 2005 the Alterseinkünftegesetz was introduced. Important is that 
deferred taxation is introduced for personal pensions. The Basisrente 
was introduced and the Riester-Rente was improved.  

- The introduction of the Basisrente was intended for self-employed 
and employees who do not have a Gesetzliche Rentenversicherung. 
The contribution is tax-deductible, but contributions with respect to 
other pensions have to be taken into account. So calculations have to 
be made. The Basisrente is not a great success because only part of the 
contributions is tax-deductible, whereas in future a higher percentage 
will be taxed as income. This makes it quite unattractive for younger 
people to start a Basisrente. Furthermore the Basisrente-products are 
not flexible. 

- The Riester-Rente was introduced in 2002 and changed in 2005. 
The Riester-Rente is successful. Taxpayers are not obliged to take 
out the Riester-Rente, but the German government encourages 
people to do so by giving tax facilities. In fact, regarding low-earners 
and parents, the state-contribution for the Riester-Rente is over 50 
per cent. The most important characteristics are a lifelong benefit, not 
starting before the age of 62. A maximum of 30 per cent may be paid 
as a lump sum (not only at the end of the contract, but also during the 
contract) and at least the amount paid in by the taxpayer has to be 
paid out. Not unimportant is the fact that the commission for the 
provider should be divided in at least five years. Finally at least once a 
year a taxpayer receives information of the company on his Riester-
Rente. 

- The most important change of the Riester-Rente in 2005 had to do 
with simplicity. The facilities could be obtained more easily by 
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participants. Also annual contributions were no longer obligatory. A 
dynamic growth of the Riester-Rente followed. Nevertheless, high 
costs remain a focal point. 

4.4 Sweden 
 
Sweden’s retirement system, like the Dutch system, is often regarded as 
exemplary. In the last decades major changes took place in Sweden. These 
changes have evoked much interest from several other countries. In this 
chapter the historical developments and the main rules of the three-pillar 
system of Sweden are described. 
 
4.4.1 Introduction491 
 
Graphically the three-pillar system in Sweden can be shown as follows: 
 
 

Figure 9: The three pillars of retirement provisions in Sweden 
 
 
Similar to other countries the Swedish system of retirement provisions can be 
divided into three pillars. The last major change dates from June 1998, when 
the Riksdag (Swedish parliament) approved a proposal for a new pension 
scheme. This new model has been widely perceived as a potential model for 

                                                                 
491 General source: Westberg 2001. 

Inkomstgrundad 
ålderspension  
 
Premiepension 
 
Garantipension 

ITP 
SAF-LO 
PA 93 
 

Privat 
Pensionssparande 

State Employment Personal 

Retirement provisions 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

147 

other European countries.492 The reason for this interest lies in the fact that the 
new system is radical and has an innovative character.493  
One of the innovative parts is the mandatory individual account that was 
introduced in the first pillar and with this account individual risk-taking was 
introduced in the public system. Later on also most occupational funds 
introduced individual accounts in their plans.494 The new provisions fully came 
into force on 1st January 2003. Gradually the old allmän folkpension (AFP) and 
allmän tilläggspension (ATP) are being replaced by the new system. 
In Sweden the first pillar is currently the most important. Seventy-five per 
cent of the pension payments come from the public sector, twenty per cent 
from the collectively agreed pension systems and five per cent from personal 
pensions.495 But a trend can be seen that the level of the State Pension is 
falling. On the other hand the pension coming from occupational pensions 
and private pensions is increasing.496 
 
4.4.2  History497 
 
The public pension is the basis for the retirement system in Sweden. In this 
chapter the history and the current situation are described. 
In 1914 Sweden introduced a general public insurance scheme (Pension law, 
1913). It was compulsory and consisted of an old age pension and disability 
insurance. It was a small pension, partly financed by contributions, and the 
pension age was 67.498 
The reform of the basic retirement pension took place in 1948. This new 
system meant a great improvement for Swedish citizens, but retirement still led 
to a considerable fall in the standard of living. It was the first truly universal 
system, extending equal benefits to all persons above pensionable age. This so-
called AFP was the national basic pension scheme with a flat rate DB scheme. 
Means testing was abolished by the legislation of a universal People’s 
Pension.499 
In 1960 the additional national supplementary pension (ATP) was introduced 
which was designed as a pay-as-you-go system. The goal was to improve the 
standard of living of the elderly. Because of the pay-as-you-go system, the 
employees’ contributions financed the benefits for the pensioners. In order to 
build a buffer fund during an initial period even more had to be paid. The 

                                                                 
492 Natali 2004, p.1. 
493 Palme 2003. 
494 Sundén 2004, p. 1. 
495 Orange Report 2010. 
496 Svärdman 2010. 
497 See Swedish National Pension System 2003. 
498 Ministry of Health and Social Affairs, ‘Old age pensions in Sweden’, Fact Sheet, no. 4, 
July 2000 and Nososco 2009, p. 10. 
499 Palme 2003. 
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surplus went to the National Swedish Pension Fund, because the intention was 
to build a compulsory income-related scheme.500 
The amount of compensation one would receive from the ATP depended on 
the income during the best fifteen years of working life. The target was set at 
the level of 60 per cent of past earnings. A full ATP was reached by having 
earned ATP points for 30 years. The ATP system consisted of a basic pension 
and pension supplement.501 To obtain a full basic retirement one had to work 
for 30 years or have lived in Sweden for 40 years. Initially the pension age was 
set at 67, although an actuarial reduced pension could be taken out at 60. 
From 1976 the pension age was changed to 65.502 
This system did not work out equally for all workers, because of the 15/30-
rule. Two persons having earned the same life earnings might receive quite 
different pensions. Having a long working career with constant low earnings 
would lead to a lower pension compared to an employee with a steeper 
lifetime earnings profile.503 For that reason, but also because of the ageing 
population, changes in the retirement system were necessary. 
In 1984 a commission was ordered to come up with a proposal for a new 
pension system that would be the basis for further debate. This commission 
failed, since it proved to be unable to agree,504 and therefore a second 
commission was appointed in 1991. A new pension system was considered to 
be necessary, because the old system was deemed poorly financed. Especially 
with regard to the ageing population this problem would become more 
evident.505 In 1994 a working group was assigned to work on a new pension 
system. A law-proposal was presented in April 1994506 and the implementation 
group was commissioned to work out the basic ideas of the new system.507 
There were two main principles: firstly, that fees paid should determine the 
pension (the life-income principle) and secondly that pension rights and the 
pensions should follow the development of the economy and the life 
expectancy (the adjustment principle).508  
In June 1998 the Riksdag accepted the legislation for a new pension system 
that was introduced in 1999. This reform had four main goals:509 

                                                                 
500 Ministry of Health and Social Affairs, ‘Old age pensions in Sweden’, Fact Sheet, no. 4, 
July 2000. 
501 National Strategy Report Sweden 2003, p. 28.  
502 Eriksen and Palmer 1994, p. 210. 
503 See e.g. Hinrichs 2004. 
504 Schludi 2005,  p. 99. 
505 National Strategy Report Sweden 2005, p. 4. 
506 Prop. 1993/94:250: “Reformering av det allmänna pensionssystemet (Reform of the 
general pension system bill)”. 
507 Schludi 2005, p. 100. 
508 Könberg 2004, p. 15. 
509 Palmer 2000. This paper gives an extensive overview of the transition of the Swedish 
first pillar system. 
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- Fair treatment of persons with different contribution histories; 
- Transparent redistribution; 
- Financial stability; 
- Financial saving managed by private financial institutions. 

The new system consists of a guarantee pension, an income pension and a 
premium pension. It can be described as a Notional Defined Contribution 
(NDC) plan, being a DC plan based on a pay-as-you go principle.510 This 
system is regarded to be more stable with respect to economic and 
demographic changes and is regulated by the Act of Income Related 
Pension.511 This system replaced the AFP (basic retirement) and ATP system. 
This was necessary because of the increase in life expectancy and pensioners 
receiving a relatively high supplementary pension (ATP). This old ATP system 
assumed a high level of economic growth in Sweden to bear the increased 
costs.512 The level of retirement benefits in the new system is lower (55-60 per 
cent of salary) than the benefits in the old system (60-65 per cent of salary).513 
The target of 55-60 per cent of earnings is reached after having 30 years of 
pensionable income or being a resident for 40 years.514 The automatic balance 
mechanism was adopted in 2001.515 
In the 2005 Swedish national report it is made clear why the current system is 
better than the old one. According the Swedish government first of all this is 
because of the fact that pensions will be based to a far higher degree than in 
the previous system on the contributions one made to the pension. Secondly, 
indexation takes place according to average wage development. Thirdly, it is a 
financially stable system and has a fixed premium rate, and finally automatic 
balancing occurs.516 This means that the economic risk of the pension lies with 
the individual. 
 
4.4.3 Public pensions: Inkomstpension, Premiepension and Garantipension 
 
After the reforms of 1998, the Swedish social insurance system can be divided 
into three parts: an earnings-related (income-based) part (inkomstgrundad 
ålderspension/inkomstpension), a premium reserve part (premiepension) and a 
guaranteed pension (garantipension).517 The goal in the new system is reaching a 
retirement pension of about 55-60 per cent of earnings after 40 years of 
contributions.  

                                                                 
510 Sundén 2000, p. 4. 
511 EBRM 2013, Sweden, p. 5. 
512 ‘The Swedish old age pension system’, information from Försäkringskassen 2008. 
513 Pensions at a Glance 2011. Also EBRM 2012 Sweden. 
514 EBRM 2012, Sweden, p. 4. 
515 Schludi 2005, p. 101. 
516 National Strategy Report Sweden 2005, p. 11. 
517 Lag (1998-674) om inkomstgrundad ålderspension (Law on Income-Related Old-Age 
Pensions). 
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The crux of the Swedish first pillar pensions is earnings since the age of 16. 
The income on which pension rights are built up consists of wages and 
payments from social insurance. The insured person, together with his 
employer, pays a percentage (2013: 18.5 per cent) of the income as a pension 
contribution. The maximum contribution is levied on an income of 8.07 
income base amounts (approximately €53,300 in 2013). Employee 
contributions are not considered to be taxable income for the employee. 
Benefits are taxable income. This 8.07 base amounts is the ceiling for 
pensionable income, after which individuals receive no pension entitlements. 
In calculating pension benefits and contributions under the social security and 
complementary pension systems, Sweden uses the so-called base amounts. The 
price base amount amongst other things is used to calculate pensions in 
payment (2013 a price base amount is about €5,200). The increased base 
amount is used to determine contributions for employees and in order to 
determine pension rights (in 2013 it was approximately €5,300). Finally the 
income base amount is used to calculate mandatory occupational pensions for 
salaried employees (in 2013 it was approximately €6,600).518  
This system leads to the fact that if an inhabitant of Sweden earns a lower 
income, his pension will be reduced accordingly.  In the Swedish legislation 
there is some compensation for loss of income so that pension rights will not 
decrease.519 
The retirement system is largely a pay-as-you-go system. The largest part of 
the contributions (16 of the 18.5 per cent) is used for the PAYG system. This 
16 per cent is deposited in the four funds of the Inkomstpension system: the 
First, Second, Third and Fourth National Funds.520 The other 2.5 per cent is 
put on an individual contribution pension account and accrues interest. These 
private premiums savings schemes are the mandatory individual accounts 
mentioned in the introduction. 
 
Inkomstpension 
The pension used for this PAYG system is called the Inkomstpension (income-
based pension). The pension rights of each contributor are registered 
equivalent to debited contributions and are called pension balances. This 
means that, contrary to the past, the Inkomstpension is a kind of DC system. 
However, since it is a PAYG system there is no actual savings account, but 
fictitious individual accounts. At the flexible retirement age – between 61 and 
70 - this pension balance forms the basis for calculating the height of the 
annual pension to be paid out. The later a person retires, the higher the 
pension will be, because the remaining average life expectancy is taken into 
account and of course more contributions will also be paid. Pensions can be 
drawn at 25, 50, 75 or 100 per cent. Pensions are for life, in other words, they 

                                                                 
518 EBRM Sweden, p. 4 
519 This is the case for those who have small children, students, in national service, etc. 
520 Orange Report 2010, p. 5. 
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are paid out for the remaining lifetime of the insured person. The amount of 
the lifelong pension is calculated by dividing the pension balance by an 
annuity-divisor and every year the Inkomstpension is recalculated by the change 
in the income index.521 
 
Premiepension 
The 2.5 per cent of contributions mentioned before is put on an individual 
contribution pension account. The participant himself can choose how this 
money is to be invested. This pension is called a premium pension 
(Premiepension). The Premium Pension Authority (PPM) is founded to 
administer the premium pension system. 
Unlike the PAYG part of the pension, it is funded and therefore this specific 
amount is used to calculate the pension to be paid out. An actuarial calculation 
(using an annuity divisor and the forecast of future life expectancy) will give 
the exact pension. A pension can be withdrawn from the age of 61. Taxpayers 
may choose between traditional and unit-linked insurance. Traditional means 
that the moment pensions will be paid out, a calculation will give a guaranteed 
lifelong annuity. Unit-linked pensions are recalculated every year, because the 
savings of the insured remain in the freely chosen PPM-funds.522 In the second 
situation there is no guaranteed value, so it will lead to a variable annuity. 
Once a year the benefits are recalculated. The premium pension also has the 
option of a voluntary survivor benefit. 
The contributions for the first pillar provisions, and therefore also for these 
individual accounts, are withheld by the employers and submitted to the 
National Tax Authority. The contributions are placed, for the time being, in a 
government bond at the National Debt Office. Later on, after the individual 
retirement rights are determined, the taxpayers can make their own choice 
about how to invest their money.  
A choice can be made from a selection of no less than 825 (!) funds. It is also 
possible not to make a choice and stick to the default fund. This default fund is 
the AP7 Såfa (Seventh Swedish National Pension Fund) that was, amongst 
others, set up for administering the Premiesparfonden (Premium Saving Fund) 
for the citizens who will not make a choice. The central organ is the PPM that 
acts as a clearinghouse. A lot of people do not make a choice. From 2010 the 
AP7 Såfa takes a life cycle approach that adjusts risk to the saver’s age. On 
retirement the pensioner may leave the accrued value in the chosen fund(s), 
which gives a pension that is recalculated every year taking into account how 
the fund had developed. The pensioner is also allowed to buy a traditional 
annuity insurance that gives lifelong guaranteed benefits.523 
The first experiences with the individual accounts show that taxpayers are 
increasingly less active in making investment decisions. In 2004 for example 

                                                                 
521 Orange Report 2010, p.7. 
522 Orange Report 2010, p. 8. 
523 National Strategy Report Sweden 2005, p.7. 
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only 6 per cent of the pension savers switched funds.524 As a matter of fact 
similar evaluations were drawn up for 401(k) plans.525 This leads to the 
conclusion that the financial knowledge of the majority of participants is very 
poor and they do not know what decision to make. Perhaps one could even 
say that the participants are not very eager to make their own funding 
decisions.526 Sundén states that improving the knowledge of participants is 
very hard. She refers to the experiences with the financial education programs 
for 401(k) plans that were quite successful. Cronqvist and Thaler evaluated 
the results of the default fund and the funds of the active choosers and found 
out that, after three years, the default fund performed considerably better.  So 
in their view the Swedish experience shows that apparent benefits of providing 
choice can be illusory. They even mention a radical plan where only one fund 
could be offered. This would lower administrative costs considerably.527 
It is questionable whether participants should be given the possibility to 
choose between 800-odd funds in investing their money. Sundén also notices 
that a problem might be that people do not make any choice or make wrong 
choices. Both situations - not making choices or making wrong choices - has a 
direct effect on the retirement income.528 Therefore research regarding the 
transparency of the system is to be welcomed.529 
 
Garantipension 
If a person did not manage to earn an adequate pension, a guarantee for this 
pension will be given (garantipension/guaranteed pension).530 This is financed 
wholly through the government’s budget and can be paid from the age of 65. 
A full Garantipension is about €11,050 a year for single persons and about 
€9,900 a year for married people (2013). 
The national pension system is a flexible system. It is possible to retire from 
the age of 61. The labour law gives the right to continue an employment until 
the age of 70.531 Furthermore it is possible to retire partially and the pensioner 
can even stop withdrawing his or her pension. 
4.4.3.1 Orange envelope and Minpension 
 

                                                                 
524 Premium Pension Committee 2005, p. 36. 
525 Sundén 2004, p. 2ff. 
526 This is affirmed by a survey by Demoskop in April 2005. See Premium Pension 
Committee 2005, p. 38. 
527 Cronqvist and Thaler 2004, pp. 424-428. 
528 Sundén 2004, p. 7. 
529 In 2011 agreement was reached on an implementation group within the Swedish 
government to review the transparency of the premium pension system. Government body 
to review transparency of Swedish DC pension system, www.ipe.com, 19 December 2011. 
530 Law on Guarantee Pension, Lag (1998:702) om garantipension. 
531 Law on Protection of Employment Contracts, Lag (1982:80) om anställningsskydd, Sec. 
32a. 
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Every taxpayer in Sweden receives their annual statement in the so-called 
Orange envelope. In this statement the taxpayer can see what his accrued first 
pillar rights (inkomstpension, premium pension) are. The balance of an insured’s 
pension account consists of the sum of the pension credit (contributions), 
accumulated interest, and inheritance gain.532 
Occupational pension from the employer are not shown in the orange 
envelope. At www.minpension.se a taxpayer can obtain an estimate that also 
includes occupational pension. Minpension is a co-operation between the 
government and pension companies and is only available through the internet. 
 
4.4.4 Occupational pensions 533 
 
The first pillar pensions are often supplemented by pensions under collective 
agreements (avtalspensioner). These occupational pensions date back to 1770 
when the Riksdag granted civil servants the right to retire at the age of 70 
matching the salary they were receiving immediately prior retirement.534  
Nowadays in the private sector the occupational pensions are the ITP pension 
scheme (for the salaried employees) and the SAF-LO plan (for the wage 
earners). In the public sector the PA-03 pensions agreement (state sector) can 
be found.535 In Sweden about 90 per cent of the people in employment are 
covered by occupational pension insurances.536 Eighty per cent of Swedish 
employees are covered by the four major schemes.   
The ITA states that the retirement age in additional pensions may not be 
earlier than 55. The pensions should be paid out in no fewer than five years.537 
Deductions are not unlimited, but only to that extent that the pension scheme 
provides ‘reasonable’ pension benefits.538 The contributions for pension 
systems by the employer are tax deductible if the annual amount neither 
exceeds 35 per cent of the salary for the present or previous calendar year nor 
an indexed amount of about €52,000 (2013) per person.539 The payment can 
be made to a pension insurance company, a separate trust or a fund and are not 
regarded as earnings of the employee.540 Furthermore an employer has to pay a 
salary tax of 24.26 per cent (2013) of the full amount of pensions and 

                                                                 
532 Svensson 2005, p. 34.  
533 Amongst others information has been obtained from  <www.eurofound.europa.eu>. 
534 Palmer 2008, p. 7. Palmer describes the Swedish pension system briefly in this paper. 
535 For the local government the KPA-KL pension scheme exists. This pension scheme will 
not be touched upon.  
536 Nordic Social-Statistical Committee 2008, p. 113. 
537 Inkomstskattelag (1999:1229), Chap. 58, Secs. 10 and 11. 
538 Berg 2006, par. 3.2.3 and Prop. 1997/98: 146, p. 61. 
539 Inkomstskattelag (1999:1229), Chap. 28, Sec. 5. 
540 Inkomstskattelag (1999:1229), Chap. 28, Sec.3. 
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contributions to pension schemes paid by him.541 For employees, pensions 
(and also third pillar pensions) are attractive from a tax perspective, since in 
most cases the income tax due on the benefits will be lower than the income 
tax during the active period.  
Holders of pension savings schemes are liable to a 15 per cent yield tax 
(earnings tax) on a calculated annual yield on their capital.542 The idea behind 
the yield tax is to get some kind of neutrality with other savings. Nevertheless 
pension savings are taxed in a more favourable way than normal savings. This 
is motivated by the fact that pension savings are long lasting and beneficial 
from a social, political and economic perspective.543 The pension benefits are 
taxable as earnings.  
A pension policy only is eligible for beneficial tax treatment (deduction, yield 
tax) if qualitative and quantitative requirements are met.544 If those 
requirements are not met, contributions will not be tax-deductible, but the 
benefits will be tax-free.  
In the table below an overview is given of the main characteristics of the 
occupational pension schemes in Sweden. The next paragraphs elaborate on 
these different systems. 
 
  

                                                                 
541 Law on Special Salary Tax on Pension Contributions, Lag (1991:687) om särskild löneskatt 
på pensionskostnader, Sec. 3. The intention of the Salary Tax on Pension Contributions is to 
achieve tax neutrality on the taxation and social security contributions of all kinds of 
earnings related to employment and self-employment. Westberg 2001, p. 67, Governmental 
Bill 1989/90:110, p. 492. 
542 Law on Yield Tax on Pension Funds, Lagen (1990:661) om avkastningsskatt på 
pensionsmodel.  
543 Berg 2006 and Prop. 1989/90:110 p. 489-490 and SOU 1989:33, p.214. 
544 Chapter 58, 2-16 § 21-30 and chapter 28 of the ITA. 
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 Contractual 

area 

Type of 

insurance 

Compensation/contribution Eligible 

withdrawal 

age 

ITP Salaried 
employees in 
the private 
sector from age 
28 

Defined 
benefit 

10% of the pension base < 7.5 
IBA* 
65% of the pension base 7.5 – 
20 IBA 
32.5% of the pension base 20-
30% IBA 

55 years 

ITPK  Defined 
contribution 

2% of the wage  

SAF-

LO 

Workers in the 
private sector 
from age 21 

Defined 
contribution 

3.5% of the wage 55 years 

KPA-

KL 

Local 
government 
employees 
from age 21 

Defined 
benefit 

55% of the pension base 7.5-20 
IBA 
27.5% of the pension base 20-
30 IBA 

61 years 

 Local 
government 
employees 
from age 21 

Defined 
contribution 

4.5% of the wage 55 years 

PA03 Civil servants 
from age 23 

Defined 
benefit 

60% of the pension base 7.5 – 
20 IBA 
30% of the pension base 20-30 
IBA 

61 years 

 Civil servants 
from age 28 

Defined 
contribution 

2.3% of the wage  

  Defined 
contribution, 
Kåpan 

2% of the wage  

* Income base amount  
 
Table 10: An overview of the major occupational pension systems in Sweden545 
 
 
4.4.4.1 ITP-Pensions546 
 
The ITP pension (Industrins och handelns tilläggspension/Supplementary Pension 
for Employees in Industry and Commerce) is an occupational pension 
(tjänstepension). It covers retirement pension as well as disability pension and 

                                                                 
545 National Strategy Report Sweden 2005, p. 40. 
546 See ‘Your occupational pension with Alecta’, Alecta, 2005 and EBRM 2013, Sweden. 
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survivor’s pension. Most white-collar employees are covered by the ITP-plan. 
It is also valid for foreigners working in Sweden. The premium of the ITP 
entirely is financed by the employer and depends on the age of the employee 
and the level of income. 
The ITP is compulsory for all the members of the Confederation of Swedish 
Enterprise (Svenskt Näringsliv). This Confederation made collective bargaining 
agreements with the Federation of Salaried Employees in Industry and Services 
(PTK). Over 90 per cent of the employees are covered by contractual plans.  
Part of the ITP is a DB system and part is a DC plan. The ITP is monitored 
by one insurer: Alecta. Every year the board of Alecta decides whether or not 
the vested benefits are indexed (however never to exceed the consumer price 
index). 
Employees covered by ITP have vested rights from the moment they reach 
the age of 28. The ITP is a lifelong pension and calculated as 10 per cent of 
salary (up to 7.5 base amounts) plus 65 per cent of salary (between 7.5 and 20 
base amounts) plus 32.5 per cent of additional salary (up to 30 base amounts).  
So there is a salary ceiling, since salaries above 30 base amounts do not qualify. 
It is possible however to opt for a shorter period (the minimum is five years). 
In order to obtain a maximum pension a service period of 360 months (30 
years) is necessary. For each month less than the 360 maximum, the ITP 
pension is lowered by 1/360. The ITP pension uses income base price 
amounts to calculate the salary figures. Until a level of 7.5 base price amounts 
the national first pillar pension is paid out. Under certain conditions it is 
possible for employees earning more than 10 base price amounts, to replace 
part of the ITP for other arrangements (the so-called alternative ITP). This 
alternative is a kind of defined contribution pension in which the employee 
will bear all the risks. It has to be negotiated with the employer and is 
therefore no automatic right. 
Part of the ITP is the ITPK (K = complementary). This complementary 
pension usually is paid from the age of 65 until 70, but it is also possible to 
choose another period. Employees have the right to manage the assets of the 
ITPK by themselves (i.e. traditional insurance or fund insurance). Two per 
cent of the salary goes into this pension. 
The normal pension age is 65. The earliest retirement data possible is at the 
age of 55. If a participant chooses to use his pension from this age, he will 
have to stop working. It will mean that the ITP pension is decreased 
substantially. There are special arrangements in place that make it worthwhile 
to keep on working up to the age of 62. If an employee decides to retire at the 
age of 62 Alecta will still pay premium rates until the age of 65. However this 
will not lead to a pension that is as a high as for the employee who works up 
to the age of 65. It is even possible to defer the pension after the age of 65. 
This will lead to a higher pension. 
The ITP pension also has a lifelong pension for survivors (Livslång pension till 
efterlevande) and a lump-sum payment to survivors (Engångsbelopp till 
efterlevande/TGL). The survivor’s pension is paid out to a spouse or registered 
partner, but not to a cohabitant. Also children up to the age of 20 will receive 
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a pension. The size of the pension depends on the salary earned by the 
employee. 
From 1 July 2007 the ITP was changed. The new plan had two parts: ITP 1 
and ITP 2. ITP 2 is the old plan. ITP 1 is the new plan. It is not a DB 
arrangement anymore but a DC pension. Only employees born after 1979 or 
new entrants are covered by this new plan. The other employees will stay in 
the old arrangement (or a company should enter the ITP plan for the first time 
after 2006). Employees on the higher salary levels are able to switch from the 
old to the new scheme. 
In the new system employees start to build up a pension from the age of 25. A 
minimum of half of the assets must be invested in traditional insurance, and 
survivor’s cover is optional. The idea is that the new system will provide 
approximately 65 per cent of the final salary (together with the first pillar social 
security system). The contributions are 4.5 per cent of the salary up to about 
€49,500 and 30 per cent above that threshold (2013). 
The negotiations for the transformation from DB toward DC took about 
twelve years, because the unions were not in favour of this system. But in 
general the DB system was considered to be quite a burden on companies and 
even companies were leaving the unions because of this system.547 
The ITP 2 pension can be financed either through life insurance by Alecta, a 
pension fund or through book reserves at the sponsoring employer. In case of 
a book reserve the employer has to purchase credit insurance as protection 
against bankruptcy.548 
From 2008 participants have the right to transfer pension capital and therefore 
salaried employees can transfer their right to another eligible insurance 
company.  
  
4.4.4.2 Avtalspension SAF-LO (Svenska arbetsgivareföreningen)549 
 
The SAF is the dominant employer’s organization in Sweden with respect to 
the private-sector labour market. This organization deals with 46,000 
employers having approximately 1.3 million employees.  2001 the SAF was 
dissolved and went up in the Confederation of Swedish Enterprise (Svenskt 
Näringsliv). The LO (Landsorganisationen i Sverige) is the counterpart of SAF and 
is the Swedish Federation of Trade Unions. It has about two million members 
(being about half of all employees).  
Between 1971 and 1996 the STP/AGS-plan existed. The pension was based 
on the average of the highest three years of earnings between ages 55 and 59. 
The normal retirement age was 65.550 

                                                                 
547 Sweden’s ITP moves to defined contribution, Life & Pensions, May 2006, p. 8. 
548 OECD 2009. 
549 Information on SAF-LO is obtained from ‘Collective insurances – supplementary 
insurances provided by employers’, Om Fora and www.fora.se assessed 15 September 2013. 
Also information is used of EBRM 2013, Sweden. 
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The SAF-LO collective pension insurance is supplementary to the national 
pension and came into effect from 1996. Affiliation to these plans is 
compulsory for all members of the Confederation of Swedish Enterprise. 
Employees under this insurance are especially the manual workers and they 
can choose their own pension manager. This pension manager can be an 
insurance company and also a kind of in-house management with the 
employer. The employer pays 4.5 per cent 551 of the pensionable wage of an 
individual worker who reached the age of 25, so like the ITP system there is 
no employee contribution. Workers may choose from 23 insurance 
companies.  
The retirement pension depends on the amounts paid, the number of years it 
is paid and the way the funds are managed. Therefore it can be classified as a 
DC scheme. Employees have a standard retirement age of 65, but it is possible 
to retire as early as the age of 55. Employees start building up the SAF-LO 
from the age of 21 and the pension rights are vested from the age of 28.  
 
4.4.4.3 PA 03 
 
All employees working with the government are covered by the service 
pension agreement PA 03.552 This is a rather new pension agreement that 
commenced on 1 January 2003. Originally the pension schemes were 
regulated through legislation. Since the mid-seventies the schemes are subject 
to collective agreements.  
PA 03 includes an old age pension, survivors and disability pension. It is both a 
DC and a DB pension and contains the individual retirement pension (DC), 
the supplement retirement pension (DC) and the retirement pension on 
income exceeding 7.5 income base amounts (2013: € 49,500). Contributions 
are deducted by the employers and the benefits are taxed. 
The contribution for the DC part is 2.5 per cent of the gross salary up to 30 
income base amounts (2013: € 197,500) and is paid by the employer.553 An 
employee has to decide how to manage the contributions paid by the 
employer. Employees start building up the personal old age pension from the 
age of 23. They can either choose traditional insurance (guaranteed minimum 
interest and no influence of the individual) or fund insurance (individual has to 
choose one or more funds, no guarantee on interest). Furthermore, an 
employee has to choose which insurance company has to carry out his/her 
pension. If an employee does not make a choice the contributions will be 

                                                                 
550 Berg 2006. 
551 This is 2 per cent for the new pension scheme and 2.5 per cent to phase out the old STP 
system. EBRM 2013, Sweden, p. 14. 
552 See Your personal choice in PA 03, www.spv.se.  
553 If an employer pays less than €22 this is placed with SPV and transferred to the relevant 
insurance company at the moment it is over €22. 
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placed in a traditional insurance with repayment cover by Kåpan Pensioner 
Försäkringsförening. 
The insurance company will pay out the retirement pension. In case of the 
death of the employee the spouse receives a pension during six years (not older 
than 75 years). Children will get a pension until the age of 20.554 These 
survivor’s pensions do not relate to the personal old age pension. An employee 
may choose family protection, meaning that in case of death, the personal old 
age reserve is paid out to the survivors. Choosing family protection will mean 
that the personal pension is somewhat lower. The earliest age of retirement 
possible is 61. An employee has to stop working in order to reap the benefit of 
the personal pension.  
From the age of 28 employees are also entitled to the supplementary 
retirement pension (Kåpan Tjänste). The contribution is 2 per cent of the salary 
and is paid by the employer. Employees with a salary over 7.5 income base 
amounts are entitled to a DB-pension. When earning between 7.5 and 20 
income base amounts, this pension compromises 60 per cent of the 
pensionable salary. If an employee earns between 20 and 30 income base 
amounts this pension compromises 30 per cent of the pensionable salary. 
With respect to PA 03, SPV (Om Statens pensionsverk/The National 
Government Employees Pensions Board) plays a central role. SPV is a kind of 
choice centre. It helps employees in making choices and is the linking pin 
between the insurance companies and the insured. 
 
4.4.5 Personal pensions 
 
In addition to the state and occupational pensions Swedish citizens can take 
out personal pensions.  
In 2004, about 40 per cent of the population aged between 20 and 64 
contributed to personal pension schemes. In 1980 this was only 9 per cent, so 
there has been a considerable increase of participants. The first reason for this 
development was the introduction of unit-linked insurance that became very 
popular in the nineties of last century, because of the strong performance of 
the stock market. As from 1993 unit-linked insurance was made possible by 
the Swedish legislation. The second reason was the change of the pension 
system. In the public system the widow’s benefit was abolished in 1990. 
Furthermore a change of the tax system stimulated personal pension schemes.  
With this change all forms of saving were given the same income tax status 
that improved the relative price of saving in financial instruments. Also the 
introduction of individual retirement accounts in 1994 improved personal 
pensions. Finally, the reform of the public pension system influenced the 

                                                                 
554 The survivor’s pensions are based on TGL-S (Government Service Group Life 
Insurance). 
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private insurance market. Mainly it led to a higher individual responsibility for 
individuals.555 
In Sweden there are three types of tax-deductible personal pensions: unit-
linked pension plans, traditional pension plans and private pension plans, 
individuellt pensionssparande (IPS), held by the banks. Withdrawals can be made 
from the age of 55. 
With respect to personal pensions, tax relief is granted. The maximum amount 
deductible is about €1,400 a year (2013). Benefits are taxed. With respect to 
people who do not have occupational pensions or entrepreneurs, specific 
legislation applies. Additional deductions of up to 35 per cent of the income 
are possible not exceeding 10 price base amounts (€52,000).556 As with 
occupational pensions a yield tax of 15 per cent takes place on the returns in 
the personal pension account. Therefore this system can be qualified as an 
ETT system. The idea behind the deductibility of the contributions in 
personal pensions is to encourage long-term saving and to raise savings rates.557  
Within the personal pensions the individual taxpayer has a choice about in 
which funds the contributions are to be invested. The personal pensions may 
be taken out with insurance companies (traditional or unit-linked life 
insurance), banks or directly on the securities market (both in so-called 
individual pension accounts). Traditionally however the Swedish model for 
traditional insurance provides a guaranteed return plus a bonus.558 The central 
act is the Act Concerning Individual Pension Saving (Lagen 1993:931 om 
individuellt pensionssparande) 
Participants can buy phased withdrawals or life annuities for personal pensions. 
In the payout phase a participant may choose between traditional or unit-
linked insurance. With unit-linked insurance the participant bears the 
investment and the longevity risk. The table below gives an overview of the 
bearers of risks. 
  

                                                                 
555 Palmer 2008, pp. 18-21 and Palmer 2009, pp. 7-8. 
556 Inkomstskattelag (1999:1229), Chap.. 59, Sec. 5 
557 National Strategy Report Sweden 2005, p. 25. Furthermore one of the aims is to reduce 
the risk of pension funds moving abroad.  
558 Palmer 2008, p. 57. 
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Type of plan Who bears investment 
risk 

Who bears longevity 
risk 

Financial defined benefit Insurer Insurer 

Financial defined contribution 
a. Accumulation phase 

- Traditional  
- Unit-linked 

b. Payout phase 
- Traditional  
- Unit-linked 

 
 
Insured 
Insured 
 
Insured 
Insured 

 
 
Insured 
Insured 
 
Insured 
Insured 

 
Table 11 DB versus DC-plans559 
 
 
Costs are still an issue where personal pensions are concerned. According an 
inquiry by Alecta (2011) participants are badly informed about costs. These 
costs can be so high that they eat up any profits earned from the product.560 
According to Swedish authorities one of the problems with personal pension 
plans (as well as with the occupational pensions) is that the current tax rules 
enable taxpayers to retire at an early age (the minimum age to withdraw 
benefits is 55 years and the annuity period should be five years at least). 
Therefore a commission of inquiry was appointed to examine the specific 
legislation and this commission has to make proposals to adapt tax legislation 
in favour of jobs supply.561 In 2006, however, this commission was cancelled 
and since then no further developments have taken place.  
The formal reason was that a larger review of the tax system would be 
conducted instead following the elections in the autumn of 2006. The reason 
probably is strong criticism, not least from the parties to the collective 
agreement within the private sector.562  
 
4.4.6 How do the three pillars influence each other? 
 
As shown above, public and occupational pensions are well developed in 
Sweden. Taxpayers do have some options with respect to personal pension, 
but these are rather limited. Only when there is no occupational pension, 
additional deductions for personal pensions are possible. The personal pension 
can be seen as the compensating layer in the way Dietvorst described this.563 

                                                                 
559 Palmer 2009, p. 18. 
560 Baroni and Axelsson 2012, p. 13. 
561 National Strategy Report Sweden 2003, pp. 25-26. 
562 Sjöström 2006a. 
563 Dietvorst 2007. 
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Since about 90 per cent of wage earners are covered by occupational pensions, 
the importance of personal pensions is rather low.  
 
4.4.7 National Strategy Report 
 
In the 2005 Swedish National Strategy Report on Adequate and Sustainable 
Pensions the Swedish authorities give an overview of the status of the Swedish 
pension system.564 The 1999 implemented pension reform is flexible to both 
demographic and economic fluctuations and is also financially stable according 
the Swedish authorities. Pensions are based on life income. Emphasis in 2005 
was on spreading knowledge so that beneficiaries can make the right decisions. 
Transparency of the system is given by the so-called Orange Envelope and the 
website www.minpension.se, but further knowledge of the system should be 
improved. More coordination between the different providers of pensions 
should take place according the Swedish report on social protection and 
inclusion of 2008.565 
In the 2005 report the Swedish authorities mention that the public pension 
system supplies with the base income, but that almost all (over 90 per cent) 
receive an occupational pension. In the past these pensions were mainly DB 
systems, but a clear shift towards DC contracts takes place. Furthermore 
personal pensions are also possible (under the Act concerning Individual 
Pension Saving). In 2002 about 40 per cent of the employees claimed 
deductions for a personal pension (average €750). 
The current Swedish pension system is a fairer contract between the 
generations. Pensions are based on the contributions a beneficiary has paid, 
more so than in the past. The pension system is also linked to the development 
of average life expectancy. Furthermore pension commitments cannot exceed 
the system’s assets and thus it avoids distribution conflicts between the 
generations. The report shows that the public pension system leads to an 
adequate pension for those of 65, according the Swedish authorities. 
In order to obtain long lasting political consensus on the pension system, a 
monitoring group, called the Pension Group, was set up at the end of 2007. 
Sweden aims for the broadest possible political consensus on the design of the 
pension system. The group has to suggest alternatives about how to deal with 
the demographic challenges, amongst other things.566 
  

                                                                 
564 National Strategy Report Sweden 2005.  
565 National Strategy Report Sweden 2008, p. 39. 
566 National Strategy Report Sweden 2008, p. 47. 
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4.4.8 Developments 
 
Like other countries Sweden also faces the challenge of ageing. Therefore the 
Swedish government is looking at increasing the pensionable age to possibly 
75 with the option to retire early as 61.567 However, at the moment there is 
no actual pension reform on the government’s agenda.568 
An internal review has been set up for an inquiry regarding the premium 
pension system by Pensionsgruppen, a five-party working group on pensions. 
This review will look at the returns of the system over time and also how the 
premium pension system functions in the public pension system. Finally 
recommendations will be made to improve the system. The Pensionsgruppen 
will make an inquiry on pension-related age limits. The report is expected to 
be published in 2013.569 
Furthermore a new law has been proposed which gives participants the right 
to transfer pension capital from one to another provider. 
 
4.4.9  Conclusions 
 
The public pension still is the most important pension in Sweden. Seventy-
five per cent of the pension payments come from the public sector, 20 per 
cent from the collectively agreed pension systems and five per cent from 
private pensions.570  Regarding contributions only 68 per cent related to the 
public pension, 26 per cent to supplementary, occupational pensions and 6 per 
cent to personal pensions.571 Some conclusions can be drawn: 
 

- Sweden is unique because participants can actually manage their own 
assets in the first pillar. Rather, that is true for a part of these assets.  
Participants can choose between hundreds of funds and in practice a 
huge amount of participants do not make a choice, remaining in the 
default fund. It can be questioned if these options are necessary or even 
desired.  

- Since over 90 per cent of employees are covered by occupational 
pensions, the role of personal pensions is rather modest. Most 
employees fall within the four large collective arrangements made 
between employers and employees.  

- In my opinion it is hard to understand why it is still possible to receive 
income out of personal pensions from the age of 55 when looking at 

                                                                 
567 EBRM 2012, Sweden, p. 16. 
568 Baroni and Axelsson 2012, p. 13. 
569 Swedish roundup: Premium pension inquiry, Swedish Investment Fund Association, 
<www.ipe.com>,  17th  September 2012. 
570 Orange Report 2010. 
571 Nordic Social-Statistical Committee 2009, p. 105. 
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the demographic challenge Sweden is facing. It would be logical for this 
age to be increased.  

 
4.5 General conclusions 
 
This chapter described the pension systems of the Netherlands, UK, Germany 
and Sweden. In the table below an overview of these systems is given. 
 
 
 Netherlands United 

Kingdom 

Germany Sweden 

Pillar 1 Public Pension 

 

-AOW 

 

Public Pension 

 

-Basic State Pension 

-State Second 
Pension 

-Pension Credit 

 

Public Pension 

 

-Gesetzliche 

Rentenversicherung 

-Basisrente 

Public Pension 

 

-Inkomstgrundåd 

ålderspension 

-PPM 

-Garantipension 

 

Pillar 2 Occupational 

Pension 

 

Occupational 

pension 

 

Occupational 

Pension 

 

- Direktzusage 

- 

Unterstützungskasse 

- Direktversicherung 

- Pensionskasse 

- Pensionsfonds 

Occupational 

pension 

 

- ITP 

- SAF-LO 

- PA-03 

Pillar 3 Personal pension 

 

-Annuities 

 
 

Personal pension 

 

-Stakeholder 

pension 

-Individual Pension  

-Account 

-AVCs 

 

Personal pension 

 

-Riester-Rente 

 

Personal pension 

 

- Life Insurance 

- Bank Accounts 

 
Table 12: Overview the Netherlands, UK, Germany and Sweden 
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Looking at the three-pillar system in the four countries some conclusions can 
be drawn about the role personal pensions play regarding adequate, safe and 
sustainable pensions in the long term.  
 

1. All four countries have a public pension that forms the base for the 
total pension. Whereas Germany and Sweden have a rather broad 
public pension, this is somewhat lower in the Netherlands. The UK 
has a rather small public pension; 

2. All four countries face the ageing challenge and what can be seen is 
that solutions are found in limiting public pensions and supplying 
alternatives in occupational and personal pensions. So a shift is taking 
place towards the private pensions; 

3. A pension system that relies on both pay-as-you-go public pension 
and pay-as-you-earn occupational and personal pensions leads to both 
solidarity in the system as well as actually saving individually. This 
contributes to a safe and sustainable system; 

4. With respect to occupational pensions a shift is taking place from DB 
towards DC systems. Risks are transferred towards the individual; 

5. Personal pensions play a modest role in the four countries. In 
Sweden, the Netherlands and the UK they form a kind of 
communicating vessel with occupational pensions. This is necessary 
for an integrated model. Germany introduced personal pensions 
because of the decreasing public pensions and German taxpayers are 
using it quite extensively. So, generally speaking, the importance of 
personal pensions increased in the last decade, and form an essential 
part of the adequacy of pensions in general; 

6. One of the disadvantages of the pension systems is its complexity. The 
different legislators do not really succeed in making the pension 
system simple. In the Netherlands rather difficult calculations have to 
be made in order to see whether a taxpayer can use personal pensions. 
The German Riester-Rente shows that simplicity leads to a bigger 
participation; 

7. The pension systems change rather often and this does not lead to a 
stable and sustainable system. Taxpayers often do not understand the 
legislation and other rules concerning pension systems and this leads 
to the fact that they are not eager to invest in personal pensions; 

8. Automatic enrolment has been introduced in the UK. The number of 
participants will increase substantially is the idea. In Sweden and the 
Netherlands there is a kind of automatic enrolment in that way that 
collective agreements are made that lead to the fact that over 90 per 
cent of the employees do have an occupational pension. In order to 
obtain an adequate pension, contributions to the pension system have 
to be made. Automatic enrolment will lead to more adequate 
pensions; 

9. In the UK there are no huge differences between occupational and 
personal pensions. Tax rules are similar here. In the Netherlands the 
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tax rules are different, but occupational and personal pensions are 
closely interlinked; 

10. In all countries personal pensions lead to periodic annual benefits. In 
most situations this consists of a minimum of five years. Often a lump 
sum of part of the accrued reserve is allowed (Germany, UK and 
Sweden); 

11. Costs in personal pensions are a constant issue in all countries. There 
are several bad examples (e.g. the Netherlands, Germany, Sweden). 
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5 International issues in the four countries 
 
 
 
In creating a model with respect to adequate, safe and sustainable personal 
pensions that can be applied by the Member States of the European Union, 
aspects of international tax law and European tax law have to be taken into 
account. A general description of international and European tax law has been 
given in chapters 2 and 3. The next paragraphs look at specific legislation 
regarding international issues in the four countries. These issues can be 
international tax law issues or issues with respect to European (tax) law. This 
part of the legislation and the experience of the four countries are useful with 
respect to creating a model with respect to personal pensions. 
The relevant topics that are touched upon are: 

- exit tax; 
- non-domestic provider and tax-deductibility of contributions; 
- international transfers. 

With respect to exit taxes the question is whether the four countries have 
legislation on exit taxes with respect to occupational and personal pensions. An 
exit tax is taxation of (a part of) the accrued occupational or personal pension 
reserve at the moment of emigration of a taxpayer. Important also is the 
question whether or not this legislation is compliant with international and 
European tax law.  
Another question to be answered is whether these countries allow 
occupational and personal pension contributions to non-domestic providers. 
Traditionally, occupational and personal pensions are concluded with 
providers established in the state of residence of a taxpayer. But it is possible 
that providers do not establish themselves in a specific state, but supply their 
products from another state. With respect to this specific item considerable 
progress has been made on a European level. Between 2001 and 2006 the 
legislation of a number of Member States has been changed as a result of 
infringement procedures.572 
Finally it is discussed whether it is possible to transfer occupational or personal 
pension rights internationally. When taxpayers emigrate they might wish to 
transfer their accrued occupational and/or personal pension right to a provider 
in the new state of residence. 
Since the same issues often play a role with occupational pensions both the 
developments with respect to occupational and personal pensions are 
discussed.  
 
  

                                                                 
572 Schonewille 2006, pp. 6-7. 
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5.1 The Netherlands  
 
The Netherlands has some history on the subjects mentioned above. The first 
topic is the exit tax and the protecting tax assessment. Secondly the demands 
that a foreign, non- Netherlands-based provider of occupational and personal 
pensions has to fulfil in order to be allowed to sell his products on the Dutch 
market will be dealt with. And finally the international transferability of 
occupational and personal pension provisions will be discussed. 
 
5.1.1  Exit tax 
 
The Netherlands often is regarded to be a so-called pensions exporting country. 
More people leave the country and enjoy their occupational and personal 
pension built up in the Netherlands abroad than the other way around. The 
past proves that a lot of these emigrants acquired a thorough tax-approved old 
age provision in the Netherlands (with deductible contributions) and received 
the benefits abroad without paying taxes at all (or very little) and/or 
surrendering the old-age provision and receiving the reserve build up as a 
lump sum (that is contrary to the Dutch legislation). 
Niessen also observed this. In his view the fact that deduction took place in 
the Netherlands, but taxation takes place in another country is not a real 
problem, as long as the tax rates are more or less the same. However, 
according to Niessen this is different if the – material - tax rates in another 
country are substantially lower than in the Netherlands.573 
Because of the unwanted pension emigration an exit tax was introduced.574 
Retrospectively, a taxpayer undeservedly received a tax deduction in the view 
of the Dutch legislator when this taxpayer did not live up to the conditions 
that go for occupational or personal pensions in the Netherlands. This exit tax, 
however, will not be collected if certain demands are fulfilled. The Dutch 
legislator wanted to implement legislation that did not hinder taxpayer when 
emigrating, but on the other hand would restrict the possibilities of abuse. The 
abuse would be a situation in which a taxpayer contributed into a personal 
pension and would not live up to the strict rules of the Dutch ITA 1964 after 
emigration. This would mean that the personal pension contract was only 
established for tax purposes. The Netherlands implemented some measures in 
trying to avoid this unwanted result.575 Therefore in 1992 the so-called 
protecting tax assessment for personal pensions was introduced.576 It is still in 
the ITA nowadays and since 2001 it has also been introduced for occupational 
pensions. 

                                                                 
573 Niessen 1982, p. 174. 
574 TK 1988-1989, 21 198, no 3, pp. 86-87.  
575 Also see Douven 2009, p. 20. 
576 Art. 2.8 (2) and 2.9 ITA, art. 25 (5) Law on the Collection of Tax and art. 1e and 1f  
Administration Rules of the Law on the Collection of Tax. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

169 

The protecting tax assessment works as follows. The moment a taxpayer with 
a personal or occupational pension emigrates from the Netherlands, the 
accrued value of the pension is taxable immediately. The taxpayer is not 
obliged to pay the income tax right away, but he receives a deferral of 
payment during a maximum period of ten years.577 During these ten years the 
taxpayer has to abide by the Dutch occupational or personal pension tax 
legislation. This means that a taxpayer must not carry out prohibited actions, 
meaning that the personal or occupational pension rights are not to be 
surrendered, waivered, alienated, etc. If the taxpayer violates these rules, 
despite being abroad, the deferral of payment is ended and the income tax 
according to the protecting tax assessment is due in the Netherlands. After ten 
years the protecting tax assessment is waived. 
In the next paragraphs personal and occupational pensions will be discussed 
separately. However if there is no clear difference between personal and 
occupational pensions on the specific subject they will be discussed 
simultaneously.  
 
5.1.1.1 Personal pensions 
 
From 1992 paragraph 45c (3) ITA 1964 was introduced. This paragraph stated 
that the moment a taxpayer emigrated the personal pension contributions he 
paid and deducted in the Netherlands were revoked and taxed (so-called 
‘negative personal obligations’).  In case a taxpayer deducted less than €45,378 
(ƒ 100.000) no income tax was due at the moment of emigration. The reason 
for the limit of €45,378 was that revoking personal pension contributions by 
protecting tax assessment should not take place when the contributions were 
not so high.578 However, from 2001 this lower limit no longer exists.  
In the Parliamentary Remarks one can read that there were severe doubts 
whether or not this legislation was in line with EU-law and international 
treaty law.579 Also in literature there was heavy criticism. Bon concluded that 
the new legislation (revoking the personal pension contributions in case of 
emigration) was in line with EU-law, but could be considered to be treaty 
override.580 Although revoking personal pension contributions in his view was 
possible with respect to tax treaties, it did lead to (economical) double 
taxation. The one-sided arrangement that these contributions are outside the 
scope of the tax treaty is in his view treaty override, because it is put in the 
Dutch legislation after concluding most tax treaties.581 

                                                                 
577 From 2009 this legislation was changed, because of some judgments of the Dutch 
Supreme Court (see par. 5.1). 
578 TK 1988-1989, 21 198, no 3, p. 19 and 21 198, no 10, p. 19. 
579 TK, 1988-1989, 21 198, no 7, pp. 11-16. 
580 For a thorough explanation on the subject of treaty override, see Rust and Reimer 
2005. 
581 Bon 1992, p. 893. 
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Treaty override is a “term broadly used to refer to the subsequent enactment of 
legislation which conflicts with prior treaty obligations. As a general rule, the provisions 
of a tax treaty implemented domestically prevail over other domestic legislation”.582 So 
arguing that revoking personal pension contributions could be treaty override 
is quite understandable. 
According Van Dijck revoking personal pension benefits was a breach of 
international treaty law. But with a specific rule in legislation it should be 
possible in his view. In his article he in fact wrote the proposal that led to the 
text in the ITA 1964.583 Van Dijck believed that the legislation was not 
contrary to any kind of international regulation.584 
Brouwer believed that revoking personal pension contributions are not in line 
with treaty law. He therefore believed that the Netherlands should renegotiate 
tax treaties especially with some popular emigration countries.585 Blokland 
also opined that tax treaties should be renegotiated, since revoking 
contributions looks like taxing the redemption-value and the home state has 
taxing rights according to the double tax treaties. 586 
Van de Hurk stated that this legislation certainly is a restriction on the free 
movement of persons.587 When regarding the question whether or not this 
restriction is justifiable, he concludes that there are two questions to be asked. 
First of all it is strange that the Netherlands in most of their tax treaties grants 
the state of residence of a taxpayer the right to tax occupational and personal 
pensions. Why does the Netherlands do this if it wants to control whether a 
taxpayer actually buys instalments with respect to occupational or personal 
pensions? Besides, Van de Hurk does not understand why this protecting tax 
assessment only lasts ten years and after this period the income tax due is 
remitted. In his view this could be a reason for the CJEU not allowing the 
protecting tax assessment to be a justifiable restriction. According Peters and 
Monfrooij the ten-year period is acceptable since the idea is to prohibit 
misuse of the tax facilities.588 Rijkers is of the opinion that if a taxpayer does 
not revoke his personal pension after a period of ten years, it would be 
acceptable to believe that this taxpayer will use the accrued amount for a 
personal pension. Therefore the ten-year rule is acceptable.589 
Also Akkermans believed that the line of reason is crossed.590 For that 
purpose he refers to the Safir-case. Van der Geld and De Bont arrived at the 

                                                                 
582 Glossary of Tax Terms, Centre for Tax Policy and Administration, www.oecd.org. 
583 Van Dijck 1987, p. 1047. 
584 Van Dijck 1989, p.1066. 
585 Brouwer 1987, p. 1609 and Brouwer 1989, p. 1895. 
586 Blokland 1991, 1073. 
587 Van den Hurk 2001, p. 251 ff. 
588 Peters and Monfrooij 2009, p. 637. 
589 Rijkers 2004, p. 394. 
590 Akkermans 1999, pp. 1649-1650. 
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same conclusion.591 They state that in fact a state can justify a restriction of one 
of the four freedoms, if it is to keep the tax claim. The problem they see is the 
Wielockx-case. Since the Netherlands has bilateral treaties with all other 
Member States, in most cases the Netherlands has relinquished the right to tax 
occupational and personal pensions. Another problem they mention is the fact 
that double taxation may occur because of the protecting tax assessment. The 
Netherlands can levy income tax the moment a taxpayer no longer lives up to 
Dutch regulations. But for that matter also the other state may tax the 
occupational or personal pension. Since the Netherlands will not waive the 
taxes due in that situation592, the CJEU will not accept the protecting tax 
assessment in their view. 
Also Feskens and Engelen questioned the justification of this assessment with 
respect to EU-law. They believe that it may be contrary to the freedom of 
workers and the freedom of establishment.593  
Van Thiel believed also that the Dutch protecting tax assessment is EC-
incompatible.594 Finally, Kemmeren argued that the exit tax is contrary to 
international treaty law (i.e. tax treaties concluded before 2001).595 
The next paragraphs discuss EU- and international tax law. 
 
5.1.1.1.1 EU-law 
 
As mentioned above, the Dutch system for revoking personal pension 
contributions in case of emigration and the protecting tax assessment was 
criticized. It was questionable whether this legislation was in line with EU-law 
and international tax law. 
In case of a protecting tax assessment an emigrant had to deliver guarantees.596 
Thus it was sure that the tax authorities would be able to collect the taxes due 
the moment the taxpayer carried out a prohibited action while living abroad.  
In most cases this would mean that the personal pension would be pledged or 
the taxpayer would give a bank guarantee. 
This element regarding the protecting tax assessment was not in line with EU-
law according to Van der Geld and De Bont.597 There are other means that 
lead to the same effect. For example, with respect to the Benelux, at that time 
there was a tax-collection agreement between these Member States. 

                                                                 
591 De Bont and Van der Geld 1998. This is a paper written on request of one of the 
member of the Dutch Parliament. 
592 De Bont 1996, p. 214. This article is the basis for De Bont and Van der Geld 1998 as 
mentioned above. 
593 Feskens and Engelen 1999, p. 1514. 
594 Van Thiel 2002, p. 162. 
595 Kemmeren 2006, p. 313. 
596 Par. 25 (5) Law on the Collection of Tax 1990 (text before 2004).  
597 De Bont and Van der Geld 1998, p. 24. 
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Furthermore there is the Mutual Assistance Directive.598 So therefore a 
protecting tax assessment is not proportionate in the view of these authors.599 
And in the Hughes de Lasteyrie du Saillant-case they proved to be right.  
The CJEU dealt with the question of the protecting tax assessment in the 
Hughes de Lasteyrie du Saillant-case.600 The reaction of the Dutch State 
Secretary to this case was very curt.601 Since the Dutch tax legislation also 
made use of the protecting tax assessment with guarantees, he concluded that 
the only thing the Dutch legislator had to do was to abolish the guarantees. He 
did not go into the other items the CJEU put forward and therefore in my 
view it seemed that the State Secretary’s response could be qualified as one 
‘winning time’ at that moment.602 So since the time of the Hughes de 
Lasteyrie-case the guarantees are waived from Dutch tax law, but the 
protecting tax assessment remained the same. After the National Grid Indus-
case it is not quite clear if it still is not allowed to demand a bank guarantee 
(see par. 3.3.1). 
In the N-Case the Dutch protecting tax assessment was the issue.603 In 
paragraph 55 the CJEU states: 
 

“The answer to the third and fifth question must therefore be that Article 43 
EC must be interpreted as precluding a Member State from establishing a 
system for taxing increases in value in the case of a taxpayer’s transferring his 
residence outside that Member State, such as the system at issue in the main 
proceedings, which makes the granting of deferment of the payment of that tax 
conditional on the provision of guarantees and does not take full account on 
reductions in value capable of arising after the transfer of residence by the 
person concerned and which were not taken into account by the host Member 
State.” 

 
So from this case it can be deduced that a protecting tax assessment as such can 
be in line with the TFEU if the conditions of the CJEU as mentioned above 
are met.604 The Netherlands adapted their system according to the decision of 
the CJEU. 

                                                                 
598 77/799/EEC as amended by Council Directive 2004/106 EC. 
599 Even the State Secretary himself wrote that obstructions are in most cases to be seen as 
disproportionate the moment there is mutual assistance. Vermeend  1998. In the same way: 
Boer 2003, p. 12.  
600 Case C-9/02. 
601 WDB 2004/00188U, 13 April 2004. 
602 For further remarks see: Van der Spek and Van der Linde 2004 and Albert 2004. 
603 Case C-470/04: N-case. 
604 Also see Rechtbank Breda, 9 November 2009, 070/03990, LJN BK4167, that refers to 
C- 470/04 and states that a protecting tax assessment in itself can be in line with EU-law. 
In the same way Meussen 2006 and Staats and Jacobs 2006.  
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Yet a problem remains with respect to EU-law. The CJEU did not accept the 
emigration clause of the Riester-Rente since it discriminates indirectly against 
migrant workers, because of the fact that this part of the legislation has a 
deterrent nature and a German worker who would like to establish himself in 
another Member State finds himself in a less favourable position than a worker 
who maintains his residence in Germany (see par. 5.3.1.1).605 
 
5.1.1.1.2 International law  
 
As described in paragraph 5.1.1.1.1 the protecting tax assessment can be in line 
with EU-law, although there might be a problem with the deterrent nature. 
But another aspect is whether revoking the personal pension contributions in 
case of emigration is in line with international treaty law. 
This solution of the Dutch legislator was heavily criticized. In general the idea 
of the critics was that in most tax treaties no explicit articles relating to 
personal pensions are present and therefore, because of the other income 
article, the income for pensions would only be taxable in the state of 
residence.606 
The Dutch State Secretary defended the method of revoking personal pension 
contributions just before the moment of emigration. In his view the deduction 
of contributions is a pure internal situation and has nothing to do with tax 
treaties.607 Because the protecting tax assessment becomes relevant the moment 
the taxpayer is still a domestic taxpayer the Netherlands were not hindered by 
the double tax treaties in the view of the Dutch authorities. At least this was 
the view until 19 June 2009. At this date the Dutch Supreme Court decided 
otherwise. But first it is important to examine another case relating to the 
above. 
It is as follows. A taxpayer redeemed his personal pension the moment he 
became a domestic taxpayer in Hungary.608 He deducted €9,347 for personal 
pension contributions in the Netherlands in 1993. He emigrated to Hungary 
later that year and redeemed his personal pension in 1994. In 1994 he received 
the redemption value of €9,816. According the tax treaty between the 
Netherlands and Hungary, the amount he redeemed should be solely taxable 
in Hungary (art. 22, other income). The Dutch tax authorities however taxed 
this taxpayer on €9,347, because of revoking the personal pension 
contributions. The lump sum received by the taxpayer was considered to be a 
so-called ‘negative personal obligation’609 and added to the (Dutch) income of 
the taxpayer. 

                                                                 
605 Case C-269/07 and Tieck 2006, p. 622. 
606 See Brouwer 1987, Brouwer 1989 and Van Dijck 1987. 
607 E.g. see TK 1999-2000, 26 727, no 17, pp. 182–183. 
608 BNB 2002/42c*. 
609 In the Netherlands contributions to personal pensions are deductible as so-called 
‘personal obligations’.  
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According to the lower court the Netherlands was not allowed to charge tax, 
since taxing the recaptured personal pension contributions is fully comparable 
with taxing the redemption value. In this view, according the DTC, the 
taxing rights are solely with the state of residence. However, the Dutch 
Supreme Court decided otherwise and stated that there is a considerable 
difference between revoking the personal pension contributions and the 
redemption value. According to the Dutch legislation redeeming a personal 
pension is just a condition in order to recapture the personal pension 
contributions. The deduction of the contributions is a conditional one and is 
recaptured the moment the taxpayer redeems his personal pension. According 
to the Supreme Court the tax treaty is not applicable for this issue, since these 
negative personal obligations do not fall under the ‘items of income’ in art. 22 
of the DTC and therefore the Netherlands could tax the contributions added 
to the income of the taxpayer.  
Kavelaars is of the opinion that the Supreme Court is right. In his comment 
on this case he agrees that this negative personal obligation is not part of the 
items of income in the other income article, since this fictitious income is not 
related to a so-called source of income. This means that the tax treaty is not 
applicable.610 On the other hand, this decision is heavily criticized and 
furthermore it is questionable whether or not this decision is still valid. Betten 
believes the Supreme Court to be wrong. According to him, a negative 
personal obligation is a source of income that does fall under a tax treaty. 
Entering into a personal pension contract (in most situations: a life insurance 
contract) does create a source of income and therefore it is covered by art. 21 
of the OECD-Model. Furthermore he states that, if the Supreme Court is 
right, this opens the door for tax authorities to circumvent their existing tax 
treaty network and therefore jeopardizes one of the most essential functions of 
tax treaties.611 Niessen is of the same opinion.612 
From 2001 the Dutch ITA was changed with respect to personal pensions and 
emigration. In his note with respect to BNB 2002/42 Kavelaars even stated 
that treaty issues were no longer an issue from 2001, since the Dutch legislator 
changed the tax law in such a way that the taxable moment was the moment 
just before emigration.613 But the tax law was also changed in such a way, that 
in case of emigration not only the deducted contributions would be taxed, but 
also the accrued interest. This is a considerable change, since it meant that one 
could immediately dispute a ruling and argue and that the redemption-value 
was being taxed and according to the other income article the state of 
residence has the right of taxation. 

                                                                 
610 P. Kavelaars BNB 2002/42c* (note). Also see Kavelaars 1993. 
611 Betten 2002, p. 411. 
612 Niessen 2002, pp. 13-14. 
613 P. Kavelaars BNB 2002/42c* (note). 
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The 2009 case from the Supreme Court is important regarding international 
treaty law. This case concerned a personal pension.614 In 1992 the taxpayer 
obtained a personal pension, because of an old age reserve (see par. 
4.1.4.2.2.3).  A couple of years later, in 1996, the taxpayer emigrated to 
Belgium and he redeemed the personal pension in 2002. Because of the 
redemption the Dutch tax authorities levied income tax with respect to the 
value of the personal pension at the moment of emigration (the accrued value 
after that moment was not taxed).  
Par. 3.133 and 3.137 ITA 2001 stated that, in case of emigration, the total 
accrued amount of personal pension rights is taxable. For that purpose a 
protecting tax assessment is imposed. Par. 22 of the 1970 Tax Treaty 
Netherlands-Belgium gave the right to tax benefits from personal pensions 
solely to the state of residence, in other words, Belgium. According to the 
Dutch Supreme Court the paragraphs 3.133 and 3.137 ITA 2001 are contrary 
to art. 22 of the Tax Treaty.  
Interesting is to see that the Supreme Court in this case considers that the ITA 
2001 is different from the ITA 1964, since the total accrued amount is taxed 
(and not only the contributions are revoked), and therefore the 
Netherlands/Hungary case mentioned before. In the 2009 case the tax 
administration lowered the tax burden, during the case, to an amount with 
respect to only the deducted contributions (so comparable with the 
Netherland/Hungary-case). The Supreme Court considered that there is no 
legal base for this, so cannot be accepted. Also the fact that Belgium 
introduced legislation similar to the Netherlands after concluding the tax treaty 
does not mean that the Dutch legislation is not contrary to the tax treaty, 
according the Supreme Court.  
The primary reaction of the Dutch Ministry of Finance was that soon new 
legislation would be made in order to prevent taxpayers from emigrating and 
redeeming personal and occupational pensions. The ITA 2001 was changed 
within a couple of weeks! Under the new tax law only the contributions with 
respect to personal pensions are revoked in case of emigration to a treaty-state 
with exclusive residence taxation. So this means that not the accrued value of 
the personal pension is taxed anymore.615 In case there is no treaty or there is 
no exclusive residence taxation on personal pensions, the accrued value is still 
taxed at the moment of emigration.616 
This legislation on personal pensions seems to be in line with international tax 
treaty law. Also V-N is of the opinion that this legislation will be sufficient 
and acceptable.617  
 
  

                                                                 
614 BNB 2009/264C*. 
615 Par. 3.136(2) ITA 2001. 
616 Par. 3.136(1) ITA 2001. 
617 V-N 2009/34.3. 
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5.1.1.2  Occupational pensions 
 
The legislation on occupational pensions is similar to personal pensions with 
respect to EU-law. However there is a difference with respect to international 
tax law, in my opinion. The Dutch legislation still leads to treaty override. 
Together with the income tax reform of 2001, some new rules about 
occupational pensions were implemented. Regarding occupational pensions 
and emigration the ITA 2001 states that the moment a domestic taxpayer 
emigrates from the Netherlands, the total value of his occupational pension 
rights is deemed to be salary just before the moment he leaves the 
Netherlands.618 This means that the full amount is taxable in the year the 
taxpayer emigrates. So the same kind of legislation as with respect to personal 
pensions was introduced for occupational pensions. 
Already in 1995 other legislation was introduced concerning occupational 
pensions because of the pension-emigration that occurred in practice.619 One 
of the measures the Dutch legislator took was the fact that a pension insurance 
company (which might be a privately-owned company) would be taxed by 60 
per cent (later 52 per cent) on the accrued reserve the moment a prohibited 
act with the pension took place (par. 23a CIT 1969) by the emigrated 
taxpayer. Another measure was that the moment an emigrated taxpayer did 
not live up to the tax law with respect to pensions, the pension was considered 
to be redeemed and therefore taxed immediately as wages in the Netherlands 
(par. 11c WTA 1964). The Supreme Court published some important cases 
relating to this article. 
In the Singapore-case the situation was as follows.620 A taxpayer worked for a 
Dutch employer for some years and then returned to Singapore. In Singapore 
he redeemed his occupational pension rights and the Netherlands taxed his 
pension. In the DTC with Singapore however, taxation rights were with the 
state of residence. The Dutch Supreme Court decided that the redemption of 
the pension implied that it was still a pension and not to be considered as 
wages (art. 15 DTC). So par. 18 of the DTC is applicable, meaning in this 
case that the state of residence had the taxing rights.  So par. 11c WTA 1964 
did not work as intended by the Dutch legislator. 
In another case the following occurred. A taxpayer who used to live in the 
Netherlands transferred his pension reserve from the Netherlands to Belgium 
in 1998. The Dutch tax authorities taxed the pension reserve since the pension 
reserve was not transferred to an approved provider (at that time par. 11c 
WTA). The Dutch Supreme Court did not accept this, because par. 11c WTA 
was implemented in the national law after the conclusion of the tax treaty 
between Belgium and the Netherlands. In so doing, the Netherlands frustrated 

                                                                 
618 Par. 3.83 ITA 2001. 
619 This legislation was called Brede Herwaardering II. See TK 1994-1995, 23 046. 
620 BNB 2003/380. 
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the tax treaty, since the tax treaty allowed the state of residence to levy income 
tax on the pension.621 
Also par. 23a CIT 1969 was a problem according to the Supreme Court.622 In 
these cases the seat of a privately owned pension company was transferred 
from the Netherlands to Belgium. The Dutch tax authorities levied taxes at 
the level of the company because of par. 23a CIT. According the Supreme 
Court in fact the Dutch tax authorities levied an income tax on the pension 
and that was not in line with the DTC with Belgium. In this DTC the taxing 
rights for pensions were with the state of residence. So also here the Dutch 
legislator suffered a defeat. 
After the change of the income tax law of 2001, again the taxpayer does not 
have to pay the tax due at the moment of emigration, but he will get a 
protecting tax assessment. This leads to the consequence that the taxes are not 
due immediately, but that there will be a postponement of payment up to ten 
years (see par. 5.1.1.1). After those ten years the taxes due are remitted. Only 
if the taxpayer does not adhere to Dutch legislation with respect to pensions 
within those ten years, the tax authorities will collect the protecting tax 
assessment.623 In order to be able to collect the taxes due, the Dutch legislator 
made the insurance company or pension fund liable for the taxes due. 
As described in par. 5.1.1.1 the Dutch Supreme Court ruled several cases with 
respect to this issue in 2009.624 In BNB 2009/263 the case was as follows. In 
2001 a taxpayer emigrated from the Netherlands to France. Because of the 
accrued occupational pension rights a protecting tax assessment was imposed 
with respect to the total value of the accrued rights (see par. 3.83 (1) and 3.146 
(3) ITA 2001). The central question was whether these articles, and therefore 
the protecting tax assessment are/is in line with the tax treaty with France, 
because of the fact that par. 18 of this Treaty states that the state of residence is 
allowed to tax this income. 
Par. 3.83 and 3.146 ITA 2001 arrange that wages are taxed the moment they 
are gained. In case of emigration the total value of the pension rights are 
deemed to be the wage (par. 15 of the Treaty) at that moment, so directly 
prior to emigration. This means, according to the Dutch legislator, that the 
employee cannot invoke the rights he has according a tax treaty, because it is a 
completely internal situation. However, according to the Supreme Court, a 
tax that is levied because of emigration can be contrary to the good faith of art. 

                                                                 
621 BNB 2004/132 and BNB 2004/133. 
622 BNB 2005/234 and BNB 2005/235. 
623 Art. 2.8(2) and 2.9 ITA 2001, art. 25 (5) Law on the Collection of Tax  and 1e and 1f 
Administration Rules Law on the Collection of Tax. Waiver of the taxes in art. 26 (2) Law 
on the Collection of Tax. Liability of pension provider is arranged in Art. 44b Law on the 
Collection of Tax. 
624 BNB 2009/263, BNB 2009/264, BNB 2009/265 and BNB 2009/266. 
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31 of the Vienna Convention625 in case a (positive) income is taxed, because 
the right to tax with respect to that specific income is attributed to the other 
state. The Supreme Court considers that the ITA 2001 does not only tax past, 
tax-free contributions, but taxes the total value. Furthermore, the Supreme 
Court states that only at the moment an employee obtains the pension rights, 
par. 15 (dependant personal services) is applicable, but after that moment it is a 
pension and par. 18 (pensions) is applicable. Par. 3.83 (1) and 3.146 (3) ITA 
2001 does not revoke the obtained pension rights, but the accrued amount at 
the moment of emigration. Therefore this cannot be regarded as wages 
according par. 15 of the DTC Netherlands-France, but par. 18 (pensions) is 
applicable.626 This leads to the conclusion of the Supreme Court, that, since 
par. 3.83 and 3.146 ITA did not exist at the moment the tax treaty was 
concluded, these articles are contrary to par. 31 of the Vienna Convention and 
therefore par. 18 of the Tax Treaty. 
BNB 2009/266* and BNB 2009/265* were in fact similar situations. In these 
cases the taxpayer emigrated to the Philippines and Korea and therefore a 
protecting tax assessment was imposed, because he had occupational pension 
rights in the Netherlands. The Supreme Court concluded in the same way. 
A couple of months earlier the Dutch Supreme Court decided three cases on 
the taxation of substantial shareholdings immediately preceding the moment of 
emigration. Emigration is seen as a deemed alienation. According to the 
Supreme Court this is not treaty override since art. 13 (4) (later: art. 13 (5)) of 
the OECD Model (and also the OECD-Commentary) also covered deemed 
alienation.627 The fact that the Netherlands amended the law and introduced 
deemed alienation after concluding the tax treaty was therefore no problem 
according to the Supreme Court.628 
As shown in par. 5.1.1.1 new legislation was introduced quickly. The Dutch 
legislator adhered to the protecting tax assessment. According the legislator the 
Supreme Court cases would offer a possibility for doing so. Instead of taxing 
the full value of pensions only the contributions are revoked and taxed. This is 
in line with the Hungary-case. 
In my view this change in legislation is still treaty override. When a taxpayer 
obtains a pension this is unconditionally in the Netherlands. When he decides 
to emigrate this pension falls within the scope of art. 18 of the DTC. 
Revoking the contributions can lead to treaty override. 
Also in literature it is heavily criticised. Kemmeren argues that authorities in 
the Netherlands try to solve the problems in the national legislation, but the 
national legislation is not the base of the problem. Tax treaties are the basis for 

                                                                 
625 Vienna Convention on the Law of Treaties, 1969. Art. 31 (1): A treaty shall be interpreted 
in good faith in accordance with the ordinary meaning to be given to the terms of the treaty in their 
context and in light of its object an purpose. 
626 See also BNB 2005/233. 
627 For an extensive description of these cases see De Pietro 2012, pp. 116-119. 
628 BNB 2009/260, BNB 2009/261 and BNB 2009/262. 
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the problem and solutions must be found at that level. Also in the newly 
created legislation it remains impossible for the Netherlands to tax pensions, 
because of the tax treaties (treaty override). Par. 18 OECD Model will be 
applicable and not par. 15 in his view. This is what the Supreme Court 
decided.629 In the same way Pötgens and Kappelle are of the opinion that it 
is quite understandable that the Netherlands wants to have the right to tax 
occupational and personal pensions built up in the Netherlands, but the way in 
which the Dutch legislator adapts the legislation with respect to the case-law 
of the Dutch Supreme Court, this still is treaty override.630 Douven concludes 
that this change in legislation is not the end of the story and probably new 
cases will be taken to court. But in the meantime this legislation will keep 
participants from using (occupational and/or personal) pensions built up in the 
Netherlands for other goals. The Dutch authorities can use this period of time 
to change the DTCs.631 Bollen-Vandenboorn doubts whether this new 
Dutch law will not be treaty override.632 
Almost every DTC has a specific clause on pensions and the newly introduced 
legislation did not exist at the moment these DTCs were concluded. The 
general idea in my view is that the Dutch government buys time with 
changing the law in this way, because it is likely that in a couple of years the 
Supreme Court will decide again that this is treaty override. Real changes the 
Dutch legislator wants to make have to be discussed with other states in order 
to change the DTC. 
Also V-N believes the new legislation will still be classified as treaty override. 
The same reasoning is used as Kemmeren above. Still, V-N gives a possible 
solution for the Dutch legislator. The Dutch legislator has to make pension 
rights conditional. The condition should be that employees/taxpayers should 
use pensions according to their intended purpose, but if not, the contributions 
are revoked. In that way it could be par. 15 (of in some situations par. 16) that 
would be applicable. However, in that way only pension rights that are or will 
be built up after this change in law would be conditional. Also V-N refers to 
the possibility to renegotiate the tax treaties. 633 Up till now pension rights are 
unconditional in the Dutch WTA. According to Pötgens and Kappelle the 
case-law of BNB 2004/132 and BNB 2004/133 still stands. This means that in 
the new situation not the former exemption of the pension rights is revoked, 
but it is a deemed surrender. 
A lower court already decided that the protecting tax assessment is treaty 
override also in the situation Netherlands-Belgium under the 2003 DTC. In 
the DTC pensions are taxable in the state of residence. Only in specific 

                                                                 
629 Kemmeren 2009, pp. 883-884 and Staats 2009, pp. 28-29. 
630 Pötgens and Kappelle 2010, p. 86. 
631 Douven 2009a, p. 19.  
632 Bollen-Vandenboorn 2010, p. 14. 
633 V-N 2009/34.3. 
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circumstances the source state may tax the pension income.  Par. 18 (2) and 
(3) of the 2001 DTC go as follows:  
 
2. Notwithstanding the provisions of paragraph 1, an item of income referred to in that 
paragraph may also be taxed in the Contracting State in which it arises and pursuant to 
the laws of this State if and insofar as: 

 
(a) Where the items of income referred to in paragraph 1(a), are concerned, the right to 

claim this item of income has been exempted from tax in the Contracting State in 
which it arises, or the contributions paid by virtue thereof to the pension fund, 
pension savings fund or company indebted with this item of income were in the past 
either deducted at the time of determination of taxable income in this State or 
otherwise taken into consideration for the granting 
and 

(b) where the items of income referred to in paragraph 1(a) and (b) are concerned, this 
item of income is not subject, in the Contracting State in which the beneficiary is a 
resident, to the rate of taxation generally applicable to income from dependent 
professional services or where less than 90 per cent of the gross amount of this item of 
income is subject to taxation in this State. 

  
The preceding provisions shall only apply, however, if the total gross am
items of income which, pursuant to the preceding provisions, would be taxable in the 
Contracting State in which they arise, exceeds an amount of 25,000 Euros during the 
calendar year concerned. 
 
3.Notwithstanding the provisions of paragraphs 1 and 2, a pension or other similar 
remuneration, annuity or benefit referred to in paragraph 1 may also be taxed in the 
Contracting State in which it arises if this pension or other similar remuneration, 
annuity or benefit is not of a periodic nature and payment thereof takes place prior to the 
date on which this pension or other similar remuneration, annuity or benefit was to 
begin. 
 
The court stated that according the DTC pension income is taxable in the 
state of residence and only in specific circumstance
protecting tax assessment nevertheless taxes the accrued value of the pension at 
the moment of emigration and according the Court this is not in line with 
treaty law.634 However the Dutch Supreme Court believes otherwise, because 
of the fact that in a considerable number of these situations the Netherlands as 
source state actually will be able to levy taxes. The protecting tax assessment 
may only be collected by the Netherlands if, according to the tax treaty, the 
source state is allowed to tax.635 

                                                                 
634 Gerechtshof ’s-Gravenhage, BK-08/00464 and 08/00465, 26
635 BNB 2011/160. The Supreme Court is of the opinion that the protecting tax assessment 
is not contrary to EU-law as well (par. 4.6.1 – 4.6.8). 
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5.1.2  Non-domestic provider 
 
In most cases in the Netherlands occupational and personal pensions have to 
be insured with a pension fund or an insurance company. For that matter the 
Dutch ITA and the WTA sum up the providers that are allowed to offer these 
products. Mainly there is a reference to funds or companies based in the 
Netherlands. But it is also possible for non-domestic providers to carry out a 
pension regulation in the Netherlands.636 
 
5.1.2.1 Personal pensions 
 
Contributions for personal pensions are, under certain conditions, tax-
deductible in the Netherlands. Par. 126 and 126a ITA 2001 sum up the 
providers that are allowed to offer personal pensions. First of all these are the 
insurance companies, pension funds and banks637 established in the 
Netherlands. But it is also possible for non-domestic insurers and pension 
funds with a seat in another country to offer personal pensions on the Dutch 
market.638 
Until 2010 it was necessary for the insurance company that carried out 
personal pensions to be an insurance company that would take the personal 
pension into the domestic entrepreneurial assets. The most important 
argument for the Dutch legislator to demand this was to keep track of the tax 
claim on future benefits. In case of a foreign provider it would be no longer 
visible to the Dutch tax authorities.639 According to the Dutch legislator this 
was in line with EU-law, because of the fact that it was still possible to 
conclude personal pensions with insurance companies that were not 
established in the Netherlands. The only consequence would be that 
contributions would not be tax-deductible.640 In my view, with respect to the 
EU-legislation this was clearly not acceptable. 
Already in 1990 Brouwer argued that this was not a correct motivation. The 
fact that contributions would not be tax-deductible would lead to the fact that 
a taxpayer would not opt for a foreign insurance company. This is clearly a 
breach of the freedom of services. In his view there also is no justification for 

                                                                 
636 Par. 3.126 and 3.126a ITA 2001 and par. 19a (1) (c) and (f) WTA 1964.  
637 Until 2008 only insurance companies could provide personal pensions. From 2008 also 
banks are allowed to do so. This has led to an enormous shift from insurance companies 
towards banks. 
638 The Dutch ITA also mentions specific companies or even persons that can offer specific 
types of personal pensions. In particular this is allowed in situations of succession of 
companies. This situation is not dealt with in this research. 
639 TK 1988-1989, 21 198, no 3, p. 76. 
640 TK 1988-1989, 21 198, no 3, p. 16. 
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this legislation.641 Also Kavelaars was of the opinion that it was a clear-cut 
case of discrimination with respect to insurance companies because of general 
non-discrimination article of the TFEU.642 
From 2001 it has been possible for pension providers not established in the 
Netherlands to offer Dutch personal pensions.643 These companies are 
providers that don not have a permanent establishment or a foreign permanent 
establishment of a Dutch provider in the Netherlands. A foreign provider has 
to be entitled to sell products in the Netherlands according to the Act on 
Financial Supervision. This part of the Act on Financial Supervision is the 
implementation of the Third Life Directive644 that introduces a single license, 
single passport-principle with a home-county control. The fact that the 
Netherlands demanded an extra bank guarantee was not in line with the fact 
that the Third Life Directive states that the financial control of the specific 
institutions is carried out only by the Member State in which it has 
registered.645 
These providers will have to fulfil several demands. First of all they have to 
agree to supply the Dutch tax authorities with information on the personal 
pensions of their clients. Furthermore they have to be liable for the collection 
of tax that is indebted.646 The reason for implementing this was the EU-law.647 
It is questionable whether the demands the Dutch legislator imposes on 
foreign providers are compatible with EU-law. In all likelihood this is the 
affirmative, since it is quite similar with respect to the Mutual Assistance 
Directive. Also AG Jacobs believes that it should be possible to ensure co-
operation of a foreign provider by making the deductibility of contributions 
conditional on an arrangement between that provider and the authorities of 
the Member State. Since no infringement procedure is started against the 
Netherlands it might be concluded that this legislation is no breach of EU-
law.648 
Since December 2010 there have been some foreign providers who qualify for 
selling personal (and/or occupational) pensions.649 

                                                                 
641 Brouwer 1990, p. 5. 
642 Kavelaars 1991, p. 923. 
643 Art. 3.126 (1) (d) ITA 2001. 
644 European Council 1992. 
645 Otherwise Eisma 2002, p. 133, who believed that the Dutch requirements were 
proportional. 
646 Par. 14 and 14a Implement Decision ITA 2001. 
647 TK 1998-1999, 26 727, no 3, pp. 161-163. 
648 Opinion of AG  Jacobs in Case C-136/00 Danner, par. 74. Also see Voss 2007, p. 19. 
649 On the website www.belastingdienst.nl (overzicht aangewezen buitenlandse pensioenfondsen 
en lijfrente-aanbieders) the qualifying foreign providers are published. For personal pensions 
there are three providers: two in Luxembourg and one in Belgium. Accessed 15 September 
2013. 
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Another situation where it is permitted to claim deductions for personal 
pensions with a foreign provider is the situation in which the taxpayer already 
started building up a personal pension when living abroad.650 After 
immigrating to the Netherlands it is allowed to continue this personal pension 
with the foreign provider. The reason for the Dutch legislator to implement 
this rule is the fact that otherwise the taxpayer would meet severe costs in 
redeeming the personal pension abroad and continue the personal pension 
with a Dutch insurer. Furthermore it is almost certain that these taxpayers 
obtained the annuity specifically for a retirement provision and not for tax 
purposes.651 Still there are specific conditions that have to be fulfilled:652 

- The foreign provider has to be controlled by thorough financial 
supervision that is comparable to the Dutch Act on Financial 
Supervision; 

- The personal pension has to be started before the moment of 
immigration. At least one contribution has to be made in that period; 

- The personal pension has to live up to the demands of par. 1.7 (1) 
ITA 2001. 

Probably the last criterion will lead to the fact that hardly any personal pension 
will qualify, since par. 1.7 (1) states that the personal pension should lead to 
lifelong periodic benefits that cannot be revoked, pledged of alienated. In my 
view, the legislation in other states will probably not qualify completely. 
 
5.1.2.2 Occupational pensions 
 
The general rule for occupational pensions is that they must be concluded 
with a pension fund or insurance company. In Dutch legislation it is allowed 
for a company not to be established in the Netherlands. 
First of all it is possible to carry on an occupational pension regulation with a 
non-domestic pension fund or life-insurance company, if this pension 
regulation already started in the period the taxpayer was not a domestic 
taxpayer in the Netherlands.653 The Dutch legislator even accepts a higher tax 
relief than for domestic taxpayers if the pension contract in the other country 
was acceptable there. According to Kavelaars this is not correct. Tax relief up 
till the level of the domestic rules is sufficient in his view.654 
Secondly, from 2001, is it possible to insure a pension with a non-domestic 
pension fund or entity that may carry out insurances. This may be a foreign 
provider that does not have a permanent establishment in the Netherlands of a 
foreign permanent establishment from a Dutch provider. Until 2001 the 
Dutch authorities were of the opinion that because of fiscal coherency it was 

                                                                 
650 Par. 3.126 (1) (c) ITA 2001. 
651 TK 1988-1989, 21 198, no 7, pp. 28-29. 
652 BNB 2012/285. 
653 Par. 19a (1) (c) WTA 1964. 
654 Kavelaars 2001. 
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acceptable to demand that the pension rights had to be with a provider that 
would take these rights into account in its domestic entrepreneurial assets. 
The foreign providers have to fulfil specific conditions. They are obliged to 
give information with respect to the pension regulations to the Dutch tax 
authorities.  The fact that the foreign insurer has to comply with some 
information duties is no problem with respect to EU-law.655  
Initially these providers were obliged to provide security within the 
Netherlands. The latter could be compared to a bank guarantee. The taxpayer 
might also provide this security. This means that the taxpayer may pledge his 
pension right on behalf of the tax authorities (in all other circumstances it is 
forbidden to pledge pension rights).656 As far as EU law was concerned, it was 
questionable whether this part of the legislation was acceptable after the 
Hughes de Lasteyrie du Saillant-case. In my view this should undoubtedly be 
regarded as a violation of the freedom of services. This violation was not 
justifiable or proportionate since the home country control by the authorities 
in the other Member State should be sufficient. The authorities in the 
Netherlands could start negotiations with those authorities in order to make 
arrangements that the taxes due will be collected. So with respect to this 
demand, in my view there are other, less severe measures are possible that can 
lead to the same result and therefore this part of the legislation is considered to 
be a violation of the TFEU.657 
The Dutch tax law has been changed. From 11th March 2004 providers 
within the EU are no longer obliged to provide guarantees if they accept the 
fact that they are liable for the taxes due by the taxpayer with respect to 
pension.658 It might be questioned whether this part of the tax legislation is 
proportionate, since mutual assistance is also possible (see par. 5.1.2.1 on 
personal pensions that is quite similar). 
In the Netherlands an entrepreneur/owner of a legal entity (BV, Ltd, Inc.) is 
allowed to arrange a pension with his employer (the BV) and keep the 
liabilities with respect to this pension in its own balance sheet. Until 2010 this 
had to be a legal entity that would take these assets into account in its domestic 
entrepreneurial assets. From 15th September 2009 it is also possible to keep 
these assets within a foreign privately owned company.659 
Since 2006, the Directive 2003/41/EC (IORP Directive) has been 
implemented in the Dutch law. This enables Dutch companies to hire a 
pension provider in another Member State. The Directive sets out technical 
provisions and investment rules. Furthermore the Directive imposes the 
adaptation of the national supervisory system. 

                                                                 
655 See e.g. COM(2001) 214 , par. 3.5, that says that information duties are acceptable. 
656 Par. 1.7 (1) ITA. 
657 For a similar reasoning of the CJEU see the Safir case. 
658 Par. 10d Implement Decision WTA 1965. Also see Decision 16th December 2004, Stb. 
2004, 685. 
659 Par. 19a (1) (e) WTA 1964. 
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5.1.3  International transfer 
 
When leaving the Netherlands a taxpayer might have the wish to transfer his 
accrued occupational or personal pension to the new state of residence. From 
1994 the PSTA enables the transfer from a pension reserve from a domestic 
fund or insurance company to a non-domestic one when a taxpayer leaves the 
Netherlands and starts working abroad.660 The Dutch Chamber of Insurance 
had the right to establish the conditions that are applicable in that case.  From 
2007, the PSTA has been replaced by the Pension Act. In par. 85, 87, 88, 89 
and 90 an international transfer of pension rights is allowed.  
According to the Dutch WTA it is possible to transfer a pension reserve from 
one insurer to another.661 Furthermore the WTA delegates the authority to 
the State Secretary for Finance to establish specific tax rules for transfers 
abroad.662 Because of this authority, the State Secretary issued a so-called 
Decision in December 1996.663 Because of the tax reform of 2001 all 
Decisions taken were reconsidered. This led to a new Decision in July 2002.664 
This was followed by another Decision in 2008.665  
 
5.1.3.1 Personal pensions 
 
With the introduction of the ITA 2001 it is stated that it is possible to transfer 
personal pension rights from a domestic to a non-domestic insurance 
company. The ITA 2001 allows the transfer from personal pension rights from 
one insurer to another.666 This had already been common practice on a 
national level, but because of the extension of the qualified insurance 
companies as dealt with in paragraph 5.1.2.1, a transfer of personal pension 
rights can be realised from the Netherlands to another country now. As long 
as the non-domestic insurance company lives up to the rules described in 
paragraph 5.1.2.1 an international transferral of the personal pension rights is 
possible. In practice, however, an international transfer of personal pension 
rights is rarely carried out.  
As shown with non-domestic providers there are some foreign providers who 
qualify for an international transfer of personal pension rights.667 
 

                                                                 
660 Par. 32b (1) sub c, 4º PSTA and par. 16a and 16b Regulations PSTA. 
661 Par. 19b (2) Transfer of a pension reserve as a main rule is a deemed redemption of the 
reserve, but if it goes to an approved provider (see par. 5.1.3) this is not the case.   
662 Par. 19b (4) WTA. 
663 Decision of 2 December 1996, DB96/113M. 
664 Decision of 16 July 2002, no CPP2002/192M. 
665 Decision of 31 January 2008, CPP2007/98M. 
666 Par. 3.134 ITA and art. 3.133 (2)(h) and (i) ITA. 
667 <www.belastingdienst.nl> (overzicht aangewezen buitenlandse pensioenfondsen en lijfrente-
aanbieders)  
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5.1.3.2 Occupational pensions 
 
The Dutch civil law states that a provider has to accept an international 
transfer if a taxpayer terminates his employment and the international transfer 
enables the taxpayer to obtain pension rights with the new foreign provider 
(par. 85 PA). A problem however is par. 85 (1) (b) PA that states that the 
options regarding surrendering the occupational pension may not be greater 
than with the old provider (according the Dutch tax legislation). This 
condition hardly makes it possible to actually carry out an international transfer 
since most countries do not have an (almost) full prohibition of surrendering 
an occupational pension.668 For instance, an international transfer from the 
Netherlands to the UK is therefore not possible, since the UK allows a partial 
surrender (25 per cent) of an occupational pension.669 
Furthermore par. 87 PA, amongst others, states that the foreign provider has to 
be subject to some kind of government control if the foreign provider is not a 
pension institution. Another condition is that the assets of the foreign provider 
are separate from the assets of the employer. 
Also according the Dutch tax law the international transfer of pensions is 
possible. As from 1995 par. 11c WTA allowed an international transfer with 
respect to accepting employment in another state under certain conditions. In 
his 1996 Decision the State Secretary for Finance formulated these 
conditions.670 
The most important obligations the State Secretary introduced in this Decision 
are: 

- Pension capital goes directly from one fund/insurance company to 
the fund/insurer of the pension of the new employer; 

- The Dutch Insurance Chamber has to give release; 
- There has to be a double tax treaty with the other country with 

arrangements regarding the exchange of information (or the other 
country is a Member State in which case Directive 77/799/EEC 
should be applicable); 

- In the new country the taxpayer has to accept a new job and a 
‘substantial’ employer-employee relationship (minimum of five year 
agreement); 

- A number of documents have to be submitted. Amongst others one 
has to hand in a declaration of the foreign tax authorities in which it is 
stated that all benefits (so also the part built up in the Netherlands) 
will be taxable with income tax in the country of immigration and a 
declaration that there will be a substantial deficit in the pension claim 
when the pension reserve is not transferred. Furthermore the taxpayer 

                                                                 
668 Bollen-Vandenboorn 2013, p. 227. 
669 Mevissen and Boumans 2010, p. 15. 
670 BNB 1997/16. 
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has to show that the new pension scheme is a normal pension in the 
other country.  

If the taxpayer fulfils the demands specified above, the Dutch tax authorities 
will approve the transfer. In this approval the liability of the Dutch insurer or 
fund is withdrawn under certain conditions. Those conditions state that either 
the taxpayer or the foreign insurer or fund must give a bank guarantee that 
will enable the Dutch tax authorities to collect the tax at the moment the 
protecting tax assessment has to be collected.  
A new decision was published in 2002.671 The reason for the new decision was 
a change in the WTA. The conditions mentioned in this Decision are almost 
the same as in the 1996 decision. Only the condition that there has to be a 
double tax treaty with the other country with arrangements regarding the 
exchange of information was not included.  
The newest Decision was published in 2008 and basically contains all situations 
with respect to the international aspects of pensions.672 One has to distinguish 
two situations with respect to a foreign pension fund or insurance company. A 
foreign fund or insurer can be an approved provider on the basis of par. 19a 
(1)(e) WTA (see par. 5.1.2.1). In that case an international transfer is not a 
problem at all. 
If a taxpayer would like to transfer his pension rights to a fund or insurer that 
does not fall within the scope of par. 19a (1)(e) WTA the Decision of 2008 is 
applicable. The specific conditions of this Decision are the following: 

- The tax-authorities have to agree on the amount of the pension rights 
to be transferred. 

- In the new country the taxpayer has to accept a new job and a 
‘substantial’ employer-employee relationship (minimum of five year-
agreement); 

- The new fund/insurer is not a fund/company that fulfils the demands 
of par. 19a(1)(e) WTA; 

- The employee has to show that the new pension arrangement is a 
‘normal’ pension-arrangement in the target-country and has to hand 
over a copy of the pension-arrangement; 

- The pension capital goes directly from one fund/insurance company 
to the fund/insurer of the pension of the new employer; 

- The employee does not deduct anything on his or his partner’s 
income with respect to the international transfer; 

- The employee shows that the pension-benefits will be taxed with an 
income tax in the other country; 

- The new fund/insurer agrees responsibility with respect to taxes due 
by the employee regarding par. 44b (5) Law on the Collection of Tax 
1990.  

                                                                 
671 BNB 2002/339. 
672 BNB 2008/119. 
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So generally speaking it is clear that the international transfer of pensions 
theoretically is possible. But the State Secretary demands a number of 
conditions a taxpayer has to fulfil in his Decision of 2008. There might be a 
problem with respect to the TFEU. 
A taxpayer has to prove several things. He has to show that all benefits (so also 
the part built up in the Netherlands) will be taxable with income tax and also 
that it is a ‘normal’ pension in the other country. Kavelaars is of the opinion 
that it is questionable whether these conditions are in line with the TFEU.673 
At a national level these demands need not be fulfilled. Also Voss doubts 
whether this is in line with TFEU since this part of the Decision aims at 
disparities in tax systems. Applying the EU law and taking advantage of more 
profitable tax systems is no misuse of EU tax law.674 
Also, the enforcement of a substantial employer-employee relationship is never 
requested in national transfers. This could highlight a problem with EU law, 
in my opinion. And finally it is questionable whether the foreign provider will 
agree on the duty to be responsible for taxes due by the taxpayer in certain 
circumstances. However it is also possible that the taxpayer himself accepts this 
liability and provides some kind of bank guarantee.675 
It is quite obvious why the Netherlands makes these conditions, but it is 
questionable whether they are justifiable and/or proportionate. Directive 
77/799 (Mutual Assistance) gives Member States the opportunity to obtain all 
relevant information. It is therefore possible that the taxation of pensions may 
be ensured by measures that restrict freedom to provide services to a lesser 
degree that at issue. So in my view the conditions are not proportionate. Also 
at a bilateral level, in a tax treaty, arrangements could be made with respect to 
the right to tax pensions (for example, DTC Netherlands-Portugal). In my 
view this would be more appropriate. Finally, when the conditions of an 
international transfer are fulfilled, a protecting tax assessment will still be 
issued. 
In November 2012 the European Commission requested the Netherlands to 
amend tax rules in this perspective.676 First of all employees have to give 
guarantees if their pensions are transferred abroad or if they want to buy 
pension services abroad. Secondly, as said before, transfers of pensions to 
foreign providers by workers employed outside the Netherlands are only 
exempt from tax if the taxpayer provides a guarantee or if foreign providers 
assume the responsibility for any tax claims. None of these conditions have to 
be met by Dutch pension service providers in the Netherlands. The 
Commission believes that these rules therefore constitute restrictions to the 
free movement of citizens and workers, to the freedom of establishment, the 
freedom to provide services and the free movement of capital (Articles 21, 45, 

                                                                 
673 Kavelaars 2007, p. 23 and Kavelaars 2008a, p. 21. 
674 Voss 2007, p. 21. 
675 Par. 40c Recollection Act (Uitvoeringsregeling) 1990. 
676 November infringements package: main decisions, Memo/12/876, 21 November 2012. 
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49, 56 and 63 TFEU). According to the answer of the Dutch authorities this 
does not infringe on EU-law.677 The EC’s response was not published until 
now. 
With respect to the international transfer the providers of occupational 
pensions developed a standard form that can be filled out and will show 
whether or not the international transfer is possible.678 Boumans suggests a 
kind of central register with respect to international transfers. Every 
international transfer should be reported and stored in this register. This 
enables other providers to see if a specific international transfer already is in the 
register and therefore is allowed. This procedure already exists in the UK.679   
 
5.1.4 Summary and conclusions 
 
In this chapter the international aspects of occupational and personal pensions 
with respect to the Netherlands were discussed. 
In case of emigration the Dutch legislator has made some specific rules. Since 
the Netherlands is a pension exporting country, the Netherlands issued some 
rules in trying to avoid emigrants to take their occupational and/or personal 
pension abroad and cash those rights in a fiscal and financial profitable way. 
For that purpose the Netherlands uses a protecting tax assessment. This might 
be in line with EU law, but because of its deterrent nature there still may be a 
problem. Regarding this exit tax there still is a problem with respect to 
international law, especially in the case of pensions, since the new-found 
solution still can be seen as treaty override. New case law will arise, in my 
view. 
Regarding foreign providers of personal and occupational pensions in general, 
the Dutch tax law is in line with European and international law. The latest 
amendments, made in 2010, finalized this. 
For occupational pensions and personal pensions it is equally possible to 
transfer the rights abroad. It is also possible to buy occupational and/or 
personal pension rights from non-domestic pension funds or insurance 
companies. But there are strict rules at this level. With respect to the EC-
legislation, the conclusion is that the conditions, under which an international 
transfer of pension rights is permissible, might not be in line with EU-law. 
There might be an infringement procedure. In my view the guarantees that 
have to be given by either the foreign provider or the taxpayer himself are not 
in line with EU-law, although the National Grid Indus-case made this 
somewhat unclear. And since the fact that an employee has to fulfil several 
demands that do not have to be fulfilled in a national transfer of occupational 
pension rights, it highlights a problem with EU-law. 

                                                                 
677 AFP 2013/178 U, Ministry of Finance, 19 April 2013. 
678 Handleiding Modelvragenlijsten Internationale uitgaande waardeoverdracht, Pensioen-
federatie/Verbond van Verzekeraars, July 2012. 
679 Boumans 2008, p. 11. 
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5.2 The UK 
 
The UK has relatively clear rules with respect to international transfers and 
overseas employers and employees. Under certain conditions it is possible to 
transfer rights internationally as well as to build up pension rights abroad. Exit 
taxes with respect to pensions are not imposed. 
 
5.2.1 Exit tax 
 
With respect to income taxation the UK does not impose a general or limited 
exit tax when individuals emigrate. According to Baker this is slightly 
surprising since the UK imposed exit taxes for companies ceasing to be 
resident in the UK as well as some trustees.680 Baker also mentions the fact 
that there is no recapture of deductions previously made while the 
occupational pension provision has been built up. This means that when a 
participant is not taxed in the country to which he has emigrated, he shall not 
be taxed at all (since in most DTCs taxation rights are with the state of 
residence), despite obtaining tax relief in the UK. The same goes for personal 
pensions that, in most situations, fall under the other income article.681 
Therefore no problems exist regarding EC- or international tax law with 
respect to exit taxes. 
 
5.2.2 Non-domestic provider 
 
With respect to contributions regarding personal and occupational pensions 
made to non-domestic providers the UK has specific legislation (discussed in 
the following paragraphs). The same legislation is relevant for personal 
pensions and occupational pensions. Therefore both pensions are dealt with 
simultaneously.  
With the Finance Act of 2004 a number of pension reforms were set. 
Amongst others new rules were introduced regarding employees working in 
the UK making contributions to an overseas pension scheme.682 The overseas 
pension scheme must meet certain conditions. In doing so, tax relief on the 
contributions is the same as the tax relief that can be obtained by paying into a 
pension scheme in the UK. This means that also the annual allowance charge 
and lifetime allowance charges are applicable.683 

                                                                 
680 Baker 2002, p. 562.  
681 Baker 2002, pp. 572/573. 
682 The information in this paragraph is mostly obtained from: Tye and Latrémolière 2007 
and HM Revenue & Customs: Overseas pension schemes – the basics, <www.hmrc.gov.uk> 
accessed 15 September 2013. 
683 HMRC Registered Pension Scheme Manual, RPSM00500100 – Overview of the 
International Pensions Regime and esp. RPSM00501600 – Appendix 6: Possible charges 
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Migrant member relief 
A migrant member is a person who was not a UK tax resident when he 
became a member of the overseas scheme but was a member of the scheme at 
the beginning of the period of UK residence. Furthermore the participant 
must have been entitled to tax relief in the former country and the scheme 
manager will have notified the participant that information on his benefits 
crystallisation events will be given to HMRC.684 Benefits crystallisation events 
are various occasions when an individual uses part of their lifetime allowance 
(see par. 4.2.2.2).685 
Participants will get tax relief on the condition that he or she: 

- is a relevant migrant member; 
- is a member of a qualifying overseas pension scheme; 
- has relevant UK earnings chargeable to income tax that year; 
- is resident in the UK when the contributions are made; 
- has notified the scheme manager that he intends to claim migrant 

member relief. 
An overseas pension scheme is a scheme that is established outside the UK and 
is recognised for tax purposes in the country where it is established686 and 
qualifies if it fulfils relevant HMRC notification requirements. This scheme 
should provide the following to the HMRC: 687 

- notification that is a recognised overseas scheme and where it is 
established; 

- agree that HMRC will be informed if the scheme ceases to be a 
recognized overseas pension scheme; 

- agree that the scheme will comply with any requirements (benefit 
crystallisation information) prescribed in regulations. 

The tax relief the participant can get is 100 per cent of the relevant UK 
earnings chargeable to income tax for that year. Also the employer gets tax 
relief for contributions made to this qualified overseas scheme.  
 
Foreign employees 
The UK also has legislation with respect to foreign employees working for a 
UK business (for instance, an employee working for an overseas branch of a 

                                                                 

recouping excess relief – Schedule 34 to FA 2004,  <www.hmrc.gov.uk> accessed 15 
September 2013. 
684 Par. 4(1) Schedule 33 and The Pension Schemes Regulations 2006 
<www.hmrc.gov.uk> accessed 15 September 2013. 
685 See Manual RPSM00501400 – Overview of the International Pensions Regime: 
Appendix 4: Benefit crystallization events at <www.hmrc.gov.uk> accessed 15 September 
2013. 
686 Sect. 150 (7) Finance Act 2004 and the Pension Schemes Regulations 2006 (SI 
2006/206) <www.hmrc.gov.uk> accessed 15 September 2013. 
687 Par. 5 (1), Schedule 33, Finance Act 2004 and the Pension Schemes Regulations 2006 
(SI 2006/208) <www.hmrc.gov.uk> accessed 15 September 2013. 
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UK bank). It is allowed that this employee participates in the pension scheme 
of this employer and that the pension scheme is not established in the UK. If 
this is a UK-registered scheme the employer contributions are deductible.688 
Overseas schemes can apply for registration in the UK. Several terms have to 
be fulfilled. The European Commission has confirmed that this registration is 
compliant with the EU Treaty. The registration requirement applies to 
everyone and since there are no other specific reporting requirements, it is 
compliant with the EU Treaty.689 
In 2008 the EU took steps against the UK because of deductibility of cross-
border pension contributions, but after clarifications these proceedings were 
closed in October 2009.690 
 
5.2.3 International transfer 
 

In this paragraph the UK legislation with respect to the international transfer 
of both personal and occupational pensions is discussed. 
With respect to international transfers of personal pensions the same rules 
apply as with occupational pensions. This means that if the pension scheme 
outside the UK is a Qualifying Recognised Overseas Pension Scheme 
(QROPS), it is possible to transfer the benefits to this approved pension 
scheme.691 
In the UK it is possible to transfer pension rights from one scheme to another. 
This is possible on a national level, but also transfers to an overseas scheme are 
allowed. International transfers of occupational pensions that have received tax 
relief are allowed free of UK tax to pension schemes established outside the 
UK that meet the conditions to be a QROPS.692 The rules on transfers to so-
called overseas pension schemes are laid down in the Finance Act 2004 and 
the Pension Schemes 2006.693 If the overseas pension scheme is a QROPS the 
transfer is considered to be a ‘recognised transfer’. This is a benefit 
crystallisation event and will be tested against the lifetime allowance of the 
individual.694 

                                                                 
688 Sec. 196, Finance Act 2004. 
689 UK tax deductions for contributions to overseas pensions schemes, Institute of Chartered 
Accountants in England and Wales, Taxguide 3/09. 
690 IP/08/1816, Brussels, 27th November 2008. 
691 <www.pensionadvisoryservice.org.uk> Overseas Transfers accesses 15 September 2013. 
692 See Explanatory Memorandum to The Overseas Pension Schemes (Miscellaneous 
Amendments) Regulations 2012, Sec. 4.2.  
693 Section 150(7), 150(8) and 169(2) Finance Act 2004 and the Pension Schemes 
(Categories of Country and Requirements for Overseas Pension Schemes and Recognised 
Overseas Pension Schemes) Regulations 2006, SI 2006/206. 
694 The information in this paragraph is mostly obtained from: Tye and Latrémolière 2007, 
pp. 169-170. 
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There are four tests that a scheme must meet in order to be a QROPS.695 It 
must be: 
1. A pension scheme; 
2. An overseas pension scheme as defined by the legislation; 
3. A recognised overseas pension scheme; 
4. A qualifying, recognised overseas pension scheme. 
 
1. Pension scheme 
The scheme is designed to provide benefits in respect of retirement, ill-health, 
death or similar circumstances. 
 
2. Overseas pension scheme 
In order for a scheme to be classed as an overseas pension scheme,696 it cannot 
be a registered pension scheme and must be established outside the UK. It 
must also meet the following requirements: 697 
 

- It must meet the regulation requirements test;  
- It must meet the tax recognition test by the country or territory in 

which it is established.  
 

The regulation test is met if one of the following requirements is satisfied:  

Requirement a: 
- The scheme is an occupational pension scheme; 
- There is in the country or territory in which it is established a body 

which regulates occupational pension schemes; 
- The scheme is regulated by that body.  

Requirement b: 
- The scheme is not an occupational pension scheme; 
- In the country or territory in which it is established there is an extant 

body that regulates pension schemes other than occupational pension 
schemes; 

- It is regulated by that body. 
 
Requirement c:  
Neither requirement a or b is met by reason only that no such pension 
regulatory body exists in the country or territory and, either,  

                                                                 
695  This paragraph is also based on the QROPS guidance – April 2012, 
<www.hmrc.gov.uk> accessed 15 September 2013. 
696 Sec. 150(7) Finance Act 2004. 
697 The Pension Schemes (Categories of Country and Requirements for Overseas Pension 
Schemes and Recognised Overseas Pension Schemes) Regulations 2006 [SI2006/206]. 
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- the scheme is established in a Member State of the EU or in Norway, 
Iceland or Liechtenstein, or 

- the scheme’s rules provide that at least 70 per cent of a member’s UK 
tax-relieved scheme funds will be designated by the scheme manager 
for the purpose of providing the member with an income for life. 
The pension benefits payable to the member (and any associated lump 
sum) must be payable no earlier than they would be if pension rule 1 
in section 165 Finance Act 2004 applied.  
 

The pension scheme needs to be recognised for tax purposes under the tax 
legislation of the country or territory in which it is established.  This 
requirement is met if all of the following three conditions are met: 

- The scheme must be open to persons resident in the country or 
territory in which it is established; 

- The scheme is established in a country or territory where there is a 
system of taxation of personal income under which tax relief is 
available in respect of pensions, and one of the following three tests is 
met:  

- a. tax relief is not available to the member on contributions made to 
the scheme by that individual or, if the individual is an employee, by 
their employer in respect of earnings to which benefits under the 
scheme relate, or 

- b. the scheme is liable to taxation on its income and gains, and is a 
complying superannuation plan as defined in section 995-1 
(definitions) of the Income Tax Assessment Act 1997 of Australia, or  

- c. all or most of the benefits paid by the scheme to members who are 
not in serious ill-health are subject to taxation. 

- So tax relief or an exemption from tax either applies at the point 
money goes into the scheme as a contribution or the point it leaves as 
a benefit payment. It cannot be exempt at both of these points; 

- The scheme is approved or recognised by, or registered with, the 
relevant tax authorities as a pension scheme in the country or territory 
in which it is established. 
 

3. Recognised overseas pension scheme 

It must satisfy: 
- The benefits tax relief test, and  
- One of the conditions (a), (b) or (c).  

Where tax relief in respect of benefits paid from the overseas pension scheme is 
available to members of the scheme who are not resident in the country or 
territory in which the scheme is established, the same or substantially the same 
tax relief must,  

- also be available to members of the scheme who are resident in the 
country or territory; and  
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- apply regardless of whether the member was resident in the country 
or territory, 
- when the member joined the scheme; or  
- for any period of time when they were a member of the scheme.  

Conditions: the overseas pension scheme must:  
a. be established in a Member State of the EU, Norway, Liechtenstein 

or Iceland, or 
b. be established in a country or territory, other than New Zealand, with 

which the UK has a Double Taxation Agreement that contains 
exchange of information and non-discrimination provisions, or  

c. satisfy the requirement that, at the time of the recognised transfer, the 
rules of the scheme provide that: 

o At least 70 per cent of the funds transferred will be 
designated by the scheme manager for the purpose of 
providing the member with an income for life; 

o The pension benefits (and any associated lump sum) payable 
to the member under the scheme, to the extent that they 
relate to the transfer, are payable no earlier than they would 
be if pension rule 1 in section 165 applied; 

o Membership of the scheme is open to persons resident in the 
country or territory in which it is established. 

4. Qualifying recognised overseas pension scheme 

The scheme manager must:  
- Notify HMRC that the scheme is a recognised overseas pension 

scheme, and have provided evidence of that if required; 
- Inform HMRC of the name of the country or territory in which the 

scheme is established; 
- Provide any other evidence required by HMRC; 
- Undertake to notify HMRC if the scheme ceases to be a recognised 

overseas pension scheme; 
- Undertake to provide HMRC with certain information on making 

payments in respect of certain scheme members. 
 

The idea behind QROPS is to enable taxpayers that leave the UK to take 
their pension savings with them, in order to continue savings. The UK 
authorities however noticed that QROPS were used for turning pension 
savings into a tax-free lump sum. This is contrary to the ideas behind the 
QROPS. Therefore the legislation changed in 2012. Amongst others the 
QROPS has to be recognised for tax purposes in the state of establishment. 
Furthermore the QROPS has to provide information on payments that are 
made within ten years after the transfer. 
If a transfer is made that is considered to be an unauthorised payment, 
unauthorised payment charges are due. A tax charge of 40 per cent of the 
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transfer value is charged is that situation.698 This charge is a kind of recovery of 
the tax relief given in the past. 
If a provider is considered to be a QROPS is will be put on the QROPS-list. 
The consequence is that a pension scheme only has to be tested once. Van 
Engelshoven believes this to be a practical method and proposes that more 
states use this method, as it will enable these states to exchange information on 
notification.699 
 
5.2.4 Summary and conclusions 
 

The treatment of a pension received by someone, who built up the pension in 
another country and then moved to the UK, will depend on whether or not 
there is a double tax treaty with the other country. If there is no such treaty, 
such pension payments will normally be taxed as income. Since the UK also 
uses the EET system like most EU Member States, no particular problems arise 
at that level.  
With respect to the international aspects the UK has clear rules on what is or is 
not acceptable with respect to overseas providers of occupational or personal 
pension plans or even overseas transfers of pension reserves for employees 
leaving the UK.  
Looking at the demands the British tax authorities as laid down in various 
regulations, in my view there do not seem to be too many issues regarding 
EU-law. Also, UK legislation seems to be in line with the Third Life Directive 
with respect to non-UK bases insurance companies.700 This is strengthened by 
the closure of the infringement procedure against the UK by the EC in 2009. 
 
5.3 Germany 
 
In this paragraph international aspects of the German pension system are 
discussed. Also, exit taxes are dealt with and non-domestic providers and 
international transfers.   
 
5.3.1 Exit tax 
As shown in par. 4.3 in the last decade Germany more or less introduced the 
‘nachgelagerte Besteuerung’ (deferred taxation/EET).  One of the connected 
issues is emigration. A situation can occur where a taxpayer built up his 
retirement provision using tax facilities in Germany, but emigrates before 

                                                                 
698 See RPSM14102020 – Technical Pages Transfers: Non-recognised transfers from 
registered pension schemes: Transfer to a non-registered overseas pension scheme which is 
not a qualifying recognised overseas pension scheme. Also see RPSM13104030 – Technical 
Pages: International: QROPS after 5th April 2012: Non-recognised transfers – tax 
implications. www.hmrc.gov.uk, accessed 15 September 2013. 
699 Van Engelshoven 2008. Also: M. Boumans 2008. 
700 Information of the Internal Revenue: Sec. 59 Finance Act 1995. 
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benefits are paid out. In that situation the conclusion can be that Germany did 
give tax facilities, but will not receive tax revenues. At first Germany had some 
specific exit tax legislation, but an EC–infringement procedure led to a change 
of law. 
 
5.3.1.1 Personal pensions 
 

The fact that the Riester-reform was extensive and difficult is exemplified 
merely by its introduction of no less than twenty-one (!) new sections in the 
German ITA.701 One of the items dealt with were penalties in case the 
Riester-Rente was no carried out in the way the German legislator wanted it 
to be.702 Emigration was one of those unaccepted acts. 
The German ITA states that the Riester-Rente has to lead to a specific kind of 
retirement provision, as described in par. 4.3.5.3. Within certain conditions it 
is also possible to use it for purchasing a house. If a taxpayer does not live up 
to this part of legislation, the taxpayer must pay back the tax advantages he 
previously obtained. These advantages can be matching contributions or 
certain deductions from the income. 
Until the introduction of the deferred taxation in 2002 there was no need to 
ensure tax claims for Germany. This changed with the Gesetz zur Reform der 
gesetzlichen Rentenversicherung und Förderung eines kapitalgedeckten 
Altersvorsorgevermögens.703 With introducing the Riester-Rente in this change of 
the tax law, par. 95 EStG went as follows: 

Endet die unbeschränkte Steuerpflicht des Zulageberechtigten durch Aufgabe des 
inländischen Wohnsitzes oder gewöhnlichen Aufenthalts oder wird für das 
Beitragsjahr kein Antrag nach § 1 Abs. 3 gestellt, gelten die §§ 93 und 94 (so-
called schädlicher Verwendung, GS) entsprechend. 

 
One could translate this as follows: “When the unlimited tax-liability of 
taxpayer ends because of emigration, §§ 93 and 94 (harmful use) are 
applicable.” According to Wellisch this goes without saying. He is of the 
opinion that the state that gave tax facilities should be able to tax the 
revenues.704 
§ 95, par. 2 EStG states that the taxpayer is not obliged to pay the advantage 
back immediately, but may postpone this free of interest until the moment the 
provision starts paying out. The amount a taxpayer is taxed in case of 
emigration is the total value of the reserve (§ 22, no 5 EStG). 
Also Germany concluded bilateral treaties. In most treaties the right to levy 
taxes on personal pensions is given to the country where a taxpayer lives, the 
moment he receives the benefits. The introduced Riester-Rente however may 
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not lead to periodic instalments, but it also can be a kind of capital. In that case 
the taxpayer receives an interest on this capital and when paying out perhaps 
art. 11 OECD-model could be applicable. Nevertheless, whatever article of 
the treaty is applicable it will mean that Germany (as source state) in most cases 
shall not have the right to tax the benefits (fully). This probably is the reason 
for introducing art. 95 ITA.705 
Of course the question is whether or not this part of the legislation was in line 
with EU-law. Without further explanation, from the beginning, in my view, 
it was obvious that art. 95 ITA was a violation with respect to art. 39 of the 
TFEU. As early as 2001 this risky “Mallorca-clause” was heavily criticized.706 
The emigrant has to pay taxes and loses his tax advantages when emigrating, 
according the German ITA. Bila concluded that this element could be 
contrary to EU-law.707 Besides that there is a risk of double taxation. It might 
be so, that the emigrant will have to pay taxes in the other country as well in 
future in Germany.708 The European Commission began an infringement 
procedure and in 2009 the CJEU decided that indeed this emigration 
paragraph violates EU-law.709 
In Case C-269/07 the CJEU had to answer the Commission’s questions 
whether or not the paragraphs 79 to 99 EStG violated against art. 39 EC, in so 
far those provisions deny cross-border workers (and their spouses) the right to 
a bonus, unless they are fully liable to tax in that Member State and the 
requirement to repay the subsidy on termination of full liability to tax.  
According to the CJEU it is apparent from the documents that the saving-
pensions bonus is motivated by social considerations generally granted to 
workers on the basis of their objective status as workers (par. 40 and 43). 
None of the arguments by Germany is capable of calling that finding into 
question (par. 44). Because of the fact that the grant of the savings-pension 
bonus is subject to a condition amounting to a residence requirement 
constitutes an infringement of art. 39 TFEU and art. 7(2) of Regulation No 
1612/68 (par. 59). The court refers to the Wielockx-case with respect to 
Germany’s argument that this legislation is to be justified by fiscal coherence 
(par. 63 and 113). The CJEU concludes that the Commission’s complaint is 
well founded. 
With respect to the question dealing with the requirement to repay the 
subsidy on termination of full liability to tax, the Court considers that the 
provisions at issue discriminate indirectly against migrant workers (par. 104), 
because of the fact that these provisions may reduce the value of the bonus for 
migrant workers alone (par. 103). Furthermore this legislation has a deterrent 
nature (par. 106) and also any German worker wishing to establish himself in 

                                                                 
705 Schnitger 2002. In the same way, Lindberg 2001, p. 2104. 
706 Riskante Mallorca-Klausel, Focus, 21.05.2001, no 21. 
707 Bila 2008. Also see Richter 2006, pp. 429-432. 
708 Dautzenberg and Rinker 2002 
709 Case C-269/07. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

199 

another Member State finds himself in a less favourable position than a worker 
who maintains his residence in Germany. It might even be so that a taxpayer 
may not emigrate because of this article in the EStG, since it can lead to 
double taxation.710 
The CJEU concludes that the disputed provisions are contrary to Article 39 
TFEU and Article 7(2) of Regulation No 1612/68 (par. 114). And the same 
conclusion applies to persons who are not economically active, for the same 
reasons, in respect of the complaint relating to the infringement of Article 18 
TFEU (par. 115). So the Court declares that by introducing and maintaining 
the provisions for complementary pensions in paragraphs 79 to 99 of the 
Federal Law on Income Tax (Einkommensteuergesetz), the Federal Republic of 
Germany has failed to fulfil its obligations under article 39TFEU and article 
7(2) of Regulation (EEC) No 1612/68 of the Council of 15th October 1968 
on freedom of movement for workers within the Community and article 18 
EC, in so far as those provisions: 

- Deny cross-border workers and their spouses the right to the 
savings-pension bonus, unless they are fully liable to tax in that 
Member State; 

- Prohibit cross-border workers from using the subsidised capital 
for the acquisition or construction of an owner-occupied 
dwelling unless the property is situated in Germany, and 

- Provide that the bonus be reimbursed on termination of full 
liability to tax in that Member State.  

The German Bundesfinanzministerium accepted this CJEU ruling and 
announced that it would change the law as soon as possible.711 
The next question arising concerned Germany’s options for changing the law. 
Generally speaking there are three kinds of possibilities in trying to maintain 
the right to levy tax on benefits when the taxpayer in receipt of benefits lives 
abroad. First of all, exit taxes can be distinguished, but it is quite obvious in 
the meantime that these will be contrary to EU-law. Secondly the period of 
being fully taxable in a state can be extended with a certain period of time 
after emigration. For example, in the German-Switzerland DTC it is allowed 
that the state that has been left by the taxpayer is allowed to levy the income 
of this taxpayer as if he were a resident for the first five years after emigration. 
And finally special rules can be laid down in DTCs.712  
The German legislator developed art. 95 EStG in order to avoid the situation 
that Germany would not be able to tax the benefits from the Riester-Rente 
when a taxpayer moves abroad.713 It is questionable whether this is a good 
view. One could argue that taxation in Germany is not necessary, but taxation 
in general could be sufficient. On the other hand, if Germany would want to 

                                                                 
710 Tieck 2006, p. 622. 
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have the right to tax these benefits because of the fact it also allowed a 
deduction, preferably Germany should adapt the double tax treaties.714 
Another motivation for harmful use in case of emigration could be that 
taxpayers leaving Germany will be in a totally different situation and therefore 
they should not get the advantages.715 In my view however this is not a valid 
argument. The legislator in Germany could have taken other measures for the 
demographic problems (for example, no deductions, but the benefits could be 
free then). It also might be the case that the specific taxpayer is in a worse 
demographic situation in the country he is emigrating to. 
As from March 2010 the EStG was changed. In the “Gesetz zur Umsetzung 
steuerrechtlichen EU-Vorgaben sowie weiterer steuerrechtlichen Regelungen” 
emigration of a taxpayer to another Member State is no longer regarded to be 
harmful use.  
 
5.3.1.2 Occupational pensions 
 

More and more Germans emigrate when reaching the pension-age. In 2008 
about 0.74 per cent (2000: 0.66 per cent) Germans obtained their pension 
while living abroad. Furthermore another 5.33 per cent (2000: 4.58 per cent) 
non-Germans received their German pensions while living in another 
country.716 
Most EU-countries use the so-called EET (Exempt-Exempt-Taxed) system 
when building up a pension. This is not always true for Germany. Germany 
uses a kind of TEE system for state pensions (Altersrente), direct insurance and 
for some part also the pension funds and Pensionskassen. If a taxpayer built up 
his rights in Germany and lives abroad when receiving the benefits, this could 
easily lead to double taxation. The other country in most cases will regard the 
benefit a pension that is fully taxable. Also there might be a qualification 
problem, since Germany will apply art. 15 of the OECD Model (dependent 
personal services), but the other country probably will apply art. 18 (pensions). 
In some newer treaties Germany therefore made special arrangements.717 
Until 2001 the German legislation had a very long vesting period before an 
employee could claim indefinite pension rights. Either an employee had to 
have pension rights for more than ten years and he had to be older than 35 or 
he had to be an employee for over 12 years and pension right for more than 3 
years.718 The pension reform leads to the fact that the age of 35 is lowered to 
25 and the period of ten years is changed in five years. This however only goes 
for entitlements gained from 1st January 2001. Furthermore if the entitlement 
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715 Schnitger 2002, p. 1200. 
716 Jeck 2009. 
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to pension rights were financed by the employee himself (i.e. through his 
salary) vesting period becomes obsolete.719 No specific exit taxes are due when 
a taxpayer emigrates from Germany. 
 
5.3.2 Non-domestic provider 
 

There are no EC-problems for non-domestic providers with respect to the 
German legislation. 
Germany implemented the Third Life Directive fully in its legislation.720 For 
that matter Germany allows the fact that occupational and/or personal 
pensions are carried out by non-domestic insurers.721 The same rules that apply 
for German insurers exist for foreign insurance companies. The foreign insurer 
or pension fund has to be accepted by the German authorities, but that is just a 
formal criterion.722 
With respect to contributions to Pensionsfonds, Pensionskasse or in case of a 
Direktversicherung the German EStG makes no distinction between national or 
foreign companies (§ 3, par. 63). The only problem that might occur is the 
fact whether foreign providers can live up to the demands the German law 
makes, since these might be specific for the German market. Therefore 
regularly arrangements are made on a bilateral level that foreign providers are 
accepted for German purposes if this provider is also accepted as a pension 
provider in the other country (for example art. 18 DTC Germany-USA).723 
Generally contributions to foreign EU pension providers might be tax 
deductible if the provider in the other Member State is allowed to provide 
pensions in that country.724 
 
5.3.3 International transfer 
 

Since Germany’s public pensions are historically most important and 
consequently occupational and personal pensions were introduced more 
recently, (international) transfers of occupational and personal pension are not 
common. However there is legislation on this subject. 
 
  

                                                                 
719 Par. 1 b I BetrAVG. 
720 European Council 1992. 
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5.3.3.1 Personal pensions 
 

As part of the Riester-reform, new rules were introduced with respect to the 
transferability of pension reserves. The German law makes it possible to 
change the provider of a Riester-Rente.725 
The moment these rules are not respected and the underlying rights are built 
up with the tax advantages of the Riester-reform, the insurance company or 
pension fund has to pay back the advantages to the German authorities. Of 
course for that matter these companies may and will subtract the advantages 
from the reserve built up for the employee.726 
 
5.3.3.2 Occupational pensions 
 

Par. 4.3 showed that in many cases there is still a considerable vesting period in 
order to obtain pension rights. Although the period was changed from ten to 
five years, it is far more than in other Member States. The fact that those 
vesting periods exist historically in Germany is that an occupational pension is 
regarded to be a kind of bonus, because of the fact that an employee worked 
with one specific employer for such a long time.727 The fact that this might 
lead to a good and thorough old age provision is less important. 
In the past the European Commission addressed Germany with respect to this 
vesting period and stated that it is not compliant with European legislation.728 
In my view it does hinder the freedom of workers, because people will think 
twice before leaving a firm if they will lose the pension rights. But it is not 
specifically an international problem, since those rules also are valid in the case 
an employee quits his job and starts working with another employer in 
Germany.  Still also Diamantopolou stated that the loss of pension rights is a 
real problem and contrary to the free movement of workers.729 
It is possible, legally speaking, to transfer pension reserves in- and/or outside 
Germany. But in practice it hardly ever happens. In fact there are two reasons 
for this. First sometimes the pension reserve is a book reserve. In most 
situations the employer will not accept the transfer, because he invested the 
pension reserve in e.g. machines, etc. Although in my view it is not the best 
system for pensions, this cannot be seen as not complying with EU-law.  
Secondly it might be so that the transfer legally is possible, but it does not take 
place in practice. 
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2002 the European Commission decided to attack obstacles to job mobility in 
pension schemes.730 This not only deals with workers changing jobs from one 
to another Member State, but also within their own Member State. So it 
seems that the German system changed its regulations just in time.  
At the beginning of 2005 Germany introduced new regulations regarding the 
transfer of occupational pension rights, including the accompanying taxation 
measures. The new rules state that it is possible to transfer the pension reserve 
to a Pensionskasse, pension fund or direct insurance. In that case no tax 
penalties are due.731 
But there are more possibilities, especially in the case the new employer agrees 
with the transfer of the reserve by the old employer. If the new employer 
gives his new employee a pension right that is at least as good as the pension 
right with the old employer, the employee has the legal right to get a transfer 
from his pension rights to the fund or insurance company from the new 
employer. It is therefore necessary for the new employer to agree. For this 
purpose the German legislation does not limit the new fund or insurer. It is 
possible to transfer to all kind of pension funds or insurance companies. 732 
In my view with respect to those rules, in theory it is possible to transfer 
accrued pension rights from a German fund or insurer to a fund or insurer in 
another country.  
Transferring pension reserves is not common in Germany. It hardly happens, 
because of the fact that employers do not agree. A German employer only 
wants to give his employee a pension for the years this employee works with 
this employer. When accepting a transfer the new employer will have some 
risks dealing with the years of employment with the former employer. 
 
5.3.4 Summary and conclusions 
 

The importance of the first pillar in Germany is somewhat higher than in 
other countries. An occupational pension in Germany is regarded to be a kind 
of reward of the fact that an employee is loyal towards an employer. For that 
matter, quite long vesting periods are present, although they were changed for 
the better. 
Also Germany is facing the ageing problem and made some adjustments in its 
system of retirement provisions. The legislation on public pensions has been 
changed at some levels and therefore new facilities were introduced with 
respect to personal and occupational pensions. The German authorities 
stimulate people to use those facilities by giving them tax advantages. Also, 
because of the quite peculiar TEE system, problems might occur when 
retirement provisions are paid out to taxpayers in other countries, which built 

                                                                 
730 European Commission, Employment and Social Affairs, Pensions: Commission decides to 
attack obstacles to job mobility in pension schemes, Brussels, 12.06.2002. 
731 Art. 93 (2) 2 EstG and par. 14 and 117ff Versicherungsaufsichtsgesetz. 
732 Art. 4 (4) BetrAVG. 



INTERNATIONAL ISSUES IN THE FOUR COUNTRIES 

204 

up these provisions in Germany. Nevertheless, gradually the TEE system is 
done away with and also the EET system (nachgelagte Besteuerung) has been 
introduced. Exit taxes with respect to Riester-Rente are done away with, 
because of an infringement procedure.  
Since Germany does not generally discern between domestic and non-
domestic providers no problems with respect to international or EU-law are 
present.  
Unlike the Netherlands and the UK, transfers of pension rights were not really 
possible in Germany. The legislation was changed on 1st January 2001 and this 
legislation makes (international) transfers possible. 
 
5.4 Sweden 
 
Since Sweden has one of the most developed systems of retirement provisions, 
there already have been several issues regarding the international aspects of the 
system. 
 
5.4.1 Exit tax 
 

In the Swedish tax legislation there are no specific exit tax provisions with 
respect to occupational or personal pensions. Nevertheless Sweden would like 
to tax occupational or personal pensions in Sweden when the benefits were 
built up in Sweden the moment they are paid out.  
Traditionally Sweden distinguishes between a domestic and non-domestic 
provider of pension insurances. The European Commission and the CJEU 
went into this difference in Swedish legislation (see next paragraph).  
With respect to exit taxes this different treatment meant that transferring a 
pension reserve from a domestic to a non-domestic provider would lead to the 
fact that taxation would take place immediately at that moment. But because 
of the fact that Sweden had to change its tax law, this exit tax no longer exists. 
 
5.4.2 Non-domestic provider 
 

Sweden has a colourful history with respect to non-domestic providers. 
Companies and insurers not established in Sweden were generally not allowed 
to provide occupational pensions.733 The same goes for personal pensions. But 
since 1st May 2008 contributions to occupational and personal pension 
providers established in the EEA are tax deductible (see next paragraph). 
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5.4.2.1 Occupational pensions 
 

Since the contributions to foreign pension funds were not tax deductible, 
whereas contributions to domestic pension funds were deductible, the 
European Commission started an infringement procedure against Sweden. The 
European Commission was of the opinion that Sweden discriminated foreign 
insurers and pension funds. Also foreign pension funds had to pay a higher rate 
of yield tax and there were more burdensome compliance requirements. The 
formal request by the European Commission was sent to Sweden in 2004.734 
Already in 2001 Westberg mentioned the fact that he was of the opinion that 
the Swedish legislation was not compliant with EU-law since Swedish and 
foreign insurers were treated differently. According to Westberg this was 
contrary to par. 39(48) and 49(59) TFEU and this would mean that there was 
a conflict with the freedom to provide services.735 Furthermore he considered 
that there was a problem with the freedom of capital. This might be so in the 
case of the Swedish distinction between capital and pension assurance.736 
Since the Swedish Government did not follow the reasoned opinion issued by 
the Commission on 25th July 2006, the Commission decided to refer the case 
to the CJEU.737 The explanation by the European Commission was described 
as follows. 
Contributions paid by employers for pensions with a foreign insurer are 
treated less favourably than contributions to domestic schemes. Under the 
Swedish tax legislation, contributions paid by employers for occupational 
pension insurance taken with insurers established in other EU Member States 
or the EEA countries are taxed as salary in the hands of the employee and 
pension payments are tax exempt. Contributions to domestic schemes, 
however, are exempt and only pension payments are taxed. 
According to the Commission the Swedish legislation clearly restricts the 
possibilities for insurers established elsewhere within the EU or EEA to sell 
insurance policies in Sweden and dissuades employers from subscribing to 
foreign insurance policies. The taxation of foreign pension insurance 
premiums as benefits of the employee makes the subscription of foreign 
policies unattractive not only because the taxation takes place earlier than in 
cases where the occupational pension insurance has been taken out with 
Swedish insurers, but also because the marginal progressive tax rate applicable 
to the employee's income is likely to be higher during his/her active working 
life than it is after his/her retirement. The Commission therefore considered 
that the respective Swedish rules constitute an obstacle to the free movement 
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of persons (articles 18, 39 and 43 TFEU; articles 28 and 31 EEA), the freedom 
to provide services (article 49 TFEU and 36 EEA) and the free movement of 
capital (article 56 TFEU and 40 EEA). 
In the Skandia-Ramstedt-case contributions to non-domiciled providers were 
at issue.738 These contributions were not deductible and the tax effect under 
domestic tax law for the employee possibly included immediate taxation for 
the contribution. 
The CJEU considered that in view of the disadvantage to the employer in financial 
terms in the postponement of the right to deduction until the time the pension benefits 
are paid to the employee, national rules such as those at issue in the main proceedings 
are liable both to dissuade Swedish employers from taking out occupational pension 
insurance with institutions established in a Member State other than the Kingdom of 
Sweden and to dissuade those institutions from offering their services on the Swedish 
market. According to the CJEU article 49 TFEU precludes an insurance policy 
issued by an insurance company established in another Member State which 
meets the conditions laid down in national law for occupational pension 
insurance, apart from the condition that the policy must be issued by an 
insurance company operating in the national territory, from being treated 
differently in terms of taxation, with income tax effects which, depending on 
the circumstances in the individual case, may be less favourable.739 The 
Swedish Supreme Administrative Court therefore entitled Skandia to deduct 
the premiums.740  
It is, however, not clear whether the costs are deductible a pension costs or 
salary costs. Salary costs are subject to a higher charge of social security fees. It 
is even so, that salary costs are possibly immediately taxable.  This could thus 
be contrary to European law. Berg believes that the CJEU meant that the 
contributions should be regarded as pension costs when explaining the CJEU-
ruling.741 
Another important case in this respect is the CJEU-case Commission versus 
Denmark.742 In this case the central question was whether it is in line with the 
TFEU that the right to deductions for payments into pension plans is only 
allowed when these payments are made to a provider in Denmark. For 
Sweden this was also an important case, since Sweden has similar legislation. 
Therefore Sweden intervened in this case and assisted Denmark. Sweden 
feared that it would receive less tax revenues when the establishment 
requirements should be changed. The rule that pension contributions should 
be made to providers established in Sweden is motivated by tax base 
protections concerns.743 From that perspective there even was a discussion to 
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abolish pension deductions fully and shift from an ETT system towards a TTE 
system.744 
The CJEU considered that the contested legislation cannot be justified either 
by considerations of the effectiveness of the supervision of taxation and the 
prevention of tax avoidance or by the need to ensure cohesion of the tax 
system. Therefore by introducing and maintaining in force a system for life 
insurance and pensions under which tax deductions and tax exemptions for 
payments are granted only for payments under contracts entered into with 
pension institutions established in Denmark, whereas no such tax relief is 
granted for payments made under contracts entered into with pension 
institutions established in other Member States, the Kingdom of Denmark 
(and also Sweden, GS) has failed to fulfil its obligations under articles 39 EC, 
43 TFEU and 49 TFEU.745 
The Skandia-Ramstedt case and the case Commission versus Denmark, but 
also the Commission’s procedure against Sweden have resulted in announcing 
changes in the Swedish legislation and therefore the infringement procedure 
was suspended.746 The Swedish legislation was changed as from 1st May 2008 
with retroactive effect until 2nd February 2007.747 Occupational and personal 
pensions dating before 2nd February 2007 cannot be transferred to new 
policies without tax consequences according this new legislation.748 A transfer 
cannot take place in Sweden or within the EU. In my view there are no 
longer problems with non-domestic providers in Sweden.  
 
5.4.2.2 Personal pensions 
 

An important case with respect to Swedish tax legislation and EU-law is the 
Safir-case. Because of this case Sweden had to change its tax law.749 
In this case the taxation of capital life assurance policies was at stake. 
According to the CJEU the Swedish legislation is not compliant with the 
articles 6, 73b and 73d of the Treaty. It is namely impossible to apply to capital 
life assurance policies taken out with companies not established in Sweden the 
same tax regime as that applied to such insurance policies taken out with 
companies which are established in Sweden. With respect to non-Swedish life 
insurance policies a Special Premium Tax was levied.750 The need to fill the 
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fiscal vacuum arising from the non-taxation of savings in the form of capital 
life assurance policies taken out with companies not established in Sweden are 
not such as to justify the inclusion in national legislation on the taxation of 
capital life insurance of elements as restrictive of the freedom to provide 
services as those contained in the legislation in question in the main 
proceedings.751 
Even before the judgment of the CJEU, Sweden changed its legislation.752 
Westberg was not convinced that these rules complied with EU-law, since 
much of the CJEUs criticism on the different tax regimes for Swedish and 
foreign providers still was valid.753 This has been addressed by the change in 
the law in 2008. 
Foreign insurance companies are allowed to sell their personal pensions on the 
Swedish market and these may qualify for tax relief. These providers have to 
file an undertaking in writing to the Finansinspektionen (Swedish Financial 
Supervisory Authority). This must deliver a statement of balance to the 
Riksskatteverket (National Tax Board) before 31st January of the year following 
the year of income.754 
 
Yield tax 
Another issue at stake with respect to foreign providers is the yield tax on 
accrued pension rights in Sweden. After the case of 7th September 2004, 
Sweden changed its legislation with the result that the same yield tax now 
applies to Swedish and non-Swedish providers.755 But there might still be a 
problem. Yield tax that is due for contracts concluded with Swedish providers 
is paid by the life insurance company, but holders of non-Swedish policies 
must report and pay the tax themselves. According to Berg this constitutes a 
restriction to the fundamental treaty freedoms.756 Westberg is of the same 
opinion. In his view this can lead to negative consequences of the taxpayer’s 
liquidity.757 
 
5.4.3 International transfer 
 

As said in par. 5.4.1 on exit taxes, and 5.4.2 international transfers of pension 
capital to foreign insurers or pension funds resulted in immediate taxation for 
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the beneficiaries of qualified pension schemes.758 Berg is of the opinion that 
this was clearly contrary to EU law.759 
New legislation was implemented on 1st May 2008.760 This new legislation 
enables people to switch from one provider to another in the EU for all new 
contracts. No international tax law or EU-law problems exist in Sweden with 
respect to occupational and personal pensions. 
 
5.4.4 Summary and conclusions 
 
As said before Sweden has quite a history with respect to international aspects 
regarding retirement provisions. The most important reason for Sweden to be 
quite protective in this respect probably was the fact that Sweden had quite 
high taxes and needed the tax revenues for its social security system. Tax 
deductions are only allowed within certain limits and with respect to 
retirement provisions Sweden takes into account that there will be tax 
collections in future.  
Nevertheless, Sweden of course had to live up to EU-legislation. Westberg 
summed up four problems Sweden had regarding retirement provisions with 
respect to this legislation: 
- Tax reliefs for general pension contributions basically only achievable by 

Swedish residents; 
- Distinctions between pension and capital policies; 
- Different treatment of yield taxes on domestic and foreign providers; 
- Taxation of non-residents in respect of received pensions.761 
Several cases by the TFEU and infringement procedures lead to the fact that 
most EU-related problems have been solved by Sweden in the last decade. 
There still may be a problem with respect to yield taxes that are due for 
contracts concluded with Swedish providers. This is paid by life insurance 
companies, but holders of non-Swedish policies must report and pay the tax 
themselves. This constitutes a restriction to the fundamental treaty freedoms, 
since it can lead to negative consequences of the taxpayer’s liquidity. So 
differences exist between domestic and non-domestic providers and less 
restricting measures can be taken to avoid these differences. 
 
5.5 Conclusion 
 
A clear conclusion is that all states have or have had a kind of protective 
legislation. There problems  past and present concerning EU law, since there 
were exit taxes, or special and more severe legislation with respect to foreign 

                                                                 
758 Chapter 58 § 18 3rd indent ITA. 
759 Berg 2006, par. 6.6.2.5. 
760 Palmer 2008, p. 21. 
761 Westberg 2001, p. 73. 
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providers. Gradually the EU legislation is being increasingly implemented. 
The negative implementation of EU law is functioning. 
In the Netherlands with respect to emigration the legislator has made some 
specific rules. For that purpose the Netherlands uses a protecting tax 
assessment. This might be in line with EU law, but because of its deterrent 
nature there may still be a problem. Regarding this exit tax there still is a 
problem with respect to international law, especially in the case of pensions, 
since the new-found solution still could be seen as treaty override. This will 
lead to new case law eventually, in my view. 
In my view regarding foreign providers of personal and occupational pensions 
in general, the Dutch tax law is in line with European and international law.  
For both occupational pensions and personal pensions it is possible to transfer 
the rights abroad. But there are strict rules at this level. With respect to the EU 
legislation, the conclusion is that the conditions, under which an international 
transfer of pension rights is allowed, might not be in line with EU law. There 
might be an infringement procedure. In my view the guarantees that have to 
be given by either the foreign provider or the taxpayer himself are not in line 
with EU law, although the National Grid Indus-case made this somewhat 
unclear. And since the fact that an employee has to fulfil several demands that 
do not need to be fulfilled in a national transfer of occupational pension rights, 
I believe there to be a problem with EU law also on that issue. 
No real problems regarding international or EC law exist in the UK and 
Germany. Also Swedish legislation, generally speaking, complies with 
international tax law and EC law. The only problem that exists has to do with 
the yield tax (since Sweden has an ETT system). This is a violation of  
fundamental treaty freedoms, since differences exist between domestic and 
non-domestic providers and in my view less restricting measures can be taken 
to avoid these differences. In the table below an overview is given of the four 
countries and their legislation with respect to EC and international law. 
 
  Exit Tax Non-domestic 

provider 

International transfer 

  Personal 

Pension 

Occu-

pational 

pension 

Personal 

Pension 

Occu-

pational 

pension 

Personal 

Pension 

Occu-

pational 

pension 

NL EU +/- + + + + - 

 Int. +/- - Not relevant + 

UK EU + + + + + + 

 Int. + + Not relevant + 

Germany EU + + + + + + 

 Int. + + Not relevant + 

Sweden EU + + +/- +/- + + 

 Int. + + Not relevant + 

 
Table 13: EC and international law in the Netherland, UK, Germany, and Sweden 
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6 Elements of an integrated personal pension 
system 

 
 
 
6.1 Introduction 
 
In the previous chapters four countries have been discussed with respect to 
their systems of retirement provisions and the tax legislation. It has become 
clear that occupational and personal pensions are growing more and more 
important. Attention has been paid to the EU and international law. These 
chapters give an idea of the situation and developments in the four countries 
and give an overview of the current developments and problems. In general, 
one can conclude that responsibility for pensions gradually shifts from the state 
to the individual. This is exemplified by the table below: 
 
 New pensioners (retiring in 2006) Future pensioners (retiring in 2046) 
 Statutory 

PAYG 
scheme 
 

Statutory 
funded 
scheme 
 

Other  
Occupational 
or individual 
scheme 

Statutory 
PAYG 
scheme 
 

Statutory 
funded 
scheme 
 

Other  
Occupational 
or individual 
scheme 

BE 91% / 9% 80% / 20% 
CZ 100% / / 100% / / 
DK 84% 6% 10% 55% 6% 45% 
DE 90% / 10% 75% / 25% 

EL 100% / / 100% / / 
ES 100% / / 100% / / 
FR 100% / / 100% / / 
IE 46% / 54% 57% / 43% 
IT 100% / / 80% 20%(TFR) / 
CY 90% / 10% 85% / 15% 
LV 100% / / 51% / 49% 
LT 100% / / 62% / 38% 
LU 100% / / 100% / / 
HU 100% / / 75% / 25% 
MT 100% / / 100% / / 
NL 40% / 60% 40% / 60% 

AT 100% / / 100% / / 
PL 100% / / 56% / 44% 
PT 100% / / 100% / / 
SI 100% / / 100% / / 
SK 100% / / 56% / 44% 
FI 100%† /† / 100% / / 
SE 78% / 22% 65% 12% 23% 

UK° 78% / 22% 68% / 32% 
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Table 14 - Contributions of various schemes to theoretical replacement rates 

(base case)762 
 
Note (*) not available. (/) not applicable: there are no such schemes modelled in theoretical 
replacement rates calculations as either such schemes do not exist in the country or they are 
not representative. Estimates provided in this table refer to base cases and not to average 
situations. They indicate the proportion of total replacement rate from each type of scheme. 
Source: ISG, calculations for the base case, 2006 updates. National averages as a percentage 
of income can be affected by other factors such as changes in coverage of private pensions. 
(°) For the UK, a variant has been used in the table, assuming that a median earner 
contributes 8 per cent of their salary into a DC private pension. The base date is 2007, with 
a standard DC pension scheme with the same cost and rate of return assumptions as set by 
the ISG, and the pension paid in 2046 relates to a personal accounts type DC pension. The 
other difference between 2007 and 2046 is that the latter figure takes into account the fact 
that the SPA will have risen to 68 by 2046, lowering the potential payout period by the 
same amount. By contrast the ISG figures assume that the average earner contributes 8 per 
cent into a standard DC private pension scheme with the same cost, contribution period 
and rate of return assumptions as set by the ISG both in 2006 and 2046. The UK figures 
based on the ISG assumptions would be 80 per cent -20 per cent in 2006 and 78 per cent -
22 per cent in 2046. 
(†) The statutory TyEL-scheme includes an individually funded part. In the TyEL-scheme 
the rate of old age funding is 1/3. 
 
 
A general conclusion is that within the EU the public pay-as-you-go system 
still is the most important retirement provision at this moment (and will be in 
the future), but a shift towards private, funded provisions can be observed. 
The policy of most Member States goes into that direction. It is also the policy 
of the European Commission. In the 2012 White Paper one of the aims is to 
enhance the role of complementary pensions in securing future adequacy of 
pensions (see par. 3.4).763   
The fact that governments shift from traditional first pillar pay-as-you-go 
systems toward pre-funded occupational and personal pensions in the second 
and third pillar means that they have to take account of the social protections 
vulnerabilities in the design of the different schemes. Examples are costs, 
information, education, contribution level, etc.764 Regarding the four 
countries discussed in the former chapters one can state that more or less the 
same problems occur and are discussed. A good example in this perspective is 
the issue of tax deductions with respect to occupational and personal pensions 
and the legislation regarding emigration and these pensions. 

                                                                 
762 Social Protection Committee 2008, pp. 20/21. 
763 COM(2012) 55 final, pp. 12/13. 
764 European Commission 2010, p. 10. 
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In order to come to lasting solutions for the future one should look at the 
consequences of past decisions. Past decisions may constraint options for the 
future.765 Furthermore, many authors have made their contributions to the 
discussion on personal pensions already.  
A lot of subjects relating to personal pensions were touched upon. In order to 
come to a good model for personal pensions several elements will be dealt 
with in depth in this chapter. These different elements are necessary to be 
regarded in order to come to a uniform and sustainable personal pension 
system. As a matter of fact one could state that the sum of these elements leads 
to a logical system with respect to personal pensions. 
In that respect, the following elements will be discussed in the next paragraphs: 
 

- Tax treatment 
- Differences between occupational and personal pensions 
- Adequate replacement ratio 
- Type of contract 
- Simplicity 
- Principles of justice 
- Providers and costs 
- Voluntary versus mandatory personal pensions 
- EU and international tax law aspects 
- Pension tracking system, information and education 
- Payout phase 
- Different systems. 

 
Finally these elements will be compared with the 2012 White Paper and the 
Europe 2020 vision since it is important to consider these visions when 
drawing conclusions. 
 
6.2 Tax treatment 
 
Deferred taxation with respect to occupational and personal pensions is to be 
preferred. It leads to taxation of the pension benefits the moment these 
benefits are paid out. The different tax treatment of retirement savings is 
justified by the fact that it is not correct to tax income that is saved for a 
pension now, since the taxpayer has no means to pay the tax. Deferred 
taxation can (and often does) lead to some kind of distortion (e.g. lower tax 
rates with respect to the pension benefits766), but this is acceptable since 

                                                                 
765 See Pemberton, Thane and Whiteside 2006, p. 1. 
766 In the Netherlands income taxation (including the national insurance contributions) for 
citizens over 65 is far lower than for the citizens younger than 65. This means that the 
deduction of the contributions can be against a higher tax bracket than the benefits are 
taxed with (although in specific circumstances it also may be the other way around). The 
result can be that taxpayers are attracted by pension contributions from a tax perspective. In 
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taxation should take place the moment the beneficiary receives his pension 
benefits. When using source state taxation (see par. 2.7.3) also the problem 
with respect to emigrating taxpayers is solved.  
In an EET system contributions are tax-deductible (E) and benefits are taxed 
when being paid out (T). Furthermore, in the meantime the accrual of the 
pension savings is not taxed (E). In fact this system is about the decision of 
current or future consumption. Does a taxpayer pay taxes now or does he 
defer paying taxes by making contributions? This is the central question. Thus 
both present and future consumption are taxed on the same basis. According 
to Dilnot and Johnson this system in itself leads to fiscal neutrality.767 
There are many systems possible. The most common system is the EET 
system. The opposite of the EET system would be the TEE system. In the end 
the result of both systems is not different when calculating with equal tax rates. 
An example:768 
 
 EET TEE 

Income 100 100 

Tax (40%) 0 40 

Contribution to pension fund 100 60 

Yield pension fund (100%) 100 60 

Total fund 200 120 

Tax on pension (40%) 80 0 

Leaving 120 120 
 
Table 15: Comparison EET- versus TEE system 

 
 
So in fact the system in itself should not lead to different outcomes. However 
this example is not true the moment the yield of the pension provider is taxed. 
Normal savings in for example the Netherlands would be taxable in ‘box 3’ of 
the ITA 2001 and pension savings are not, because of the EET system. 
Therefore pension savings are privileged compared to normal savings.  

                                                                 

fact the tax subsidy is about 18 per cent in the Netherlands (the first two tax brackets for 
people over 65 are about 19 per cent and 24 per cent  and 37 per cent  and 42 per cent  for 
people younger than 65 in the Netherlands). The reason for this huge difference is the fact 
that people over 65 receive a public pension (AOW) and no longer contribute to this 
system (the annual contribution is about 18 per cent). Discussions are taking place to see 
whether the contributions for the AOW should be included in the tax system, so also 
taxpayers receiving AOW would still contribute. Some measures already have been taken. 
This discussion however is not dealt with in this thesis (see e.g. Goudswaard 2007).  
767 Dilnot and Johnson 1994, pp. 18-19. 
768 Avery Jones 2001, p 2. A similar example is given by the Department of the Treasury, 
Blueprints for Basic Tax Reform, Washington DC: US Government Printing Office, 1977, p. 
57 used by Cnossen 1980. 
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The tables below give a general impression of the situation in several countries 
of the EU. It proves that the EET system is widespread. From this perspective 
there should be good reason to deviate from an EET system.769 
 
 EET ETT TEE 

Belgium  X   

Denmark   X  

Germany  X  X 

Greece  X   

Spain  X   

France X   

Italy   X  

Ireland  X   

Luxembourg    X 

Netherlands  X   

Austria  X   

Portugal X   

Finland  X   

Sweden   X  

United Kingdom  X   
 
Table 16: Overview of occupational pension taxation systems770 

 

 
 Contributions** Fund Pension 

Payments*** 

Belgium*  E (TC) E T/PE 

Denmark  E pT (15%) T 

Germany  E E T/PE 

Greece  E E T 

Spain  E E T 

France E E T/PE 

Italy  E pT(12.5%) T/PE 

Ireland  E E T/PE 

Luxembourg*  E E T 

Netherlands  E E T 

Austria*  T(PE) E T/PE 

Portugal* E (TC) E T/PE 

Finland  E E T 

                                                                 
769 Annex 1 and Annex 2 give a more extensive overview of the systems of both 
occupational pension (annex 1) and life insurance/personal pensions (annex 2) in the EU. 
770 COM(2001) 214, final, p. 7. 
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Sweden  E pT(15%) T 

United Kingdom  E E T 
 
Table 17: Tax Treatment of private pensions771 

Abbreviations: E (exempt), T (taxed under personal income tax), TC (tax credit), PE (partial 

exemption or deduction from taxation), S (state subsidy), pT (partial taxation). 

* Tax treatment of the employer’s contributions is different from those of the employee’s. 

** Tax-deductible contributions are subject to a certain limit in most countries. 

*** This generally concerns the tax treatment in the case of annuities. Many countries allow pension 

benefits to be withdrawn in the form of lump sums, in which case a partial exemption is granted so and 

to preserve tax neutrality with annuities. 

 
 
 Contributions Fund Pension 

Payments 

Belgium E E T 

Germany  E E T 

Greece  E E T 

Spain  E E T 

France E E T 

Italy  E E/T T/E 

Ireland  E E T 

Luxembourg E E T/PT 

Netherlands  E E T 

Austria T E T/PT 

Portugal E/PE E T/PT 

Sweden  E PT(15%) T 

United Kingdom  E E T 
 
Table 18: Income tax treatment of 3rd pillar pension products (from September 

2011)772 

Abbreviations: E (exempt), T (taxed under personal income tax), PE (partial exemption or deduction 

from taxation), PT (partial taxation) 
 
 
The European Commission suggests that from a practical point of view it is 
easiest to match the retirement systems of the EU Member States according 
the EET principle.773 The reason for this is that the vast majority of the 

                                                                 
771 Yoo and De Serres 2004. Not all countries in the table of Yoo and De Serres are in this 
table. 
772 Insurance Europe 2012. Not all countries in the table of Insurance Europe are in this 
table. This table is a summary of the more extensive table by Insurance Europe. 
773 COM(2001) 214, final, p. 18-19. 
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Member States have an EET system. From a scientific point of view this is not 
satisfactory. Not having deferred taxation would make life far easier when 
looking at the international perspective of personal pensions. Even on a 
national level this would create more simplicity in itself.   
According the European Commission the EET system also motivates and 
stimulates taxpayers to arrange for retirement provisions. Furthermore it helps 
to encounter the financial consequences of the ageing of the population, since 
it compensates lower taxable income at this moment by higher taxable income 
for the Member States in the future. As a whole uniformity within the EU 
would, at a European level, lead to a reduction of mismatches that invoke 
double taxation or double non-taxation.774 However, in the Green Paper 
Towards adequate, sustainable and safe European pension systems it seems that the 
Commission’s view is somewhat varied. The Commission states that 
occupational and personal pension schemes can relieve some of the pressure on 
public pension provision. But the costs of tax relief can be considerable and its 
effectiveness and redistributive impacts questionable.775 So attention has to be 
paid to the effects of tax relief.  
 
6.2.1 Theory and arguments 
 
The general goal of levying taxes is the budgetary function. A state needs 
sufficient means in order to be able to pay for the collective costs. Another 
goal is the instrumental function of taxes. This means that a legislator can give 
tax incentives in order to enforce certain behaviour of taxpayers or to carry 
out a specific policy. Both principles are relevant with respect to occupational 
and personal pensions. 
 
Ability to pay 
An important aspect is that from a theoretical point of view when levying 
taxes the basic assumption of the so-called ability-to-pay principle is relevant. 
A taxpayer must be able to pay the taxes. For that matter income, wealth as 
well as expenditures can be the basis for taxes. Without going into depth on 
this specific subject, income is regarded to be the basis of one’s ability to pay in 
most states.776 The next question is what income actually is, and at what 
moment this income ought to be taxed. 
According to Smith, “every tax ought to be levied at the time, or in the manner, in 
which it is most likely to be convenient for the contributor to pay it”.777 Income that 
has to be set aside for retirement provisions is no current taxable income 
according to this view. With respect to retirement provisions it seems quite 
acceptable to tax these provisions the moment the beneficiary receives the 

                                                                 
774 COM(2001) 214 final, p. 18-19. 
775 COM(2010) 365/3, p. 6. 
776 Also see e.g. Hofstra 1994, pp. 8-10. 
777 Smith 1904, V.2.27. 
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benefits, since at that moment one would consider this to be income (liquidity 
principle).778 For a taxpayer this is quite a normal moment to pay taxes. 
Basically contributions for occupational and personal pensions should be tax 
deductible and the taxpayer’s future entitlements (of receiving benefits) should 
not be taxed. 
According to the Dutch legislator contributions to occupational and personal 
pensions do not form part of the taxable income, since there is a kind of 
enforced spending of income.779 Dietvorst supports this by comparing an 
employee who takes part in an occupational pension and an employee without 
an occupational pension. This second employee has to arrange retirement 
provisions by himself, so his ability to pay taxes is not the same as the other 
employee. He therefore is also in favour of a system of deferred taxation.780 
Also Stevens and Schuurman are of the opinion that a taxpayer is not able 
to pay taxes at the moment he invests in a retirement provision, but the 
taxpayer will be able to pay taxes the moment he receives the benefits.781 
Finally the idea of taxing a lifetime ability to pay taxes argues for taxing the 
benefits when being paid. 
 
Pensions and consumption 
According to the Mirrlees Review pensions should be taxed at the moment 
of consumption. This leads to deferred taxation and it delivers savings-neutral 
tax treatment for participants in occupational or personal pension schemes.782 
 
Taxing when paid out 
As mentioned above, taxing pension benefits the moment they are paid out is 
quite acceptable for taxpayers. At that moment a taxpayer receives the income 
and in his view this is the correct moment that the income is taxed. Would 
the taxation take place at the moment a taxpayer receives a claim on a future 
income, this could lead to the situation that taxes are paid, but that in fact it is 
possible that the future income will not be paid out, for example in the 
situation a taxpayer dies before the income is to be paid.783 
 
Costs 
It should be understood that tax incentives given for occupational and personal 
pensions might be very high. A relevant question is whether or not deferred 
taxation leads to less tax income for a state. Initially the taxable income will be 
less because of the tax relief, but in future, when the benefits are paid out, tax 
will be paid. Nevertheless this tax might be lower compared to the situation of 

                                                                 
778 Van Ballegooijen 1989, pp. 101-102. 
779 V-N 1987/1566. 
780 Dietvorst 1994, p. 27 and p. 52. 
781 Stevens and Schuurman 2008, pp. 22-23. 
782 Mirrlees et al. 2011, p. 297 and pp. 335-336. 
783 Also see Kavelaars 2005 and Kavelaars 2011a, pp. 3/4. 
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levying taxes directly from the beginning. Because of the common progressive 
tax rate in most personal income taxation systems, the tax rate in future 
probably will be lower, because old-age income generally is lower than the 
income in the working phase.  
In the Netherlands tax incentives are one of the biggest tax subsidies in the 
system. Van Wijnbergen questions whether this is necessary. In his view 
deferred taxation creates a serious disturbance on the financial markets and the 
advantages of this system mainly go to the affluent in society. Abolishing 
deferred taxation would make it possible to decrease the tax rates substantially 
and pension benefits would not be taxable. 784 
Caminada and Goudswaard show that the current taxation of pensions 
implies a major tax revenue loss of about 1.4 to 1.5 per cent of GDP. The 
most important reason for this is because pension benefits are taxed at a lower 
tax rate.785 Also the delay in tax payment provides an interest advantage for the 
taxpayer. They conclude that tax rates on pension benefits should roughly be 
doubled to fade away the current fiscal subsidy. Nevertheless they are of the 
opinion that bringing forward the tax revenue (for example, by abolishing the 
deferred taxation) demands additional discipline from the government for 
budgetary policy with an ageing population.786 On the other hand, from an 
economic perspective the deferred taxation does not lead to an advantage for 
the taxpayer. A taxpayer will pay for this deferral by himself, because higher 
taxes are necessary because of the deduction of those contributions.787  
 
Complex legislation 
Cnossen argues that deferred taxation has led to very complex legislation, all 
kinds of tax driven constructions and disturbances of the savings market. He is 
of the opinion that taxpayers ought to be taxed for the increase of the accrued 
retirement reserve annually. Therefore he proposed research for the possibility 
to abolish deferred taxation over a period of about ten years and would like to 
tax the annual accrual in pension entitlements.788 
 
Neutrality to ordinary savings 
In most situations retirement savings are not neutral compared to ordinary 
savings. Ordinary savings are taxed less favourably. Retirement savings are not 
taxed immediately and in a considerable number of situations they will be 
taxed at a lower rate, since pensioners often have a lower income. The 
Stevens Commission studied the Dutch tax law and elaborated on several 
topics, the EET system being one of them.789 Abolition of deferred taxation 

                                                                 
784 Van Wijnbergen 1998, p. 4ff. 
785 In the same way: OECD, 2001, p. 55. 
786 Caminada and Goudswaard 2008 and Caminada and Goudswaard 2004, p. 14.  
787 De Nederlandsche Bank 2007, p. 59. 
788 Cnossen 1980. 
789 Graag of niet 1991, p. 269ff. 



ELEMENTS OF AN INTEGRATED PERSONAL PENSION SYSTEM 

220 

nevertheless is not a good idea according this commission. It could in fact 
decrease the income tax-percentage considerably, but with respect to the 
ageing of society it is more advisable to save for the future. Also the 
government would have more immediate means, but actually fewer in future. 
For the same reason they also are not in favour of taxing the accrued values 
with pension providers. 
 
High earners 
Caminada states that high earners do have more advantage of the tax facilities 
of occupational and personal pensions. There are three reasons: an above-
average deduction, deductions at a higher tax bracket and premium deductions 
for occupational and personal pensions are used more often by high earners.790 
Tax incentives raise the risk of unjustifiable unequal treatment.791 In a system 
of progressive tax rates, the deductions of contributions with respect to 
occupational and personal pensions could be considered to be unfair. As Van 
Wijnbergen mentioned, taxpayers with a high income will obtain greater tax 
relief compared to taxpayers with low incomes.792 This is a direct consequence 
of a progressive tax rate. Flat-rate income taxation would avoid all kind of 
fiscal-driven actions by taxpayers, but also flat-rate taxation has its advantages 
and disadvantages.793 To avoid the distortion with respect to the lower tax 
rates for the elderly, one might consider taxing pension benefits with the same 
tax rate as the rate against which it is deducted.794 Bovenberg is of the 
opinion that the tax rate of pensioners should be increased. The consequence 
would be that in this case the tax subsidy would vanish almost completely.795 
Capping the maximum tax relief is another option to maximize tax advantages 
(see par. 6.4.3). 
Also matching contributions may be a way of doing away with the unequal 
treatment. High earners should not be favoured with respect to contributions 
for personal pensions. In fact there should be no bias. The next paragraph 
elaborates on this possible unjustifiable, unequal treatment and looks at the 
alternatives. 
 
Budgetary discipline 
Vermaat and Van Dam are of the opinion that deferred taxation is the better 
alternative. In their view in principle deferred taxation does not accrue 
additional costs, but also they see the lower tax rates for pensioners. 
Furthermore, they also mention the risk that, when governments use a system 
without deferred taxation for occupational and personal pensions, these 

                                                                 
790 Caminada 2000, pp. 33/34. 
791 Stevens 2007, p. 1000. 
792 In the same way Bovenberg 1992. 
793 Van der Geld 2005, Caminada, Goudswaard and Vording 2000 and Rijkers 2001. 
794 See e.g. Besseling and Bovenberg1998, p. 100ff. Also Johnson 2012, pp. 7-8. 
795 Bovenberg 1992. 
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governments might have the idea that they possess more and will invest in 
other objects than retirement provisions. Only after a number of years the 
government will see that they made a terrible error.796 Whitehouse believes 
that a pre-paid version of the tax may not be credible if taxpayers suspect the 
government might eventually tax benefits when they are paid.797  
The shift of important fiscal revenues to the period in which ageing will peak 
could be considered as good. If a government would receive these revenues 
now, it might not resist the political pressure to spend these revenues instead 
of saving for the future costs of ageing, according to Antolin, De Serres and 
De la Maisonneuve.798 Also the Dutch government itself notices the risk of 
budgetary discipline and the lack of a steering mechanism when abolishing 
deferred taxation.799 
 
Contributes to handle with ageing costs 
The conclusion of the Dutch National Bank (DNB) is that because deferred 
taxation is one of the largest tax expenditures in the Netherlands, this system 
should be justified.800 Deferred taxation leads to the consequence that the tax 
base will be broader in future. From a political-administrative perspective this 
system had several advantages. Because of the tax treatment there is public 
support of the system and furthermore it leads to future taxation that 
contributes to dealing with the costs of ageing.801 Also it enables taxpayers to 
smooth their income over the active and non-active period so that the life-
standard can be the same more or less.802 
 
Emigration 
An advantage of abolishing deferred taxation would be that the tax-stimulus 
for taxpayers to emigrate and receive the pension benefits at lower tax rates in 
another state is gone. On the other hand the government would lose an 
instrument in their tax policy when pension benefits would be tax-free.803 
Source state taxation would solve this problem. In that situation the source 
state will not have the feeling that they lose a tax claim, since they will be able 
to tax the benefits. This again leads to the fact that no exit taxation legislation 
will be developed and that there is no problem on that issue with respect to 
EC law or international tax law. 

                                                                 
796 Vermaat and Van Dam 1991, p. 545ff.  
797 Whitehouse 1999, p. 37. 
798 Antolin, De Serres and De la Maisonneuve 2004, p. 17. 
799 Verkenning 1997, pp. 48/49. Although the Dutch government also mentioned the fact 
that taxing the accrued reserves of pension providers will lead to an equal treatment of 
different types of savings. 
800 Also see Caminada and Goudswaard 2005, pp. 12/13. 
801 De Nederlandsche Bank 2007, p. 61 and Bovenberg 1992. 
802 Dietvorst 1994, pp. 2/3. 
803 Also see Besseling and Bovenberg 1998, p. 100ff. 
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Stimulus and adequate income 
Generally speaking, it is important for a government as well as the taxpayers 
that citizens have an adequate pension. The moment an individual has an 
adequate income, he will not appeal to the government to supply for income. 
Part of the prosperity is because of adequate pensions for the elderly. 
Therefore a system that encourages people to arrange retirement provisions 
ought to be welcomed. Deferred taxation with respect to personal pensions 
encourages taxpayers to arrange for these provisions, because of the tax 
incentive (instrumental function). If the contributions were not tax deductible, 
it is probable that fewer retirement provisions would be built up.804 
Germany experienced that deferred taxation solely led to the fact that more 
and more people arranged personal pensions. It introduced the system of 
deferred taxation (nachgelagte Besteuerung/Entgeltumwandlung) from 2002. 
Surveys showed that the increase in occupational old-age provision coverage 
since 2001 is primarily due to the option of Entgeltumwandlung.805 As par. 4.3 
shows, the German system depended almost entirely on the first pillar pay-as-
you-go system. With the 2001 reform and its tax incentives also Germany 
started to motivate citizens to arrange funded retirement provisions.  This 
therefore is a valid argument to use the EET system, since it takes away part of 
the dependency of the public system. The impact of changes in the public 
pension benefits would also be lower. The Netherlands too has an impressive 
funded retirement system, because of the tax incentives that have now existed 
for a long time.806 
Research shows that individuals will not save for their retirement if there is no 
special privilege.807 So in general individuals are likely to fail to perceive their 
future needs and therefore a stimulus by granting tax relief can be defended. 
But also the fact that the state has to provide citizens with an adequate income 
when there is no pension is a valid reason to offer tax relief.  
On the other hand, in the Netherlands employees are almost automatically 
enrolled in an occupational pension scheme, because of the collective 
agreements between employers and employees. So the tax advantages are no 
longer an issue here. Also, there are a number of employees who have to make 
their own decisions, because they do not fall within a collective agreement and 
also the personal pensions have a system of deferred taxation.808 
 
  

                                                                 
804 A good example is the choice to opt out of an occupational pension in the UK in the 
past. Research shows that a lot of employees would not arrange other retirement provisions 
at all, which lead to low future income. 
805 National Strategy Report Germany 2008, p. 71. 
806 Stevens 2007, p. 1000. 
807 Dilnot and Johnson 1994, pp. 20/21, Prast, Teppa and Smits 2012, p. 25. 
808 De Nederlandsche Bank 2007, pp. 58/59. 
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Additional savings? 
In most countries saving for occupational or personal pensions is supported by 
tax relief. From the 2001 Communication it becomes clear that the 
Commission also supports tax incentives for personal pensions.809 Nevertheless 
there is no clear evidence that tax relief improves the overall retirement 
savings outcome.810 Tax incentives for retirement savings may lead to the fact 
that taxpayers shift their normal savings towards pension savings. The 
conclusion might be an increase in retirement savings but total savings would 
remain the same.811 One could question if tax-favoured arrangements can be 
justified in this case.812  
Individuals might shift from ordinary savings towards retirement savings, 
because of the tax incentives but leaving the total savings the same. An 
individual will compare the tax advantages with saving in normal individual 
savings accounts. Also, means-tested state benefits that are obtainable after 
retirement may influence a taxpayer’s decision to save or not to save. 
Governments that wish to increase the total savings should be aware of this 
substitution effect.  
Unfortunately, decisive empirical data does not exist to show whether or not 
tax incentives lead or led to new savings.813 It is thus not quite clear whether 
tax incentives lead to new saving. Individuals certainly react on tax incentives, 
but this does not necessarily lead to an increase in national saving. Therefore 
tax incentives could be regarded as an expensive way to encourage saving, 
from a government perspective.814 This is certainly valid if tax incentives do 
not create new savings and thus do not lead to any real change in economic 
behaviour.815 
In their research Blundell, Emmerson and Wakefield show that some 
individuals certainly face a very strong incentive to save for their retirement 
during their working life. When a taxpayer becomes a basic rate taxpayer and 
therefore pays less income tax after retirement than during his working life, 
this may be an incentive to arrange retirement provisions (so-called “tax 
smoothing”). In general deferred taxation can lead to a lower lifelong taxation, 
because of shifting income to the future. However, basic rate taxpayers who 
expect to become higher rate taxpayers have an incentive to wait and see. 
They might be better off saving in an individual savings account and shift 
towards a retirement provision the moment they earn a higher income. On 

                                                                 
809 COM(2001) 214. 
810 Social Protection Committee 2008, p. 27. 
811 See Lusardi, Skinner and Venti, 2002.  
812 Antolin, De Serres and De la Maisonneuve 2004, p. 24. 
813 Antolin and Lopez Ponton 2008, p. 70. 
814 Blundell, Emmerson and Wakefield 2006, p. 29. 
815 Antolin and Lopez Ponton 2008. 
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the other hand these decisions are blurred by the presence of tax credits and 
means-tested benefits.816 
Although tax relief may not lead to an increase of overall savings, it will lead 
to a shift from ordinary savings towards retirement savings. This also may be 
considered to be a positive, since it will lead to taxpayers only being able to 
use these savings under specific conditions.817 So the fact that these tax 
incentives might not lead to additional savings, but only to a change from 
traditional to pension savings, does not pose a real problem if the aim of a 
government is to lock-in savings into long-term retirement savings.818 
Whether or not an individual arranges for private resources for retirement, 
amongst others, depends on the level of state financial support that they 
receive during retirement (income effects, i.e. the amount of income an 
individual expects to receive in the future). Also the cost of transferring 
resources from the active to the inactive period is important.  The better the 
public pensions are, the less an individual will be willing to generate personal 
pensions.  In the UK for example the level of the Basic State Pension declined 
from 1980 till 2002 and therefore individuals are also expected to increasingly 
want to save more for their retirement. The same shift took place in Germany 
from 2002. With respect to public pensions one might conclude that being a 
low earner, there is no specific need to generate additional personal pensions, 
but being a high earner the stimulus is quite high. 
 
Taxing accrued value 
Apart from the question whether or not contributions should be tax 
deductible and benefits should be taxed or not, one should question whether 
or not the accrued value should be taxed. Sweden taxes qualified pension 
capital with a yield tax at a rate of 15 per cent. The reason for this yield tax is 
to establish a kind of tax neutrality with normal savings.819 Nevertheless 
normal savings are taxed with a higher percentage than pension savings, so 
there is no complete tax neutrality. The Swedish government believes this is 
acceptable, because of the fact that pension savings are believed to be 
beneficial from a social, political and economic perspective.820 According to 
Berg other arguments are the fact that pension savings are locked for a very 
long time and pension savings contain an insurance element, unlike normal 
savings.821  
An argument against taxing the accrued value is the fact that it leads to lower 
pensions. In general ordinary savings are not intended for the old age and 

                                                                 
816 Blundell, Emmerson and Wakefield 2006, p. 20 
817 Also see Social Protection Committee 2008, p. 27. 
818 Antolin and Lopez Ponton 2008, p. 61. 
819 Berg 2006, par. 3.6.3. 
820 Prop. 1989/90:110, pp. 489-491. 
821 Berg 2006, par. 3.6.3. 
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therefore it is quite acceptable that the accrued value of pensions is not taxed 
at the pension provider. 
 
Double taxation 
If a state does not use a deferred tax system regarding occupational or personal 
pension, double taxation would probably occur.822 The contributions 
regarding the personal pension would come for the net income and probably 
the state of residence would tax the benefits. 
 
6.2.1.1 Conclusion 
 
Deferred taxation with respect to retirement provisions is more or less 
accepted in most countries. As shown there are numerous good reasons for 
using this system. Therefore changes in this system are not to be advised.  
 
6.2.2 Type of tax incentive 
 
The former paragraph showed that tax incentives motivate taxpayers to 
contribute to retirement provisions. But it can be questioned which tax 
incentives might be used and to what extent. Tax incentives are often used to 
attract taxpayers arranging for retirement savings. These tax incentives can 
have different forms. Tax-deductible contributions are possible, but matching 
contributions are an alternative. In this paragraph these alternatives are 
discussed. 
Antolin, de Serres and de la Maisonneuve show that tax-favoured savings 
for occupational and personal pensions tend to be used disproportionately by 
high earners. This is especially clear from evidence by the US, UK and 
Canada.823 Also Le Blanc comes to this conclusion, since personal pension 
savings in almost all countries are tax-led and therefore make them more 
attractive for high earners.824  The World Bank mentions a ‘perverse 
redistribution’ towards high earners and suggests limits on the tax-advantaged 
benefits or a tax-credit (instead of tax-deductibility of contributions). 
A pure tax incentive leads to high participation of the high earners in 
particular, resulting in high budgetary costs.825 In the UK 55 per cent of 
pensions tax relief went to the 2.5 million higher rate taxpayers who made up 

                                                                 
822 Graag of niet 1991, pp. 272/273. 
823 In the same way:  Social Protection Committee 2008, p. 16 and p. 27. Research in 
Germany, the UK and Ireland shows that high income earners have significant higher 
pension entitlements than low and middle income earners. Only the Riester-Rente is an 
exception to this case, because of the subsidy granted with participation in this facility. 
824 Le Blanc 2011, p. 14. 
825 Antolin, De Serres and De la Maisonneuve 2004, p. 19. 
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only around 10 per cent of taxpayers.826  Also US research shows that mainly 
high-income workers benefit.827 
A problem with tax incentives is that the incentive diminishes when income 
drops and therefore these incentives (tax deductions) are of less importance to 
low earners. It even might be so that using these tax deductions when being a 
low earner could lead to lengthier life tax payments when the (low) income 
increases in future and higher tax rates are the result. So government transfers 
are often paid out as income. Therefore a pure tax deduction does not lead to 
participation of middle or low earners and the question is how to encourage 
low- and middle-income earners to participate in occupational or personal 
pensions. Participation of low- and middle-income earners is important and 
tax relief will not lead to this participation. 
A possibility would be to offer every taxpayer an equal tax incentive, so tax 
relief at the same level for everyone (single rate tax relief). This would mean 
that the administration would be somewhat more difficult. Furthermore one 
should take into account against which tax bracket the future benefits would 
be taxed for the high earners. In the case of a higher tax percentage than the 
tax relief this would probably mean that these taxpayers would not save in 
these particular pension plans.828 829 
With respect to occupational pensions some countries did succeed to achieve a 
broad population of savers. The reason for this success is a legal compulsion to 
participate in a pension scheme or collective agreement between social 
partners. 
 
6.2.2.1 Matching contributions 
 
Another alternative could be non-wasteful tax credits830 or subsidies or 
matching contributions. In this way the value of the tax-incentive is increased 
for low and middle earners. 
In a system of matching contributions the government supplies a taxpayer with 
additional contributions when this taxpayer contributes to a specific pension 
scheme. These matching contributions are interesting since there is enough 
empirical data to show that these contributions (either by the employer or 
government) increase retirement savings.831 Instead of tax relief the matching 
contributions are financed by the government. 

                                                                 
826 Curry and O’Connell 2004, pp. 6-7. 
827 Toder and Smith 2011, p. 1. 
828 Social Protection Committee 2008, p. 28.  
829 Only in case of compulsory participation. 
830 Refundable or non-wastable tax credits can reduce the tax owed below zero, and result 
in a net payment to the taxpayer beyond their own payments into the tax system, appearing 
to be a moderate form of negative income tax (See: worldlawdirect.com). 
831 Antolin and Lopez Ponton 2008, p. 81. 
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A good example of a tax subsidy, in other words, a government-contribution 
to a personal pension, is the German Riester-Rente (see par. 4.3.5.3). The 
2007 TNS study shows that the (tax) incentives for the Riester-Rente lead to 
a coverage for low earners that is far higher than coverage for higher earners. 
So this system has been proven to reach low earners.832 833 Also Gale, Gruber, 
and Orszag indicate that low earners are reached with matching contri-
butions.834 
Another example of matching contributions can be found in the 2009 Report 
of the Commission on Taxation in Ireland.835 The idea of this Commission 
was to encourage more people to save for retirement (i.e. increased coverage) 
and to encourage people to save more for retirement (i.e. improved adequacy), 
particularly those at lower income levels. 
The basic assumption is to redistribute the tax expenditures on pension 
provision towards those on lower and middle incomes. According to the 
Commission the tax system therefore best encourages long term savings for 
retirement with a focus on those on low- to middle-incomes, who may not be 
in a position to benefit as much as others from tax relief on traditional pension 
arrangements. For that matter a system is proposed that matches Exchequer 
contributions. These matching contributions would be given in respect of all 
personal contributions to pension arrangements at a rate of €1 for each €1.60 
contributed by the taxpayer. This should persuade those on lower incomes to 
provide for their retirement by giving them a higher level of support for 
pension contributions than they get under existing rules.  
Masters and Farchy carried out some empirical analysis. From this analysis 
they recommend that saving should be encouraged, opportunities for savings 
activities should be generated and governments should be consistently part of 
the solution. In order to use existing resources more effectively they suggest 
that current tax relief should be replaced by a more broadly based pension 
contributions matching scheme, since the current tax relief provides relatively 
large benefits to relatively small groups of taxpayers.836 An item that can work 
properly with matching contributions is expectations of taxpayers. For 
instance, a cap on savings that will be compensated by matching contributions 
can become a savings target for taxpayers. Also, unlike tax relief, the idea of 
matching contributions can easily be understood by taxpayers.837 Also CEA 
suggests a re-branding of tax relief as being a matching payment.838 

                                                                 
832 TNS Infratest Sozialforschung 2005, table 6-18, p. 195. 
833 Besides matching contributions the system of the Riester-Rente also allows tax-
deductions in certain circumstances. 
834 Gale, Gruber, and Orszag 2006, p. 23. 
835 Commission on Taxation 2009. 
836 Masters and Farchy 2011, pp. 22-23 and 118. 
837 Masters and Farchy 2011, p. 53, where they refer to Sherraden, McBride and Beverly 
2010, pp. 31-39 and 120. 
838 Comité Européen des Assurances 2005, p. 13. 



ELEMENTS OF AN INTEGRATED PERSONAL PENSION SYSTEM 

228 

Matching contributions should be given serious attention. Research and 
practice have shown that matching contributions reach low and middle 
earners. Nevertheless, theoretically ‘ordinary’ tax deductions fit in the tax 
system, although it might lead to the fact that especially high earners will use 
it. This effect is increased by a progressive tax rate. These high earners also pay 
high income tax. When only matching contributions are used this leads to the 
situation that taxes have to be paid against the highest tax bracket, but 
deductions are limited (and matching contributions are obtained instead).  
Although pension contributions should not be taxed because of the ability to 
pay principle, the tax effects could be reduced by using matching 
contributions. Also low and middle earners are encouraged to increase 
retirement savings. 
 
6.2.3 Tax claim or the right to tax 
 

When accepting a system of deferred taxation as the system to be preferred 
with respect to occupational and personal pensions, one has to consider the 
potential difficulties of this system. One of these problems has to do with 
emigration. A state might believe that it loses a tax claim after the emigration 
of a taxpayer who contributed (and deducted contributions or received some 
other kind of tax incentive) to retirement provisions. In most double tax 
treaties the state of residence has the right to tax occupational and/or personal 
pensions (in a situation of cross-border benefits). Also in the situation of an 
international transfer, taxation shall not take place in the source-state in most 
situations (see par. 2.7).  
Several cases before the CJEU show that it is difficult for Member States to 
levy an exit-tax the moment a taxpayer emigrates (see chapter 3). Furthermore 
it is obvious that in the traditional double tax conventions there is no source 
state taxation, but taxation of occupational or personal pension in the state of 
residence.839 Especially in so-called pension-exporting states this can be 
problematic. The existing tax treatment of occupational or personal pensions is 
based on the idea that a taxpayer retires in the same country he builds up his 
pension.840  
It is systematically and in principle correct not to tax the contributions, but to 
tax future revenues. For that matter also see Adam Smith’s view (par. 6.2.1). 
Stevens argued that the contributions for personal pensions may not be 
consumable income and should not be taxed at that moment.841 This 

                                                                 
839 Art. 18 OECD Model regarding Pensions (in general) proposes residence-based taxation. 
Art. 19 OECD Model regarding Government Functions proposes source state taxation. 
However in newer double tax conventions more often (some kind of) source state taxation 
can be found. 
840 Wellisch 2008, p. 57 ff., Statistik der Deutschen Rentenversicherung – Rentenbestand 
am 31. Dezember, verschiedene Jahrgänge. 
841 Stevens 1980, p. 168. 
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consumable income is quite difficult to define and the legislator will have to 
limit or define it.842 Nevertheless other authors, without restriction believe 
that there is a tax claim because of the fact that tax relief is given.843 Also some 
states consider that they should be able to recover the tax that is deferred 
because of tax deductions.844 
Whatever the theoretical conclusion with respect to residence or source state 
taxation might be, one could always argue that the state that issued the tax 
deduction does have the right to some kind of compensation, since the tax 
deductions are regarded to be a tax facility. Importantly, regarding this 
discussion is that history shows that a number of states believe that there is a 
tax claim on the accrued reserve of the retirement provision.845 This should be 
taken into account. If taxation in the state of residence is the general idea it 
could mean that some states will decrease the tax-facilitated possibilities for 
building up an occupational or personal pension, and this is surely not the 
desired direction. Therefore source state taxation is to be preferred. In the next 
paragraph some figures are given with respect to pensions and emigration. 
 
6.2.3.1 EET system and emigration 
 
The export of pension benefits (either cross border benefits or international 
transfers) is actually occurring in practice. It is not so that it is standard that 
taxpayers emigrate because of the tax treatment of their pensions when getting 
retired. Tax consequences can stimulate this emigration, but until now it is not 
widely spread. However, the German ‘Deutsche Rentenversicherung’ published 
statistics that show that the export of pension is increasing.846 
  

                                                                 
842 Stevens 1980, pp. 168-169 and Dietvorst 1994, p. 24. 
843 Wellisch 2008, p. 57. Also Douven, 2009, p. 20. 
844 OECD Commentary on art. 18, no 13. 
845 For example, see TK 1997-1998, 25 087, no 4, pp. 50/51. The Dutch State Secretary 
believes that because of tax incentives given by the Netherlands there is a kind of tax claim 
on the accrued retirement provisions. Also see Wellisch, Lenz, Thiele and Gahl 2008 p. 21, 
who are of the opinion that the tax claim of the state that gives an incentive should not be 
threatened. 
846 Wellisch, Lenz, Thiele and Gahl 2008, p. 58. 
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Jahr Renten 

insgesamt 

Renten ins 

Ausland 

insgesamt 

Renten 

ins 

Ausland 

in % 

Renten an 

Ausländer 

Gesamtzahlbetrag 

ins Ausland p. a.  

in € 

1992 19 314 358 855 763  4.43   740 793  2 844 556 212 

1993 19 865 398  889 093  4.47   773 010  2 752 631 928 

1994 20 508 918  949 901  4.63   824 886  2 986 488 744 

1995 21 086 627  989 688  4.69   860 493  3 123 455 328 

1996 24 580 078  1 035 881  4.21   905 402  3 194 657 004 

1997 21 993 236  1 081 341  4.92   947 840  3 321 879 552 

1998 22 363 375  1 124 718  5.03   987 208  3 455 133 696 

1999 22 673 522  1 161 657  5.12  1 014 558  3 680 129 376 

2000 23 160 077  1 213 459  5.24  1 061 083  3 902 484 144 

2001 23 454 853  1 258 280  5.36  1 098 716  4 107 025 920 

2002 23 668 717  1 285 977  5.43  1 129 379  4 243 724 100 

2003 23 963 569  1 329 259  5.55  1 168 574  4 322 750 268 

2004 24 242 663  1 385 200  5.71  1 213 893  4 454 803 200 

2005 24 472 837  1 427 441  5.83  1 257 843  4 539 262 380 

2008 24 803 709  1.536 928 6.20 

 
Table 19: Germany: Zahl der ins Ausland fließenden Renten 

 
 
The Deutsche Rentenversicherung Bund notices that the number of payments 
abroad had doubled since 1992. Over 60 per cent is paid into EU Member 
States. About 12 per cent of the payments abroad are to Germans who 
emigrated.847 
In the table below figures for public, occupational and personal pensions paid 
out to beneficiaries in and outside the Netherlands are to be found. 
  

                                                                 
847 Deutsche Rentenversichung Bund, Press release, 19 May 2010.  
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Year Total 

number of 

AOW-

benefits 

Beneficiary in 

the Netherlands 

Beneficiary 

abroad 

Percentage 

abroad* 

January 2007 2,607,020 2,369,800 237,220 9,1% 

January 2008 2,666,850 2,416,500 250,350 9,4% 

January 2009 2,737,950 2,474,340 263,600 9,6% 

January 2010 2,817,450 2,541,650 275,800 9,8% 

January 2011 2,885,690 2,597,790 287,910 10% 

January 2012 3,026,210 2,724,950 301,260 10% 

January 2013 3,124,010 2,812,220 311,790 10% 
 
Table 20: Netherlands: Number of AOW-benefits848 
* about 95% is only a partial AOW-benefit 
 
 

Period AOW-benefits total 

Occupational and 

personal pension 

total 

AOW, occupational 

and personal pension 

total 

2007  25,580,441 31,414,357 56,994,798 

2008  27,021,611 33,855,892 60,877,503 

2009  28,832,966 34,997,169 63,830,135 

2010  29,860,901 36,785,553 66,646,445 

2011 31,165,527 37,908,198 69,073,725 
 
 

Period 

Belgium Spain Germany France Turkey US Canada Aus-

tralia 

Total 

abroad 

Total 

% 

abroad 

2007  373,466 201,766 203,519 162,904 72,894 87,643 55,235 62,611 1,813,135 3.2% 

2008  422,798 225,275 231,484 181,660 85,223 98,348 63,029 68,663 2,049,162 3.4% 

2009  460,437 242,939 254,372 193,119 92,341 104,319 67,044 71,289 2,204,070 3.5% 

2010  486,900 250,338 269,420 200,615 94,750 108,959 68,741 72,245 2,300,915 3.5% 

2011 500,502 249,251 274,935 206,029 92,946 103,138 65,398 68,467 2,316,443 3.4% 

 
Table 21: Netherlands: Total AOW-benefits, Occupational and Personal 

Pensions (*€1000) 849 

 
 

                                                                 
848 <www.cbs.nl/statline> AOW-uitkeringen, accessed 15 September 2013. 
849 Figures obtained from the Ministry of Finance 2012. See Annex 5, 6 and 7. 
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From this table it becomes clear that just over three per cent of the total of the 
pension benefits are paid to beneficiaries abroad. Nevertheless, these are 
considerable amounts. 
 
6.2.3.2 Possible solutions regarding emigration 
 
From chapters 2 and 3 it has become clear that exit taxes in most situations 
will be contrary to EU law and/or international tax law. Nevertheless it is 
quite understandable that countries have problems with the situation when 
taxpayers emigrate after having had (huge) tax advantages, because of 
contributing to occupational or personal pensions. Is there a solution to this 
problem keeping EU- and international tax law in mind? 
 
1. Renegotiating tax treaties 
A good solution could be to renegotiate the bilateral tax treaties. An option 
could be a protocol in the existing treaties to change the right of taxation with 
respect to occupational or personal pensions towards source state taxation.850 
However this is not easy and it is questionable whether this would be 
successful since both states will have to agree upon this issue. Avery Jones put 
it quite correctly by stating that there is a kind of north-south divide: the 
northern (= colder) states would like (limited) source state taxation, whereas 
the southern (= warmer) states would be in favour of residence-based 
taxation.851 
 
2. New national legislation 
Wellisch and Lenz propose another option. When creating a system for 
retirement provisions with respect to emigration one should, of course, keep 
in mind the cases decided by the CJEU. Wellisch and Lenz studied the 
CJEU case law and concluded that in order to make a sustainable system one 
should keep in mind (amongst other things) the following items that more or 
less create a framework for new legislation:852 
 

1. Member States must allow deductions of contributions paid to 
providers in other Member States and are not allowed to oblige a 
provider to have an office/permanent establishment in its state; 

2. Transfers of accrued retirement provisions from one Member State to 
another should be possible if transfers are possible from one to 
another provider within the Member State; 

                                                                 
850 Kemmeren 2009. 
851 Avery Jones 2004, p. 181. 
852 Wellisch and Lenz 2008. 
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3. Exit taxation of accrued occupational or personal pension reserves is 
not permitted because of emigration. Deferral of taxation should be 
given automatically; 

4. After emigration occupational and personal pensions should be 
treated in the same way as in the situation the taxpayer had not 
emigrated; 

5. Partially liable taxpayers can be treated differently from fully liable 
taxpayers. However if the partially liable taxpayers are in more or less 
in the same situation as fully liable taxpayers, the same rules should be 
applicable; 

6. It is possible that a Member State only allows contributions to be tax 
deductible when the benefits are taxed in this Member State or for 
that matter in another Member State (conditional deduction); 

7. It is permitted for providers in another Member State to deliver 
information in order to qualify as a certified provider, when the same 
requirements are met by providers in the Member State. 
 

According to Wellisch and Lenz a source state taxation of occupational or 
personal pensions is justifiable, since most Member States have a system of 
deferred taxation.  They recognize the fact that most double tax treaties have a 
residence-based taxation of occupational or personal pensions. A Regulation, 
Directive or Multilateral Tax Treaty could change this.  Nevertheless it is 
unlikely this will be possible since especially Member States who have a large 
number of foreign pensioners (the ‘good weather’ countries) will not agree 
with this change. So it is easier to change a specific DTC. 
For this matter Wellisch, Lenz, Thiele and Gahl propose the following for 
art. 18 DTC: Occupational and personal pensions derived by a resident of a 
Contracting State shall be taxable only in that State. When the other State however 
proves that the benefits derive from tax incentives in that other State, this other state 
may tax the occupational and personal pensions.853 
Since changing DTCs and also because macro- or micro clearing854 (see 
below) will be quite difficult, the challenge is to change a national system in 
such a way that there is a kind of deferred taxation, with source state taxation 
without opposing EU and/or international tax law.  
A system that also would be possible according to Wellisch, Lenz, Thiele 
and Gahl is the following.855 Contributions to occupational and personal 
pensions are not tax-deductible, but the tax due on these contributions is only 

                                                                 
853 Wellisch, Lenz, Thiele and Gahl 2008, p. 105: “Bezieht eine in einem Vertragsstaat 
ansässige Person Altersleistungen, kann nur dieser Vertragsstaat die Altersleistungen 
besteuern. Weist der andere Vertragsstaat nach, dass diese Altersleistungen auf Beiträge 
zurückgehen, die in diesem anderen Vertragsstaat gefördert wurden, kann insoweit nur 
dieser andere Vertragsstaat die Altersleistungen besteuern”. 
854 Wattel suggested a macro clearing system, Wattel 2002. 
855 Wellisch, Lenz, Thiele and Gahl 2008, p. 99ff. 
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to be paid at the moment the benefits are paid. Also income tax is due on the 
interest accrued, but again has to be paid at the moment the benefits are 
received. So the result is a mere postponement of tax-collection since taxes are 
due immediately, but tax-collection is postponed till the moment the benefits 
are received. The difference with an ordinary EET system is that the taxable 
moment is different. For taxpayers who live in another Member State this 
could mean that the retirement benefits are also taxed in their new state of 
residence, but that cannot be held against the source state.856  
De Greef does not believe in a system of conditional tax deductibility, since it 
may lead to double taxation. After emigration a taxpayer is obliged to pay tax 
in the source state, but it might be so that also the state of residence will levy 
income tax and it is not certain whether the taxpayer can deduct the taxes due 
in the source state from the taxes due in the state of residence.857  
Also in the Netherlands there have been quite some discussions and there has 
been case law regarding occupational and personal pensions and emigration. As 
shown in par. 5.1 the Dutch legislation arranges that in case of emigration from 
the Netherlands to a state with exclusive residence taxation on personal pensions 
the contributions are revoked. So this means that the accrued value of the 
personal pension is no longer taxed.858 The Dutch legislator believes this to be in 
line with EU- and international tax law because of the aforementioned Hungary 
case (par. 5.1.1.1.2). In this way a kind of conditional tax-deductibility is created 
and this might be in line with international tax law, but it is questionable 
whether this is in line with EU law, since it will hinder taxpayers when 
emigrating. 
Nevertheless, the system introduced by Wellisch, Lenz, Thiele and Gahl is 
possible within the EU and international tax law. In my view it would be better 
to change the DTC’s. Since this is possible it could stimulate the ‘good weather’ 
countries to accept a change in the DTC from residence based taxation towards 
source state taxation.859 
 
3. Multilateral tax treaty 
With respect to the problem regarding emigration, Jeck proposes a 
multilateral treaty in the EU, but also recognises the fact that this will not be 
possible to achieve.860 Therefore an arrangement between Member States on a 
bilateral level could be a more realistic opportunity. In a tax treaty the 
Member States could arrange for the source state to maintain some kind of 
taxation rights also after the emigration of a taxpayer. Jeck suggests an 
arrangement that gives the source state taxing rights for a specific period of 
time and after this period the other Member State is granted the right to tax.  

                                                                 
856 Wellisch and Lenz 2008, pp. 495-496. 
857 De Greef 2004, p. 286 ff. 
858 Par. 3.136(2) ITA 2001. 
859 Staats 2011. 
860 Jeck 2009, p. 13. 
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4. Solution Danish Presidency  
In 2002 the Danish Presidency suggested at solution to remedy problems of 
double taxation and double non-taxation.861 
 
Avoidance of double taxation 
The state of residence of the recipient of cross-border pension benefits should 
refrain from taxing such benefits to the extent that no tax deduction for 
contributions has been allowed in another Member State. If a tax deduction 
for contributions has been allowed in another Member State and benefits are 
taxed at source in this state, double taxation should – in the absence of a tax 
convention - be avoided by crediting the tax against the tax of the state of 
residence. 
 
Avoidance of double non-taxation 
The state of residence commits itself to tax pension benefits where tax 
deduction for contributions has been allowed in another Member State. 
Taxation in the state of residence of the recipient should match the taxation of 
benefits received from domestic occupational pension schemes recognised for 
tax purposes. If the state of residence is a TEE State – making it impossible to 
benchmark against the taxation of benefits received from a domestic 
occupational pension scheme - cross-border pension benefits should be taxed 
as employment income instead. 
This approach does not touch upon the issue of taxation rights, but simply 
suggests that the 
Member State taxing the pension payment should take into account whether 
or not, and to what extent, the pension contribution that gives rise to the 
pension benefit has been deductible in another Member State. Furthermore, 
the President explained that in the view of the Danish Presidency DTC’s 
generally leave aside the question of how the Member States (having the right 
to tax under the double tax convention) should exercise this taxation. On the 
contrary, this is for domestic legislation to determine. 
There were some remarks on this approach. Some Member States are of the 
opinion that this solution should only be relevant in a situation without a 
DTC. The proposal of the Danish Presidency only can be reached if all 
Member States agree and this will be hard to achieve. 
 
5. Micro- and macro clearing 
Like Wellisch and Lenz, De Greef is also of the opinion that since most 
Member States use the EET system a solution must be found within this 
system.862 In his dissertation he mentions the solution that can be found in 
micro- and macro clearing. 

                                                                 
861 Council of the European Union 2002, pp. 6-9. 
862 De Greef 2004, p. 307.  
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With micro clearing the tax claim over the accrued pension rights is per case 
(per taxpayer) ceded to the state of residence.863 Annually (so already during 
the pension accrual phase) the claims are settled on a bilateral level.  
For example: a taxpayer worked in state A and built up a pension in that 
period. State A allowed tax deductions and/or tax facilities during that period. 
When retiring the taxpayer lives in State B. Annually State A cedes its tax 
claim to State B. State B will levy taxes on the pension that is paid out. The 
advantage is that taxpayers are not confronted with exit taxes and the accrued 
capital remains the same.  
According to De Greef, an EU Directive is needed to lay down that the 
claim is ceded by the one Member State to the other Member State and that 
acceptance thereof is mandatory. The advantage of this system is that a 
Member State giving tax relief when building up an occupational or personal 
pension will collect taxes, although the beneficiary does not retire in that state. 
De Greef himself recognizes the problem that the tax rates of the different 
states are not similar. States with low tax rates will not be eager to pay high 
claims to states with high tax rates, whereas they only receive tax claims 
against its own low tax rate.864 This might be solved be introducing a special 
(average) clearing rate. Furthermore a system has to be developed for Member 
States to exchange information.865  
Macro clearing differs from micro clearing in the way that with macro clearing 
Member States settle their tax claims over the accrued pension rights on an 
annual and pro rata basis in the form of a proportional division on the basis of 
a fictitious tax percentage. Therefore this system would be somewhat more 
complex than micro clearing and an intensive exchange of information should 
take place between the different states. It is a system at the level of the 
Member States and not an individual system.866 
The clearing system is rather complex and the extensive exchange of 
information should not lead to additional extra costs. This could be solved 
with innovative software applications. Finally the differences in tax rate will 
lead to difficulties. 
 
6.2.4 Conclusions 
 
It is important that citizens have a good retirement provision. When a 
government opts for a system with considerable individual responsibility 

                                                                 
863 De Greef 2004, p. 308. 
864 Also Roos (Roos 2006) mentions the weak point in the clearing system that if the 
source state has a high marginal tax rate and the state of residence (at the moment of 
benefits) has a low marginal tax rate, the state of residence will have to pay a high amount. 
Furthermore this new state of residence must pay in advance. 
865 For an extensive overview of the advantages and disadvantages see De Greef 2004, p. 
284/285 and De Greef 2005, pp. 203/204. 
866 De Greef 2005, pp. 204 and 309. 
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citizens will have to be motivated and facilitated to arrange retirement 
provisions. Looking at all the arguments, a system of deferred taxation with 
matching contributions is to be preferred. 
 

1. It is in line with the fact that taxpayers believe it to be quite normal 
that income tax is paid at the moment that the income is actually 
received. In general, the ´ability-to-pay´ is a widely accepted principle 
of an income tax. When a taxpayer has to make investments in order 
to be able to live a financial stable life in future, this taxpayer should 
not be taxed on these investments. I agree with the idea that when 
investing, a taxpayer is not able to pay taxes, but he will be at the 
moment these provisions are paid out in future. So the contributions 
are not considered to be income, whereas the future revenues will be.  

2. It contributes to income smoothing over a taxpayers life. 
3. Not using a system of deferred taxation would introduce the severe 

risk of a lack of budgetary discipline by the government, since 
governments might believe that they possess more and will invest in 
other objects than retirement provisions, and retrospectively will see 
that they have made fatal errors. 

4. Not having a system of deferred taxation will create a lack of a 
steering mechanism the moment benefits are paid out. Not using 
deferred taxation means that indeed initially tax rates can be lower, 
but in the future, with considerable more pensioners, the tax income 
of the state would decrease as well, since pensions are no longer 
taxed. A system of deferred taxation contributes to dealing with the 
costs of ageing. 

5. From a practical point of view deferred taxation is to be preferred 
since most states already use a kind of EET system.  

6. The fact that pension benefits may be taxed at a lower tax bracket the 
moment these benefits are paid out is not a real problem. It could be 
seen as a stimulus for arranging personal pensions by taxpayers, but 
this argument is not very strong. The future level of taxation never is 
sure. Changes take place all the time. Also, for example, in the 
Netherlands the income tax brackets for the elderly are lower than for 
taxpayers younger than 65, but more and more it is heard that this 
should be stopped. If this aspect is seen as undesirable it can be solved, 
but one should keep in mind that it can also be the other way around, 
i.e. that taxation takes place against a higher tax bracket. 

7. Research does not give a clear indication whether or not tax 
incentives for occupational and personal pensions lead to new savings 
(substitution effect). However, tax incentives lead to an increase of 
occupational and personal pensions. If it only leads to a shift from 
traditional savings toward pension savings, this is not a real problem if 
the aim of a government is to lock-in savings into long-term 
retirement savings, since it leads to an adequate income for the 
taxpayer in the future. With respect to the comparison to ordinary 
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savings an annual taxation (at the level of the pension provider) on the 
accrued occupational or personal pension reserve might be acceptable. 
A reason for using tax incentives is to ensure that taxpayers will 
actually use the accrued retirement reserve for retirement provisions. 
If not, there often are tax consequences that lead to the fact that 
taxpayers will not use these reserves otherwise.  

8. Deferred taxation might lead to complex legislation and rather high 
costs. So this has to be kept in mind when using deferred taxation, 
but it is no reason to avoid deferred taxation.  

9. Tax-favoured savings for occupational and personal pensions are 
tended to be used disproportionately by high earners and therefore 
matching contributions should (also) be used.  The result is that this 
leads to better retirement provisions for low earners. Tax deductions 
lead to the fact that mainly high earners use this system and have 
advantages. 

10. With respect to the emigration issue it is clear that a Member State has 
the possibility to arrange its retirement system in that way that tax is 
collected in the end. A system with a more or less conditional tax-
deductibility (or rather just postponement of taxation) is in line with EU-
law and international law.  The same is possible with respect to matching 
contributions. In my view it is questionable whether this is the right 
solution, since it is likely that a taxpayer will face the possibility of double 
taxation. Nevertheless, these possibilities may convince ‘pension-
importing’ Member States to cooperate in an EU Multiple Tax 
Convention (or EU Directive) or adjusting the DTC’s since a possible 
double taxation might restrain potential emigrants from actually 
emigrating. The alterations of the DTC’s are to be preferred.  
 

6.3 Differences between occupational and personal pensions  
allowed? 

 
As early as 1994 the World Bank issued the publication called Averting the 
Old Age Crisis in which it recommends a three-pillar approach toward old age 
security. These three pillars should be:867 
 

- A mandatory, publicly managed pillar; 
- A mandatory, privately managed pillar; 
- A voluntary pillar. 

 
2001 a new publication on pension reform was issued in which more or less 
the ideas of the 1994 publication were ratified.868 Again, the multi pillar 

                                                                 
867 World Bank 1994. 
868 World Bank 2001. 
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approach was put forward. The main idea is that this multi pillar approach 
should lead to a fiscally and politically sustainable system. Also, financial risks 
to future pensioners are reduced by a diverse portfolio existing of public and 
private components.869 Holzmann and Hinz even suggested a five-pillar 
approach.870 
This approach is to be welcomed. In itself the total of the three pillars should 
provide a taxpayer with an adequate pension (or at least should give a taxpayer 
the option to arrange an adequate pension). This means that these three pillars 
all bear their importance.  
When the public pension and occupational pension do not supply a taxpayer 
with an adequate pension, a taxpayer ought to have the option to arrange this 
with personal pensions. In an ideal situation occupational and personal 
pensions should be exchangeable. At least this should be the case for tax 
purposes. Achievable levels and tax consequences should be more or less 
equal.871 Although occupational pensions are deferred salary they serve exactly 
the same purpose as personal pensions. So when tax incentives are given with 
respect to occupational pensions, more or less the same incentives should be 
given to personal pensions.  
In most states the first pillar is a mandatory pillar with no specific tax 
legislation. In general tax legislation does play an important role with respect 
to occupational and personal pensions (see par. 6.2). A question arising with 
respect to the different pillars is whether or not the tax legislation with respect 
to especially occupational and personal pensions should be equal. Or might it 
be the case that tax differences between those two pensions are acceptable?  
Therefore the central question in this paragraph is whether or not there ought 
to be tax differences between occupational and personal pensions. Are 
retirement provisions in the second and third pillar the same and does this 
consequently mean that the tax legislation should be the same? Is it desirable 
that there are differences between the tax legislation with respect to 
occupational and private pensions? 
 
6.3.1 Example: the Netherlands 
 

In this paragraph differences between occupational and personal pensions are 
discussed. First of all one can observe that the legislation with respect to 

                                                                 
869 Also see World Bank 2006, p. xiii-xvi. 
870 They divide the first pillar into two pillars of a basic pension from public finances that 
may be universal or means-tested and a mandated public pension plan with contributions. 
Pillar two is a mandated and funded occupational or personal pension plan and pillar three a 
voluntary and funded occupational or personal pension plan. Pillar four is a voluntary 
system outside the pension system. Holzmann and Hinz 2005, pp. 2-3. Also see Melbourne 
Mercer Global Pension Index 2011, p. 9. 
871 Not only tax legislation is relevant for occupational and personal pensions, but also all 
kinds of civil legislation. This however goes beyond the scope of this research. 
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occupational pensions is not the same as the tax legislation regarding personal 
pensions in the Netherlands. In their brochure Dietvorst et al. describe the 
tax differences between those two pillars.872 Amongst others they observe the 
following differences: 
 

a. Franchise 
In building up an occupational pension a taxpayer has to take into account 
that he is already building up a public pension (AOW). This is done by the so-
called AOW-franchise. In fact this means that an employee is not allowed to 
build an occupational pension on the income that is already covered by the 
public pension system. Also in the tax legislation with respect to personal 
pensions this AOW-franchise is taken into account. However, the level of that 
AOW-franchise is not the same. Tax legislation with respect to occupational 
pensions gives a minimum AOW-franchise that is significantly lower than the 
standard franchise for personal pensions.873 
  

b. Part-time workers 
Working part-time a taxpayer can take into account a part-time AOW-
franchise with respect to occupational pensions. The full AOW-franchise is 
calculated with personal pensions.  
 

c. Maximum deduction 
There is no maximum deduction for contributions with respect to 
occupational pensions, but there is a limit with respect to personal pensions.874  
 

d. Claw back possibilities 
When an employee has not built an adequate pension in the past, tax 
legislation regarding occupational pensions gives an employee options to repair 
this. It is possible to make additional payments because of the pension gap of 
the past. With respect to personal pensions the tax possibilities are rather small. 
In fact there are hardly any possibilities to repair pension gaps from the past 
using personal pensions.875 
 
Apart from the differences Dietvorst et al. describes, there are more 
dissimilarities to be distinguished. For example, with personal pensions the tax 
legislation allows a decrease of the old age pension after the death of the 
spouse.876 With respect to occupational pensions this is not permitted. There is 

                                                                 
872 Dietvorst, Harts, De Lange, Valk and Visser 2006. 
873 Par. 18a (8) WTA 1964 and 3.127 (3) ITA 2001. 
874 Par. 3.127 (3) ITA 2001. However an income cap with respect to occupational and 
personal pensions of €100,000 is announced in the Netherlands. Bill 33 610 and 33 672. 
875 Compare par. 10a (2) and (3) Implement Decision WTA 1965 and par. 3.127 (2) ITA 
2001. 
876 Par. 3.125 (2) ITA 2001. 
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a huge difference for the possibilities of a self-employed person in building up 
a pension (he relies on the possibilities with respect to personal pensions) and 
the possibilities of a substantial shareholder (occupational pension).877 Also the 
Kappelle Commission concludes that there are considerable differences in 
tax legislation between occupational and personal pensions. Apart from the 
differences already mentioned they observe the following differences: 
 

a. Standard percentage of deductible contribution for personal pensions 
(17 per cent), but the deduction for occupational pensions depends 
on the actual income. 

b. Possibilities to vary the level of benefits in the payout phase for 
occupational pensions, but this is not allowed with respect to 
personal pensions. 

c. For occupational pensions the number of years of service is 
important. These rules are rather broad and lead to the fact that the 
tax possibilities are larger than with personal pensions.878  

 
In general one can conclude that the options in the tax legislation regarding 
occupational pensions are broader than with personal pensions. Also in other 
states the tax legislation is not the same (see chapter 4). 
The Dutch government is aware of these differences. The fiscal possibilities for 
occupational pensions are broader, but that is no argument to broaden the 
fiscal legislation with respect to personal pensions, according the legislator. 
The reason is that the legislation dealing with occupational pensions gives the 
boundaries for tax stimulated occupational pensions, but these boundaries are 
only achieved in exceptional situations. When these boundaries would also be 
valid for personal pensions, individual taxpayers would use these facilities fully 
and that would lead to budgetary problems for the government.879 Also in the 
evaluation of the 2001 introduced ITA, again the budgetary reason is used as 
main reason for not broadening the tax legislation for personal pensions.880 
Furthermore legislation with respect to personal pension giving taxpayers the 
same tax incentives as for occupational pensions, would lead to complicated 
legislation according the Dutch government.881  
 
6.3.2 Are differences permitted? 
 

Niessen believes that there is a substantial difference between occupational 
and personal pensions so that an equal tax regime is not mandatory. It might 
be the same, but there are differences that could allow legislators deferred 

                                                                 
877 Watson Wyatt 2006. 
878 Kappelle et al. 2006, pp. 21/22. 
879 TK 1999-2000, 26 727, no 7, p. 297. 
880 TK 2005-2006, 30 375, nos 1-2, p. 148. 
881 TK 2005-2006, 30 375, nos 1-2, p. 138. 
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taxation for occupational pensions, but not for personal pensions.882 The 
Dutch Supreme Court states that a difference in treatment between 
occupational and personal pensions is acceptable.883 Stevens however believes 
that a more equal treatment of occupational and personal pensions seems to be 
appropriate.884 
Berg believes that it can be argued that there should be tax neutrality between 
different retirement products as long as qualitative requirements are met. 
Nevertheless in Sweden this is not always the case. He gives the example that 
employers cannot use pension savings accounts for their employees, whereas 
individuals can use these individual accounts. According to Berg there might 
still be arguments to distinguish somewhat between occupational and personal 
pensions, because the occupational pension is not completely the same as 
personal pensions.885  
Also the World Bank is of the opinion that the tax legislation with respect to 
personal pensions should not necessarily be subject to the legislation dealing 
with occupational pensions.886  
1997 the Dutch Ministry of Finance issued an exploration with respect to a 
new Income Tax Act for the 21st century. Discussing pensions the Ministry 
considers a kind of “pension umbrella”, meaning that within this system a 
taxpayer should have the choice to build up pensions regardless the fact 
whether these provisions are occupational or personal pensions. According to 
the Ministry the easiest way to determine the maximum level is to set a 
maximum contribution per year (as a percentage of the annual labour income). 
It would be more difficult to determine the maximum contribution by 
looking at the future benefits.887 However this legislation was not introduced 
in that way. 
The Dutch Ministry of Social Affairs defends the differences in tax 
treatment between occupational and personal pensions. Because of flexibility 
generous borders are valid for occupational pensions, but in practice employers 
and employees set the actual borders. Especially employers would like to keep 
the costs of pensions a small as possible and therefore the boundaries are not 
reached, according the Ministry.888 
I do not agree with this argument. In theory these negotiations between 
employer and employees can (and in most situations will) lead to an 
occupational pension arrangement that do not use maximum tax possibilities. 
But still an employee may have the option to make additional payments by 
himself, thus using the existing fiscal possibilities. If the Ministry believes that 

                                                                 
882 Niessen 2008, p. 13. 
883 BNB 2013/6. 
884 Stevens 2007, par. 5.3.3. 
885 Berg 2006, par. 3.6.4. 
886 World Bank 2001, p. 55. 
887 Verkenning 1997, pp. 51-54. 
888 Ministry of Social Affairs and Employment 2007, p. 9. 
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the boundaries are too wide, legislation should be changed. If not, it should 
not be a problem if the actual tax possibilities are used.    
Dietvorst et al. emphasize that the relevance of personal pensions will 
increase, since the responsibility of the individual increases. Therefore the 
legislation for personal pensions should enable a taxpayer to do so. Uniformity 
between occupational and personal pensions is to be encouraged. 
Furthermore, entrepreneurs solely depend on personal pensions and there are 
no equal opportunities for them in building up an adequate pension. 
Dietvorst et al. conclude by stating that occupational and personal pensions 
should be treated equally and the system should be simple and accessible, but it 
should also prohibit excessive provisions.889 He mentions the idea of 
communicating vessels, meaning that if the provisions with respect to public 
and occupational pensions remain under the set ambition level, the taxpayer 
can use fiscal retirement facilities regarding personal pensions.890  
When no distinction in tax legislation is made between occupational and 
personal pensions, this system could be considered to be a system with 
neutrality regarding employment. This means that it is not relevant how a 
taxpayer takes part in the process of employment. Tax facilities are the same. 
According to the Kappelle-Commission this system is to be preferred since 
in their view there are no convincing reasons to treat an employee differently 
from a self-employed tax system. So in their view there should be no 
difference in tax facilities between occupational and personal pensions. The 
same applies to the payout phase.891 In their report they also suggest that tax 
facilities a taxpayer does not use at a particular moment in time can be used 
without limits in future.892  
In their draft report about an employment-neutral pension model, Dietvorst 
et al. emphasize that it is peculiar that the basic assumptions with respect to 
occupational and personal pensions are the same, but the tax legislation is not. 
This does not contribute to the accessibility and comprehensibility of the 
pension system. They believe that since the labour market is changing and 
more and more flexible contracts are used, and the number of entrepreneurs is 
increasing rapidly, are reasons to limit the differences in legislation regarding 
occupational and personal pensions.893 
A number of countries allow transfers from occupational pensions to personal 
retirement savings in the payout phase. Canada is an example. A personal 
registered savings plan can accept a lump sum from an occupational pension 
scheme. The payout options however should be the same as is the case with 
the occupational pension. A similar option is available in the USA whereby a 

                                                                 
889 Dietvorst, Harts, De Lange, Valk and Visser 2006, p. 73ff. Also: TK 1997-1998, 25 810, 
no 2, p. 46 (discussing a new income tax system). 
890 Dietvorst 2007. 
891 Kappelle et al. 2011 p. 13 and p. 34. 
892 Kappelle et al. 2011, p. 71. 
893 Dietvorst et al. 2012.  
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lump sum of an occupational pension can be rolled over to an IRA.894 When 
occupational and personal pensions are considered to be the same more or less 
these possibilities are to be welcomed. 
A last item is the question whether there are differences allowed in the payout 
phase of occupational and personal pensions. I do not see any reason why 
there should be differences between occupational and personal pensions. They 
both serve the same purpose. Also according the Kappelle Commission 
there ought to be no differences between the possibilities a taxpayer has 
regarding occupational and personal pensions.895 
 
6.3.3 Conclusions 
 
In my view the basic idea should be that occupational and personal pensions 
are in fact the same.  Occupational and personal pensions serve the same basic 
idea: giving a taxpayer the opportunity to arrange for an adequate pension. 
Therefore in my view there should not be essential differences between 
occupational and personal pensions. Although occupational pensions are 
deferred salary they serve exactly the same purpose as personal pensions. So 
when tax incentives are given with respect to occupational pensions, the same 
incentives should be given to personal pensions. The level of tax relief is a 
kind of political choice, but the level of tax relief with respect to occupational 
pensions also should be applicable to personal pensions. A legislator has to 
define personal pensions and also in the payout phase the same rules should 
apply. 
 
6.4 Adequate replacement ratio 
 
The pension system should lead to the fact that citizens obtain an adequate 
pension, meaning that they are able to maintain the same standard of life they 
had before retirement. A question is to what level there should be tax facilities 
with respect to (personal) pensions. In other words, what is the ambition level 
or maximum replacement ratio? On one hand it is obvious that this is a kind 
of political choice. Exactly what defines a good ambition level with respect to 
occupational and personal pensions depends on the specific ideas of a state. 
Nevertheless, several things can be said on the ambition level. 
A state has to answer the question to what extent this state should facilitate 
occupational and personal pensions. Should there be limitations and, if so, 
what are these limitations? Although theoretically incorrect (par. 6.2.1) it is 
acceptable that a cap is set. This could mean that above a specific income no 
tax relief is granted anymore. The reason for this cap is the fact that people 

                                                                 
894 Antolin, Pugh and Stewart 2008. 
895 Kappelle et al. 2011, p. 77. 
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earning more should be able to arrange additional retirement provisions 
without tax relief. 
 
6.4.1 Views on the level of retirement provisions 
 

Taxpayers ought to have the possibility to save for an adequate pension. 
However it is not easy to discern how to establish an adequate level. Munnell, 
Sundén and Lidstone state that ideally, retirement benefits should enable 
taxpayers to maintain the same standard of wellbeing in retirement as they 
enjoyed before retirement.896 The same is emphasized in the White Paper of 
the EC.897 In the European Parliament a motion for a resolution is brought 
forward that suggests providing for a remuneration of a least 60 per cent of the 
respective average wage.898 
The primary challenge for those interested in retirement security is to expand 
coverage in order for more workers have enough income in retirement to 
avoid sharp drops in their living standards.  What does a significant amount of 
pension benefits and pension wealth imply for the success of the occupational 
or personal pension system and for the welfare of retirees? As a rough 
benchmark, retirement income equal to 80 per cent of pre-retirement earnings 
should be more or less adequate.899 The World Bank mentions about 75 per 
cent of the gross average lifetime wage or half of gross final year salary for the 
average worker.900 
In the Netherlands the so-called ambition-level of retirement provisions is 70 
per cent of the final salary. The basic idea behind this old age level dates back 
to the introduction of the Old Age Act (AOW) in 1956. According to 
parliament, pensions should be in fair relation with respect to the income 
earned. Therefore a level of 70 or 80 per cent of the final salary would be 
appropriate.901 In 1969-1970 again it is repeated that to aim at an old age 
pension of 70 per cent of the final salary is the correct level.902 It is a maximum 
level, but it is not obligatory that occupational or personal pension actually 
lead to a pension of 70 per cent of the final pay. In 1999 the so-called 
Witteveen Commission made several recommendations that were more or less 
transferred in legislation. The base for pensions was building up 70 per cent 

                                                                 
896 Munnell, Sundén and Lidstone 2002, p. 1. 
897 COM(2012) 55 final, p. 4. 
898 B7-0354/2010, Motion for a Resolution to wind up the debate on statements by the 
Council and Commission pursuant to Rule 110(2) of the Rules of Procedure on EU 2020 
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899 Munnell, Sundén and Lidstone 2002, p. 1, 8/ 9. In the same way: STAR 1997, p. 7. 
900 World Bank 1994, p. 293-195. 
901 See Bakker 2008, p. 10. 
902 TK 1969-1970, 10 584, 3, p. 2.  
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old age pension based on final pay in 35 years.903 Nowadays this still is in the 
tax law in the Netherlands.904 
Niessen believes that this level might be decreased, in order to be more in 
line with the ambition level in other Member States.905 It is questionable 
whether this is a valid argument, since it hardly possible to compare the level 
of pension systems, but one should take into account the pension legislation as 
a whole including the relevant tax legislation. Furthermore, a pension level 
cannot be looked at isolated, since other circumstances within a system (health 
care, etc.) are also relevant. 
 
6.4.2 Maximum level and actual savings 
 

A maximum level of tax facilitation for occupational and personal pensions 
does not say anything about the actual level taxpayers in a specific state 
achieve. In general most taxpayers will not reach the maximum level. This is 
due to the fact that a pension agreement might not be a maximum agreement 
looking at the tax legislation. This is certainly so when taking indexation of 
retirement provisions into account.906  
A good example of the fact that many households are saving too little for 
retirement is the research by Lusardi, Skinner and Venti. They looked at 
research regarding the retirement levels in the USA. Their conclusion is that a 
considerable part of the population suffers a sharp decline in consumption after 
retirement.907  
In the Netherlands the replacement ratio (pension in percentage of current 
income) is quite high.  
 
 
Age Employees Self employed Inactive 

55-60 68% 35% 103% 

60-65 56% 34% 85% 
 
Table 22: Replacement ratio (state and occupational pension) 2008908 

 

                                                                 
903 Ministry of Finance 1995, pp. 15-16. 
904 Proposals are made to limit the level to 70 per cent of the average salary as from 2015. 
Tax proposal 33610 and 33672. 
905 Niessen 2008, p. 14. 
906 Bakker 2008, pp. 122-123. 
907 Lusardi, Skinner and Venti 2002, p. 22-23. Amongst others they refer to Venti and 
Wise, The Cause of Wealth Dispersion at Retirement, in S. Ogura, Aging Issues in the US and 
Japan, University of Chicago Press, 2001 and Bernheim, Skinner and Weinberg 2001, pp. 
832-857. 
908 Van de Grift 2009, p. 166. 
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The relative low replacement ratio for the self-employed is probably due to 
the fact that personal pension data was not available and especially the self-
employed use personal pensions.  
In general there is no common means of measuring replacement ratios. Biggs 
and Springstead notice that denominators that are used in order to calculate 
replacement ratios are often inconsistent.909 
In the report Pension Adequacy in the European Union the net and gross 
replacement rates are given. In this report the Theoretical Replacement Rates 
(TRR) are defined as the level of pension income the first year after 
retirement as a percentage of individual earnings at the moment of retirement. 
TRRs are calculated for an assumed hypothetical worker, who in the base-
case has a given earnings and career profile (male, earnings of average wage 
constant over his fulltime 40 years career and retiring at 65).910 
 
 
United Kingdom 64.6% (77.2%) 

Germany 41.9% (59.1%) 

Sweden 63.6% (60.3%) 

Netherlands 84.5% (105%) 
 
Table 23: gross replacement rate (net replacement rate) from pensions 

 
Also the OECD published figures regarding replacement ratios.911 The gross 
replacement rate here shows the pension entitlement as a percentage of pre-
retirement earnings. In the table below the average earners are shown. The net 
pension replacement by earnings is shown between brackets.  
 
 
United Kingdom 32% (42%) 

Germany 42% (58%) 

Sweden 54% (54%) 

Netherlands 88% (100%) 

OECD average 57% (69%) 
 
Table 24: gross replacement rate (net replacement rate) from pensions 

 
 
It is peculiar to see that the figures for the UK are not (about) the same in the 
two tables. This might be due to the fact, that for the base case in the Pension 

                                                                 
909 Biggs and Springstead 2008, p. 1. 
910 Pension Adequacy in the European Union 2012. 
911 Pensions at a Glance 2011, last updated 1 July 2013 
(http://dx.doi.org/10.1787/20743904-2013-table7). 
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Adequacy report a relatively low earner is taken. With higher incomes the 
gross replacement rate drops in the UK.912 
From these figures it becomes clear that there are differences in the four states. 
Germany and the UK have rather low replacement ratio compared to Sweden 
and the Netherlands. 
When a specific level is regarded to be enough for an adequate retirement 
provision, the task of governments and taxpayers is to actually be aware of the 
fact that it does not go without saying that everyone reaches this level.  
 
6.4.3 Income-cap  
 

A question that has to be asked is whether it is necessary that participants 
should be allowed to build up pensions on an income unlimitedly? Does this 
lead to excessive savings or is it still to be regarded as a pension? Kavelaars is 
of the opinion that governments should not subsidize these huge pensions. 
There should be limitations.913 He is of the opinion that a logical ambition 
level should be somewhere around once or twice the average income in a 
state.914 
The Van Weeghel Commission is of the opinion that there are limits with 
respect to building up pensions. Above certain levels it can no longer be said 
that pensions have been built up. In this case wealth is accrued and that should 
not be tax-facilitated, in their opinion. Limiting the tax facilities could be done 
either annually by limiting the maximum annual contributions or by setting a 
certain maximum income.915 Also Dietvorst is of the opinion that a cap is 
acceptable.916 
Also the Kappelle Commission is of the opinion that tax-facilitation for 
building up pensions should be capped for the same reason. The exact level 
according the Commission is a political choice.917 Stevens believes an 
income-cap with respect to pensions is defendable.918 Gielink states that a cap 
is not acceptable. Theoretically this is not correct and high earners also should 
be allowed to build up a high pension.919 
The Mirrlees Review states that limits on the amount that can be saved in 
pensions can be acceptable if there are serious concerns about ever being able 
to collect the tax in the future.920 

                                                                 
912 Pensions at a Glance 2011, last updated 1 July 2013 
<http://dx.doi.org/10.1787/20743904-2013-table7>. 
913 Kappelle et al. 2011, pp. 24-25. 
914 Kavelaars 2011a, p. 5 and Kavelaars 2012, p. 1. 
915 Commission Van Weeghel 2010, p. 79. 
916 Dietvorst 1994, p. 111. In the same way: Dietvorst et al. 2012, p. 37. 
917 Kappelle et al. 2011, p. 36. 
918 Stevens 2007, p. 1000. 
919 Gielink 2013, p. 6. 
920 Mirrlees 2011, p. 337. 
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In the Netherlands probably the maximum pensionable income will be € 
100,000 from 2015. With respect to personal pensions there already was a 
maximum income with respect to tax relief (art. 3.127 ITA 2001: €162,457 in 
2013). Also the UK government wanted to introduce an income-cap for 
pension relief for individuals. This cap would be £150,000 (€184,000). The 
reason was to limit the cost of pensions tax relief. Another reason was the fact 
that a quarter of the tax relief goes to only 1.5 per cent of the pension savers. 
But in the end this change in legislation was not introduced. Instead the 
annual allowance for pension contributions was cut (see par. 4.2.2.2). 
Germany and Sweden do not have an income cap for tax relief for 
occupational or personal pensions, but do have limitations on the maximum 
tax relief (see par. 4.3 and 4.4). 
Limiting the maximum pensionable income can be acceptable because of the 
fact that high-earners should be capable arranging for further retirement 
provisions without tax relief. Collective costs would be lower. But there is a 
risk that a maximum pensionable income can be decreased quite easily by a 
government.921 Furthermore, one should be aware of the fact that high-earners 
will not arrange for further retirement provisions without tax relief.922 
 
6.4.4 Conclusions 
 

The level to which occupational and personal pensions should be tax 
facilitated is arbitrary.  It depends more or less on political ideas in a state. It 
also depends on the level of taxes and social contributions due by taxpayers in 
a specific state. 
Nevertheless the basic idea is that a taxpayer should be able to maintain his or 
her same standard of wellbeing after retirement. If taxpayers do not have 
sufficient income after retirement, they will rely on the government. 
Therefore, the tax legislation, taking deferred taxation as a starting-point, 
should create a system in order to enable taxpayers to achieve an adequate 
level of retirement income. If not it seems to be inevitable that taxpayers will 
not save enough for retirement.923 On the other hand, the tax facilities should 
not lead to possible excessive savings, since that could be very expensive for a 
state. For that reason an income cap for tax relief is quite acceptable. 
 
6.5 Type of contract 
 
Traditionally retirement benefits can be built up within a Defined Benefit Plan 
(DB) or Defined Contribution Plan (DC). The OECD defines DC and DB as 
follows: 

                                                                 
921 Staats 2013, par. 5. 
922 See e.g. Prast, Teppa and Smits 2012. 
923 Lusardi, Skinner and Venti, 2002, pp. 22-23. 
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A DC is a plan under which the plan sponsor pays fixed contributions and has no legal 
or constructive obligation to pay further contributions to an outgoing plan in the event of 
unfavourable plan experience. DB plans are occupational pension plans other than 
DC.924 In DB schemes the rules specify the rate of benefits to be paid. Mostly 
it is salary-related (final salary, average salary, best year’s salary). With DC 
schemes future benefits are determined by the contributions paid into the 
scheme and the investment results on those contributions (money purchase 
schemes).925  
In general a taxpayer would like to know what the actual future pension is 
going to be. However the question is whether this is possible in practice. With 
respect to personal pensions, a DC system is used. The question however is 
whether or not this is the best system for a participant. It is obvious that a DB 
system in itself is not applicable to personal pensions since personal pensions 
are not salary-related.  Therefore attention has to be paid to the fact that most 
risks lie with the participant in DC systems. These risks ought to be minimized 
since most participants are not capable of bearing these risks. Furthermore, 
fewer risks will lead to more confidence in the pension system. 
 
6.5.1. DB character 
 

The rate of future benefits is the central issue within a DB system. The accrual 
rate is the central item being a percentage of an employee’s earnings for each 
year of contribution. A huge advantage is that a participant already knows the 
future benefits when entering into a DB kind of product. Most risks in this 
type of retirement provision lie with the provider or the employer. A taxpayer 
pays his contributions and buys certainty with respect to investments, 
longevity and maybe even inflation. Within the DB-framework there are all 
kind of variations possible.926 
Traditionally occupational pensions were structured as DB provisions. In the 
last decades a shift can be seen from DB towards DC.927 Nowadays most 

                                                                 
924 OECD 2005, p. 14. 
925 Pension Trends Chapter 8: Pension Contributions, 2013 edition, Office for National 
Statistics, p. 1. 
926 See for more information e.g.: Whitehouse 2006, p. 282ff. 
927 E.g. in the UK there is a closure rate of 16 per cent from 1995-2000 (5.2 million DB-
workers in 1995, 4.6 million in 2000, 2.4 million in 2009, and 1.9 million in 2011). Also in 
Sweden a shift took place from DB to DC with white-collar workers (Svenskt Näringsliv) in 
2006. On the other hand the Netherlands has mainly preserved its DB-character. See Social 
Protection Committee 2008, p. 12. Nevertheless even here a shift took place from final pay 
towards average pay (both DB) and the number of DC pensions increases. See Van de Grift 
2009, p. 160. In the USA the proportion of private wage and salary workers participating in 
DB pension plans fell from 38 to 20 per cent between 1980 and 2008. With respect to DC 
plans the proportion increased from 8 to 31 per cent in the same period (see Butrica, Iams, 
Smith and Toder 2009, p. 1). 
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countries have DC systems.928 A reason for this change is the demographic 
development, but also accounting rules (IAS 19). 
The figures for ageing society and the longevity lead to the fact that DB 
systems are becoming increasingly unsustainable. Experience of DB-schemes 
shows that necessary adjustments of pension levels or contributions are 
politically hard to carry out and therefore are postponed.929 The move from 
DB toward DC means that risks (such as longevity returns) are transferred 
from employer or pension fund or the insurance company, towards the 
employee or individual.  
Another reason for this shift costs for plan sponsors and the deterioration in the 
economic situation of several large enterprises. For example employers might 
bear the risk of having to make severe additional payments when the value of 
equities drops. These additional costs may lead to all kind of effects with 
respect to the employees as the credit crunch of 2008 has shown.930 Also DB-
employers suffered a competitive disadvantage compared to employers with a 
DC-plan. DC plans are regarded to be simple and employers are free of any 
financial risks associated with a DB plan.931 
Merton, however, is of the opinion that the problem with DB plans is that 
they were mispriced from the beginning. He believes that the accounting 
treatment of DB plans was systematically undercutting the cost of benefits. 
Because the stock market was up 9 out of 10 years in the 1990s, there was no 
problem in funding these under-priced plans. But it became a problem with 
the market crash in 2001/2002.932 Also the Goudswaard Commission 
concluded that the occupational pension contributions are not sufficient for 
the pension level and security that is communicated.933  
 
6.5.2 DC character 
 

DC is the traditional system for personal pensions. Fixed contributions are paid 
and the final result depends on several aspects, such as interest, longevity and 
investment result. DC plans make costs for employers predictable. 
Furthermore DC plans lead to taking risk off the employer’s balance sheet 
(IAS 19).934 An advantage of DC is that it provides mobility for taxpayers.935 
 
  

                                                                 
928 Also see Ashcroft, 2009, OECD, p. 2. 
929 National Strategy Report Sweden 2005, p. 31. 
930 See Munnell, Aubry and Muldoon 2008, no 8-18, Boston College.  
931 Estreicher and Gold 2007, pp. 331/332. 
932 Merton 2007.  
933 Goudswaard, Beetsma, Nijman and Schnabel 2010. 
934 Merton 2007, pp. 5/6. 
935 Holzmann 2004, p. 25. 
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6.5.3 Shift from DB to DC 
 

With respect to occupational pensions a shift took place (and is still occurring) 
from DB towards DC. Reasons for this shift are explained before, but it is 
questionable whether this shift is a good development for the future 
pensioners. Risks that are to be addressed are:  

- Conversion risk (point-in-time sale of investment); 
- Costs; 
- Adequate contributions; 
- Investment risks; 
- Longevity risks. 

Some results have already become clear.  
I agree with Munnell, Webb and Golub-Sass, who emphasize that the main 
objective of pension should not be to accumulate a pile of assets, but to 
provide retirement income.936 Antolin is of the opinion that promoting 
occupational and personal pensions as a substitute for public pensions raises 
issues regarding risk bearing (and administrative costs) which needs to be 
carefully examined.937 In my view this is the same regarding the shift that takes 
place from DB to DC. Antolin, Pugh and Stewart observed weaknesses of 
the DC system. They conclude that there are often inadequate contribution 
rates based on unrealistic expectations. Furthermore they recognize ineffective 
investment of the assets in the accumulation phase. And also the so-called 
point-in-time sale of the investment at the moment of buying an annuity leads 
to problems.938  
Kuné addressed this issue in his oration. When making a DC arrangement this 
conversion risk should be mitigated as much as possible. Normally the interest 
level at the moment of buying an annuity is determinative with respect to the 
level of the annual annuities. Differences can be vast from one year to another, 
although the accrued retirement capital is the same. Asset pooling could be 
welcomed in his view, although it decreases the individual options for a 
participant and it would make participation less individual.939 
Munnell shows that returns are lower than with DB.940 Costs are higher than 
with DB-arrangements.941 Estreicher and Gold summarize the consequences 
of the shift from DB-plans to DC plans, showing that especially employees 
with an average income will receive a far lower pension. The reason for this 
decrease in pension entitlements is the fact that employees make mistakes at 
every step along the way. Employees do not contribute enough; make wrong 
decisions with respect to the investments, etc. Therefore shifting the 

                                                                 
936 Munnell, Webb and Golub-Sass 2008. 
937 Antolin, De Serres and De la Maisonneuve 2004, p. 24 
938 Antolin, Pugh and Stewart 2008, p. 35. 
939 Kuné 2004, p. 13. 
940 Munnell, Soto, Libby and Prinzivalli 2006. 
941 Munnell, Aubry, Hurwitz and Quinby 2011, p. 2.  
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responsibility of decision-making from employers to employees is a negative 
system. 942 
In the UK for example the average employee in private sector DB schemes 
contributes 5.2 per cent of salary to their pension, compared to 2.9 per cent by 
employees in DC schemes. Also employers in DC schemes contribute less. In 
2009 the average contribution by employers to DB-schemes was 16.5 per cent 
of salary and only 6.4 per cent with DC schemes.943 
 
 
Scheme size 

(total 

membership) 

 Defined-

benefit 

  Defined-

contribution 

 

 Member Employer Total Member Employer Total 

10,000+  4.2 14.9 19.1 2.3 6.0 8.3 

5,000 to 9,999  4.9 16.2 21.1 3.5 7.0 10.5 

1,000 to 4,999  5.3 13.1 18.4 2.8 4.8 7.6 

100 to 999  5.1 16.0 21.1 4.0 5.9 9.9 

12 to 99    3.8 6.0 9.8 

 
Table 25: Private sector weighted-average contribution rates by scheme size: 

2006 (per cent)944 

 
 
In the UK auto-enrolment has been introduced (see par. 4.2.4.1). With auto-
enrolment employees are automatically enrolled into the employer's pension 
scheme without any active decision by the employee. With this introduction 
more people will be saving into DC pension schemes. These schemes will be 
DC schemes. Therefore, in the UK some DC principles are given attention:945 
 

- Good member outcomes are monitored by a Code of Practice; 
- An increase of the amount people are saving is encouraged; 
- Transparency of charges and building trust (and excluding schemes 

from automatic enrolment if fees are too high); 
- Emphasizing the Open Market Option (that participants have the 

right to buy an annuity from another provider than the one that holds 
their pension savings). 

 

                                                                 
942 Estreicher and Gold 2007, p. 333 - 335. 
943 Pension Trends 2011b. Calculations show that about 15% of the annual salary plus a 3% 
annual investment return is needed for a good pension, Schröders 2013. 
944 National Statistics 2007, p. 7 
945 Department for Work and Pensions 2012, pp. 16-24. 
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Van Rooij, Kool and Prast used a representative survey based on about 1000 
Dutch citizens. One of their conclusions was that the average respondent 
considers himself financially unsophisticated and is reluctant to take control of 
retirement savings investment. Also employees prefer a DB arrangement and 
do not want to think about their pension.946 People in general are financially 
illiterate and even knowledge on basic concepts like inflation and interest is 
not present. Furthermore the information needed to make proper financial 
decision is lacking. According Bodie and Prast this really is alarming since 
more and more risks are shifted towards the individual.947 Furthermore, Bodie 
is of the opinion that risks are being transferred to those who are least qualified 
to manage it. He mentions the fact that the AFL-CIO, America’s Union 
Movement, wrote that DB plans remain the best and soundest vehicles for 
building and safeguarding retirement income and security. 948 Also Merton 
notices that all kinds of decisions are being handed over to the individual 
(from brain surgeons to assembly line workers) despite these individuals not 
being qualified to make these decisions.949 
In DC systems participants often have the option to make their own choices 
with respect to investments. This can differ from ordinary savings accounts to 
all kind of stocks that can be invested into. Of course this means that the 
investment risk also lies with the policy holder. This has become painfully 
clear with the financial crisis of 2008. According to Munnell and Muldoon 
the question should be raised whether participants need to be protected against 
investment risks.950Poiesz and Swinkels state that default (life cycle) funds 
could be used instead of participants making their own choice.951 Also 
Burtless is of the opinion DC schemes needs new retirement investment 
products.952 
Carlsson, Erlandzon and Gustavsson notice possible advantages for 
individuals with DC schemes. They distinguish specific risk and return 
characteristics, portability and not being dependent on the ‘one-size-fits-all’ 
idea.953 Their conclusion with respect to the results of DC plans depends 
primarily on the portfolio choices of the individual. On the other hand Bodie 
believes that the more investments options taxpayers get with the self-directed 
DC retirement plans, it does not lead to a better situation. When people do 
not have a full understanding more options only make them more 
vulnerable.954 Also Antolin, Payet and Yermo observe that many participants 

                                                                 
946 Van Rooij, Kool and Prast 2007, 701-722. 
947 Bodie and Prast 2007, p. 115ff. 
948 Bodie 2002, p. 4. 
949 Merton 2007, pp. 6/7. 
950 Munnell and Muldoon 2008. 
951 Poiesz and Swinkels 2012, p 264. 
952 Burtless 2012, p. 102. 
953 Carlsson, Erlandzon, and Gustavsson 2008, p. 2.  
954 Bodie 2002, p. 4. 
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in DC schemes are not capable of making the correct choices. Furthermore 
they are of the opinion that switching to bonds in the last decade before 
retirement (and equities in de period before) leads to the best result.955 
However this subject goes beyond the scope of this research and therefore is 
not discussed in depth. 
So the employee has not only the investment risk, but also the risks dealing 
with interest-level, longevity and inflation. These risks could be controlled by 
purchasing deferred annuities which generate pension benefits similar to those 
of a DB plan.956 In most situations the longevity risk of DB schemes is 
controlled by legislation. Additional contributions have to be made by 
sponsors of the plan in case of a rising longevity. With DC plans this is not the 
case. The longevity risk is only borne by the participant and there is no 
stimulus to deal with this risk. 
Recent history has shown that is hard to predict the increase of life 
expectancy. Gains in life expectancy are uncertain. If they would be 
foreseeable and taken into account when planning retirement, the impact of 
life expectancy would not be a real issue. But practice has shown that the life 
expectancy outcomes (and also future mortality) are different than expected. In 
fact the increase in life expectancy was unanticipated.957 
Traditionally, an insurance company can guarantee a lifelong income to a 
taxpayer, but of course this comes at a certain price. But when the assumption 
an insurance company makes when a participant makes his contributions are in 
line with reality, this means that during the paying out phase a participant will 
receive lower benefits (or else the insurance company has a financial problem). 
Antolin makes suggestions on how to cope with the longevity challenge. He 
suggests a stochastic model. Even the regulatory framework must in this 
instance be changed. He also mentions indexing pension benefits to life 
expectancy.958 
In my view it is questionable whether personal pensions should be lifelong (see 
par. 6.11.3.4). Regulations could dictate a minimum number of years for 
pension benefits to last (e.g. 20 years after the pension age). 
The pension age could be indexed and linked to life expectancy. This is 
already happening in several states, for example the Netherlands passed 
legislation in 2013. The result is that taxpayers are not certain about the 
moment at which they will start receiving benefits. 
An alternative approach would be hedging the longevity risks (see par. 6.11.5). 
The advantage of hedging this risk is that providers shift this risk, but on the 
other hand, of course considerable costs are involved. 
Figures from the US show that typical households approaching retirement 
only have accrued modest reserves in personal pensions. Also the credit crunch 

                                                                 
955 Antolin, Payet and Yermo 2010. 
956 Bodie, Marcus and Merton 1985, p. 10. 
957 Antolin 2007, p. 3. 
958 Antolin 2007, pp. 14-15. 
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led to a huge loss for participants in individual retirement accounts. 
Furthermore a participant in these accounts has a conversion risk at the 
moment when he has to buy an annuity. Interest might be high, but could be 
low as well. The conclusion is that DC plans lead to dramatically different 
retirement provisions for different employees, although these employees paid 
the same contributions. The reason is the performance of the market. In order 
to eliminate these fluctuations, guarantees can be bought. The price for these 
guarantees leads to far less fluctuations, but also to considerable average lower 
provisions compared to life-cycle funds. Munnell, Webb and Golub-Sass 
prove this by projecting a typical case looking at the history. The question is 
whether or not these fluctuations are acceptable for a government. 959  
Because of the risks in DC plans one can notice that all kinds of suggestions 
are made to limit these risks. Capping DC charges is one of those suggestions 
(see par. 6.8). Also a money-back guarantee is to be found, and limiting 
investment options. All these kinds of measures try to either limit the risk or 
improve the result of DC schemes. 
 
6.5.3.1 Conclusions 
 

A shift from DB to DC is going on in the western world. In my view 
governments should monitor this shift carefully, since there is a severe risk that 
pensions will decrease substantially with DC in the end. Risks (conversion 
risks, costs, inadequate contributions, investment, and longevity risks) are 
shifted towards the individual and one should be aware of the fact that most 
individuals are in no way capable of bearing, understanding and coping with 
these risks. As a matter of fact, they are mostly uninterested. Nevertheless these 
individuals will notice the consequences of the disadvantages of most DC 
systems. Therefore a mere shift from DB to DC is not the right direction. This 
shift might be necessary because of accountancy legislation or unacceptable 
risks at the level of employer or provider, but changing the system ought to be 
accompanied by limiting the risks at the level of the individual taxpayer as 
much as possible. It still is a bridge too far to assume that the average taxpayer 
is able to understand and bear the risks with respect to their occupational or 
personal pension. I do not believe in a model that shifts the risks towards the 
individual to be a change for the better when looking at pension income. On 
the contrary, it may lead to a deterioration of the system. Therefore, systems 
other than an ordinary DC system have to be studied.  
 
  

                                                                 
959 Munnell, Webb and Golub-Sass 2008. In this article they refer to the Federal Reserve’s 
2004 Survey of Consumer Finances report that shows that the average 401K balances for 
these households is about $ 60,000. 
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6.5.4 Personal pensions 
 

Arranging personal pensions will lead to a kind of DC provision. From the 
paragraphs above it becomes clear that DC systems are not a change for the 
better with respect to the individual taxpayer. In my opinion DB systems are 
to be preferred. This has to be emphasized and therefore extra attention has to 
be paid to eliminating as much risks as possible when using the DC system. 
Par. 6.5.3 shows that the shift from DB to DC does not bring better pensions 
in general. In fact it shifts the risks towards the individual and the individual is 
actually the person who understands least of these risks. These risks should not 
lie with the individual, but with the supplier who understands and can manage 
these risks.960  
Therefore an important question is how to improve the quality (and level) of 
personal pensions. If privately managed pre-funded schemes ought to play an 
important role in the area of retirement provisions a participant has to be sure 
that he will obtain what is expected in future.  
Barr and Diamond observe that one of the main reasons for the financing 
problems of current pension systems is the fact that traditional DB systems 
were static and had no automatic adjustment to demographic trends. This 
caused financing problems. Therefore a good system is a system that can be 
adjusted easily with respect to changing circumstances. This is possible with 
DB systems. DC systems will lead to lower benefits when for example life 
expectancy occurs. So here the problem is the possible inadequacy of the 
benefit level.961 
Already there are authors who try to merge the best of both worlds. 
 
6.5.4.1 Managed DC 
 

Merton published his idea called the Managed DC system. The disadvantages 
of the DC system are the fact that employees do not have the time, interest or 
expertise to manage the DC pension. It is even questionable whether 
households are capable of making these decisions in future, even if they were 
to be well informed.962 Experience in the USA proves that participants are not 
able to plan their pension adequately. Complexity plays an important role and 
all kind of psychological behaviour, postponement of making decisions and the 
lack of willpower being the most important.963 
According Merton the ordinary DC system does not represent a sustainable 
solution for consumers.964 But in his view also measures like a minimum-

                                                                 
960 Also see Bodie and Prast 2007, p. 118. 
961 Barr and Diamond 2008, pp. 1-2. 
962 Merton 2006. 
963 Bodie, Prast and Snippe 2008, pp. 8-10. 
964 Hanna 2008. Also see Dimensional Managed DC <www.dfaus/managed_dc>). 
Pensioensysteem moet op de schop, Het Financieele Dagblad (1 February 2011).  
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return guarantee (too expensive) or restrictions on asset allocation or solely 
focussing on information requirements (for example, on returns) are focussing 
on the wrong risks. These measures bear the risk of failing to ensure that the 
income goals are met.965 
Managed DC focuses on an inflation-protected annuity and not just an 
endpoint with a lump sum of accumulated funds. So, similar to the DB 
system, an annual income plays a central role in this system.  According to 
Merton this system combines the DC plans that satisfies the goals of an 
employer and provides the outcomes of a DB plan.966 2011 the former Work 
and Pensions minister Hutton also showed his interest in the managed DC 
concept, since such schemes offer some aspects of DB products.967 
How does it work? Employees using Managed DC have to make some 
personal choices (how much is invested, pension age, desired annual income). 
From these personal choices onwards the Managed DC system creates an 
investment choice (algorithm) that is dynamically managed for each participant 
on a regular basis. In this perspective Prast links the retirement provision of a 
taxpayer to the standard of life that is desired and not so much a specific 
income.968 
The advantage of the Managed DC system is that is fairly easy to explain 
towards participants. It is not necessary for the participants to understand the 
technique behind the product, but that they can rely on the result that is 
promised by the provider.969 Merton is of the opinion that employees should 
be given choices, but choices they can understand and are really important. So 
there should not be questions dealing with the mixture of equities for 
example. Also Bodie is of the opinion that because of transaction costs, 
agency problems and limited consumer knowledge, dynamic asset allocation 
should be performed by financial intermediaries.970 Questions that are relevant 
are:  
- How much income is needed in retirement (standard of living)? 
- What standard of living do you want to have? 
- At what age do you want to retire? 
- What contributions are you willing to make?971 
 

                                                                 
965 Merton and  Snippe 2011. 
966 Merton 2007, p. 8. 
967 UK should consider managed DC pension schemes – Lord Hutton, www.ipe.com, 20 
October 2011. 
968 Lifestyle als uitgangspunt voor pensioen, NRC Handelsblad, 1/2 November 2008, p. 21. 
969 Bodie and Prast 2007, p. 117. They refer to Merton 2006, who compares buying a 
pension product to buying a car. A consumer is not interested of the actual mechanics 
under the bonnet of a car, but is interested in its results. The same should be the case for a 
retirement product. 
970 Bodie 2002. 
971 Merton 2007, p. 8. 
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By answering these questions this system creates a customized investment 
plan. Nevertheless, in practice this can be found to be difficult by participants. 
The complexity of the questions can be decreased by limiting options for the 
participants.972 This can be done by tailoring to the desired default and 
minimum income targets. This system already functions in practice.973 
Employees are encouraged to study the plan regularly to see if it is on track. 
Part of the Managed DC is an interactive planning tool and participants can 
make adjustments at all times. At the moment of retirement this system gives 
the beneficiaries the option to buy an indexed annuity. Also Bodie proposed 
indexed annuities.974 
Managed DC does not offer a guarantee regarding the actual future income of 
the participant. The actual contributions as well as the development of interest 
rates remain relevant factors. 
Bodie, Prast and Snippe propose a model inspired by Merton in which a 
participant only has to make simple personal choices, but is not bothered by 
the complexity behind these choices. So a participant does not have to be 
engaged. The goal of this system is not to achieve a high as possible retirement 
income, but an income that corresponds to the wishes of the participants. 
“Safety first” is the starting-point.975 
As far as I can see Managed DC is developed for occupational pensions. 
Nevertheless the basic ideas emphasize the risks for participants in personal 
pensions since these pensions are always based on DC. Therefore this system 
should be able to function for personal pensions as well. 
 
6.5.5 Conclusions 
 

In general the shift from DB towards DC that has taken place does not bring a 
change for the better for participants. From a theoretical point of view the DB 
system can be seen as real pension and pure DC cannot. With the shift from DB 
toward DC all kind of risks like conversion risk, interest, investment and 
longevity risks, are transferred from provider of possibly employer to the 
participants. These participants are the people who are least qualified in general. 
Often individuals are not only financially illiterate and unsophisticated, but in 
most situations even uninterested. Therefore still DB is the system that is to be 
preferred. But it is clear that DB systems are becoming rarer, for several reasons. 
Therefore attention has to be paid to the alternatives. And a pure DC system is 
hardly a serious alternative. 
Since personal pensions are only to be found in the form of DC arrangements 
attention has to be paid to the risks participants are subject to and these risks 

                                                                 
972 See Bodie, Prast and Snippe 2008, pp. 16-18, for an elaborate description of this system.  
973 This system is introduced at Philips Electronics in the Netherlands (2006), Germany 
(2007) and the UK (2008). See Bodie, Prast and Snippe 2008, pp. 21 and 29-31. 
974 Bodie 2002, p. 5. 
975 Bodie, Prast and Snippe 2008, p. 13. 
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must be minimalized. It may be possible to use the best of both worlds. The 
ideas behind Managed DC are to be welcomed. Taxpayers understand this 
system and it could be sustainable and supply an adequate pension, which 
means that actually taxpayers will believe in the system. Taxpayers are not 
required to understand the technique of products or make investment choices. 
The system does it for them when taxpayers answer a few simple questions. 
Important will be that taxpayers can believe the providers of these systems and 
trust that the proposed outcome will be there in the end. In practice there is 
not enough evidence that Managed DC does have the outcome that is 
desirable. The basic assumptions however are valid, in my perspective.976 
Whether or not Managed DC is the genuine solution, it is clear that 
participants in personal pensions are not capable (in most situations) of bearing 
the risks of a traditional DC personal pension. They will have to be assisted. 
DB has not and will not exist for personal pensions, so extensive attention 
must be paid to the fact that participants are to be helped in all kind of ways to 
achieve the pension they expect. 
Elements that are of importance to participants of personal pensions are the 
price, the longevity risk and reliability and flexibility. It is important that a 
government is able to clarify that it is good for citizens to contribute to 
personal pensions. It should be clear that a participant is better off investing in 
a personal pension. Finally, the personal pension system should be a flexible 
system. It should be possible that it adapts itself to changing circumstances. 

 
6.6 Simplicity 
 
A lot of states decreased state pensions or at least plan to do so. More and 
more citizens are responsible for arranging a sufficient retirement income. In 
most cases this is not obligatory. Taxpayers have their own choice in arranging 
occupational or personal pensions. 
My assumption is that a state would like to see that its citizens have an 
adequate pension. This is in the interest of a state, because with an adequate 
pension taxpayers are not dependent anymore. Also the EU 2020 goals focus 
on the adequacy of pensions.977 But in order to actually arrange occupational 
and personal pensions, the threshold for taxpayers should not be too high.  
One of the general principles of law is that legislation should be clear. A 
citizen has to be able to overlook his financial situations and possibilities in an 
easy way.978 Occupational and personal pensions often are regarded to be 
difficult and this attitude could lead to the fact that taxpayers will build up a 
lower pension because of decreasing state pensions, but will not fill this gap 
because of difficult rules or legislation. Pension expectations of taxpayers are 

                                                                 
976 Annex 4 gives a table in what happens every month in Managed DC. 
977 Adequacy and sustainability of pensions, 
<http://ec.europa.eu/europe2020/pdf/themes/04_pensions.pdf>. 
978 Dietvorst 1994, p. 415. 
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often too high, taxpayers have difficulties calculating the impact of some 
events during life, taxpayers often find pension benefits disappointing and also 
knowledge and understanding of pensions is poor, but also the interest in 
pensions is low.979  
Choices have to be kept simple. If there are too many options, the risk is that 
taxpayer will not choose at all.980 Research also shows that when a system is 
simple, especially the low earners are reached. 
Merton also believes simplicity to be important. By creating a stable system, a 
tool is created that people will be more likely to learn, use and understand. 
When a taxpayer only has to make a handful of choices in such a robust 
system it becomes simpler and will be more available for taxpayers in the long 
run. It should be a user-friendly system that people can become familiar 
with.981 
A lot of changes have taken place in the legislation on occupational and 
personal pensions in the several countries. A typical expression is made by 
Blake, who said that ‘the cement never sets on British pension legislation’.982 
Amongst other things, rapid changes do not contribute to the simplicity of the 
retirement system and do not contribute to the trust citizens have in the 
system. 
This paragraph will focus on some measures the four states have taken 
especially regarding the simplicity of the pension systems and finally will make 
some conclusions. 
 
6.6.1 Simplifying Riester-Rente in Germany 
 

In Germany the Riester-Rente was introduced because of the implementation 
of limitations in the state pensions. After a couple of years, changes in the 
Riester-Rente took place in the Alterseinkünftegesetz. These changes can be 
summarized as simplifying the Riester-Rente. The administrative burden for 
taxpayers was decreased and shifted towards the institutional provider and also 
more flexibility regarding the contributions was introduced. 
This simplification led to a dynamic growth of the Riester-Rente (see par. 
4.3.5.3).  Therefore one can conclude that a simple product can contribute to 
the success. Especially people with lower incomes are reached, by means of a 
simple product.983 Research of Börsch-Supan showed that complicated 
models (even if it is not that complicated, but taxpayers still believe it to be 
complicated) do not work. Simplifying these models will not work 
immediately, but only after some period of time.984 

                                                                 
979 See AFM 2010, p. 7. 
980 Barr and Diamond 2008, p. 6. 
981 Merton 2007, p. 8. 
982 Blake 1995, preface. 
983 Börsch-Supan, Reil-Held, and  Schunk 2006, p. 5. 
984 Börsch-Supan, Reil-Held, and  Schunk 2006, p. 7. 
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Furthermore research shows that communication on the future income and 
communication about the fact that it is necessary to make financial 
arrangements for future income, contributes to the fact that taxpayers actually 
take initiatives.985 
 
6.6.2 Personal pensions and simplicity in the Netherlands 
 

As shown in par. 4.1.4.2 taxpayers only are allowed to deduct contributions 
for personal pensions if they can prove they have a pension deficit in the 
Netherlands. The definition of a pension deficit is to be found in the ITA 
2001. The result of this legislation is that, in order to see whether there is a 
pension deficit, a taxpayer has to make an annual calculation. Amongst others, 
elements in this calculation are his income and the other retirement provisions 
that he is building up. In general this is regarded to be difficult and could be a 
high threshold for most taxpayers. TNS NIPO did some research and found 
out that taxpayers are willing to make use of their fiscal possibilities with 
respect to personal pensions, but they do not comprehend its workings.986 
Another important issue is the fact that the system of retirement provisions did 
change a lot between 1990 and 2010. Almost every year considerable changes 
were made and this probably led to mistrust of taxpayers against the Dutch 
legislator. Taxpayers did not know what to think of the legislation and often 
ended up doing nothing. 
Furthermore the standard deduction for personal pensions was abolished in 
2003. The Dutch government believes it to be possible that there will be 
people who have a pension deficit, but do not use the option of tax relief for 
personal pensions, because the sums are too hard.987 Nevertheless, this was not 
an argument to keep a standard deduction in the Netherlands. Important was 
that the Dutch government wanted to prohibit free riders behaviour. The fact 
that calculations can be a severe obstacle for taxpayers to make use of their 
fiscal possibilities is a situation that should be avoided. Building up an adequate 
pension should not be hindered by complex legislation. This is especially the 
case in situations where the initiative lies at the level of an individual taxpayer. 
A change for the better is the fact that from 2008 personal pensions can also be 
provided by banks. The transparency banks deliver is regarded to be better by 
taxpayers. Also taxpayers are of the opinion that banks calculate fewer costs 
compared to insurance companies. Whether or not this is true will become 

                                                                 
985 Börsch-Supan, Reil-Held, and  Schunk 2006, p. 7. 
986 TNS NIPO and Zwitserleven (Swiss Life), 2006. This research shows that taxpayers do 
not use the annual possibilities for tax deduction, although they would like to. The main 
reason is the fact they do not know or understand the way the annual deduction has to be 
calculated.  Press report of 20 February 2006. Also: De Financiële Telegraaf 20 February 
2006. 
987 TK 2005-2006, 30 375,nos 1-2, p. 138. 
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clear in the future, but recent figures show that personal pensions with banks 
are far more popular than with insurance companies. 
 
Year Insurance Companies Banks* 

 Number of policies 

* 1,000 

Number of accounts 

* 1,000 

2003 143 - 

2004 129 - 

2005 154 - 

2006 122 - 

2007   95 - 

2008   83 - 

2009   59 100 

2010   24 221 

2011 .. 366 

2012 .. 553 
 
Table 26 Number of annuity- policies and total contribution 2003-2012988 
* Banks have only provided annuities since 2008. 
 
Because of the fact that until 2008 only insurance companies were allowed to 
provide personal pensions, it meant that this product in itself was rather 
complicated. A life insurance has both a savings section and a section dealing 
with benefits in case of death. A bank is only a savings institution, meaning 
that with banks it is not possible to arrange a provision for benefits in case of 
death. So the products became simpler. Real risks can be insured with an 
insurance company. Savings for the old age can be done at the level of an 
insurance company but also with banks.  
A solution for more simplicity might also be found in the so-called “pre-filled 
out tax return” (VIA). Because of the fact that the tax authorities do have the 
most information on income and wealth of individual taxpayers, they are able 
to fill out a tax return for a taxpayer on beforehand. The taxpayer only has to 
control this tax return. Eventually in this tax return it should be possible that 
the tax authorities already calculate what the possible tax relief for personal 
pension is. But that this is possible is shown by Canada. Taxpayers in Canada 
receive a statement that shows exactly how much they can save in personal 
pensions in that year.989 Of course taxpayers should be able to rely on the 
information by the (tax) authorities.  
It is not necessary that very accurate calculations have to be made in order to 
see what the maximum tax relief of a taxpayer is. The system could be 

                                                                 
988 Centrum voor Verzekeringsstatistiek <www. verbondvanverzekeraars.nl> accessed 15 
September 2013 and www.cbs.nl.  
989 OECD 2001, p. 114. 
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simplified by a more approximate calculation. This system should account for 
fiscal possibilities for both occupational and personal pensions since the basic 
idea of those provisions is the same.990  
The disadvantage of exact calculations is that mistakes can be made. This can 
lead to the fact that contributions are paid, but afterwards the taxpayer and tax 
authorities (at the moment of controlling the tax return) come to the 
conclusion that these contributions are not fully deductible. The reason for 
this can be the fact that a taxpayer is insufficiently aware of the tax legislation 
or he judges his fiscal possibilities incorrectly. This again leads to tax 
consequences, since part of the benefits should be treated differently from the 
benefits corresponding with deductible contributions.991 In the Netherlands 
this situation led to very difficult discussions and adjusted - even more 
complex - legislation that does not solve the problem completely, in my 
view.992 
Still the current system for personal pensions in my view is too complicated in 
the Netherlands. Improvements can be made. Also Stevens is of the opinion 
that the current system is difficult. Because of the complex legislation 
(especially the administrative burden) he believes that the tax advantages will 
soon be lost for taxpayers. He questions why the legislator has to make this 
detailed legislation, since a taxpayer should take initiative and responsibility. 
He therefore suggests a tax-free bank account with some additional rules and 
limits. That is simple and according to Stevens one should consider that other 
options are far more difficult.993 
Simplification is also achieved if a taxpayer can contribute a maximum 
percentage of his income into personal pension. Perhaps the age of a taxpayer 
can play a role there. Of course one has to take into account the contributions 
made for occupational pensions.994  
Something similar is discussed in Dutch Parliament when debating on the ITA 
for the 21st century.995 The proposal was a kind of retirement umbrella, but 
looking at the legislation nowadays, this idea has not been fully accomplished 
(see par. 6.3.2). 
 
6.6.3 Simplicity and pensions in the UK 
 

In the UK discussions started on simplification started in 2002. The Inland 
Revenue even had a Pensions Simplification Team. The complexity of the 
system occurred since every successive set of changes has overlaid the previous 
rules. But these previous rules were allowed to continue for people who 

                                                                 
990 Also see Dietvorst 2007. 
991 See TK 2005-2006, 30 375,  nos 2 and 3.  
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stayed in the pension scheme. There were eight different regimes in the UK. 
The result is that many taxpayers save too little with the result that the 
eventual retirement provision is too small. These taxpayers believe the system 
to be too difficult and even employers become reluctant to sponsor 
occupational pensions. 
Another result was that costs were high, because of complex administration. 
The UK government believes that simplification encourages people to obtain 
retirement provisions and furthermore it will reduce costs since less advice is 
necessary. The system will be more straightforward and comprehensible.996  
In the Finance Act 2004 simplification and uniformity of the legislation 
regarding occupational pensions took place (see par. 4.2.2.2). Every taxpayer 
has the right building up a certain pension capital. This capital is indexed 
annually (the so called Lifetime Allowance Charge). Every year contributions 
up to a high limit can be deducted from the income (Annual Allowance). This 
system more or less looks like a kind of natural maximum. 
In fact taxpayers can build up an unlimited account that is tax stimulated, 
without having to comply with all kind of limitative legislation. There are 
certain limits, but these mostly only come into practice at the moment the old 
age provision starts paying out. So it is legitimate to say that thorough 
simplification took place.  
Consequently in 2006 two White Papers were published with respect to a 
long-term solution regarding the future pension.997 The new system should 
contain (see par. 4.2.2.3) personal responsibility (with respect to under-saving), 
fairness (protecting the poorest), greater simplicity (clarifying the role of State, 
employer and individual), affordability (macroeconomic stability/right balance 
State/employer/individual) and sustainable solutions (enduring national 
consensus, flexible to future trends).The new system started in 2012. It mainly 
aims at the so-called low earners and the goal for that matter is to provide as 
many employees as possible with an adequate retirement provision. The basis 
is automatic enrolment. If an employee contributes to his retirement 
provisions, the employer also has to make a contribution and the employee 
also will receive a tax reduction. 
Especially simplicity and accessibility are the key words.  
In July 2010 the Office of Tax Simplification was introduced. The Office has 
been established to provide advice to the Chancellor on simplifying the UK 
tax system, with the objective of reducing compliance burdens on both 
businesses and individual taxpayers, according to the Office of Tax 
Simplification Framework Document. The taxation of pensioners is one of the 
first subjects, since this is often seen as overly complex.998 An interim report 

                                                                 
996 Inland Revenue 2002, pp. 3 and 5. 
997 White Paper 2006 and White Paper 2006a. 
998 See Taxation of Pensioners at <www.hm-treasury.gov.uk/ots.htm> accessed 15 
September 2013. 
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was published in March 2012 and HMRC responded in July 2012.999 
Substantial changes are not proposed yet. 
 
6.6.4 Conclusions 
 

When the system is simple, a taxpayer is more likely to feel responsible and 
arrange for his own adequate pension. Evidence from Germany illustrates that 
a simple system reaches low and medium earners. Also the UK is convinced 
that the old system was too difficult and simplicity would improve the current 
system. 
In a situation where citizens become more and more responsible for their own 
retirement provision, the system should be simple. So taxpayers should not 
have to make complicated calculations and actually should understand the 
relevant legislation. On the other hand a state does not want to allow the 
opportunity for excessive retirement savings, and probably a state also wants to 
be certain that accrued reserves are used for retirement provisions. There have 
to be limitations, therefore. 
However, simplicity in itself contributes to the EU strategy of making pension 
systems adequate, safe and sustainable in the long term since taxpayers will 
consequently understand and use the systems. Furthermore, costs can be lower 
since less advice is necessary. Tax advantages will lead to advantages for 
taxpayers and will not vanish because of all kinds of advice that might be 
necessary. 
 
6.7 EU-law and international law aspects of personal pensions 
 
In chapter 3 the EU legislation and its relevance with respect to personal 
pensions in dealt with in depth. Important subjects in this perspective are exit 
taxes, non-domestic providers and international transfers of accrued 
occupational and personal pension reserves. In the last decades several cases 
have been decided regarding these issues by the CJEU.  
The international issues regarding occupational and personal pensions are 
discussed extensively in chapters 2 and 5. When creating a personal pension 
system states will have to abide by the international tax law. Also these states 
will have to make a policy how to treat occupational and personal pensions in 
double tax treaties. One of the most important issues is what particular state is 
allowed to tax occupational and personal pensions at the moment the benefits 
are paid out.  
Since both the EU law and international law are discussed extensively in the 
former chapters only conclusions are made in this chapter. 

                                                                 
999 Office of Tax Simplification, Review of pensioners’ taxation: Interim report, March 2012, 
HRMC, Report to the Office of Tax Simplification – Update in progress, 31st July 2012, 
<http://www.hm-treasury.gov.uk/ots_pensionerstaxreview.htm> accessed 15 September 
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6.7.1 Conclusions EU law 
 

A clear conclusion is that all states have or did implement some sort of 
protective legislation. More or less there were or are problems with EU law, 
since there were exit taxes or special and more severe legislation with respect 
to foreign providers. Exit taxes only are possible to some extent according the 
EU law and the CJEU. Foreign providers cannot be excluded from the 
national pensions market. Finally international transfers should be possible. 
The TFEU and the case law of the CJEU show that also the legislation for 
retirement provisions is gradually becoming ‘more European’. This is an 
unavoidable necessity. Already in the 2001 Communication on the 
elimination of tax obstacles in cross-border provision of occupational pensions 
the future directions become clear.  Amongst others the Commission believes 
the exchange of information should become more important, the EET 
principle is leading and unjustified obstacles to the free movement of workers 
because of the different pension taxation systems should be eliminated. The 
cases of the CJEU take care of the negative integration of EU legislation in the 
Member States. 
Conclusions of this case law are: 

- The TFEU is not applicable in internal situations; 
- Cross-border economic activity is not necessary; 
- Pensioners emigrating are protected by the TFEU; 
- The fiscal cohesion argument only plays a very limited role; 
- Deduction of pension-contributions only when the pension provider 

is established in the same state is not acceptable; 
- Exit taxes and preserving assessments are only possible under certain 

circumstances; 
- Guarantees might not be acceptable and reductions in value after 

emigration should be taken into account;  
- It is permitted for services of pension providers to be supplied from 

another Member State and this should not be treated differently 
compared with domestic suppliers. A branch or permanent 
establishment is not necessary. 

With respect to making a model on personal pensions, the directions given by 
the European Commission’s White Paper also have to be taken into account. 
 
6.7.2 Conclusions international tax law 
 

Tax treaties are quite common within the EU. The OECD-Model Tax 
Convention takes taxation in the state of residence as a default. This is 
increasingly questioned by states, and source state taxation, in one way or 
another, seems be getting more common. 
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As said in chapter 2, source state taxation is no longer a problem from a 
practical point of view. Providers are able to follow the taxpayer when 
emigrating and therefore can play an important role in correct taxation.1000 
Also the exchange of information between different states could play an 
important role. 
The arguments in favour of source state taxation at the moment the income is 
distributed are far better than those in favour of residence based taxation. So 
source state taxation should become the default option.  
This does not imply that this situation would be flawless. In a situation where 
retirement provision is not paid out from the source-state, but from the state 
of residence, because of an international transfer of pension rights, problems 
might occur.1001 These problems are solvable in my view.  In such a situation a 
clearing system could be implemented or a kind of balancing at the moment a 
taxpayer emigrates.1002 In the situation where a source state taxation is not 
acceptable a kind of limited source state taxation could be arranged in the 
double tax treaty. 
In the situation where a source state taxation is not acceptable a kind of 
limited source state taxation could be arranged in the double tax treaty. 
 
6.8 Providers and costs 
 
The possibility of building up occupational pensions, leading to lump sums 
and programmed withdrawals is generally provided by pension funds and 
insurance companies. However, with respect to personal pensions providers 
vary.  Art. 3.126 and 3.126a of the Dutch ITA 2001 state that qualifying 
providers are life insurance companies, banks, pension funds and pension funds 
or life insurance companies in another county. In Germany the providers can 
either be insurance companies, banks, Bausparkassen or other financial 
institutions.1003 In the UK, personal pension schemes are provided by an 
insurance company, a unit trust scheme manager, an operator, trustee or 
depositary of a recognised EEA collective investment scheme,  an authorised 
open-ended investment company, a building society, a bank, or an EEA 
investment portfolio manager.1004 Finally, in Sweden insurance companies, 
banks or directly on the securities market (both in so-called individual pension 
accounts) or sometimes even a kind of in-house management by the employer 
are possible providers.1005 The use of a state or other centralized annuity 
provider is even less common. There is, in practice, a state annuity provider in 
Sweden, where the actual accumulated contributions in the DC portion of 

                                                                 
1000 Kemmeren 2001, p. 398. 
1001 Commissie Pensioenen Internationaal 1999, pp. 121/122. 
1002 Commissie Pensioenen Internationaal 1999, p. 121 and p. 125. 
1003 § 1 (2) Gesetz über die Zertifizierung von Altersvorsorge- und Basisrentenverträgen. 
1004 Finance Act 2004, Schedule 154 (1). 
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social security are combined with the more dominant notional DC account to 
determine the individual‘s overall retirement pension income (payable from a 
single source).1006 It should not be possible to build up personal pension on 
accounts that participants are at the participant’s disposal.    
Tax incentives play an important role for participants. Tax deductions, 
matching contributions, employer contributions, tax liabilities and benefits 
offset in retirement influence taxpayers to contribute to personal pensions. 
Deductions, matching contributions or employer contributions are not 
obtained if they do not contribute to personal pensions. But personal 
circumstances are also always of importance. 
A second important element regarding future payback is the investment 
growth. In general the most important goal of retirement arrangements is that 
it leads to an adequate retirement income. In order to stimulate people to 
contribute to personal pensions the price motive is an important issue.1007 
People have to be motivated to contribute and by showing that there is a good 
payback, people will get interested in making use of personal pensions. 
Amongst others, costs are important regarding occupational and personal 
pensions. Looking at DC arrangements for occupational and personal pensions 
this means that this retirement income depends on the contributions and the 
investment returns. A downward effect can be caused by the fees of the 
providers.1008 
When supplying retirement provisions it is quite common that pension funds 
and life insurance companies are regarded to be the best providers. It can be 
questioned however whether they are the best providers.  
History has shown that costs were extremely high in personal pensions in the 
commercial market. The market did not function properly and participants did 
not get good value for money. Therefore other options have to be regarded. 
Perhaps the state should play an important role as a provider. Perhaps a better 
option would be a non-profit organisation that is allowed to provide standard 
personal pensions. Also banks, insurers, etc. should be allowed, but the state-
fund or non-profit fund could be a kind of default fund and the other 
institutions can show if they are able to perform better. 
If the government would act as a provider legislation should make certain that 
the accrued reserves never can be used by the government. This is important, 
because when this is not arranged it is possible that the government will use 
these reserves for their policy in the future. This is not in the best interest of 
the participants and therefore this has to be prevented.  
 
  

                                                                 
1006 Antolin, Pugh and Stewart 2008, OECD. 
1007 McCauley and Sandbrook 2006, p. 5ff. 
1008 Tapia and Yermo 2008. 
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6.8.1 Fees and costs 
 
The paragraph above shows that generally commercial companies are allowed 
to provide retirement provisions with respect to occupational and personal 
pensions. This seems quite logical since occupational and personal pensions are 
not obligatory for taxpayers in most situations. A problem occurring with 
these providers is that considerable costs may occur. The OECD mentions 
that costs can reduce the taxpayers’ capital considerably.1009 An annual charge 
of 1.5 per cent reduces a final pension pot by 22 per cent. An annual charge of 
0.5 per cent reduces it by nine per cent.1010 
Also the European Commission considers the fact that high management fees for 
personal pension plans can make these products quite unattractive. In particular 
they refer to the low-earners in this perspective.1011 In general, countries with DC 
systems have higher operating costs than countries with only a few funds offering 
DB, hybrid, or collective DC pension arrangements.1012  
Examples of these costs would be conceptualizing, certifying and advertising 
the occupational and personal pension products.1013 Furthermore there can be 
all kinds of fees, such as administrative charges, remittance fees, issue fees, 
transaction fees, etc.1014 Also the administrative burden at the level of the 
provider can be quite heavy.1015 Kopcke amongst others mentions costs with 
respect to asset management.1016 The lack of transparency and the impact of 
costs towards the actual benefits of a taxpayer are very important issues. In 
their research of eight countries Collard and Moore conclude that providers 
with networks of offices did manage to get a substantial market share, but at an 
increased cost for taxpayers.1017 In their report EuroFinUse mentions the fact 
that the sale of pension products seems more influenced by commission than 
suitability.1018 Therefore one can question whether this leads to adequate 
pensions because of the costs the tax advantages vaporise for the taxpayers. In 
general costs are lower in collective schemes, due to economies of scale and 
lower need for marketing. 
 

                                                                 
1009 OECD 2001a, p. 9. 
1010 Department for Work and Pensions 2012, p. 20. 
1011 COM(2000) 622 final, p. 12. 
1012 Pension Markets in Focus 2011,Issue 8, OECD, p. 11. 
1013 Corneo, Keese and Schröder 2008. Tapia and Yermo 2008 mentions marketing costs, 
operating costs, costs regarding collecting contributions, paying annuities, keeping records 
of accounts, etc.  
1014 Social Protection Committee 2008, p. 30ff. 
1015 Stevens 2007. 
1016 Kopcke, Vitagliano and Muldoon 2009, p. 2. 
1017 Collard and Moore 2010, p. 4 and p. 68. 
1018 EuroFinUse 2013, p. 3 
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6.8.1.1 Usurious policies in the Netherlands 
 

In their report the Social Protection Committee mentions ‘the temptation to 
hide some fees by providers’.1019 In the Netherlands life insurance companies have 
been selling personal pensions for several decades. In recent years several 
problems occurred with respect to so-called “usurious” life insurance policies. 
These policies are unit-linked life insurances. The problem was that the cost-
load of these products was quite high.  
Since the mid-1990s Dutch life insurance companies sold approximately 6.5 
million unit-linked policies. These policies became very popular because of 
the tax incentives and the increasing stock market prices in those years. 
Calculating with high returns, insurance companies prognosticated high 
capitals. 
Costs that were taken into account were costs relating to buying and selling 
investments, commissions and other procuration fees, administration-costs, 
fund-costs, etc. Research showed that these costs could be as much as 40 per 
cent of the contributions.1020 These costs were withheld from contributions 
directly or stocks were sold in order to pay for the costs. Of course this meant 
that the return on the investments could be very poor. 
At first, most policy holders were unaware of the disappointing return, because 
they did not obtain any information on the development of the value of the 
policy. Furthermore, until 2001 the stock exchange was healthy. But from 
2001 the decreasing stock exchange led to the fact that the costs were higher 
than the returns. This meant that the policy-capital grew less, despite the fact 
that the policyholder kept paying his contributions. Costs had to be paid and 
also in the years of a decreasing stock exchange stocks were sold (against a low 
price) in order to pay for the costs. There are examples of policyholders who 
as a result no longer received any capital. 
At first insurance companies denied responsibility for the low returns, since the 
stock exchange began to struggle. But in fact the costs of these companies led 
to the poor yields. Therefore in 2006 the first reports were written with 
respect to these usurious policies and an association was founded for 
policyholders. In 2008 KIFID published a recommendation1021 that entailed 
that the average costs should not exceed 3.5 per cent of the gross return.1022 
Also several organisations were founded for consumers in order to represent 
policy holders with respect to their claim against insurance companies.1023 
After the KIFID-report several life insurance companies reserved considerable 

                                                                 
1019 Social Protection Committee 2008, p. 30. 
1020 EK Deb, 2007-2008, 30 432, C. 
1021 KIFID is a Dutch Complaints Institute for the Financial Services.  
1022 KIFID 2008. 
1023 E.g. Stichting Verliespolis and Stichting Woekerpolis Claim. 
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compensations to the policyholders. These compensations are paid out from 
2012.1024  
These staggering costs were one of the reasons to introduce banks as providers 
for personal pensions. It is assumed that banks would calculate fewer costs. But 
still it is possible that individuals will be reluctant to carry out personal 
pensions compulsory with banks or insurance companies, because of the credit 
crunch of 2008/2009.1025 But is can be seen that from 2008 few personal 
pensions are sold by insurance companies and almost all personal pensions are 
sold by banks.1026 
Also with respect to occupational pensions (DC) some research has been done. 
Amongst others the conclusion of the AFM research is that the average costs 
(administrations costs, management fees, etc.) are about 16 per cent of every 
euro that is paid. With insurance companies these costs are even higher. This 
is not communicated well by the providers.1027 Kavelaars is of the opinion 
that other providers than pension funds or insurance companies should be 
feasible. He refers to the introduction of banks as providers with respect to 
personal pensions in 2008. In his view this is very successful and therefore he 
believes that banks, but also other institutions could be good providers for 
pensions as well.1028 
 
6.8.1.2 Occupational and personal pensions and costs in the UK 
 

Because of key-changes in the pension law1029 UK-citizens were allowed to 
opt out of the public pension SERPS and buy a personal pension instead. The 
same was possible for participants in occupational pensions who did not work 
for that employer anymore; there were even possibilities introduced to opt out 
of the occupational pension and take a personal pension instead.  These 
changes altered the UK pensions market fundamentally. 
During the period 1988-1994 a large number of people shifted from their 
occupational pension toward personal pension schemes. This led to mis-
selling. The personal pension products often were inferior and therefore 
research took place whether compensation to the policyholders should have to 
be given at the end of the nineties. At least 500,000 participants contracted-
out from their occupational pensions and replaced it with personal pensions 

                                                                 
1024 In 2009 the total compensation was about €2.4 billion. 
1025 Niessen 2008, p. 13. 
1026 E.g. see Press Release by the Dutch Central Bureau of Statistics: Banksparen neemt steeds 
hogere vlucht, 26 april 2011, CBS, PB11-033. 
1027 AFM 2009. Another report was published in 2012 showing that costs are as high as 17 
per cent of the contributions paid. See Lane Clark & Peacock 2012. The Dutch Pension 
federation argued that costs should not be attributed to the contributions, but ought to be 
attributed to accrued reserve. That would be 0.5 per cent . 
1028 In: Kappelle et al. 2011, p. 24.  
1029 Social Security Acts of 1985 and 1986. 
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between 1988 and 1999. Ninety per cent of these participants were ill-advised 
and it cost about £13.5 billion to compensate the wrongly made decisions.1030 
Blake mentions high (front-loading) costs in personal pensions. Black and 
Nobles wrote an extensive article on this part of the UK’s pension history.1031 
Black and Nobles especially look at the regulatory framework. They show 
that the files of the commercial companies selling personal pensions did not 
show substantial compliance in most cases. Furthermore with the change in 
pension law also bank and building societies were allowed to sell these 
products. Until that moment only life insurance companies could sell personal 
pensions. This led to severe changes in the industry. Life insurance companies 
started setting up direct sales forces, since they lost banks as their 
intermediaries. Polarisation took place. Life insurers started making use of 
secure tied agents who no longer gave independent advice, but just wanted to 
sell one specific product. This was an unforeseen development of the change 
in regulations. There was an enormous pressure to sell and a commission-
driven selling.1032 Black and Nobles conclude that pensions mis-selling arose 
from a complex interaction of a multitude of factors. The government 
promoted the changes in pension law actively. A new regulatory framework 
was introduced. A battle took place in the area of distribution. A single 
regulator such as the Financial Services Authority can tackle some of the 
problems occurred. Black and Nobles conclude that new regulations in itself 
can pose an (unforeseen) regulatory risk, for example, since this change of 
regulation led to polarisation.  
According to the Pensions Commission there are several problems with 
voluntary pension saving systems. First of all most people do not make rational 
decisions about long-term savings without encouragement and advice. 
Furthermore costs can be very high. It can absorb about 20-30 per cent of an 
individual’s saving. So it is questionable whether a voluntary market can work, 
especially for low earners.1033 Also according the 2006 White paper 
considerable shortfalls of retirement saving exists. This has arisen for a variety 
of reasons. One of these reasons is that individuals have not trusted personal 
pensions. Other reasons are the fact that suitable savings vehicles have not 
been available to them and the complexity of the system. This complexity 
leads to financial short-sightedness and inertia. The result is that taxpayers did 
not act at all with respect to retirement saving. So it is obvious that 
administration, advice and sales costs for providers are high. This means that it 
is difficult for providers to serve some sectors of the market profitably.1034 

                                                                 
1030 Blake 2007, p. 72. 
1031 Black and Nobles 1998. 
1032 Black and Nobles warn for making commission the scapegoat. Also salaries can be 
volume-related or sales-related bonuses. Black and Nobles 1998, p. 803. 
1033 Pensions Commission 2004, Chapter 6. 
1034 White Paper 2006, pp. 11-12. 
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But even as recently as 2012 there were still discussions and publications on 
the fees on occupational pensions. In its report the Royal Society for the 
encouragement of Arts, Manufactures and Commerce discovered that fees 
might swallow up 40 per cent of the value of the pension. Furthermore most 
pension providers fail to inform participants about the charges. 1035 
A report by the Labour Party mentions the lack of transparency, major rip-offs 
in the annuity market, additional penalty charges when employees switch jobs 
and leave behind a pension pot and exit-charges as major problems with 
respect to pensions. In their opinion, amongst others, these problems occur 
since the market does not work effectively and competitively and there is a 
lack of accountability.1036 
This shows that the rules dealing with personal pensions have to be simple. 
Taxpayers have to understand the rules. Education, information and 
explanation should hardly be necessary in order to motivate taxpayers to 
arrange personal pensions. Products that may be used should be transparent, so 
that taxpayers always understand and see what they have saved.  
But also costs need to be addressed. The UK has set maximum charges for the 
regulated default products (personal retirement savings account and 
stakeholder pensions).1037 Because of the complex charging structures within 
pensions the UK government introduced a low-cost alternative to simplify 
charges and avoiding excessive charges. With respect to stakeholder pensions 
management charges in each year must not amount to more than 1.5 per cent 
of the total value of the fund and must be taken from the fund. There is some 
leeway for other costs that occur. 
From 2012 automatic enrolment was introduced and with respect to NEST 
costs will be a temporary 1.8 per cent contribution charge (lasting about 20 
years) and an annual management charge of 0.3 per cent (see par. 4.2.4.1). 
This might set a default for the market there. The UK pensions minister is of 
the opinion that the creation of the low-cost vehicle NEST will motivate 
providers to lower costs.1038Nevertheless, in 2013 the Office of Fair Trading 
published that with some products still high charges are levied.1039 
 
  

                                                                 
1035 Pitt-Watson 2010, p. 5. 
1036 Labour’s Policy Review 2012, labour.org.uk. 
1037 Ashcroft 2009, p. 3. 
1038 Webb ‘absolutely prepared’ to cap pension charges, Professional Pensions, 
www.professionalpensions.com, 23rd January 2012. 
1039 Office of Fair Trading 2013, pp. 19-20. 
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6.8.1.3 Occupational and personal pensions and costs in Germany 
 

Also in Germany there are discussions with respect to the costs that are 
calculated in occupational and personal pensions. Several publications discuss 
the high costs in especially Riester-Renten.1040 
Germany introduced the Riester-Rente in 2002. This personal pension should 
enable German citizens building up a personal pension filling the public 
pension gap. But comparable to the Netherlands and the UK there are a lot of 
discussions regarding the costs providers charge their customers. Wystup 
examined nine examples of Riester-Renten.1041 His conclusion is that the state 
contributions with respect to these products almost completely finance the 
Riester-contract. This means that the state contribution is almost equal to the 
costs in these products.  
The 2011 Positionspaper of the Verbraucherzentrale Bundesverbandes also 
elaborates on the fact that the Riester-Rente does not function properly. The 
idea of the Riester-Rente was to compensate the public pension gap. It was 
assumed that the (commercial) market would function fine. Competition 
should lead to a lot of different products that would allow participants to 
arrange a good old age provision. They see a lot of competition, but the focus 
of providers is merely to get a big market with high commissions. Price and 
performance of these products only comes in second or third place. Costs are 
concealed and decrease the financial results of the products considerably. 
These costs may even spend the matching contributions completely. Therefore 
the Verbraucherzentrale suggests that the government arranges for Riester-
Rente with minimum costs. Legislation with respect to maximum costs could 
be appropriate. They also suggest the possibility of a non-profit institution that 
supplies Riester-Renten.1042  
In the Altersvorsorge-Verbesserungsgesetz a limitation on costs is introduced when 
a participant would like to change the provider of the Riester-Rente or 
Basisrente.1043 No other changes in legislation have been announced by the 
German government, but looking at the discussions about the research done 
and the experiences of other countries, changes are inevitable, in my view. 
 
  

                                                                 
1040 E.g. Gebühren fressen die Riester-Zulagen auf, Welt Online, 16 August 2009, Riester-
Rente im Test: Slechter als ihr Ruf, www.Stern.de, 2011, Wer blickt da noch durch?, 
www.Sueddeutsche.de, 29 May 2011. 
1041 Mathfiance 2009 and Wystyp 2009. 
1042 Verbraucherzentrale Bundesverband 2011, p. 3. 
1043 Art. 2. (1) Gesetz zur Verbesserung der steuerlichen Förderung der privaten 
Altersvorsorge (Altersvorsorge-Verbesserungsgesetz - AltvVerbG), 24th June 2013, 
Bundesgesetzblatt 2013, Teil I, no 31. 
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6.8.1.4 Fees and costs in Sweden 
 

With respect to the PPM, Sweden has some legislation regarding costs. The 
PPM administers the funded part of state pensions in Sweden. There is no 
limit with respect to costs, but fund managers must give a rebate on fees for 
the retail investors. The PPM is the only customer of all funds and negotiates 
the rebates. This rebate is distributed between the pension savers. Therefore 
costs in the individual account system are relatively low in Sweden, because of 
the decision to force cost competition among providers via the PPM as a 
central agency or ‘clearing house’. While the PPM administers the individual 
accounts, also the providers do not possess information on these individual 
accounts and therefore are not tempted to start all kinds of marketing 
campaigns for the taxpayers owning the accounts.1044 
 
6.8.2 How to deal with fees and costs 
 

In most countries the state pensions offer a base level. The general idea behind 
this role of the state is that these provisions guarantee a kind of safety net in 
that way that taxpayers do not end up in all kind of economic problems when 
getting retired. Everyone is insured (no adverse selection) and taxpayers do not 
have to take initiatives to become informed about their options in old age.1045 
Furthermore a government should create a framework in which different 
retirement providers can act with respect to additional pensions. 
It is remarkable to see that the experiences with respect to fees or costs are 
more or less the same in all states. Shifting from public pensions toward 
occupational and personal pensions means that the open market plays a 
significant role in the pension system. This should lead to good and well-
priced products for citizens. In general voluntary systems lead to more costs 
than mandatory systems. This is mainly due to the fact that a system with 
voluntary providers has to make marketing costs.1046  
The result in the Netherlands, the UK and Germany is that providers levy or 
levied high and intransparant costs. This means that ultimately the financial 
result for participants is low. The focus of the providers is the profitability of 
the financial product. It may be concluded that the market does not really 
function well and strict rules on the supply of occupational and personal 
pensions by the government may be necessary. 
So it is incorrect to suppose the government has no role with respect to 
occupational and personal pensions. On the contrary, since markets are not 
flawless it is even necessary that governments take responsibility and get 
involved.1047 An option would be that governments make regulations 

                                                                 
1044 Tapia and Yermo 2008, pp. 7-8 and 16. 
1045 Butare 2002, pp. 45-46. 
1046 Gomez Hernandez and Stewart 2008, p. 3. 
1047 Barr and Diamond 2008, p. 17. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

277 

regarding supervision.1048 According to EuroFinUse governments should 
stimulate simple low-cost pension products. These products should be easy 
accessible, without need for advice and its associated commissions.1049 
An idea that might be quite logical is to limit fees. The legislator can arrange 
maximum fees. A number of countries have already done so.  The problem 
with respect to this is at what level to set the maximum fee. The level set can 
be too high and the maximum level can become the minimum fee, being the 
standard for providers. On the other hand it can also be too low and that 
would mean that costs might not be covered.1050 It could even mean that some 
providers will not develop the product.1051 
Another conclusion might be that costs are relatively low when there are few 
providers. The idea is generally that competition leads to bringing down costs, 
but according to Tapia and Yermo this is not so.1052 The most effective way 
to limit the costs is the Swedish system with the PPM. Only one of just a few 
providers of private pensions leads to the lowest costs. Costs can also be 
substantially reduced through collective management or centralization.1053 
It might also be useful if the state could supply a state annuity or non-profit 
private pension fund. This idea has been discussed in several countries, but 
nowhere has it been thoroughly implemented.1054 A situation that would 
occur when introducing a state annuity fund is that this fund competes in the 
same market as life insurance companies.1055 To some extent product 
standardization is forced and price comparison is facilitated.1056 Also Van 
Ewijk suggests this. He mentions a kind of standard contract that is provided 
by an organ of the government.1057 A possible option would be that after 
saving with a commercial provider (or even saving with a central government 
provider) an annuity can be bought with a government provider (or the other 
way around).  Diamond states that the government can provide annuitization 
at far lower costs than the private market does. The government does not have 
selling costs and economies of scale contribute to this advantage. According to 

                                                                 
1048 OECD 2001, p. 14. 
1049 EuroFinUse 2013, p. 5. Also see Financial Times, Saving for retirement is ‘a losing game’, 
June 23th 2013. 
1050 Tapia and Yermo 2008, p. 6. 
1051 European Commission 2010, p. 18. 
1052 Tapia and Yermo 2008, p. 18. 
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1054 Antolin, Pugh and Stewart 2008, p. 29ff. 
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1057 C. van Ewijk at the Pension Forum Congress: ‘CPB-topman bepleit ‘basispensioen-
polis’, <www.ipe.com>, October 2009. 
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Diamond, the private market does not do a better job compared to a 
government when paying out annuities.1058 
 
6.8.3 Conclusions 
 

Looking at the experience in the different states regarding costs, it is valid in 
my perspective, that a government has a role regarding personal pensions. The 
history in the four countries shows that the personal pension commercial 
market does not function properly.  Therefore in my view a government body 
or non-profit organisation that supplies participants with a simple and low-cost 
product may stimulate the market to work more efficiently. The government 
body or non-profit organisation could create a kind of default value and the 
market would be challenged to defeat the default value.1059 
If the government would act as a provider legislation should make certain that 
the accrued reserves never can be used for other means by the government. 
This is important, because when this is not arranged it is possible that the 
government will use these reserves for their policy in the future. This is not in 
the best interest of the participants and therefore this has to be prevented. 
Apart from costs and fees, rates of return on pension reserves are also 
important. However, these topics are not dealt with in this research. The same 
goes for items regarding regulation and financial supervision.  
 
6.9 Voluntary or mandatory 
 
In most states occupational and personal pensions are not obligatory. So it is 
up to the individual or employer and employee to arrange occupational or 
personal pensions. Because of pension reforms in most OECD countries 
occupational and personal pensions will play a greater role.1060 As said before, 
in most situations these reforms decreased the level of public pensions. 
Antolin and Whitehouse mention a cut on average by about 22 per cent in 
16 OECD countries. Therefore today’s workers will have to save more 
privately.1061 
A relevant question in this perspective is whether or not it should be 
mandatory for a taxpayer to participate in these retirement provisions. There 
are several possibilities to encourage private savings:  

1. Compulsion; 
2. Soft-compulsion; 
3. Facilitating access; 

 

                                                                 
1058 Diamond 2004, p. 7. 
1059 An example might be the European Personal Pension Product suggested by the 
European Fund and Asset Management Association (EFAMA), EFAMA 2013. 
1060 Also see European Commission 2013a, p. 3. 
1061 Antolin and Whitehouse 2009, p. 6. 
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4. Tax incentives; 
5. Financial education.1062 

 
Mandatory contributions or soft-mandatory contributions (with an option to 
opt out) prove to generate an increase of retirement savings.1063 Mandatory 
contributions or participation is only found in occupational pensions. Often 
also the employer has to make contributions. It is acceptable to make personal 
pensions mandatory. With respect to occupational pensions this is quite easy to 
achieve, but regarding personal pensions this might be more difficult. 
Nevertheless it possible to implement automatic enrolment in personal 
pensions, if this leads to a better private pension system. 
Automatic enrolment with respect to personal pensions can be defended by 
the idea that not all employees are covered by occupational pensions, but also 
for them it is regarded to be good to put in place an adequate pension. Some 
employers do not have occupational pensions and some employees are not in a 
position to obtain occupational pensions (for example, the self-employed or 
freelance workers). In order to ensure that also these taxpayers will obtain an 
adequate pension, mandatory personal pensions can be considered. From the 
perspective that it is desirable that people will have a good pension some kind 
of compulsion with respect to personal pensions could be defended. An 
adequate pension is good for the taxpayer in the first place, but it also is good 
for the state, since this taxpayer does not have to address the state for his 
livelihood. Soft-compulsion is to be preferred. The participant may choose to 
opt out. 
Facilitating access means that participants should have easy access to 
occupational and personal pensions. This might be through the workplace, but 
could also be done otherwise. Tax incentives are discussed in par. 6.2 and 
financial education in par. 6.10. The other items are dealt with in the 
following paragraphs. 
 
6.9.1 Compulsion 
 

Paternalism could be a reason to make specific elements of the retirement 
system mandatory. A state can create minimum retirement savings.1064 But also 
short-sightedness may be an argument. Taxpayers may not be farsighted 
enough to save properly for their old age and this may lead to future 
problem.1065 According to Bodie the discipline for taxpayers to implement 
saving plans voluntarily is often lacking. Bodie believes that it is probably 
correct that taxpayers even do not make rough calculations of how much is 

                                                                 
1062 Antolin and Whitehouse 2009, p. 19ff. 
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1064 Whitehouse 2005. 
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needed for them in order to insure an adequate level of income when being 
retired. People are myopic and have to be forced to arrange for retirement 
provisions, otherwise they will not do so.1066 Also the Social Protection 
Committee (SPC) believes that people are not always rational when it 
comes to saving. They can be myopic about their needs in retirement and 
pessimistic regarding their life expectancy. Combined with a natural hesitancy 
when confronted with too much choice this has resulted in significant 
variation in private pension saving and sometimes significant under-saving.1067 
According to Bodie participation should be made mandatory (compulsion) 
and furthermore mandatory annuitization is to be preferred, since this would 
keep costs low. The SPC is of the opinion that mandating private saving is an 
effective means of achieving both high coverage and a uniform distribution of 
private saving across age and income levels. They also refer to the costs by 
stating that economies of scale enable lower costs than smaller provision and so 
greater saving. At the same time by mandating saving indecision and 
irrationality around choosing private saving is prevented and it ensures access 
to some form of provision. 
Another argument of Bodie of making retirement provisions mandatory is the 
free riders argument. This refers to the fact that some people will not make 
sufficient old age arrangements, because they know that others will not ‘let 
them go hungry in old age’. 1068 
Also in the Melbourne Mercer Global Pension Index is mentioned that many 
individuals will not save for the future if there is no compulsion or automatic 
enrolment.1069 Research by Evers et al. indicates that only countries with 
systems that oblige citizens to participate in a retirement provision will lead to 
high levels of participation.1070 Also Burtless is of the opinion that without 
compulsion most taxpayers would save too little, invest their savings badly or 
spend their retirement savings too quickly.1071 
In the United States participation was mandatory in the past. Until 1979 most 
retirement plans were DB plans and participation was mandatory. From 1979 
more and more shifts took place towards DC plans and participation was no 
longer mandatory. The result is that mostly low earners no longer participate. 
Also research from the 401(k) plans in the US shows that it is quite dangerous 
to use only personal pensions by taxpayers as their sole retirement provision 
besides the first pillar.1072  

                                                                 
1066 In the same way: Burtless 2012. 
1067 Social Protection Committee 2008, p. 23. 
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Diamond is of the opinion that mandating annuitization makes sense if you 
think that workers do not adequately understand the value of annuities.1073 In 
several countries where there is no obligation for individuals to save only a 
relatively small number of taxpayers makes voluntary contributions. The 
arguments of these taxpayers not to participate are costs, lack of interest, 
feeling too young and having other financial priorities.1074 
In the Netherlands over 90 per cent of employees have an occupational 
pension, mainly because of collective agreements between employers and 
employees. A similar effect exists in Sweden. So a kind of quasi-mandatory 
system exists. At the end of 2009 only 9 per cent of the employees were not 
covered by an occupational pension.1075 So, although there is no pension 
obligation indirectly something of the kind exists. Nevertheless, the Dutch 
government is of the opinion that more and more employees should be 
covered by a pension. Therefore research is done on a regular basis. If the 
number of individuals without a pension does not decrease measures will be 
taken.1076 
There are also arguments against mandatory participation. Something that has 
to be taken into account is the fact that mandatory savings should not lead to 
less retirement provisions because of means testing. If individuals obtain less, 
for instance, means-tested state pensions because of their mandatory accruals 
with respect to occupational or personal pensions it is not a good system. In 
the end this means that the individual is worse off during the course of his 
lifetime.1077 Furthermore, it might lead to over-saving and that may come at 
the expense of necessary savings of, for example, raising and educating 
children. Furthermore there are also other possibilities to save for retirement 
(investing in property, housing, etc.). Finally, mandatory savings are often 
regarded as tax that in fact could discourage people from working.1078 Another 
aspect that should be kept in mind is that if the obligation to participate is 
capped at a certain level, this level can become the standard and it should be 
questioned if that is desirable. When a system is mandatory, tax incentives are 
less important, since these incentives do not attract taxpayers to contribute. 
Nevertheless deferred taxation remains a good system, because of the 
arguments mentioned in par. 6.2.  
In order to stimulate and increase retirement savings mandatory participation 
can be a good system. States might set certain maximum levels for the 
participation. By setting certain levels there should be a cut-clear definition 
what should be taken into account with respect to retirement income. If an 
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individual does not live up to these minimum levels mandatory participation 
in personal pensions could be introduced. 
 
6.9.2 Soft-compulsion 
 

Soft-compulsion is an automatic enrolment into occupational or personal 
pensions with an option to opt-out. So the difference with respect to 
compulsion is the choice to opt out. Soft-compulsion would increase the 
number of participants. Antolin also is of the opinion that the number of 
participants will increase in case of automatic enrolment for personal pensions. 
Furthermore budgetary costs will decrease if tax incentives lead to additional 
savings.1079 Research by Antolin, Payet and Yermo shows that systems with 
automatic enrolment lead to an increase in coverage.1080 
According to Kuné an obligation, an automatic enrolment, diminishes the 
freedom of engagement of individuals and prohibits free-rider behaviour. In 
his view also public interest is served.1081 Participants do not raise their 
contribution even if they themselves think that they are saving too little. But if 
there is an automatic schedule of increase of the contribution rate participants 
will follow this.1082 Also the 2005 PricewaterhouseCoopers report shows that 
only 10-20 per cent of the employees opt-out of a soft-compulsion enrolment 
scheme.1083 
Le Blanc studied eleven European countries with respect to personal pension 
participation. She concludes that higher education is still a major determinant 
of personal pension holdings. Therefore there is a need for formal education to 
increase IRA ownership, especially for low earners who typically have a low 
tendency to save for retirement. Another option is to introduce IRAs on a 
default basis. So participation is mandatory and there might be an option to 
opt out. This automatic enrolment would compensate the lack of higher 
formal education.1084 Also Choi, Laibson, Madrian, and Metrick call for 
automatic enrolment in occupational or personal pensions. Their research 
showed that individuals do not often participate in occupational or personal 
pensions even if these plans create clear arbitrage opportunities. Also, 
individuals tend to postpone decisions to participate or find it difficult to 
uphold decisions made.1085 They conclude that participants take the path of 
least resistance. Default options made are followed by most participants.1086 
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In several Anglo-Saxon countries a development took place of increasing to 
DC plans through compulsory contributions and facilitating auto-enrolments 
in those plans.1087 Automatic enrolment might lead to better results.1088 
Munnell and Quinby for that matter suggest an ‘automatic individual 
retirement account’ for those who do not have employer-sponsored plans.1089 
Also Barr and Diamond see that automatic enrolment leads to a higher 
participation and therefore they are of the opinion that this is a good 
option.1090 Research has shown that “opt out” choices lead to a much higher 
participation than “opt in” choices.1091 Also the UK implemented a system of 
auto-enrolment (see par. 4.2.4.1). The first results with respect to opting out 
show that only 9% of the employees opt out. The government expected 35% 
of the employees would opt out.1092 Finally it is important with respect to 
compulsion or soft-compulsion that the default contribution rate will be seen 
as standard by participants. This might decrease average contributions, so it is 
important to bear this in mind.1093 
 
6.9.3 Conclusions 
 

An adequate pension should be obtained by as many taxpayers as possible. In 
order to achieve this taxpayers have to be motivated to participate in 
occupational or personal pensions if the state pension is too low. Taxpayers 
should be obliged to participate in occupational or personal pensions in this 
situation. A system of automatic enrolment (soft-compulsion, thus with an 
option to opt out) ought to be preferred. Research shows that most taxpayers 
will use the occupational or personal pension. Opting out should be made 
possible, since taxpayers may have other means for their old age they might 
use. It is political choice to establish the level until which soft-compulsion is 
necessary (see par. 6.4). 
 
6.10 Pension tracking system, Information and Education  
 
Since governments systematically shift responsibilities from the government 
towards the individual it is necessary that individuals are able to plan for future 
retirement income and will take responsibility. Financial awareness therefore is 
necessary.1094 Citizens ought to be informed properly and even education with 
respect to personal pensions is to be welcomed. However, former paragraphs 
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have shown that taxpayers are not eager to take the initiative in concluding 
personal pensions. Therefore, although information and education is a good 
thing to do, a system with automatic enrolment is to be preferred. This is only 
necessary in a situation that there is a pension gap. If not, automatic enrolment 
is not necessary.  
In showing a pension gap, a pension tracking system can play an important 
role. When providers deliver all the necessary information to a pension 
tracking system it should be possible to make calculations that show if a 
taxpayer has a pension gap. If so, automatic enrolment could take place.  
In general one can conclude that a retirement system in itself is quite difficult 
to understand for most taxpayers. Furthermore history has shown that 
retirement systems change quite a lot. Individuals find it hard to understand 
the system as such and this even is boosted by the frequent changes. Barr and 
Diamond mention ‘imperfect information’ as a problem. Some individuals 
have a poor sense of the risks and uncertainties, many individuals do not 
understand the basic concepts and complexity is often a barrier. Not just this 
complexity but also conflicting information can lead to passive behaviour of 
taxpayers.1095  
Not understanding the system or the changes alone lead to the fact that the 
reactions of individuals are unpredictable. This means that good data on 
expectations of outcomes from pensions is necessary for individuals to make 
the correct decisions.1096 Also Dietvorst, Hooghiemstra, Nijman and 
Oerlemans are of the opinion that transparency and objective information on 
products are highly important. For that matter they also refer to a national 
Pension Register.1097 Research in the UK has shown that over two-thirds of 
those questioned find all pensions confusing.1098 
 
6.10.1 Pension tracking system 
 

Sweden (www.minpension.se) as well as Denmark (www.pensioninfo.dk) and 
the Netherlands (www.mijnpensioenoverzicht.nl) have a sophisticated system 
that enables citizens to gain an integrated insight on their accrued retirement 
provisions at any time. Also at an EU level these tracking systems are 
mentioned. In the 2012 White Paper the European Commission mentions the 
fact that with minimum harmonisation the national tracking systems could be 
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connected into an EU system of tracking services.1099 The notion of a central 
pensions registry has also been suggested in the UK.1100 
 
The Netherlands 
In January 2011 the Minister of Social Affairs launched the national Pension 
Register in the Netherlands, giving every Dutch citizen an online overview of 
his or her accrued pensions at both pension funds and insurers.1101 The register 
has access to approximately 15 million files and includes the accrued state 
pension AOW. According to Giskes, chairman of the Stichting Pensioenregister, 
interest has been very strong, with approximately 300,000 visitors attempting 
to access the site at one point. A lot of attention has been paid to the website, 
even by TV commercials. The website has been designed to receive about 
500,000 visitors a month. The decision to establish the register – which is free 
of charge and prohibits commercial activity – was part of the Pension Act of 
2006. In 2008, the pension sector introduced a yearly uniform pension 
statement (UPO), which shows the accrued pension rights and expected 
benefits of individual pension funds. The Pension Register shows the 
combined figures of the most recent UPOs. The Pension Register has been set 
up by the three pension-fund lobbying organizations VB, OPF and UvB, as 
well as the representative organizations of insurers and the social security 
provider SVB. The website was built at a cost of €6.5m, which is shared by 
the participating pension providers. 
Up till now this system works for state and occupational pensions. Further 
developments with respect to personal pensions are desirable. These personal 
pensions also are a part of the retirement provision of a taxpayer and therefore 
should be in the Pension Register as well.  
 
Sweden 
Since 2004 the minpension.se service has helped to calculate how much 
money a taxpayer will receive once he retires. The service is a collaborative 
project of the government and participating pension funds. Taxpayers can log 
into this web-based application. It is free of charge. This system obtains 
information about the public pension from the Pensions Agency. At the same 
time the system sends an inquiry about other pensions to the participating 
funds. Normally it takes one or two day to compile all the information. 
The pension forecast is an estimate of the future pension of the taxpayer. The 
forecast is based on how much pension has been built up so far, as well as how 
long a taxpayer is going to keep working. The Swedish pension tracking 
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system helps a taxpayer to gain an overview of how much money one will 
receive on retirement. Until now Minpension.se does not provide information 
for personal pensions, although it is expected to give this information in the 
future.1102 It is possible to add one’s personal pension saving to this system. 
From 1999, apart from Minpension.se, Sweden has the tradition of the Orange 
Envelope in order to meet the need for information. The distribution of this 
envelope takes place once a year. During the first decade of the 21st century 
the Orange Envelope has become a reliable messenger of pension information. 
Seventy per cent of the recipients of the Orange Envelope trust the contents 
of the letter.1103 The letter in the envelope provides all kinds of information on 
the pension of the taxpayer (contributions paid, account statement, etc.). In his 
peer review on social inclusion Paulsson mentions the fact that in modern 
times one would expect that this kind of information would be sent via the 
internet, but the Orange Envelope is highly appreciated. It has become a 
brand and also the media pay much attention to it.1104 Nevertheless research of 
Werner shows that the orange envelope is ineffective.  She interviewed 78 
people and the people interviewed did not believe that the content of the 
orange envelope provided necessary information about their future retirement. 
They even called the information vague and unreliable.1105 
In the 2012 White Paper the European Commission stated that pension 
tracking systems across the EU would be welcomed. The Commission has 
commissioned a number of providers to explore the possibility of building this 
system.1106  
 
6.10.2 Education 
 

Within a development of increasing personal responsibility, financial education 
of taxpayers is very important. In general, old-age provisions are a relatively 
low interest subject and furthermore most taxpayers regard it as very difficult. 
To improve the interest and decrease the level of difficulty financial education 
by the government is necessary. Good education together with awareness leads 
to an increase of occupational and personal pensions.1107 The Social 
Protection Committee states that financial literacy improves the financial 
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situation of the taxpayer, but also improves the financial market by making it 
more competitive.1108 Basic knowledge is essential for an individual’s pension 
planning. There is a clear correlation between knowledge and financial 
behaviour.1109 Governments should improve customer understanding through 
consumer education.1110 Education is very important in order to boost 
retirement savings.1111 
Antolin and Stewart suggest national awareness campaigns by governments 
to ensure that taxpayers understand old age provisions and the importance of 
the subject.1112 Le Blanc showed that high wealth and income increases the 
probability to own IRAs and therefore governments should focus on middle- 
and low-earners if the goals of IRAs are to reach these citizens.1113 Lusardi 
and Mitchell did empirical research on the question whether financial literacy 
has an effect on retirement planning. Their research shows that (sophisticated) 
financial knowledge is influential in retirement planning. Moreover it is a key 
determinant. The financially illiterate do not plan for retirement. Because of 
the fact that saving for retirement becomes more and more important for 
taxpayers higher levels of financial sophistication is necessary.1114 
Bodie is of the opinion that it is important that retirement provisions for the 
consumer are in such a format that ordinary people can understand and 
implement them. Scientific studies for that matter have shown that taxpayers 
consistently make mistakes because of lack of financial knowledge.1115  
According to Agnew, Anderson, Gerlach and Szykman negative framing 
proves to be more successful. With negative framing risks are emphasized 
instead of the qualities. Regulators, however, have to keep in mind that 
situations should not be made to seem worse than they actually are by 
commercial providers. But also individuals should be cautious about the 
potential influence of negative framing and weigh up the pros and cons when 
making important financial decisions.1116 
Also financial education on the workplace stimulates saving for retirement. 
Bernheim and Garret show that saving can be promoted by financial 
education on the workplace and has an impact on those who save the least.1117 
From their research it becomes clear that the rates of participation are 
significantly higher when financial education is available at the workplace. 
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Employer can educate their employees by several programs. Content, media 
and frequency is important. Written information is used (brochures, 
newsletters, magazines, workbooks), but also access to a financial planner, 
investment advice or the possibility to attend seminars. Of course on-line 
materials such as software or informational videos are used as well. It is 
necessary to supply the employees with financial education at a level they can 
understand. 
At the OECD Council of 28th March 2008 a Recommendation on Good 
Practices for Financial Education Relating to Private Pensions was adopted. 
Financial education to retirement products is necessary to understand the 
changing retirement environment and the need for long-term savings. With 
respect to financial education the government as well as social partners, plan 
sponsors and providers have to play a significant role. The OECD refers to 
making use of websites, awareness campaigns, brochures and specific 
programmes for certain groups by using broad media coverage. Public policy 
should be explained clearly but there must be a strict distinction between 
financial education and political interest. The same goes for the difference 
between information, education and commercial information. Information 
should be reliable and should start as soon as possible, perhaps even as part of 
the school curriculum. Important is that the OECD also considers that when 
pension schemes and adequate level of financial education is lacking, automatic 
enrolment to a voluntary contract is advisable. The plans should have 
appropriate default mechanisms and transparent opt-out procedures. Finally, 
the development of various tools, including financial calculators is 
recommended. With these programmes retirement deficits and saving 
requirements should become clear.1118  Munnell and Sullivan conclude that 
education efforts are of utmost importance to stimulate low-earners and 
specific groups to contribute to occupational and personal pensions.1119 Other 
suggestions are information by the employer about pensions, and perhaps even 
financial education as a subject at secondary school would be a change for the 
better.  
 
6.10.3 Information 
A trend can be noticed that taxpayers should be more informed about 
retirement provisions. Providers face all kinds of rules and legislation that force 
them to supply taxpayers with thorough information on their financial product 
in general. Specific types of a financial product are occupational and personal 
pensions. One of the reasons for the development of this legislation is the 
recent history with respect to usurious policies (see par. 6.8). But also the fact 
the responsibilities and risks are shifted increasingly towards the individual 
makes it necessary that people understand the importance and content of 
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occupational and personal pensions. And of course the huge losses on the stock 
exchange because of the credit crunch led to all sorts of extra legislation. 
Another important issue for citizens to arrange retirement provisions is 
uncertainty, for example about the retirement date, longevity, level of the 
benefits, earnings, but also a poor health before the pension date that will lead 
to the fact that income will decrease. Furthermore, the number of people who 
are aware of the fact that retirement is an important topic could be increased, 
but also understanding the necessity of a good retirement provision is a 
relevant factor. Providing individuals with more information on retirement 
decisions cannot make them worse off. But on the other hand, if the 
individual is not able to understand the pension issues despite more 
information, this could create uncertainty and this again may lead to fewer 
investments in occupational and personal pensions according Blundell, 
Emmerson and Wakefield.1120 
In evaluating the first experiences with the Riester-Rente Börsch-Supan, 
Reil-Held and Schunk show that participants do not display a rational 
approach. Individuals in general do not save enough for their retirement. They 
are aware of deficits, but just do not start saving enough. The authors observe 
that for a lot of individuals it is a good thing for savings to happen 
automatically and the accrued reserve on the savings accounts can only be used 
for specific causes. Their conclusion therefore is that it is necessary to keep on 
informing taxpayers and motivate them to arrange for occupational and 
personal pensions.1121 Research by Prast, Teppa and Smits shows that in 
general citizens will not save more, even not if they would know that their 
future pension would be 25 per cent lower.1122 Shah Goda, Manchester and 
Sojourner show that only few individuals respond to information regarding 
their pensions.1123 
As illustrated above, Sweden developed a web based information tool for 
taxpayers and also the Orange Envelope. Still Sweden has observed that 
knowledge is not sufficiently widespread. Despite arduous effort, the 
knowledge of the system remains inadequate and increases only slowly.1124 A 
poor knowledge by potential participants leads to the fact that low confidence 
in the system prevails.1125  
Also in Germany, an annual information letter (Renteninformation) has been 
sent to every employer and worker since 2005. Par. 109 of the 
Sozialgesetzbuch (SGB) arranges that those insured over the age of 27 receive 
an annual statement. In this statement the accrued rights are given as well as 
the expected future benefits. Furthermore from the age of 55 there is a legal 
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entitlement for taxpayers to receive a full pension statement 
(Rentenauskunft).1126 Nevertheless 2011 research shows that over 60 per cent of 
the participants have no idea what to expect from state pensions. Over 40 per 
cent expects a replacement rate of 80-100 per cent, but in fact it is about 56 
per cent.1127 Also insurers send their clients annual reports on the value of the 
product. Furthermore the German insurers developed the so-called 
Eigenvorsorge-Report (www.eigenvorsorgereport.de). Taxpayers can use this 
when calculating their retirement income. 
In the UK an Individual Pension Forecast can be obtained on demand. 
Furthermore there is a web-based forecasting service (Real Time Pension 
Forecast) that provides personalised forecasting information. Finally there is a 
voluntary service called Combined Pension Forecasts that involves occupational 
and personal pension schemed in partnership with the government. Also 
legislation requires that participants of DC schemes be sent an annual benefit 
statement. With DB schemes this happens on request.1128 
Research in the Netherlands shows that taxpayers have high expectations 
regarding their retirement provisions; it is too high in fact. According to 
research by the AFM almost 60 per cent of the participants expect 70 per cent 
or more of the final pay as old age pension (!) Almost half of the participants 
believe their knowledge on pensions is lacking. Nevertheless it still is 
questionable whether consumers are interested in this kind of information. But 
then again, if people do not understand the pension issues, they are not 
capable of making correct financial decisions. The fact that the actual pension 
is (far) lower than expected also could lead to a lack of confidence in the 
financial services.1129 Research of Visser, Oosterveld and Kloosterboer 
shows that about 71% of participants are not interested in pension information. 
They conclude that it is not easy to increase the interest of participants. An 
online dashboard seems to be the best option, because of the fact that 
participants can see their pension benefits at a glance.1130 
An example of legally compulsory information is the Dutch Uniform Pension 
Survey (Uniform Pensioenoverzicht/UPO).1131 Every year pension providers have 
to inform their participants by this UPO.  The Authority Financial Markets 
(AFM) examined whether the UPO is actually used and understood by 
participants.1132 This research shows that participants are aware of the fact that 
the UPO is an important document. Retirement provisions as well as the 
UPO are regarded to be difficult and therefore participants are not willing to 
improve their knowledge on this issue. 
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Another legal obligation of informing participants on their retirement 
provisions is the so-called starting-letter in the Netherlands. Within three 
months after the beginning of the employment the employer (and in practice 
often the pension provider) has to supply the employee with a start letter, 
when there is a pension arrangement.1133  
Credibility is an important issue for taxpayers where information and 
education are concerned. Nowadays there are numerous websites informing 
taxpayers on the topic of retirement provisions, but most of them have 
problems regarding credibility. This is the same for huge public information 
campaigns. For that matter a website run by a government agency could be 
helpful.1134 
Gale and Levine also mention the fact that it is important that the targeted 
audience is reached by the information. Furthermore they distinguish the fact 
that information is successful when a population is divided into homogenous 
groups. These groups should be provided with tailored made messages. It is 
important that messages are frequently provided at a time that people are 
willing to listen. Nevertheless, in their view, a campaign to establish financial 
literacy may be quite complex.1135 Antolin and Fuentes discussed the 
development of a pension risk simulator. Since DC pension plan are becoming 
more important it is important that participants understand the nature of these 
plans (especially uncertain benefits). They report that improving the degree of 
understanding about the pension system and the notion of risks by the 
participants is a difficult (but important) challenge.1136 
According to Bodie and Prast policymakers focus too much on transferring 
knowledge and information about how the retirement products work. But this 
is not necessary for taxpayers, in their view. Much more important is that it is 
clear for the taxpayer what the final result of the product is and, equally 
important, that the participant can rely on the fact that this proposed outcome 
is actually reached. It is even the case that the current legislation that enforces 
providers to supply taxpayers with various information leads to the fact that 
providers develop rather unsophisticated products. Products should be 
understandable for taxpayers and therefore rather simple products are 
developed, but these products do not supply the best results. More 
sophisticated products (like individual DB-products) would offer a better 
result.1137 It is important that the retirement provisions for the consumer are in 
such a format that ordinary people can understand and implement them.1138  
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6.10.4 Conclusions 
 

Financial awareness is relevant since pension responsibility shifts from 
governments towards the individual gradually. Good information and education 
of the individual is necessary. Financial literacy contributes considerably to 
making contributions for old age provisions by individuals. Especially education 
at the workplace proves to be successful.  
Informing and educating an individual about old age provisions is a good thing. 
But when informing an individual attention should be paid to the objective of 
the information. When giving (or having to give) too much information 
individuals may not understand the information or the information itself 
becomes the objective instead of informing the individual.  
It is important that an individual can rely on the system and it is not necessary 
for him to understand everything. When the law states that an individual 
understands everything, this may lead to unsophisticated products. 
However, research shows that most participants are not interested in pensions 
and the information they receive or can receive. Therefore automatic enrolment 
in voluntary contacts, with a choice to opt out, is useful. It leads to a 
considerable increase of participants. So in case of a pension gap this is to be 
implemented. 
Both Sweden and the Netherlands have shown that a national pension tracking 
system is possible and contributes to the insight a citizen is presented with in his 
retirement situation. The pension tracking system also can play an important role 
in calculating the actual personal pension possibilities of a taxpayer. These 
calculations should only be supplied to the individual and should not be open to 
the commercial market.  
 
6.11 The payout phase 
 
In previous years many countries developed the accumulation phase of DC 
personal pensions. Important also is the decumulation or payout phase of these 
pensions. This was not the main subject in altering the retirement system, but 
also this decumulation phase should be well organized.  According to James 
and Vittas the success of a pension system depends on its ability to use the 
capital at the end of the active life to provide a reasonably sufficient regular 
income.1139 
In a DB system the payout phase is less important in that way, because it is 
clear what the benefits will be from the beginning. Especially with respect to 
DC (personal) pensions the payout phase has become more important.1140 In 
this respect questions arise about what kind of products are acceptable, which 

                                                                 
1139 James and Vittas 2000. 
1140 P. Antolin, Payout phase, Annuities and Financial Markets, Paris 2008, 
<www.oecd.org/finance/private-pensions/oecdseminaronannuitiesandpensions.htm> 
accessed 15 September 2013. 
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providers are allowed, what are the options with respect to retirement benefits, 
etc.  
Personal pensions are part of a pension system that should enable a participant 
to continue his standard of life by paying an adequate pension. The basic idea 
should be that this will lead to lifelong benefits. Nevertheless, it could also be 
acceptable that benefits last for a long time, but are not lifelong in principle. It 
is even acceptable that part of the accrued pension reserve will be paid out as a 
lump sum. This lump sum has to be used for specific goals that lead to lower 
costs for the pensioner. 
With respect to retirement benefits several methods can be distinguished. First 
of all there is an annuity, but also lump sums or phased withdrawals are 
possible.1141 In the OECD Working Paper the definition of these methods is as 
follows:1142 
 

- Lump sum: A single payment. 
- Programmed withdrawals: A series of fixed or variable payments 

whereby the retiree draws down a part of the retirement capital (and 
continued investment earnings thereon). Any amount remaining in 
the retiree‘s account at his/her subsequent death belongs to the estate 
and is paid to the retiree‘s family and other beneficiaries. If the retiree 
lives to an advanced age, there is a clear possibility (under some 
programmed withdrawal arrangements) of the payments becoming 
very small in the later years. Under other arrangements, there is the 
risk of the capital being completely exhausted before death. 

- Life annuity:  A stream of payments for as long as the retiree lives. 
There are also life annuities with additional guarantees, with 
continued payment to the surviving spouse, with escalation of the 
benefits in payment, etc. 

 
Looking at different states and legislation it becomes clear that only few 
countries allow a full lump sum payment. Most states require benefits over a 
certain period. The advantage of annuities is that the longevity risk is insured. 
With lump sums a single payment is paid out to the beneficiary.1143 This 
beneficiary has to make his own choices how to use this lump sum for his 
retirement.  A risk is of course that the taxpayer does not use the lump sum for 
retirement purposes and after some time a state has to support this individual 
(risk of poverty). Phased withdrawals also provide periodic payments, but 
without insuring the longevity risk. 

                                                                 
1141 Social Protection Committee 2008, p. 39ff. 
1142 Antolin, Pugh and Stewart 2008, p. 6. The same distinction is made by James and Vittas 
2000, p. 8. 
1143 In a lot of countries lump sums are possible with specific products. Examples are to be 
found in Austria, Belgium, France, Italy, Poland and Germany. Social Protection 
Committee 2008, p. 40 
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6.11.1 Lump sums 
 

An advantage of lump sums is that they are easy. No complex calculations 
have to be made at retirement. Lump sums may be quite acceptable when a 
state has an extensive public pension system. Occupational and personal 
pensions are less important in such a system and therefore lump sums can be 
used. Furthermore some potential advantages are the ability to liquidate 
significant debt (for example, a mortgage) and a lump sum also satisfies the 
bequest motive.  Finally a taxpayer still has the option to annuitize the lump 
sum himself in or for a period that suits him most.1144 Because of the same 
reasons also the World Bank mentions the option of a (partial) lump sum.1145 
In the UK most participants in occupational and personal pensions have the 
right to obtain 25 per cent of the accrued value as a tax-free lump sum. Webb 
and Holland proposed that it should be possible that participants should be 
allowed to obtain this tax-free part of their pensions at an earlier stage. This 
amount should be used for mortgage payments, but in general they believe 
that people should be free to spend it however they wish.1146  
The tax free lump sum is defended as being a compensation for the fact that 
pensions are inflexible and the lump sum is available only after a certain age. 
But according to the Mirrlees Review encouraging a withdrawal of this tax-
free lump sum is a perverse way of encouraging people to build up a pension, 
whereas the main idea is to provide an annual income. Furthermore, this 
system leads to a bigger bonus for high earners compared to low earners.1147  I 
agree with Dilnot and Johnson that ending the tax-free lump sums would be 
good.1148 I do not see any argument for participants to obtain a tax-free lump 
sum. A taxed, lump sum might contribute to good retirement systems, but in 
my view some strict rules must exist about what to do with this money.  
However, lump sums are a severe risk. People tend to underestimate their life 
expectancy and could make different choices with the lump sum and again the 
risk of poverty in retirement could occur. Therefore the option of self-
annuitization might be considered to be an advantage, but hardly is one.  
People might waste their capital in gambling or overconsumption that would 
have severe consequences.1149 This may lead to the fact that governments still 
will have to support these taxpayers in a later stage of their lives and also this 
can be regarded to be unfair by taxpayers who did in fact annuitize their 
accrued retirement reserve.1150 

                                                                 
1144 Antolin, Pugh and Stewart 2008, p. 7. 
1145 World Bank 1994, p. 331. 
1146 Webb and Holland 2009. 
1147 Mirrlees 2011, p. 340. 
1148 Dilnot and Johnson 1994, p. 64. 
1149 James and Vittas 2000, p. 8. 
1150 Antolin, Pugh and Stewart 2008, p. 7. 
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With respect to the taxation of lump sums it might be acceptable to tax these 
benefits at a lower rate than annual benefits. An argument in favour of this 
view is the fact that a considerable amount is paid out at once. In a system of a 
single-rate income tax this is not a problem, but it might be in a graduated tax 
system.1151 The idea should be that a lump sum can be taxed at a higher rate 
than ordinary benefits in a progressive tax system and this is to be avoided. But 
this should only be the case for taxpayers who do actually pay a lower tax rate 
on their annual benefits. So if a taxpayer would pay a higher tax rate on annual 
benefits, this taxpayer should also pay the same tax rate on the lump sum. 
Germany and the Netherlands do not allow lump sums at the moment of 
retirement. The UK allows a lump sum of 25 per cent of the accrued amount. 
Sweden does not allow a lump sum, but allows part of the pensions being paid 
in five years. In the Netherlands occupational pensions can be higher initially. 
The variation should be within a bandwidth of 100:75.1152 It is rather strange 
to notice that a somewhat higher annual benefit is not possible for personal 
pensions in the Netherlands. However there are possibilities to receive the 
benefits is a period of at least five years.1153 
Lump sums can play a part with respect to retirement provisions, but only to 
some extent. It should not be possible to withdraw the full amount as a lump 
sum, but it might be acceptable to have the option to receive a certain 
percentage of the accrued amount as a lump sum (for example, 20 per 
cent).1154 Furthermore, it might be acceptable to tax a lump sum at a lower tax 
rate. 
 
6.11.2 Programmed withdrawals 
 

Programmed withdrawals (or scheduled or phased withdrawals) are annual 
instalments that depend on certain formula. Several varieties are possible. The 
three most important withdrawals are the following:1155 

- Present value of a life 
annuity: 

Retirement capital is divided by the present value 
of an equivalent life annuity. 

- Life expectancy: Retirement capital is divided by the expected 
future life expectancy of the annuitant and his 
cohorts. 

- Annuity certain to an 
advanced age: 

An age is chosen being beyond the average life 
expectancy. 

 

                                                                 
1151 Dilnot and Johnson 1994, p. 27ff. 
1152 Art. 18d, par. 1, sub b WTA 1964. 
1153 Par. 3.127 ITA 2001. 
1154 According to Dietvorst et al. pensioners should get the option to receive a benefit of 
one year at the moment of their pension. Dietvorst, Hooghiemstra, Nijman and  
Oerlemans 2010, p. 72. 
1155 Antolin, Pugh and Stewart 2008, p. 8. 
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One of the advantages of phased withdrawals is that taxpayers can bequeath 
the money left over after death.  So there is no ‘cross-subsidy’ from those who 
live for only a short period after retirement towards people living longer.1156 
This is seen as an advantage of so-called scheme pensions. This is a form of 
secured pension where an individual gives up control of his fund for a level of 
income that can be paid by that fund for the rest of his life. The trustee of that 
fund, together with an actuary will calculate the level of income that is 
possible by looking at the circumstances of the individual concerned (age, life 
expectancy, investment approach). This will be reviewed periodically.1157 
On the other hand it is also possible that the taxpayer outlives his phased 
withdrawal and therefore the risk of poverty in retirement exits. When a 
taxpayer outlives his programmed withdrawals or obtains only very low 
benefits, again the government (cf. lump sums) might have to supply this 
taxpayer with additional benefits.1158 So the absence of longevity is the main 
weakness of phased withdrawals.1159 In the UK the 75-rule has been abolished, 
meaning that participants are no longer obliged to annuitize at the age of 75. 
Programmed withdrawals are also possible after this age, if the taxpayer has a 
minimum lifetime income (see par. 4.2.5). 
In general costs are higher compared to life annuities and also it is a severe risk 
that benefits become much lower in later years. 
A possibility to meet the disadvantage is to allow phased withdrawals up till a 
certain age and after this age annuitization becomes mandatory. Another 
solution proposed is to oblige a taxpayer to pay a deferred annuity at the 
moment of retirement that gives benefits from a very old age (for example, 85 
years). The cost for this kind of annuity that protects a taxpayer against 
longevity-risks is rather low.1160   
 
6.11.3 Life-annuities 
 

To reiterate, the advantage of an annuity is that it insures the longevity risk. 
Also the benefits are fixed for that period. But on the other hand it is not 
really flexible. With annuities the risk of adverse selection exists. Some 

                                                                 
1156 Antolin, Pugh and Stewart 2008, p. 8. 
1157 Freedom to choose, <www.Ifaonline.co.uk>, 1st August 2009. 
1158 Antolin, Pugh and Stewart 2008, p. 12. 
1159 James and Vittas 2000, p. 9. 
1160 P. Antolin, Payout phase, Annuities and Financial Markets, Paris 2008, 
<www.oecd.org/finance/private-pensions/oecdseminaronannuitiesandpensions.htm> 
accessed 15 September 2013. Estimated costs are 10-15 per cent of the assets accumulated at 
retirement. Also see Webb, Gong and Sun 2007, who introduce the so-called Advanced 
Life Deferred Annuity. 
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countries make annuitization compulsory because of the risk of adverse 
selection.1161 
Nevertheless in most cases it seems that annuities are the most correct vehicles 
for the payout phase. Antolin, Pugh and Stewart state that life annuities are 
superior to other forms of benefit payments.1162 Also from a government point 
of view annuities are to be preferred. At least at some kind of minimum level 
since if this minimum level is set higher than the safety net income, it mitigates 
the moral hazard problem.1163 
Nevertheless James and Vittas conclude that markets for individual annuities 
are not well developed. Not only adverse selection is the reason, but they also 
see the following reasons: 

- The bequest motive;1164 
- Ignorance and short-sightedness by individuals; 
- Mistrust of insurance companies; 
- Aggressive marketing efforts (lead to higher costs); 
- Uncertainty about future inflation; 
- Well-developed social and occupational pensions (that would make 

individual annuities less desirable). 
 

Other disadvantages they distinguish are that people with annuities might not 
be able to make large unexpected needs, are not able to benefit from higher 
future rates or returns (if the annuity is not variable) and are not able to protect 
themselves from inflation (if the annuity is not indexed).1165 Furthermore 
Dietvorst, Hooghiemstra, Nijman and Oerlemans are of the opinion 
‘care annuities’ should be possible. This type of annuity should enable 
pensioners to obtain larger sums in a situation that he has high expenses with 
respect to care-costs.1166 
Taxpayers can be subject to severe investment risks, when they have to buy an 
annuity at a specific period in time, because of the fact that the market interest 
rate is very important. A low market interest leads to low income from 
annuities, so it is important that schemes include some method of 
spreading.1167 It is important that some flexibility exists with respect to the 

                                                                 
1161 Retirees who believe they will live only a short period will probably use a lump sum 
option if possible. This would mean that providers only would have the ‘bad risks’. See 
OECD 2001, p. 134. 
1162 Antolin, Pugh and Stewart 2008, p. 3. 
1163 World Bank 2005, p. 3. 
1164 In the same way: Rusconi 2008, p. 20. Rusconi correctly mentions that this kind of 
reasoning shows a misunderstanding of the essence of the life annuity as a contract 
providing insurance against the event of long life that shares the common pool of assets 
among those who have survived. 
1165 James and Vittas 2000, pp. 12/13. 
1166 Dietvorst, Hooghiemstra, Nijman, and Oerlemans 2010, pp. 72/73. 
1167 World Bank 1994, p. 207. 
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time frame within which the accrued assets have to be used to buy an 
annuity.1168 One way of doing so is by requiring taxpayers to buy small 
annuity contracts periodically, for instance from the age of 50. This method 
diversifies the interest rate risk. This system limits the risks for the taxpayer by 
combining DC with DB, but on the other hand it could be rather expensive, 
because of the risk premium a provider will charge.1169 
Annuities can be divided into immediate and deferred annuities. Furthermore 
annuities can provide a fixed payment or a variable payment.1170 The variable 
payment can be escalating or tied to the performance of stock markets.  
Rusconi mentions the following types of annuities:1171 

 
- Fixed nominal: 

 
No increases in payments (also called level 
annuity); 

- Inflation linked: Payments in line with inflation (index-
linked annuity); 

- With-profits or variable: Guaranteed payments with bonuses; 
- Market linked: Payment dependent on performance. 

 
A number of different types of annuities can be distinguished in trying to solve 
some of the problems of annuities:1172 
 

- Life annuity with 
guaranteed payments: 

Combination of a series of certain dated 
payments and a deferred annuity at the 
end of the guaranteed period 
(combination of scheduled withdrawal 
and deferred annuity); 

- Real annuity: Provide protection against inflation 
(require the availability of index-linked 
government and other bonds);1173 

- Graded annuity: Payouts growing by a specified percentage 
(escalating annuity); 

- Participating annuity: Annuitants participate in the profits 
earned by providers; 

- Variable annuities: Link payouts to the performance of 
underlying assets (investment linked 
annuities). 
 

                                                                 
1168 European Commission 2010, p. 17. 
1169 World Bank 1994, p. 226. 
1170 Antolin, Pugh and Stewart 2008. 
1171 Rusconi 2008, p. 17. 
1172 James and Vittas 2000, pp. 13/14. 
1173 James and Vittas notice that all annuities in Chili are indexed. James and Vittas 2000, p. 
15. 
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Annuities can either be a single life annuity (in case that there is no partner) or 
a joint life annuity. 
In the UK the so-called enhanced annuity or impaired annuity grows more 
and more popular.1174 The medical status (for example, weight, smoking, high 
blood pressure, diabetes, but also having worked in a specific occupation such 
as mining) of a retiree is taken into account when calculating the annual 
benefits of the enhanced annuity. They will obtain a higher income since the 
beneficiary will have a lower life expectancy. The disadvantage of enhanced 
annuities is that people without medical problems will obtain lower benefits 
for ordinary lifetime annuities, since providers only will grant these annuities 
to healthy people. 
Sometimes it is possible to buy a variable annuity with a lifetime withdrawal 
benefit provision (LWB) or guaranteed lifetime withdrawal benefit provision 
(GLWB). With a (G)LWB the insurance company guarantees a monthly or 
annual payment even if the individual account balance of the participant goes 
below zero. A (G)LWB may guarantee a lifetime of income or guarantee an 
income until the insurance company paid back the principal investment of the 
participant.1175  
Prices of annuities are higher than they should be. Adverse selection is one of 
the reasons, but also the regulations of a state and costs are important issues.1176 
It is important for a taxpayer to see that his annuity is profitable, i.e. that he 
obtains a good annuity for his accrued amount of money (also see par. 6.13.3.3 
Open Market Option). 
According Antolin the number of insurance companies selling life annuities 
has dropped significantly. The reason is the life annuity business can be quite 
unprofitable and therefore uninteresting, because of low investment returns 
and increasing longevity.1177 For that matter several alternatives are being 
considered. One option could be separate institutions that specialize entirely 
on the annuity market. The NAPF and Pensions Institute suggest that in 
case of market failure a national annuity service could be introduced. This 
service should deliver member support, large-scale advice and brokerage 
services, among others.1178 
It is important to notice that the market of annuities and therefore the 
importance of annuities will increase in the nearby future since first of all the 

                                                                 
1174 Burrows 2013: the market share of enhanced annuities increased from 10% in 2004 to 
40% in 2012. 
1175 These risks might be hedged by providers. See Ngai and Sherris 2011 and Ledlie et al. 
2008. 
1176 James and Vittas 2000, p. 16 and p. 18. In Singapore adverse selection is diminished by 
obliging participants in annuities to make a choice for an annuity (or not) at the age of 55 
but receiving the annuities from the age of 62. See Rusconi 2008, p. 21. 
1177 Antolin, Pugh and Stewart 2008, p. 25ff.  
1178 Treating DC scheme members fairly in retirement?, An NAPF and Pensions Institute 
Research Report, February 2012, www.napf.co.uk, p. 12. 
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number of pensioners is growing and secondly the state pensions are reducing 
in importance.1179 
The development of an annuity market also depends on several external 
factors. Rusconi mentions that the design of the social security system, the 
existence, design and intensity of mandatory saving systems, the significance 
and design of occupational pension plans, create lack of understanding by the 
taxpayer and ultimately tax incentives.1180 In a situation in which the scale of 
social security and occupational pensions are well developed the annuity 
market will have its difficulties, because of the fact that only few citizens 
actually would like to obtain additional periodical income. 
 
6.11.3.1 Indexed life annuities 
 

As shown before, one of the problems with life annuities might be that there is 
no accumulation because of inflation. Buying an indexed life annuity is rather 
expensive and the annual benefits with an indexed annuity in the first years are 
far lower than the benefits of a fixed annuity. 
Indexation could take place with a fixed index, general price indexation or an 
indexation that depends on the profits made by the provider.1181 But 
compensation for inflation is very important for pensioners. Therefore indexed 
annuities are to be preferred.1182 According to Bodie inflation protected 
annuities (escalating life annuities) are the best for consumers. For that matter 
he mentions TIPS (Treasury Inflation-Indexed Securities). He opposes the 
idea that stocks are not risky in the long run. This idea is often used when 
discussing investments relating to the subject of retirement provisions. TIPS 
are not often mentioned but in his view they are to be welcomed.1183 
 
6.11.3.2 Is indexation necessary? 
 

When one asks the question whether or not indexation is necessary, the initial 
answer would be ‘yes’. And of course, indexation leads to the fact that the 
annual income of annuities keeps up with currency depreciation. However, it 
is questionable if indexation should take place. People’s needs decrease in old 
age. The strange thing about retirement provisions is that they increase every 
year (when being indexed), but it is questionable whether this is actually 
necessary. The financial needs of pensioners are the other way around. The 
need of income might be high upon retirement, but gradually it decreases in 
the course of time because of the nature of this stage of life. Soede shows that 

                                                                 
1179 Rusconi 2008, p. 37. 
1180 Rusconi 2008, pp. 14-15 and pp. 33-34. 
1181 Antolin, Pugh and Stewart 2008, p. 14. 
1182 Also see Dietvorst, Hooghiemstra, Nijman, and Oerlemans 2010, p. 71. 
1183 Bodie 2002, p. 7. Also see Bodie 1988. Denmark issued inflation-linked sovereign 
bonds in 2012. 
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the need of income for pensioners decreases. The older a pensioner gets, the 
lower the need of income. Therefore he suggests less indexation for pensions 
or pension benefits that decrease gradually.1184 
When getting older health costs increase. From that perspective it might be 
correct to state that pensions should be lifelong and indexed. The elderly can 
(partially) pay for their own higher health costs in that way. 
 
6.11.3.3 Open market option 
 

When a taxpayer faces retirement he might have the obligation to buy an 
annuity or a similar kind of product. In that situation the open market option 
should be present, since that enables a taxpayer to achieve the highest possible 
benefit.  
The open market option is the legal option for taxpayers to buy annuities with 
all possible providers and not necessarily with the provider the retirement 
benefit has been build up. The UK has the open market option (see par. 
4.2.5). Also in the Netherlands taxpayers can buy annuities at any legally 
endorsed provider (banks, insurance companies). 
Although it has been introduced in the UK the system can be improved. 
According to a joint report by the NAPF and the Pensions Institute of Cass 
Business School, in practice there are still a lot of obstacles preventing 
taxpayers from obtaining the best annuity. There is a lack of transparency and 
understanding that result in the fact that people miss up to 30-50 per cent of 
their annual pension income.1185  
 
6.11.3.4 Are lifelong benefits necessary? 
 

Should an annuity or any other form of old age provision lead to a lifetime’s 
income? The statutory public schemes should provide for a lifetime of income, 
since that prevents and reduces poverty amongst the elderly.1186 The 
Kappelle-Commission is of the opinion that an old age provision should 
result in lifelong benefits. Their motivation is that one’s old age ends at the 
moment of dying and therefore lifelong benefits are necessary. From that 
perspective they suggest abolishing banks as providers during the payout 
phase.1187 In the IORP-directive the EU mentions that in order to ensure 
financial security in retirement, benefits should generally provide for the 
payment of a lifelong pension. Nevertheless, also payments for a temporary 
period or a lump sum should be possible.1188 

                                                                 
1184 Soede 2012, p. 206-207. 
1185 NAPF and Pensions Institute 2012. 
1186 Also see J. Le Blanc 2011, p. 11. 
1187 Kappelle et al. 2011, p. 7 and p. 15. 
1188 European Council 2003, par. 13. 
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In my view however it is not necessary for personal pensions to supply a 
beneficiary with a lifelong income. If there could be a model that supplies a 
participant with lifelong benefits in most cases, this could simplify the situation 
for participants as well as providers.1189  First of all the pension age could be 
indexed and linked to life expectancy. This is already happening in several 
states, for example the Netherlands passed legislation in 2013. Secondly 
regulations could dictate a minimum number of years for pension benefits to 
last (for example, 20 years after the pension age). Furthermore, it provides a 
level playing field between banks and insurance companies, since banks are 
unable to provide lifelong benefits, but will always give benefits if a specific 
date is set. 
An alternative would be that lower benefits after a certain age would be 
allowed. The need for a high income decreases after a certain age (6.12.3.2). 
So in my view a system that decreases the benefits up to a certain level (such as 
70 per cent or 50 per cent of the benefits) should be possible. On the other 
hand health costs increase when getting older. From that perspective it might 
be correct to state that pensions should be lifelong and indexed. The elderly 
can (partially) pay for their own higher health costs in that way. So a kind of 
dilemma exists. 
I do not agree with the Kappelle-Commission to abolish banks as providers, 
because of the fact banks are unable to guarantee lifelong benefits. First of all 
this is not necessary, and secondly lifelong benefits can be guaranteed were 
banks and insurance companies to work together. Banks could guarantee 
benefits for a specific period and if the beneficiary should outlive this period 
benefits could be guaranteed by an insurance company. This would mean that 
initially part of the accrued reserve should be reserved (or paid as a 
contribution) for the insurer (see next paragraph). 
 
6.11.4 Decumulation phase in the four countries 
 

In the table below the payout phases in the four countries are summarized.  
  

                                                                 
1189 In the same way Claassen 2011, p. 17. 
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 Scheme Type of payment 

(annuities or 

lump sum options) 

 

Dependent Pension 

and/or Guarantee 

Periods , indexation of 

Pensions in Payment and 

age Requirement 

DE Occupational plans Pre-2005 entrants no 
restrictions (lump sum 
and/or annuity) 
 

DB based on contributions 
(beitragsorientiert). Pure DB 
(Leistungszusage). Some 
schemes - DC+guaranteed 
minimum benefits 
(Beitragszusage mit 
Mindestleistung): Guaranteed 
minimum benefit of at least 
total contributions paid 
Indexation: through profit 
share or to reflect inflation 
(Pensionsfonds: benefits need 
not be indexed while in 
payment) 

 Individual products: 
Riester-Rente, 
Rüruprente, 
Rentenversicherung 
 

Riester-Rente/Rüruprente: 
pay a maximum of 30% of 
accrued benefit as lump sum 
Rentenversicherung: upon 
the beneficiary's request, can 
be converted to a lump sum 

Yes, through profit share or 
to reflect inflation. Not 
available prior to age 60. 
 

NL Occupational Plans:  
Insurance contracts, 
industry wide or  
company plans 

Annuity (benefits paid from 
Endowment cash out option 
subject to severe tax 
penalties) 

 

 Individual products: 
Savings contracts 

None, annuity. 
 

 

SE Statutory DC plans: 
Mandatory 
individual accounts 
Premium Pensions 

 

Choice of annuity or partial 
lump sum; restrictions apply 
of normally 25% of the 
retirement capital. 

 

Choice between keeping the 
pension capital in the chosen 
funds (that offers a pension 
that is recalculated every 
year taking into account the 
development of the value of 
the funds) or to place the 
capital in a traditional 
annuity insurance that 
guarantees annuities-long 
disbursement of a fixed 
monthly amount. 
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 Occupational plans: 
ITP and SAF-LO 
 

Annuities 
New ITP plan can be paid 
for fixed duration, 
exceeding 5 years 
guaranteed 

Minimum guarantee period 
of 5 years 
 

UK Occupational Plans 
(including 
stakeholders) 
 

Annuity with an option to 
withdraw up to 25% as a tax 
free cash sum 
 

Benefits need to provide 
dependant pension only 
when there is a spouse or 
civil partner of the member. 

 Individual products: 
Individual plans and 
stakeholder schemes 
 

Annuity with an option to 
take up to 25% as a tax free 
cash sum 
 

Benefits need to provide 
dependant pension only 
when there is a spouse or 
civil partner of the member.  

 
Table 27 - Different schemes and characteristics of their payout products1190 
 
 
In the 2008 OECD-seminar on ‘The payout phase of pensions, annuities and 
financial markets’ the conclusion was that in DC systems, protection against 
longevity risk is crucial and therefore annuities are to be preferred. But when 
in the total of the pension the DC part is not substantial, other payout options 
might be possible. 
Programmed withdrawals could be combined with annuities in such a way, 
that at the moment of retirement a deferred annuity could be bought, that 
starts to pay out at a very high age. Until that moment programmed 
withdrawals are made.1191 1192 
Although a life annuity might be the most correct vehicles for retirement 
benefits, combinations of lump sums, programmed withdrawals and annuities 
also are possible. According to Antolin “more combination arrangement 
would be a relatively simple route to resolving the concern of many retirees 
about putting all their eggs in one basket”.1193 Holzmann is of the opinion 
that annuitization is not necessary when there is an adequate minimum 
pension from the first pillar.1194  
 

                                                                 
1190 Mercer 2008 as published in The Social Protection Committee 2008, p. 42 ff. The 
entire table includes over 20 countries. In the table above some small alterations were made. 
Since the table dates from 2008 some changes in the four countries have since been made. 
1191 P. Antolin, Payout phase, Annuities and Financial Markets, Paris 2008, 
<www.oecd.org/finance/private-pensions/oecdseminaronannuitiesandpensions.htm> 
accessed 15 September 2013. 
1192 Antolin 2008. 
1193 Antolin, Pugh and Stewart 2008, p. 17ff. They show that taxpayers in a number of 
countries have the option to choose various combinations. 
1194 Holzmann 2004, p. 25. 
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6.11.5 Conclusions 
 

The basic idea of pensions is to supply a pensioner with a lifetime income. For 
that matter annuities are to be preferred. A combination with a phased 
withdrawal can be possible. Furthermore part of the accrued reserve might be 
obtained as a lump sum. 
However, it is not necessary for personal pensions to supply a beneficiary with 
a lifelong income. If there could be a model that supplies a participant with 
lifelong benefits in most cases, this could simplify the situation for participants 
as well as providers. First of all the pension age could be indexed and linked to 
life expectancy. This is already happening in several states. Secondly 
regulations could dictate a minimum number of years for pension benefits to 
last (for example, 20 years after the pension age). Furthermore, it provides a 
level playing field between banks and insurance companies, since banks are 
unable to provide lifelong benefits, but will always give benefits if a specific 
date is set. Personal pensions should be possible with bank and insurers (also 
see par. 6.8). 
A problem with a standard life annuity is that the actual level of the income 
depends on the situation at the moment of transferring the accrued amount 
into periodical benefits. Therefore a taxpayer is dependent on, for example, 
interest rates at the moment of retirement. Deferred annuities can solve this 
problem. Therefore in my view deferred annuities are to be preferred with 
respect to personal pensions. A good alternative could be a programmed 
withdrawal combined with a deferred annuity stating at a very old age. A good 
example of this is the Riester-Rente in Germany. 
In practice, however, deferred (indexed) annuities are not usual products for 
providers. The problem providers have is that they are exposed fully to the 
risk of longevity and it seems hard to hedge this risk. Nevertheless some 
examples of hedging this risk already exist.1195  So there might be a role of 
governments in issuing longevity-indexed bonds.1196 
It is questionable if indexation should take place. People’s needs decrease in 
old age. The need of income might be high upon retirement, but gradually it 
decreases in the course of time because of the nature of this stage of life. 

                                                                 
1195 Pall Pension Fund (UK) did hedge this risk even for non-retired members. Pall scheme 
completes world’s first longevity hedge for non-retired members 
<www.professionalpensions.com> 1st February 2011 accessed 15 September 2013. ITV also 
arranged a longevity-swap deal covering itself against risks in case its members would live longer 
than expected. Other longevity swaps are arranged by BMW and Babcock International. ITV 
signs £1.7bn pensions longevity deal, Efinancialnews.com, Financial News, 22 August 2011. 
According to Mercer almost 100 bulk annuity and longevity swap deals have taken place in the 
UK since 2007, see Mercer identifies acceleration in global trend to transfer pension risk to 
external parties, www.mercer.com, June 2012. Also see Ngai and Sherris 2011 and Ledlie et al. 
2008.  
1196 Antolin and Blommestein 2007. 
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Therefore less indexation could be acceptable as well as pension benefits that 
decrease gradually. 
Lump sums could be part of the retirement system. However lump sums 
should be invested in specific means like mortgages or other loans. If lump 
sums were to be used freely, one could question whether this should be tax-
facilitated. 
Taxpayers should be able to obtain the best income possible for their accrued 
reserves. The open market option is necessary, therefore. This should be 
completely transparent and simple. The government could play a role here, 
should the market fail. 
 
6.12 Different systems regarding personal pensions 
 
Is there an ideal personal pension system? Is there a single best system? The 
answer must be ‘no’. According to Barr and Diamond there are a number of 
systems that can function well, since pensions have multiple objectives. 
Countries have implemented all kinds of different systems successfully.1197 The 
origin of a retirement system is the society in which it is formed. This society 
directly influences the choices to be made. Different systems can lead to the 
same result: an adequate pension. 
Different systems are possible, but there are essential elements a good personal 
pension model should present (or not present: see the former paragraphs). The 
preferable system may be different in different states, but basically the result 
should be the same.  
Holzmann is of the opinion that more coordination or harmonization should 
take place. He refers to the Open Method of Coordination that takes the 
diversity of European pension design as a given and in his view this is not 
correct.1198 
Looking at several countries with personal pensions, in general the following 
characteristics can be seen: 1199 

- Funded DC plans; 
- Administered by life insurance companies, banks, trust companies, 

pension fund management companies and/or the government; 
- Less stringent investment restrictions than for occupational pension 

funds; 
- Option to switch from one provider to another; 
- Tax treatment equal to, or less favourable than, the tax treatment of 

occupational pension plans; 
- Retirement options equal to, or more flexible than, available with 

respect to occupational pensions. 

                                                                 
1197 Barr and Diamond 2008, pp. 6/7. 
1198 Holzmann 2004, pp. 11/12. 
1199 Antolin, Pugh and Stewart 2008, p. 22 ff. 
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There are several theories with respect to importance of personal pensions. 
One of the questions is whether or not the legislation on personal pensions 
should be fine-meshed or not. These theories will be discussed in the next 
paragraphs.  
Since tax relief is given with respect to personal pensions strict rules ought to 
be applicable regarding a participant’s payout possibilities. The accumulated 
reserve should lead to a personal pension. What exactly the rules are regarding 
a personal pension depends on a specific state. But in general it certainly 
should lead to retirement provisions. This means that surrendering or pledging 
the accumulated pension reserves is not appropriate and therefore this should 
be strictly forbidden. 
When developing a system, two stances are possible. The starting point may 
either be the annual contribution or the actual benefits when retiring. The 
basic idea is that a taxpayer should be able to receive an adequate retirement 
provision. 
 
6.12.1 Pure deficiency pension 
 
In the Netherlands the tax legislator has chosen for fine-meshed rules with 
respect to personal pensions. A taxpayer has to calculate thoroughly whether 
or not he has a deficit in building up his retirement savings. The taxpayer has 
to look at the actual accrued retirement provisions in that year and take into 
account the actual income of that year. If there is a gap, he is allowed to 
deduct premiums for personal pensions (see par. 4.1.4.2). One could see this as 
a kind of DB method. But when a taxpayer decides to ‘fill the pension-gap’ 
this is done by DC products. 
Dietvorst states that this legislation creates a kind of would-be reality. The 
way the legislation is constructed appears to give an exact solution with respect 
to retirement provisions, but reality shows that this not to be true.1200 
Furthermore the system is complex because of the detailed legislation. 
The Dutch system could be regarded a deficiency system with respect to one 
year. The pure deficiency pension is recommended in the report Zorgen over 
morgen. In the conclusions the recommendation is that the basis for calculations 
for pension deficits should be the generally accepted level of retirement 
provisions in a state minus the already built-up retirement provisions. In order 
to cope with complexity, there should be a database with all retirement 
provisions of taxpayers in order to enable both taxpayer and the government 
to calculate a deficit more easily.  According to this commission, only then 
would it be acceptable that there is no general deduction without necessary 
calculations.1201  Also Dietvorst mentions this system.1202 The Social and 

                                                                 
1200 Dietvorst 2003, pp.16/17. 
1201 Verbond van Verzekeraars 2002, pp. 103/104. 
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Economic Council describes a similar system.1203 Automatic calculations 
might be part of the pre-filled out tax return (VIA). 
An advantage of this system is that it is irrelevant what the background is of 
the income. It does not matter whether it is income from employment or 
income as an entrepreneur. A kind of neutrality exists.1204 
In fact the Netherland did have something similar during the period 1992-
2000. Taxpayers could obtain additional tax deductions if they could show (by 
means of a difficult calculation) that they had a deficiency in their pension.1205 
This system was more or less abolished with the introduction of the ITA 2001.  
A legislator can have all kinds of reasons of limiting the fiscal possibilities for 
taxpayers. If possible an accessible system should be used that enables taxpayers 
to arrange for an adequate retirement provision in a simple way. This could be 
a system that only gives tax facilities when there is a gap in retirement 
provisions or a system that gives standard deductions (without necessary 
calculations). The Dutch history on this subject shows that the legislator does 
not use one of these options. There is no standard deduction and the annual 
calculations are not easy to understand and do not lead to the consequence 
that it is possible to fill all retirement gaps.  
A system that takes pure deficiency as a starting-point might be a complex 
system, but when there is a database with all retirement provisions it could be 
a near-perfect system. 
 
6.12.2 Natural maximum 
 
In the Netherlands in the early 1990s a discussion took place with respect to a 
so-called “natural maximum”(see par. 4.1.4). This natural maximum would 
give taxpayers the option to spend as much as they want on personal pensions 
in order to obtain a thorough retirement provision for themselves and 
dependants. The motivation of the government was that taxpayers would 
think rationally and therefore would not spend more income in personal 
pensions than necessary. The reason for this would be, amongst others, that a 
number of sanctions were imposed on misuse and that therefore taxpayers 
would weigh up the pros and cons, before investing in these personal 
pensions.  
As mentioned in par. 4.1.4 Rijkers did not believe in this idea.1206 According 
to Van Dijck a natural maximum would only function, when it was no 
longer seen as a tax toy. Deductions of the contributions could be attractive 
when on the other hand redeeming the accrued reserve in future, would be 

                                                                 
1202 Dietvorst 2009, pp. 27-28. 
1203 SER 1999, pp. 59-63. 
1204 Also see Kappelle et al. 2011, p. 13. 
1205 Art. 45 (3) ITA 1964. 
1206 Rijkers 1992, p. 5. 
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taxed at a lower rate.1207 Stevens argued the government was naïve, believing 
that taxpayers would actually have a natural maximum.1208 And only the 
Netherlands would have this system and according to Van Arendonk that 
was not sensible.1209 
Finally, the natural maximum did not survive. The Dutch government feared 
misuse and introduced a limited deductibility from 1992. Dietvorst criticized 
the new legislation by saying that, if a natural maximum was not realistic, a 
simple increase of the maximum deduction for personal pensions would do 
(together with a limitation of beneficiaries and some other changes to avoid 
misuse).1210 This so-called “limited natural maximum” would limit the 
possibilities of misuse, no difficult calculations would be necessary and 
therefore it would become simple and accessible.  
Nevertheless the idea of a natural maximum is very interesting. In itself it is a 
very simple system and it could contribute considerably to a robust retirement 
system. The tax law would not prevent taxpayers from building up an 
adequate income. It would be necessary for the legislator to prohibit taxpayers 
making misuse of this legislation (for example, in case of redemption). 
 
6.12.3 Pension Model with Compensating Layers 
 
Dietvorst describes a pension model with a compensating third layer. 1211 The 
underlying idea of this principle is a better balance between the three pillars. It 
does not need a uniform or harmonized pension system. Furthermore it does 
not prescribe a level of retirement provisions, but is a mere conceptual 
framework. The exact level is up to a state’s own ideas. Member States would 
be competent to set the parameters of their pension systems themselves. Its 
basic assumptions are: 

- A fair ambition level for total pension income; 
- Tax incentives in the form of tax relief for the contributions; 
- The idea of communicating vessels. 

 
The idea is that a taxpayer is entitled to tax relief the moment public and 
occupational pensions combined do not offer the level of retirement 
provisions that is believed to be a sufficient level.  
Dietvorst alludes to life insurers as the usual providers for personal pensions. 
Life insurance is, in my view, only one of the possible options for personal 
pensions (see par. 6.8). From 2008 also the Netherlands has experience with 
banks as providers for personal pensions.  

                                                                 
1207 van Dijck 1990. 
1208 Stevens 1989, p. 1077. 
1209 van Arendonk 1987, p. 1082ff and van Arendonk 1989, p. 223ff. 
1210 Dietvorst 1987, p. 280. 
1211 Dietvorst 2007. 
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The basic assumption of this model of compensating layers is a compensating 
third pillar. The model in itself is a good start for a thorough three-pillar view. 
But in my view, this still leads to the fact that personal pensions depend on the 
level of public and occupational pensions. This disqualifies the third pillar. 
Why should it not be possible for the second pillar to depend on third pillar 
provisions? A taxpayer could in principle be free in their choice to arrange for 
pension provisions either in the second or third pillar. In practice occupational 
pensions are ‘automatically’ arranged for in the Netherlands and that would 
mean that the personal pensions would depend on the level of the 
occupational pensions. But this might not be true in other states. 
 
6.12.4 Contribution method 
 
A different way in developing a method with respect to contributions for 
retirement provisions is the contribution method. Several methods can be 
distinguished and in fact these are a kind of DC systems, instead of the DB 
approach of the systems discussed above. 
 
6.12.4.1 Life-time facility 
 
An option in building up an adequate pension provision is the system of a 
lifetime facility. This system would allow a taxpayer to make use of a specific 
amount of tax relief during his life. The result is that taxpayers who start at an 
early age will build up a higher accrued pension compared to people starting 
later.1212 
Another version would be a specific amount of money a taxpayer is allowed to 
save for retirement purposes at his retirement age. Dietvorst describes these 
two versions, but is not in favour of this system because of its inaccuracy.1213 
Furthermore it does not stimulate taxpayers to start arranging personal 
pensions early.1214  In fact this system does not look at what a participant has 
already built up with respect to public and occupational pensions. 
The second system is one of the options in the 1999 report of the Social and 
Economic Council (SEC). In the system proposed by the SEC there is no 
test during the building up phase. The only moment that is tested whether or 
not a taxpayer saved too much is at the moment of retirement. If the amount 
saved is too great, the excessive part is taxed at once together with a tax 
penalty.1215 This system has been introduced in the UK (Lifetime Allowance, 
see par. 4.2.2.2), although there are limits regarding the Annual Allowance. 
 

                                                                 
1212 Kappelle et al. 2011, p. 61. 
1213 Dietvorst 2009. 
1214 Dietvorst 1994, p. 420. 
1215 SER 1999, pp. 63-67. 
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6.12.4.2 Annual calculations 
 
In the report of the Kappelle Commission a system with annual calculations 
is proposed.1216 An annual calculation leads to the maximum contribution a 
taxpayer is allowed to deduct from his income. It takes into account the 
income and age of the taxpayer as well as the maximum level of retirement 
provisions. This results in a percentage of the taxpayer’s income. The older a 
taxpayer is, the higher the percentage. 
The maximum contribution it calculated as follows: 
 
Income * 2.25 % * X. 
 
Income in this formula is the income from labour of the taxpayer minus a 
franchise that sees to the public pension. The percentage of 2.25 is the 
maximum annual percentage that an employee can build up in an average 
pension scheme. Finally the outcome has to be multiplied by a certain factor 
that depends on the age of the participant (2.78 for people between 15 and 20 
up to 14.29 for people aged between 60 and 65).1217 
The outcome of this formula is the maximum deductible amount for a 
taxpayer with respect to occupational and personal pensions combined. So this 
system takes into account the contributions made for occupational pensions as 
well as personal pensions. If a taxpayer does not use the annual tax possibilities, 
he is allowed to use this in future unlimitedly.  
Already in 1999 the SEC of the Netherlands issued a report on the ‘Fiscal 
Retirement Umbrella’. In this report several options with respect to systems of 
retirement provisions are presented and discussed.1218 Some of the options are 
quite similar to the model of the Kappelle-Commission.  
The system proposed by the SEC would work as follows. First the public 
pensions are taken into account. Then an annual deduction that depends on 
income and age is calculated. With respect to this calculation the already built 
up public, occupational and personal pensions in that year are taken into 
account. Also in this model the tax relief that is not used in a specific year may 
be used in a later year. A standard deduction of about €1,800 is proposed 
without having to make calculations. At the moment of retirement a 
calculation is made to deduce whether a taxpayer has saved too much. If so, 
taxation will take place of the surplus together with a tax-penalty, because of 
the tax-deferral of the surplus. If a taxpayer did not build up enough this can 
be supplied by an old age retirement account (a specific amount of money of a 
life insurance or bank account can be used for the old age tax-free). In years 
with a lower income only a lower deduction is possible. The idea behind this 

                                                                 
1216 Kappelle et al. 2011, p. 70ff. 
1217 Kappelle et al. 2011, p. 70. 
1218 SER 1999, pp. 51-71. 
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system is that systematically, with annual contributions, an adequate pension 
can be build up.1219 
Within such a system it is questionable whether building up personal pensions 
should be without time constraints. It is important to stimulate taxpayers to 
start early, because that gives a long period of investment results. A question 
that has to be answered is the fact if taxpayers should be allowed to recapture 
rights for building up provisions from the past. 
 
6.12.5 Tax-free Accounts 
 
Stevens is of the opinion that it might be questioned why a government 
should make detailed legislation with respect to personal pensions. Because of 
the fact that responsibility more and more lies with the taxpayer, this taxpayer 
should be patronized with all kind of specific rules. Therefore he suggests a 
tax-free account on which a taxpayer may contribute, for example, 10 per 
cent of his income annually. There should be some restrictions with respect to 
this account, for example not to be taken up before a certain age. Perhaps 
even certain tax facilities (he suggests a discount on taxes due) could be given 
at the moment a taxpayer takes up (part of) the account. The various 
international complications are not present in this system.1220 
Deferred taxation indeed leads to several problems, emigration being one of 
them. The Dutch government issued some thoughts on a tax-free pensions 
account when publishing their ideas on a so-called “old-age-umbrella”. Such 
an account should be possible under this umbrella. Contributions would not 
be deductible, but the accrued reserve would be tax-free.1221 Also the benefits 
would be tax-free in such a system. This idea is also brought forward by the 
SEC (see par. 6.12.4.2).  
 
6.12.6 The 28th regime 
 
The European Financial Services Round Table (EFR) started a 
discussion about a Single Market for Pensions in Europe.1222 In their first 
report they emphasize the fact that life expectancy increases and birth rates fall. 
So costs for public pensions will rise and therefore the EU and also the EFR 
argues in favour of private pensions. In order to come to a Single Market 
Pension they embrace the EET system and pension savings in other EU 
Member States should be possible. Having created a Single Market Pension all 
new EU Member States should put in place a taxation system that is in line 
with this Single Market Pension. Elements of the proposed system deal with 

                                                                 
1219 SER 1999, pp. 9-14. 
1220 Stevens 2007, p. 1000/1001. 
1221 TK 1997-1998, 25 810, no 2, pp. 51-53. 
1222 Publications are EFR 2002,  EFR 2004, and EFR 2005. 
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security, efficiency, flexibility, transparency, information provisions, 
portability, mobility and user-friendliness.1223 
Within this system a taxpayer should be able to save for his pension, using 
products from any approved provider in the EU. In the 2005 
recommendations the Single Market Pension is called the Pan-European 
Pension Plan (EPP). These plans should be highly standardised plans, which 
can be provided within the EU with identical basic characteristics. EPPs are 
individual retirement contracts. The accumulated reserve at retirement should 
not be less than the contributions paid to the plan (minus expenses). There is 
no uniform fee level across the EU to maximize competition between 
providers. In the lifelong payout phase the level of the pension may differ. 
Information through an internet account should enable users to follow the 
value of the EPP on a daily basis by the participant.1224 
A legal framework at a European level is needed to overcome the existing 
legal hurdles. By a Pan-European contract law system rights and duties of both 
consumers and providers are explained. This means that there has to be EU-
wide agreement on consumer protection.1225 
In their last paper the EFR notices that due to the complexity an even partially 
integrated European financial services market for retirement savings will not be 
possible in the near future. So a kind of intermediate practical level of 
regulation would be a good step forward. The real obstacles they observe are 
pre-contractual information for consumers, information requirements for plan 
holders, payout and surrender options, transferability from accumulated capital, 
rules for asset classes and allocations, eligible providers, requirements of 
supervisors and to a certain extent taxation laws. Therefore the EFR proposes 
an EPP framework to cope with these obstacles. According to the EFR tax 
legislation is not actually a huge problem.1226  
In this last paper the focus is on personal pensions, because the level of 
complexity seems considerably lower than with occupational pensions. For 
that matter they studied the legislation of five Member States. From this 
research it is obvious that there are many considerable differences.  
The answer of the EFR is an optional pan-European framework that co-exists 
with national personal pension products and legislation.1227 For this framework 
a proposal is made, concerning general provisions, provisions on the contract, 
distribution, marketing, contributions, complaints, providers and finally on 
taxation issues. With respect to tax legislation the rules of the state of residence 
apply to the participant (so-called ‘compartments’). Further steps would be to 
investigate all 28 Member States according the EFR. 

                                                                 
1223 EFR 2002, pp. 3-4. 
1224 EFR 2004. 
1225 EFR 2005, p. 15ff. 
1226 EFR 2007, pp. 4-6. 
1227 EFR 2007, p. 9ff. 
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De Greef foresees a lot of fundamental problems, since there a large number 
of opposed basic principles. An example he gives is the fact that redeeming 
personal pensions is strictly forbidden in the Netherlands, whereas some other 
Member States allow this.1228 
 
6.12.7 Managed DC 
 
The concept of Managed DC is discussed in par. 6.5.4.1. Merton is of the 
opinion that participants in general do not have the time, inclination or 
expertise to manage the DC pension. Managed DC focuses on an inflation-
protected annuity and not just an endpoint with a lump sum of accumulated 
funds. So an annual income plays a central role in this system.  This system 
combines the DC plans and provides the outcomes of a DB plan.1229 
According Merton the ordinary DC system does not provide a sustainable 
solution for consumers.1230 The advantage of Managed DC is that is fairly easy 
to explain towards participants. It is not necessary that the participants 
understand the technique behind the product, but that they can rely on the 
result that is promised by the provider. Merton is of the opinion that 
employees should be given choices, but choices they can understand and are 
really important.1231 By answering simple questions and making choices this 
system creates a customized investment plan. 
Furthermore employees are encouraged to look into the plan regularly to see if 
it is on track. Part of the Managed DC is an interactive planning tool and 
participants can make adjustments at all times. At the moment of retirement 
this system gives the beneficiaries the option to buy an indexed annuity.  
 
6.12.8 EU-single market for personal pension products 
 
In May 2013 EIOPA started a research with respect to a possible EU-single 
market for personal pension products (PPPs) on request of the European 
Commission. The result will be an advice on what legislative changes are 
needed in the areas of prudential law and the protection of PPP holders in 
order to create a single market for PPPs.1232 Also tax obstacles and social and 
labour law will be taken into account.  
There are two possible approaches according EIOPA: passporting and the 2nd 
regime. The 2nd regime used to be called the 28th regime (see par. 6.12.6). 
Passporting means passporting a product of a specific Member State to another 

                                                                 
1228 De Greef 2005, p. 206. 
1229 Merton 2007, p. 8. 
1230 Hanna 2008. Also see Dimensional Managed DC <www.dfaus/managed_dc>. 
Pensioensysteem moet op de schop, Financieele Dagblad, (1 February 2011).  
1231 Merton 2007, p. 8. 
1232 EIOPA 2013, p. 4. 
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Member State. The question is how to solve the obstacles that are present 
nowadays that hinder passporting these products.  
Comments on the EIOPA Discussion Paper could be made till August 2013. 
EIOPA is analysing the comments and will publish a feedback and Preliminary 
Report in the beginning of 2014. 
 
6.12.9 Conclusions 
 
There is no single perfect system with respect to personal pensions. Several 
systems are workable. Personal pensions can be arranged in different ways, but 
regulation is important.1233 The different systems described above all have good 
elements and arguments used can be used to make a better system with respect 
to personal pensions. 
Although different systems are possible, there are essential elements a good 
personal pension model should present or not present. The preferable system 
may be different in different states, but basically the result should be the same. 
In my view both a system that takes the contributions as a starting-point, and a 
system starting with the annual benefits can be good systems with respect to 
personal pensions. It is clear that a single, ultimately perfect system that 
calculates exact benefits does not exist. 
 
6.13 White Paper 2012 and Europe 2020 
 
When creating an integrated model regarding personal pension in the EU it is 
quite obvious to take the EU-policy into consideration. The 2012 White 
Paper “An Agenda for Adequate, Safe and Sustainable Pensions” (see par. 3.4) and 
EU-2020 are particularly relevant in that perspective. 
The main goals of the 2012 White Paper are: 
- Securing the financial sustainability of pension systems; 
- Maintaining the adequacy of pension benefits; 
- Raising the labour market participation of women and older workers. 
 
The European Commission states that there is a need to improve the quality 
of financial products for individual retirement savings not linked to 
employment to supplement the income of the elderly (= personal pensions, 
GS). It is necessary to improve consumer information and protection to 
enhance the confidence in these products.1234 
With respect to complementary personal pensions the EC mentions several 
initiatives. A couple of these initiatives: 
- Better information to individuals; 

                                                                 
1233 Barr and Diamond 2008, p. 21. 
1234 COM(2012), 55 final, p. 13. 
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- Raising the quality of personal pensions (improving information and 
protections standards); 

- Promote pension tracking services; 
- No discriminatory tax obstacles to cross-border mobility. 

Another relevant issue when developing a standard model with respect to 
personal pensions is the EU 2020-strategy. In meeting the Europe 2020 goals 
5 headline targets are set to measure the progress in the EU. These targets are:  

1. Employment  
2. 75 per cent of the 20-64 year-olds to be employed; 
3. R&D; 
4. Climate change and energy sustainability; 
5. Education; 
6. Fighting poverty and social exclusion  
7. at least 20 million fewer people in or at risk of poverty and social 

exclusion. 

With respect to (personal) pensions the target regarding employment, but 
especially regarding fighting poverty and social exclusion are relevant, since 
pensions are the main income of the elderly in Europe. Pensions have to be 
adequate, meaning that they supply an income that prevents people from 
poverty and enables people more or less to maintain the same living standard 
as before retirement. 
A good employment rate, but also subjects like entry and exit age and the 
duration of working lives lead to a specific balance between contributory years 
and retirement years. The demographic challenge plays an important role 
here.1235 
Also the OECD argues that countries should focus on later retirement and on 
extending the coverage of occupational and personal pensions in order to 
enhance the adequacy and sustainability of pension systems.1236 
 
6.14 Conclusions 
 
An integrated model regarding personal pension plans in the EU should take 
into account the goals of the European Commission in the 2012 White Paper 
and the EU-2020 strategy. A uniform model that could be applied in Member 
States would contribute to the goals of the EU.1237 The conclusions drawn 

                                                                 
1235 Adequacy and sustainability of pensions, 
http://ec.europa.eu/europe2020/pdf/themes/04_pensions.pdf. 
1236 OECD 2012, p. 124ff. 
1237 Also see Bollen-Vandenboorn and Dietvorst 2012, p. 308. 
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before in this chapter are tested against the White Paper and EU-2020 goals in 
this paragraph. 
 
1. Deferred taxation is to be preferred. 
 
2. There must be no essential differences between occupational and personal pensions. 
Taxpayers should be able to build up an adequate pension. When a system 
treats occupational and personal pensions in more or less the same way this 
would mean that a taxpayer does not only depend on his employer with 
respect to pensions, but also has possibilities to build up additional future 
income for example in a situation that this is not arranged for in his 
employment. An adequate pension is one of the main goals of the White 
Paper and Europe 2020. 
 
3. Tax legislation should create a system in order to enable taxpayers to achieve an 
adequate level of retirement income. 
An adequate level of retirement income is in line with the goal of fighting 
poverty and social exclusion.  
 
4. Tax facilities should not lead to possible excessive savings. 
 
5. Since personal pensions are only to be found as DC arrangements attention has to be 
paid to the risks participants are subject to and these risks must be minimalized. 
 
6. The system should be simple in order to enable a taxpayer to take his own 
responsibility. 
 
7. A government body or non-profit provider that supplies participants with a simple 
and low-cost product may stimulate the market to work more efficiently. 
 
8. If the state pension is too low taxpayers are obliged to participate in occupational or 
personal pensions within a system of soft-compulsion (automatic enrolment). 
  
9. Source state taxation should be the default option. 
 
10. A pension tracking system should be established. 
According the White Paper taxpayers should be informed better and pension-
tracking services should be promoted. A pension tracking system would 
contribute to this (as is the case already in Sweden and the Netherlands).  
 
11. Annuities are to be preferred in the payout phase.  
A combined option with a phased withdrawal can be possible and part of the 
accrued reserve might be obtained as a lump sum, when the total amount of 
the annual, lifelong income is above a certain level. 
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12. Both systems that take contributions as a starting-point and systems starting with 
the annual benefits can be good systems with respect to personal pensions. 
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7 Neutral Personal Pensions Model 

 

 

7.1 Introduction 

 
The third pillar, dealing with personal pensions, plays an essential part in an 
integrated pension system. As shown in earlier chapters, in the last decades it 
became obvious that more and more responsibility with respect to pensions 
was shifted from the state towards the individual in the EU. Furthermore a 
shift is taking place from DB benefits towards DC arrangements with respect 
to occupational pensions, shifting risks from employer or provider towards the 
individual. It may be expected that this shift in responsibility will continue in 
the future. The importance of personal pensions will increase. Therefore 
individuals will have to be able to understand this responsibility, but they also 
should seize this responsibility. 
The goal of this research is to develop a (tax-) model with respect to personal 
pensions that can be applied by the Member States of the European Union 
that complies with European and international tax law and contributes to the 
EU strategy to make pension systems adequate, safe and sustainable in the long 
term. 
Important questions in this respect are: 

- Is the system adequate and sustainable? Does the system lead to safer 
and more cost-effective pensions? 

- Is the system transparent? Since individuals have their own 
responsibility for personal pensions, these pensions should be simple 
and understandable. In what way can simplicity be achieved? Are the 
participants informed adequately? 

- Is the system accessible for all individuals in order to obtain 
appropriate pension arrangements necessary to maintain the living 
standard of their choices after retirement? Does it lead to 
enhancement of retirement incomes? 

- What is the best system with respect to the role of tax? Does it live up 
to the way income has to be taxed? 

 
These items have been discussed in the former chapters. 
In most situations personal pensions are voluntarily arranged retirement 
provisions. Taxpayers are able to arrange personal pensions. Figures from the 
Netherlands show that taxpayers actually make use of personal pensions.1238 

                                                                 
1238 www.cbs.nl. 
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Also, the increase in Riester-Rente products in Germany shows that taxpayers 
will arrange personal pensions. In general it is clear that there are a number of 
states (the Netherlands, Germany, and Sweden) with a relatively high 
participation in a kind of IRAs. The reason for this is that these states have 
long-standing institutional setups for funded pension schemes.1239 In practice 
often the third pillar is a compensating pillar, but the second and third pillar 
are equally important. The three-pillar system should be seen as a system of 
communicating vessels; it forms one system.1240 
It is also in the interest of governments that taxpayers arrange for good 
retirement provisions. This means that citizens will be independent and 
capable of accumulating an income themselves. Furthermore the taxation of 
the personal pensions is a source of future tax revenues for the state. Personal 
pensions are increasingly becoming an important building stone when building 
up an old age provision.  
Looking at the EU it would be good to achieve a kind of harmonized or 
coordinated personal pension system. As already mentioned Member States 
have their own specific system and probably will have these systems in the 
future, because of their own history and specific circumstances. Furthermore, 
the subsidiarity principle goes for pensions, meaning that pensions belong to 
the sovereign power of Member States.  Nevertheless this is possible together 
with the same basic assumption and model regarding personal pensions. In the 
next paragraph the conclusions and recommendations lead to a blueprint for a 
personal pension model: the Neutral Personal Pensions Model.1241  

7.2 Elements of the Neutral Personal Pensions Model 

 
In chapter 6 different elements that play a role in any system of personal 
pensions are discussed. With respect to all these elements conclusions can be 
drawn and recommendations can be made. The sum of these conclusions 
taking into account the EU law and international tax law in itself lead to the 
Neutral Personal Pensions Model that can be applied in Member States. 
 
7.2.1 Deferred taxation 
 

It is important that citizens have a good retirement provision. When a 
government opts for a system with considerable individual responsibility 
citizens will have to be motivated and facilitated to arrange retirement 
provisions. Looking at all the arguments, a system of deferred taxation and 
matching contributions is to be preferred. 

                                                                 
1239 Le Blanc 2011, p. 3. 
1240 Also Dietvorst 2007. 
1241 When a Member State would implement this system this could lead to transitional 
problems. These transitional problems are not dealt with. 
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1. It is in line with the fact that taxpayers believe it to be quite normal 
that income tax is paid at the moment that the income is actually 
received. In general, the ´ability-to-pay´ is a widely accepted principle 
of an income tax. When a taxpayer has to make investments in order 
to be able to live a financial stable life in future, this taxpayer should 
not be taxed on these investments. The basic idea is that when 
investing, a taxpayer is not able to pay taxes, but he will be at the 
moment these provisions are paid out in future. So the contributions 
are not considered to be income, whereas the future revenues will be. 

2. It contributes to income smoothing over a taxpayers life. 
3. Not using a system of deferred taxation would introduce the severe 

risk of a lack of budgetary discipline by the government, since 
governments might believe that they possess more and will invest in 
other objects than retirement provisions, and retrospectively will see 
that they have made fatal errors. 

4. Not having a system of deferred taxation will create a lack of a 
steering mechanism the moment benefits are paid out. Not using 
deferred taxation means that indeed initially tax rates can be lower, 
but in the future, with considerable more pensioners, the tax income 
of the state would decrease as well, since pensions are no longer 
taxed. A system of deferred taxation contributes to dealing with the 
costs of ageing. 

5. From a practical point of view deferred taxation is to be preferred 
since most states already use a kind of EET system.  

6. The fact that pension benefits may be taxed at a lower tax bracket the 
moment these benefits are paid out is not a real problem. It could be 
seen as a stimulus for arranging personal pensions by taxpayers, but 
this argument is not very strong. The future level of taxation never is 
sure. Changes take place all the time. Also, for example, in the 
Netherlands the income tax brackets for the elderly are lower than for 
taxpayers younger than 65, but more and more it is heard that this 
should be stopped. If this aspect is seen as undesirable it can be solved, 
but one should keep in mind that it can also be the other way around, 
i.e. that taxation takes place against a higher tax bracket. 

7. Research does not give a clear indication whether or not tax 
incentives for occupational and personal pensions lead to new savings 
(substitution effect). However, tax incentives lead to an increase of 
occupational and personal pensions. If it only leads to a shift from 
traditional savings toward pension savings, this is not a real problem if 
the aim of a government is to lock-in savings into long-term 
retirement savings, since it leads to an adequate income for the 
taxpayer in the future. With respect to the comparison to ordinary 
savings an annual taxation (at the level of the pension provider) on the 
accrued occupational or personal pension reserve might be acceptable. 
A reason for using tax incentives is to ensure that taxpayers will 
actually use the accrued retirement reserve for retirement provisions. 
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If not, there often are tax consequences that lead to the fact that 
taxpayer will not use these reserves otherwise.  

8. Deferred taxation might lead to complex legislation and rather high 
costs. So this has to be kept in mind when using deferred taxation, 
but it is no reason to avoid deferred taxation.  

9. Tax-favoured savings for occupational and personal pensions are 
tended to be used disproportionately by high earners and therefore 
matching contributions should be used.  The result is that this leads to 
better retirement provisions for low earners. Tax deductions lead to 
the fact that mainly high earners use this system and have advantages. 

10. With respect to the emigration issue it is clear that a Member State 
has the option to arrange its retirement system in that way that tax is 
collected in the end. A system with a more or less conditional tax-
deductibility (or rather just postponement of taxation) is in line with 
EU-law and international law.  The same is possible with respect to 
matching contributions. In my view it is questionable whether this is 
the right solution, since it is likely that a taxpayer will face the 
possibility of double taxation. Nevertheless these possibilities may 
convince ‘pension-importing’ Member States to cooperate in a 
Multiple Tax Convention (or EU Directive) or adjusting the DTC’s 
since a possible double taxation might restrain potential emigrants 
from actually emigrating. The alterations of the DTC’s are to be 
preferred. 

 
7.2.2 No genuine differences between occupational and personal pensions 
 

The basic idea should be that occupational and personal pensions are in fact 
the same.  Occupational and personal pensions serve the same basic idea: 
giving a taxpayer the opportunity to arrange for an adequate pension. 
Therefore in my view there should not be essential differences between 
occupational and personal pensions.  
Although occupational pensions are deferred salary they serve exactly the same 
purpose as personal pensions. So when tax incentives are given with respect to 
occupational pensions, more or less the same incentives should be given to 
personal pensions. The level of tax relief is a kind of political choice, but the 
level of tax relief with respect to occupational pensions also should be 
applicable to personal pensions. A legislator has to define personal pensions and 
also in the payout phase more or less the same rules should apply. 
Tax legislation should not necessarily be fully identical. There might be 
practical reasons to differ somewhat between occupational or personal 
pensions, but this should be limited to minor differences that do not lead to 
different results. 
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7.2.3 Adequate pensions 
 
Up to what level personal pensions should be tax facilitated is arbitrary. 
Amongst others this might depend on political ideas in a state. It is the 
Member State itself that sets the accepted level for old age provisions. It might 
even be that legislation changes in time and intended for retirement levels to 
change too. 
Nevertheless, the basic idea is that a taxpayer should be able to maintain his or 
her same standard of wellbeing after retirement. Social exclusion or the risk of 
poverty should be prevented. If taxpayers do not have sufficient income after 
retirement, they will rely on the government. Therefore, the tax legislation, 
taking deferred taxation as a starting-point, should create a system in order to 
enable taxpayers to achieve an adequate level of retirement income. If not it 
seems to be inevitable that taxpayers will not save enough for retirement. On 
the other hand the tax facilities should not lead to possible excessive savings, 
since that could be very expensive for a state (e.g. because of differences in tax 
rates). For that reason an income cap for tax relief is quite acceptable. 
 
7.2.4 Combination of DB and DC 
 
The shift from DB towards DC that took place in occupational pensions in 
general did not bring a change for the better for participants. From a 
theoretical point of view the DB system could be seen as a real pension but 
pure DC could not. The main objective of saving for private pensions is not to 
accumulate a pile of assets, but to provide retirement income.1242 With the 
shift from DB towards DC risks (conversion risk, interest, investment and 
longevity risk) are transferred from provider to the participants. These 
individuals are the people who are least qualified, in general. Often, 
individuals are financially illiterate and unsophisticated, many even 
uninterested. An option to take away some of these risks is to make use of 
longevity bonds. Therefore still, in my view, DB is the system that is to be 
preferred. But it is clear that DB systems are becoming rarer, because of several 
reasons. Therefore, attention must focus on alternatives. A pure DC system 
hardly is a serious alternative. 
Nevertheless it may be possible to integrate the positives from both systems. 
The ideas of Merton in his Managed DC are to be welcomed. It uses best of 
both worlds; it uses DB qualities in a DC system. Taxpayers can understand 
this system and it is sustainable, meaning that actually taxpayers will believe in 
the system. Taxpayers are not asked to understand the technique of products 
and are not asked to make various investment choices. The product does this 
for them when taxpayers answer some easily understandable questions. 
Important will be that taxpayers can trust the providers of these systems and be 

                                                                 
1242 Munnell, Webb and Golub-Sass 2008.  
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sure that the proposed outcome will be there in the end. In practice there is 
not enough evidence that Managed DC does have a desirable outcome. The 
basic assumptions however are valid, in my perspective. 
Whether or not Managed DC is the genuine solution, it is clear that 
participants in personal pensions are not capable (in most situations) of bearing 
the risks of a traditional DC personal pension. They will have to be helped. 
DB has not and will not exist for personal pensions so extensive attention has 
to be paid to the fact that participants are to be helped in all kinds of ways to 
achieve the pension that they expect. 
Elements that are of importance to participants of personal pensions are the 
price motive, the longevity risk, reliability and flexibility. It is important that a 
government is able to clarify that it is good for citizens to contribute to 
personal pensions. It should be clear that a participant is better off investing in 
a personal pension. 
The personal pension system should be a flexible system. It should be possible 
that it adapts itself to changing circumstances. Finally, participants should be 
able to rely on the future benefits. 
 
7.2.5 Simple system 
 
Unfortunately, the legislation on personal pensions often is complicated. The 
research in the four states shows that this is considered to be a problem. When 
legislation and therefore the products are simple, thresholds for taxpayers are 
much lower. In the current society where taxpayers must take more 
responsibility regarding pensions, simplicity is necessary. Simplicity is also 
possible.  Participants should understand the products in such a way that they 
understand the choices to be made, but it is not necessary that participants 
understand the technique of the product. 
When the system is simple a taxpayer can take his own responsibility to 
arrange for an adequate pension. Evidence from Germany shows that a simple 
system can reach low and average earners. Also the UK is convinced that the 
old system was too difficult and simplicity will improve the system. 
So, in a situation where citizens become more and more responsible for their 
own retirement provision, the system should be simple. A taxpayer should not 
have to make complicated calculations and actually should understand the 
relevant legislation. On the other hand, a state does not want to give the 
opportunity to excessive retirement savings, and probably also wants to be 
certain that accrued reserves are used for retirement provisions. Tax facilities 
are only meant for citizens who actually need additional pensions. Therefore 
there have to be limitations. 
Governments nowadays are well informed about the financial situation 
(income, pension-level, etc.) of individuals and by making use of clever 
programs these governments should be able to supply taxpayers with 
retirement possibilities automatically.  A taxpayer only has to make a handful 
of choices in such a system. So the system will become simpler and more 
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available for taxpayers in the long run. It should be a user-friendly with which 
people can easily familiarise themselves.1243 
Simplicity in itself contributes to the EU strategy to make pension systems 
adequate, safe and sustainable in the long term since taxpayers will understand 
and use the systems. Furthermore costs can be lower since less advice is 
necessary. Tax advantages will lead to advantages for taxpayers and will not 
vanish because of all kinds of extra professional advice that might be necessary. 
 
7.2.6 EU-law and international tax law  
 
Most states have or had some kind of protective legislation with respect to 
(personal) pensions. There have been and are problems with EU law, because 
of non-compatible exit taxes or special and more severe legislation with 
respect to non-domestic providers. Exit taxes only are possible to some extent 
according to the EU-law and the CJEU. Non-domestic providers cannot be 
excluded from the national pensions market. Finally, international transfers 
should be possible. 
The TFEU and the case law of the CJEU show that also the legislation for 
retirement provisions is gradually becoming ‘more European’. This is an 
unavoidable necessity. Already in the 2001 Communication on the 
elimination of tax obstacles in cross-border provision of occupational pensions 
the future directions become clear.  Amongst others, the Commission believes 
the exchange of information should become more important, the EET 
principle is leading and unjustified obstacles to the free movement of workers 
because of the different pension taxation systems should be eliminated. The 
cases of the CJEU take care of the negative integration of EU legislation in the 
Member States. 
Conclusions of this case law are: 

- The TFEU is not applicable in internal situations; 
- Cross-border economic activity is not necessary; 
- Pensioners emigrating are protected by the TFEU; 
- The fiscal cohesion argument only plays a very limited role; 
- Deduction of pension-contributions only when the pension provider 

is established in the same state is not acceptable; 
- Exit taxes and preserving assessments are only possible under certain 

circumstances; 
- Guarantees might not be acceptable and reductions in value after 

emigration should be taken into account;  
- It is permitted for services of pension providers to be supplied from 

another Member State and this should not be treated differently 
compared with domestic suppliers. A branch or permanent 
establishment is not necessary. 

                                                                 
1243 Merton 2007, pp. 8/9. 
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Tax treaties are quite common within the EU. The OECD Model 
Convention takes taxation in the state of residence as a default. This is 
increasingly being questioned by states and the idea of source state taxation, 
one way or another, is becoming more common. As said in chapter 2, source 
state taxation is no longer a problem from a practical point of view. Providers 
are able to follow the taxpayer when emigrating and therefore can play an 
important role in correct taxation. As said before, also the exchange of 
information between different states could play an important role. 
The arguments in favour of source state taxation at the moment the income is 
distributed are far more convincing than those in favour of residence based 
taxation. So source state taxation should become the default option. This does 
not mean it would be flawless. In a situation where personal pensions are paid 
out from the source-state, but from the state of residence, because of an 
international transfer, problems might occur.1244 These problems are solvable 
in my view.  In such situation a clearing system could be implemented or a 
kind of balancing at the moment a taxpayer emigrates.1245 Where a source state 
taxation is not acceptable a kind of limited source state taxation could be 
arranged in the double tax treaty. 
 
7.2.7 Open market and government/non-profit organisation as providers 
 
The recent history in several countries shows that the commercial market does 
not function properly with respect to personal pensions. It is remarkable to see 
that the experiences in all countries are more or less the same. Shifting from 
public pensions towards private pensions means that the open market obtains a 
considerable role in the pension system. In theory this should lead to good and 
well-priced products for citizens. The idea is generally that competition leads 
to bringing down costs, but this appears not to be the case. Experiences in the 
different countries show that providers levy high and obscure costs. This 
means that in the end the financial result for participants is low. Primarily the 
focus of the providers is on the profitability of the financial product rather than 
the added value for a customer. 
So, in general, voluntary systems as described above lead to more costs than 
mandatory systems.  Therefore it is incorrect to suppose that there is no role 
for the government with respect to private pensions. On the contrary, since 
markets do not work perfectly it is even more necessary for governments to 
take responsibility, get involved, and play a significant role.1246 An alternative 
would be a non-profit organisation as a provider. 
An idea that could be quite logical would be to limit fees. The legislator can 
arrange maximum fees. A number of countries already have done so.  The 

                                                                 
1244 Commissie pensioenen internationaal 1999, pp. 121/122. 
1245 Commissie pensioenen internationaal 1999, p. 121 and p. 125. 
1246 Barr and Diamond 2008, p. 17. 
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problem with respect to this is at what level to set the maximum fee. The level 
set can be too high and the maximum level can become the minimum fee, 
being the standard for providers. On the other hand, it can also be too low 
and that would mean that costs perhaps might not be covered.1247 The result 
could even be that some providers will refuse to develop the product. 
Another conclusion might be that costs are relatively low when there are few 
providers. A good example of an effective way to limit costs is the Swedish 
system with the PPM. This institute negotiates costs with providers and since 
providers have to use the PPM, PPM does have a serious influence on costs. 
Costs can also be reduced substantially through collective management or 
centralization. 
So, it is to be welcomed if also the state or a non-profit organisation were to 
supply a (state) annuity or personal pension fund. This idea has been discussed 
in several countries, but not really implemented.1248 A situation that would 
occur when introducing a state annuity fund is that this fund competes in the 
same market as life insurance companies. To some extent product 
standardization is forced and price comparison is facilitated.1249 The 
government body or non-profit organisation could create a kind of default 
value and the market would be challenged to defeat the default value. 
After saving with a commercial provider it could be possible to buy a personal 
pension with a government or non-profit provider: the National Personal 
Pensions Provider. Or the other way around. But it is also possible that the 
building up part is done through the National Personal Pensions Provider. 
If the government would act as a provider, legislation should make certain that 
the accrued reserves never can be used for other means by the government. 
Legislation should prevent this. This is important, because when this is not 
arranged it is possible that the government will use these reserves for their 
policy in the future. This is not in the best interest of the participants and 
therefore this has to be prevented. 
 
7.2.8 Soft-compulsion 
 
Adequate pensions should be obtained by as many taxpayers as possible. If the 
state pension is too low taxpayers have to be motivated to participate in 
occupational or personal pensions. Taxpayers should be obliged to participate 
in occupational or personal pensions in that situation. A system of automatic 
enrolment (soft-compulsion, thus with a choice to opt out) is to be preferred. 
Research shows that most taxpayers will use the occupational or personal 
pension. Opting out should be possible, since taxpayers may have other means 
for their old age that they might use. 

                                                                 
1247 Tapia and Yermo 2008, p. 6. 
1248 Antolin, Pugh and Stewart 2008, p. 29ff. 
1249 Rusconi 2008, pp. 14-15. 
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7.2.9  Adequate and automatic information by a pension tracking system 
 
Financial awareness is relevant since pension responsibility shifts from 
governments towards the individual gradually. Good information and 
education of the individual is necessary. Financial literacy contributes 
considerably to making contributions for old age provisions by individuals. 
Especially education at the workplace proves to be successful.  
Individuals may not understand the information, if the information itself 
becomes the objective instead of informing the individual. It is important that 
an individual can rely on the retirement system and it is not necessary for him 
to understand fully the legislation and other rules. When the law dictates that 
an individual must understand everything, it may lead to unsophisticated 
products. 
However, research shows that most participants are not interested in pensions 
and the information they receive or can receive. Therefore automatic 
enrolment in voluntary contracts, with a choice to opt out, is useful. It leads to 
a considerable increase of participants. So in case of a pension gap this is to be 
implemented. 
The possibilities of ICT are numerous. Easier than in the past it is possible to 
make calculations, taking into account already built up public and private 
pensions automatically. Furthermore income and other contributions can be 
taken into account as well. In fact it is possible that taxpayers receive a 
personal calculation by the tax authorities since these authorities receive all 
kinds of information from employers, pension providers, etc. This information 
can also be gathered by a pension tracking system. 
Sweden and the Netherlands show that it is possible to obtain a good pension 
tracking system. This proves that every Member State should have a pension 
tracking system. In this system the accrued old age provision rights of 
individuals should be assimilated. Not only state pensions and occupational 
pensions should be part of this system, but also the personal pensions. When 
achieving this, this tracking system can play a central role in the 
communication with individual taxpayers. 
The pension tracking system can also play an important role in calculations 
with respect to the actual personal pension possibilities of a taxpayer.1250 
 
7.2.10 Annuities, phased withdrawals and lump sum combined 
 
The idea of old age provisions is to supply a pensioner with a lifelong income. 
For that matter annuities are to be preferred. A combination with a phased 
withdrawal can be possible. Furthermore, part of the accrued reserve (for 
example 25 per cent) might be obtained as a lump sum. This lump sum should 
be used for specific means such as mortgages or other debts, so that the net-

                                                                 
1250 Dietvorst 2006b, p. 389. 
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income will rise. If lump sums were to be used freely, one could question 
whether this should be tax-facilitated. 
However, it is not necessary for personal pensions to supply a beneficiary with 
a lifelong income. If there could be a model that supplies a participant with 
lifelong benefits in most cases, this could simplify the situation for participants 
as well as providers. First of all the pension age could be indexed and linked to 
life expectancy. This is already happening in several states. Secondly 
regulations could dictate a minimum number of years for pension benefits to 
last (for example, 20 years after the pension age). Furthermore, it provides a 
level playing field between banks and insurance companies, since banks are 
unable to provide lifelong benefits, but will always give benefits if a specific 
date is set. 
A problem with annuities is that the actual level of the annuity-benefits 
depends on the actual situation at the moment of transferring the accrued 
amount into periodical benefits. A taxpayer therefore is dependent on interest 
rates at the moment of retirement. Deferred annuities can solve this problem. 
Therefore, deferred indexed annuities are to be preferred with respect to 
private pensions. As shown, a beneficial alternative could be a programmed 
withdrawal combined with a deferred annuity, starting at a very old age. A 
good example of this is the Riester-Rente in Germany. 
However, in practice deferred (indexed) annuities are unfamiliar products for 
providers. The problem providers have is that they are exposed fully to the 
risk of longevity and it seems hard to hedge this risk. Nevertheless there are 
already some examples of hedging this risk. So there might be a role of 
governments in issuing longevity-indexed bonds. 
It is questionable if indexation should take place. People’s needs decrease in 
old age. The need of income might be high upon retirement, but gradually it 
decreases in the course of time because of the nature of this stage of life. 
Therefore less indexation could be acceptable as well as pension benefits that 
decrease gradually. 
Taxpayers should be able to obtain the best income possible for their accrued 
reserves. The open market option is therefore necessary. This should be 
completely transparent and simple. The government could play a role here, 
were the market to fail. 
 
7.2.11 No single perfect system 
 
Is there an ideal personal pension system? Is there a single best system? The 
answer must be ‘no’. There are a number of systems that can function well, 
since pensions have multiple objectives.1251 So a single, best system cannot be 
found, but it is possible to create a personal pension model that could be 

                                                                 
1251 Barr and Diamond 2008, pp. 6/7. 
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implemented in (almost) any state, despite the history and that respects the 
specific values of that country. 
Personal pensions can be arranged in different ways, but regulation is 
important. In par. 6.12 several different systems are described. They all have 
good elements and arguments used can be applied to formulate a better system 
for personal pensions. 
Although different systems are possible, there are essential elements a good 
personal pension model should present or not present. The preferable system 
may be different in different states, but basically the result should be the same. 
Both a system that takes the contributions as a starting-point and a system 
starting with the annual benefits can be good systems when devising personal 
pensions. It is clear that a perfect system that calculates benefits precisely does 
not exist. 

7.3 Neutral Personal Pensions Model 

 
This research has studied the pension systems of four countries. International as 
well as European tax law was discussed with respect to occupational and 
personal pensions. Also different elements of occupational and personal 
pensions were looked into in depth. The goal of this research is to develop 
guidelines for a (tax-) model with respect to personal pensions that can be 
applied by the Member States of the European Union that complies with 
European and international tax law and contributes to the EU strategy to 
make pension systems adequate, safe and sustainable in the long term. 
 
Overlooking this research, I propose a model that could be applied in Member 
States: the Neutral Personal Pensions Model.  This integrated model should 
enable citizens to obtain an adequate, safe and sustainable pension. 
The Neutral Personal Pensions Model can be applied in most Member States. In 
itself the system is simple. Within this Model each Member State must make 
some choices, for example regarding the level of the old age provision or the 
extent of the tax relief (e.g. to keep the system financial sustainable). Each 
Member State has its own history and specific ideas and tax system and this 
will lead to the fact that the outcome will not be the same in every state, but 
the system is.  
Nevertheless the following items will always be the same: 

- Deferred taxation (tax-relief and/or matching contributions); 
- Automatic calculations; 
- Automatic enrolment (soft-compulsion) in case of a pension gap; 
- Government or non-profit fund and banks, insurers, etc.; 
- Source state taxation; 
- (life)long (indexed) benefits; 
- Partial lump-sum possible. 
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Neutral Personal Pensions Model 
 

 
 
 
In this Neutral Personal Pensions Model the following phases can be 
distinguished. 
 

1. Connection to pension tracking system 
 

All providers of retirement products (first, second and third pillar) should be 
connected to a pension tracking system. These providers deliver the accrued 
and achievable pension rights of an individual. The result is that in the pension 
tracking system all pensions of each participant are gathered.  
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2. Calculations  
 

With these provisions calculations can be made in order to see whether there 
is a pension gap. Member States will have to design legislation for rules on 
pension gaps. This legislation has to match the ideas of an adequate pension in 
that Member State, so that participants can build up an old age provision that 
corresponds with the assumptions and ideas of that Member State. An income-
cap may be part of this system. It may not lead to excessive savings. 
This calculation should lead to two items: 

a. First of all a general calculation has to convey the pension of a citizen 
at that moment. 

b. Secondly it should become clear what an adequate pension should be 
at that moment. 

The difference between those two calculations is the pension gap at that 
specific moment. The automatic enrolment will lead to an adequate pension. 
 

3. Information 
 

From the data in the pension tracking system information is supplied to the 
individual. Amongst others the pension gap and the tax-facilities of this 
individual are communicated. So the taxpayer is informed on the amount of 
tax relief and/or matching contributions that he can obtain. 
When receiving this information, the taxpayer has three options: 

a. Do nothing: the information goes to the Neutral Personal Pensions 
Model Fund and a personal pension is arranged for this taxpayer. The 
taxpayer is enrolled automatically. 

b. Opt for another provider: the taxpayer communicates that he wishes 
to buy a personal pension from another provider. 

c. (Partial) opt out: the taxpayer either refrains from arranging a personal 
pension or would like to arrange a limited personal pension. 

The matching contributions are paid from the state directly to the Neutral 
Personal Pensions Model Fund (or alternative provider). The Neutral Personal 
Pensions Model Fund or other pension provider will collect the contribution 
from the participant. 
 

4. The personal pension 
 

The personal pension by the Neutral Personal Pensions Model Fund is a 
standard pension. During the build-up phase, a participant does not have to 
make investment choices. Similar to the Managed DC concept the participant 
has to answer some questions to see what risks can be taken with his 
contributions. The Neutral Personal Pensions Model Fund refrains from every 
kind of extra fancy options. It does not deviate from the standard pension.  
The commercial market (other providers) can offer items within the products 
that can make the personal pension more interesting to participants. 
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In the payout phase the NPPS Fund supplies an indexed annuity. The 
indexation is stopped after a certain period of time. Instead of an annuity also 
an indexed phased withdrawal for a minimum number of years is possible. The 
absolute minimum number of years should statistically mean that the 
instalments are for life. 
Finally, participants are free to receive a lump sum of maximum 25 per cent of 
the accrued capital. This lump sum should be used for some specific goals and 
thus not for free consumption. These specific goals are for example mortgage 
payments or other goals that lead to a higher net income after retirement.   
 

5. Other relevant items 
 

After the first four steps a participant will have received a personal pension. As 
became clear from chapter 6 the Neutral Personal Pensions Model should be a 
system with tax relief and/or matching contributions. With respect to the 
international tax law source state taxation should take place if the participant 
lives in another country. 
A Member State could opt for conditional matching contributions and 
conditional tax relief (see par. 6.2.3.2) as long as source state taxation is not 
arranged. 
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8  Summary 
 
 
 
In most countries, the pension system can be divided into three pillars. The 
first pillar signifies state provisions, the second pillar represents provisions 
related to employment, and the third pillar signifies personal provisions. The 
aggregate of those three pillars at any time in life is the total of the old age 
provisions. 
The central theme of this thesis is the third pillar of retirement provisions, 
personal pensions. The importance of this pillar is increasing. Taxpayers have 
become more and more responsible for their own pensions. This role might 
even escalate further in the future. 
Also, the European Commission emphasizes the importance and necessary 
improvement of (occupational and) personal pension schemes. The 
development of complementary retirement savings should be encouraged to 
enhance retirement incomes. These schemes should play a greater role in 
income provisions for older people. In several publications the European 
Commission has put forward particular goals with respect to occupational and 
personal pensions. 
Amongst other things, these pensions should provide access for all individuals 
to appropriate pension arrangements to maintain the desired living standard 
after retirement. It should ensure that all older people enjoy a decent standard 
of living, share in the economic well-being of their country and are able to 
participate actively in public, social and cultural life. Privately funded pension 
schemes should provide the pensions to which scheme members are entitled. 
Transparency, predictability, and adaptability to changing circumstances are 
keywords. Participants must be offered reliable and easily understandable 
information on the pension perspectives. 
Regarding these developments, the question is whether there is a (tax-) model 
with respect to personal pensions that can be applied by Member States of the 
European Union that complies with European and international tax law and 
contributes to the EU-strategy to make pension systems adequate, safe and 
sustainable in the long term. 
Firstly, aspects concerning international and European tax law are considered. 
With respect to international tax law it is evident that source state taxation is 
not a problem from a theoretical and practical point of view. The exchange of 
information can play an important role. The arguments in favour of source 
state taxation are far better than those in favour of residence-based taxation. 
States facilitate taxpayers in building up occupational and personal pensions. 
Since the EET system was put in place, most states receive less tax income 
because of pension contributions. For this, and other, reasons source state 
taxation is preferred over taxation in the state of residence. 
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It is likely that Member States that have a large number of foreign pensioners 
(the ‘good weather’ countries) will not agree with source state taxation. In the 
situation where a source state taxation is not acceptable a kind of limited 
source state taxation might be arranged in the double tax treaty.   
The TFEU and the case law of the CJEU indicate that legislation for 
occupational and personal pensions is also gradually becoming ‘more 
European’. The cases of the CJEU take care of the negative integration of EU 
legislation in the Member States.  Conclusions are that the TFEU is not 
applicable in internal situations, cross-border economic activity is not necessary 
and pensioners emigrating are protected by the TFEU. Furthermore the 
argument for fiscal cohesion only plays a very limited role and deduction of 
pension-contributions only when the pension provider is established in the 
same state is not acceptable. Exit taxes and preserving assessments are only 
possible in certain circumstances. 
In this study a comparison is drawn between the legislation on retirement 
provisions of Germany, the United Kingdom, the Netherlands and Sweden. 
These countries have quite advanced systems of pension provisions and have 
(much) experience with respect to personal pensions. By studying the systems 
and developments of these four countries, conclusions and recommendations 
can be drawn which will bear relevance to a lot of countries within the EU. 
However, some EU-states (especially the new member states) have systems 
that are completely different from the systems in the four states. At this 
moment conclusions and recommendations might apply less to those states. 
Nevertheless, in general the conclusions and recommendations will bear 
relevance to the states in the EU. 
The Dutch three-pillar system is usually referred to as being one of the best 
retirement systems in the world. The pension rights of citizens are not solely 
based on a pay-as-you-go system, but are also partly funded by the 
Netherlands. Its strength lies in the combination of both systems, although the 
credit crunch of 2008/2009 has shown that the system is not as solid as 
previously believed. The three pillars act as communicating vessels in the 
Netherlands. 
Also the UK has a three-pillar system. The basis is formed by a pay-as-you-go 
public pension, but this is a rather low pension. The pension gap in the UK is 
one of the largest in the OECD. Since the UK is also facing the ageing 
challenge measures are being taken to improve the pensions of UK citizens. 
The UK is of the opinion that the employer should play an important and 
central role in this process. Because the pension gap is one of the largest within 
the OECD, the UK wants to increase the number of participants in personal 
pension schemes. Therefore the UK has introduced a system of automatic 
enrolment to ensure that people will obtain a good pension. Employers have 
to contribute to these pensions, and also some tax relief is given. Employees 
have the choice of opting out. There is no clear difference between 
occupational and personal pensions. Personal pensions can be obtained 
through the workplace, but that is not essential. Occupational and personal 
pensions are closely linked and both use the annual and lifetime allowance. 
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These allowances limit the annual contributions but also the total contri-
butions plus the increase of value of a participant. 
In Germany a gradual shift from public pensions towards occupational and 
personal pensions has taken place. The pay-as-you-go public pensions remain 
the most important. Taxpayers receive relatively high benefits from public 
pensions. In 2001, a change in the law introduced more responsibility for 
citizens by making funded pensions more attractive. With the Riester-Rente a 
personal pension was introduced. The level of the public pension decreased 
somewhat. Deferred taxation was introduced. 
The Riester-Rente is successful. Taxpayers are not obliged to take out the 
Riester-Rente, but the German government encourages people to do so by 
offering tax facilities. 
Also in Sweden the public pension still is the most important pension. Sweden 
is unique because participants can actually manage part of their own assets in 
the first pillar. Participants can choose from hundreds of funds but in practice a 
huge amount of participants do not make a choice, remaining in the default 
fund. Since over 90 per cent of employees are covered by occupational 
pensions, the role of personal pensions is rather modest.  
In order to arrive at a model that could be implemented in most Member 
States the following areas will be discussed. The sum of these conclusions with 
respect to these elements leads to the Neutral Personal Pensions Model that can 
be applied to Member States. 
First of all it has to be compliant with international and European tax law.  
 
Taxation 
Looking at all the arguments, a system of deferred taxation and matching 
contributions is to be preferred. It is in line with the fact that taxpayers believe 
it to be quite normal that income tax is paid from the moment that the 
income is actually received. In general, the ´ability-to-pay´ is a widely 
accepted principle of an income tax. When a taxpayer has to make investments 
in order to be able to live a financial stable life, this taxpayer should not be 
taxed on these investments. The basic idea is that when investing, a taxpayer is 
not able to pay taxes, but he or she will be the moment these provisions are 
paid out. So the contributions are not regarded as income, whereas future 
revenues will be. Furthermore it contributes to income smoothing over a 
taxpayer’s life. Not using a system of deferred taxation would pose the severe 
risk of a lack of budgetary discipline by the government, since governments 
might believe that they possess more and will invest in other objects than 
retirement provisions, and retrospectively will see that they have made fatal 
errors. Also from a practical point of view, deferred taxation is to be preferred 
since most states already use a kind of EET system. 
Research does not give a clear indication whether or not tax incentives for 
occupational and personal pensions lead to new savings (called ‘the substitution 
effect’). However, tax incentives lead to an increase of occupational and 
personal pensions. If it only leads to a shift from traditional savings toward 
pension savings, this is not a real problem if the aim of a government is to lock 
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savings into long-term retirement savings, since it leads to an adequate future 
income for the taxpayer. With respect to the comparison to ordinary savings 
an annual taxation (at the level of the pension provider) on the accrued 
occupational or personal pension reserve might be acceptable. A reason for 
using tax incentives is to ensure that taxpayers will actually use the accrued 
retirement reserve for retirement provisions. If not, there are often tax 
consequences that lead to a taxpayer not using these reserves otherwise. 
Deferred taxation might lead to complex legislation and rather high costs. So 
this has to be kept in mind when using deferred taxation, but it is no reason to 
avoid deferred taxation.  
Tax-favoured savings for occupational and personal pensions tend to be used 
disproportionately by high earners and therefore matching contributions 
should be applied.  The result is that this leads to better retirement provisions 
for low earners. Tax deductions lead to mainly high earners using this system 
to their advantage. 
With respect to the emigration issue it is clear that a Member State has the 
option to arrange its retirement system in such a way that tax is collected in 
the end. A system with a more or less conditional tax-deductibility (or rather, 
merely postponement of taxation) is in line with EU-law and international 
law.  The same is possible with respect to matching contributions. In my view 
it is questionable whether this is the right solution, since it is likely that a 
taxpayer will face the possibility of double taxation. Nevertheless these 
possibilities may convince ‘pension-importing’ Member States to cooperate in 
a Multiple Tax Convention (or EU Directive) or adjusting the DTCs since a 
possible double taxation might restrain potential emigrants from actually 
emigrating. The alterations of the DTCs are to be preferred. 
 
Differences between occupational and personal pensions  
Occupational and personal pensions serve the same basic idea: giving a 
taxpayer the opportunity to arrange for an adequate pension. Therefore in my 
view there should not be major differences between occupational and personal 
pensions. 
Although occupational pensions are deferred salary they serve exactly the same 
purpose as personal pensions. So when tax incentives are given with respect to 
occupational pensions, more or less the same incentives should be given to 
personal pensions. Also in the payout phase the same rules should generally 
apply. 
 
Adequate pensions 
The extent to which personal pensions should be tax facilitated is arbitrary. 
Amongst other things this might depend on political ideas in a state. It is the 
Member State itself that sets the accepted level for old-age provisions. The 
basic idea must be that a taxpayer should be able to maintain his or her same 
standard of wellbeing after retirement. Social exclusion or the risk of poverty 
should be prevented. The tax legislation should enable taxpayers in achieving 
the goals. The tax facilities should not lead to excessive savings, since that 
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could be very expensive for a state (for example, because of differences in tax 
rates). For that reason an income cap for tax relief is quite acceptable. 
 
Defined benefit and defined contribution 
The shift from DB towards DC that took place in occupational pensions in 
general did not bring a change for the better for participants. With the shift 
from DB towards DC risks such as the conversion risk, interest risks, 
investment risks and longevity risks are transferred from provider or employer 
to the participants. These individuals are the people who are least qualified. 
Often, individuals are financially illiterate and unsophisticated, many even 
uninterested. Therefore the DB system is still to be preferred. But it is clear 
that DB systems are becoming more rare, for several reasons. Therefore, 
attention must focus on alternatives. A pure DC system is hardly a serious 
alternative. 
It may be possible to integrate the positives from both systems. The ideas 
behind Managed DC are to be welcomed. It uses DB qualities in a DC 
system. Taxpayers can understand this system and it is sustainable, meaning 
that actually taxpayers will believe in the system. Taxpayers are not asked to 
understand the technique of products and are not asked to make various 
investment choices. The product does this for them when taxpayers answer 
some easily understandable questions. Important will be that taxpayers can 
trust the providers of these systems and be sure that the proposed outcome will 
be there in the end. In practice there is not enough evidence that managed 
DC does have a desirable outcome. However, the basic assumptions are valid. 
Since DB has not and will not exist for personal pensions, extensive attention 
has to be paid to the fact that participants are to be helped in such a way that 
they can achieve the pension they expect. 
 
Simplicity 
Legislation on personal pensions often is complicated. Research in the four 
states shows that this is considered to be a problem. When legislation and 
therefore the products are simple, thresholds for taxpayers are much lower. 
Simplicity is necessary and possible.  Participants should understand the 
products in such a way that they understand their options. When the system is 
simple a taxpayer can take his own responsibility to arrange for an adequate 
pension. Evidence from Germany shows that a simple system reaches low and 
average earners. Also the UK is convinced that the old system was too difficult 
and simplicity will improve the system. 
Governments nowadays are well-informed about the financial situation 
(income, pension-level, etc.) of individuals and by making use of clever 
programmes governments should automatically be able to supply taxpayers 
with retirement possibilities.  A taxpayer only has to make a handful of choices 
in such a system. So the system will become simpler and more available for 
taxpayers in the long run. 
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Providers 
The recent history in several countries shows that the commercial market does 
not function properly with respect to personal pensions. It is remarkable to see 
that the experiences in all countries are very similar. Shifting from public 
pensions towards private pensions means that the open market obtains a 
considerable role in the pension system. In theory this should lead to good and 
well-priced products for citizens. The idea is generally that competition will  
bring down costs, but this appears not to be the case. Experiences in the 
different countries show that providers levy high and obscure costs. This 
means that in the end the financial result for participants is low. Primarily the 
focus of the providers is on the profitability of the financial product rather than 
the added value for a customer. 
So, in general, voluntary systems as described above lead to increased costs 
rather than mandatory systems.  Therefore it is incorrect to suppose that there 
is no governmental role within private pensions. On the contrary, since 
markets do not work perfectly it is even more necessary for governments to 
take responsibility, get involved, and play a significant role. An alternative 
would be a non-profit organisation as a provider. 
Another option could be legislation with respect to limiting fees, but this 
would pose the problem: at what level should one set the maximum fee? The 
level can be set too high and the maximum level can become the minimum 
fee, being the standard for providers. On the other hand, it can also be set too 
low, meaning that costs might not be covered. The result could even be that 
some providers would refuse to develop the product. 
A good example of an effective way to limit costs is the Swedish system with 
the PPM. This institute negotiates costs with providers and since providers 
have to use the PPM, PPM does have a serious influence on costs. Costs can 
also be reduced substantially through collective management or centralization. 
So, it is to be welcomed if also the state or a non-profit organisation, the 
National Personal Pensions Provider, were to supply a (state) annuity or personal 
pension fund. This idea has been discussed in several countries, but not really 
implemented.  A situation that would occur when introducing a state annuity 
fund is that this fund competes in the same market as life insurance companies. 
To some extent product standardization is forced and price comparison is 
facilitated. The government body or non-profit organisation could create a 
kind of default value and the market would be challenged to defeat it. 
If the government were to act as a provider, legislation should ensure that the 
accrued reserves can never be used for other means by the government. It is 
important that legislation should prevent this, because otherwise it might be 
possible for a government to use these reserves for their policy in the future. 
This is not in the best interest of the participants and therefore should to be 
avoided. 
 
Soft-compulsion 
Adequate pensions ought to be obtained by as many taxpayers as possible. If 
the state pension is too low taxpayers should be motivated to participate in 
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occupational or personal pensions. Taxpayers should be obliged to participate 
in occupational or personal pensions in such a situation. A system of automatic 
enrolment (soft-compulsion, thus with the choice to opt out) is to be 
preferred. Research shows that most taxpayers will use the occupational or 
personal pension. Opting out should be possible, since taxpayers may have 
other means for their old age that they might use. 
 
Pension tracking system 
Clear information and an understanding of the subject the individual is 
necessary. Financial literacy contributes considerably to making contributions 
for old age provisions by individuals. Especially education in the workplace has 
been proven to be successful. 
However, research shows that most participants are not interested in pensions 
and the information that is available to them. Therefore automatic enrolment 
in voluntary contracts, with a choice to opt out, is useful. It leads to a 
considerable increase of participants. So in case of a pension gap this is to be 
implemented. 
The possibilities of ICT are numerous. It is more easy nowadays to make 
calculations, taking into account already built up public and private pensions 
automatically. Furthermore income and other contributions can be taken into 
account as well. In fact it is possible for taxpayers to receive a personalised 
calculation by the tax authorities since these authorities already receive all 
kinds of information from employers, pension providers, etc. This information 
can also be gathered by a pension tracking system. 
Extant models in Sweden and the Netherlands show that it is possible to 
obtain a good pension tracking system. This proves that every Member State 
should have a pension tracking system. In this system the accrued old-age 
provision rights of individuals should be assimilated. Not only state pensions 
and occupational pensions should be part of this system, but also personal 
pensions. When achieving this, this tracking system can play a central role in 
communication with individual taxpayers. 
The pension tracking system can also play an important role in calculations 
with respect to the actual personal pension options of a taxpayer. 
 
Pay-out phase 
The idea of old-age provisions is to supply a pensioner with a lifelong income. 
For that matter annuities are to be preferred. A combination with a phased 
withdrawal can be possible. Furthermore, part of the accrued reserve (for 
example 25 per cent) might be obtained as a lump sum. This lump sum should 
be used for specific means such as mortgages or other debts, so that the net-
income will rise. If lump sums were to be used freely, one could question 
whether this should be tax-facilitated. 
However, it is not necessary for personal pensions to supply a beneficiary with 
a lifelong income. If there could be a model that supplies a participant with 
lifelong benefits in most cases, this could simplify the situation for participants 
as well as providers. First of all the pension age could be indexed and linked to 
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life expectancy. This is already happening in several states. Secondly 
regulations could dictate a minimum number of years for pension benefits to 
last (for example, 20 years after the pension age). Furthermore, it provides a 
level playing field between banks and insurance companies, since banks are 
unable to provide lifelong benefits, but will always give benefits if a specific 
date is set. 
One problem with annuities is that the actual level of the annuity-benefits 
depends on the actual situation the moment the accrued amount is transferred 
into periodical benefits. A taxpayer therefore is dependent on interest rates at 
the moment of retirement. Deferred annuities can solve this problem. 
Therefore, deferred indexed annuities are to be preferred with respect to 
private pensions. As shown, a beneficial alternative could be a programmed 
withdrawal combined with a deferred annuity, starting at a very old age. A 
good example of this is the Riester-Rente in Germany. 
However, in practice, deferred (indexed) annuities are unfamiliar products for 
providers. The problem providers have is that they are exposed fully to the 
risk of longevity and it seems hard to hedge this risk. Nevertheless there are 
already some examples to support the argument. So there might be a role for 
governments in issuing longevity-indexed bonds. 
It is questionable whether indexation should take place. People’s needs 
decrease in old age. The need for income might be high upon retirement, but 
gradually it decreases in the course of time because of the nature of this stage 
of life. Therefore less indexation could be acceptable as well as pension 
benefits that decrease gradually. 
 
No single perfect system 
Is there an ideal personal pension system? Is there a single best system? The 
answer must be ‘no’. But it is possible to create a personal pension model that 
could be implemented in (almost) any state, despite the history and specific 
values of that country. 
Although different systems are possible, there are essential elements that a good 
personal pension model should present or not present. The preferable system 
may be different in varying states, but basically the result should be the same. 
Both a system that takes the contributions as a starting-point and a system 
starting with the annual benefits can be good when devising personal pensions. 
It is clear that a perfect system that calculates benefits precisely does not exist. 
 
Neutral Personal Pensions Model 
In conclusion, I propose a model that could be applied in Member States: the 
Neutral Personal Pensions Model.  This integrated model should enable citizens 
to obtain an adequate, safe and sustainable pension. 
The Neutral Personal Pensions Model can be applied to most Member States. 
Essentially the system is simple. Within this Model each Member State must 
make some choices, for example regarding the level of the old-age provision 
or the extent of the tax relief (e.g. to keep the system financially sustainable). 
Each Member State has its own history and specific ideas and tax system and 
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this will lead to the fact that the outcome will not be the same in every state, 
yet the system remains rigid.  
 
 

 
 
In this system the following items will always be the same: 

- Deferred taxation (tax-relief and/or matching contributions); 
- Automatic calculations; 
- Automatic enrolment (soft-compulsion) in case of a pension gap; 
- Government or non-profit fund and banks, insurers, etc.; 
- Source state taxation; 
- (life-) long (indexed) benefits; 
- Partial lump-sum possible. 

 
In this Model the following phases can be distinguished. 
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1. Connection to pension tracking system 
All providers of retirement products should be connected to this tracking 
system. The providers deliver the accrued and achievable pension rights of an 
individual. The result is that in the pension tracking system all pensions of 
each participant are gathered. 
 

2. Calculations 
With these provisions calculations can be made to see whether there is a 
pension gap. Member States will have to design legislation for rules on pension 
gaps. This legislation has to match the ideas of an adequate pension in that 
Member State, so that participants can build up an old-age provision that 
corresponds with the assumptions and ideas of that Member State. An income-
cap may be part of this system. It may not lead to excessive savings. 
First the calculation has to convey the pension of a citizen at that moment and 
secondly it should become clear what an adequate pension should be at that 
time. The difference between those two calculations is the pension gap at that 
specific moment. The automatic enrolment will lead to an adequate pension. 
 

3. Automatic enrolment 
Information is supplied to the individual using data from the pension tracking 
system . Amongst other aspects, the pension gap and the tax-facilities of this 
individual are communicated.  
When receiving this information, the taxpayer then has three options: 

a. Do nothing: the information goes to the Neutral Personal Pensions 
Model Fund and a personal pension is arranged for this taxpayer. The 
taxpayer is enrolled automatically. 

b. Opt for another provider: the taxpayer communicates that he wishes 
to buy a personal pension from another provider. 

c. (Partial) opt out: the taxpayer either refrains from arranging a personal 
pension or would like to arrange a limited personal pension. 

 
In case of matching contributions these contributions are paid from the state 
directly to the Neutral Personal Pensions Model Fund (or alternative provider). 
The Neutral Personal Pensions Model Fund or other pension provider will collect 
the contribution from the participant. 
 

4. The personal pension 
The personal pension by the Neutral Personal Pensions Model Fund is a standard 
pension. During the build-up phase, a participant does not have to make 
investment choices. Similar to the Managed DC concept the participant is 
required to answer some questions to see what risks can be taken with his or 
her contributions. The Neutral Personal Pensions Model Fund refrains from any 
kind of extra supplementary option. It does not deviate from the standard 
pension. 
The commercial market (other providers) can offer items within the products 
that can make the personal pension more interesting to participants. 
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In the payout phase the NPP Fund supplies an indexed annuity. The 
indexation is stopped after a certain period of time. Instead of an annuity, also 
an indexed phased withdrawal for a minimum number of years is possible. The 
absolute minimum number of years should statistically mean that the 
instalments are for life. 
Finally, participants are free to receive a lump sum of maximum 25 per cent of 
the accrued capital. This lump sum should be used for some specific goals and 
thus not for free consumption. These specific goals are for example mortgage 
payments or other goals that lead to a higher net income after retirement.  
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Annex 
 
 
 
Annex 1 
 
Tax treatment of Occupational Pension Schemes in the EU 
 
Tax treatment of second and third pillar pension products with regard to income tax 
(status 2007)1252 
 
 Deductibility Saving phase   Taxation of benefits  

Country 

Product Tax incentive Minimum 
period 

Comments Taxable Comments 

Austria EET Occupational 

group 
insurance 
- employer 
Contri-bution 
 
 
- employee 
contribution 
 
 
....................... 
Insurance with 
provident 
purpose 
 

 
Employee: tax-
exempt 
Employer: 
business 
expense 
 
No, except the 
insurance 
applies to state-
backed 
pension provision 
........................... 
Employee: tax-
exempt 
Employer: 
business 
expense 
 

  
 
Up to max. 
10% 
of the wage or 
salary 
 
 
 
 
 
 
.………… 
Only for 
premiums 
up to €300  
per year 
and person 

 
 
 
Yes 
 
 
 
Yes, only with 25% of the 
benefits 
no, if a state-backed pension 
provision 
 
............................................. 
lump sum: tax free 
annuities: taxable once the 
benefit exceeds 
the value of the annuity 
 

 
Only annuity 
benefits possible 
(except a trifling 
sum) 
 
 
 
 
Lump sum up to a 
trifle is tax free 
 

Belgium 
EET 

Collective 
pension 
schemes in 
kind of 
life insurance 
or 
pension fund 
 
 
 
Individual 
pension 
schemes as life 
insurance 

 
Employer share: 
deductible 
Employee share: 
tax-relief 
 
 
 
 
 
Employer share: 
limited 
deductible 
Employee share: 
tax-relief 

 
 
Age 60 
 
 
 
 
 
 
 
Age 60 
 

  
 
 
 
Yes, for annuities 
 
 
Yes, for lump sum, but with 
a fixed rate 
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Denmark  
ETT 
 

Endowment 
insurance / 
Capital pension 
scheme 
 
Annuity 
insurance 

Premiums 
deductible up to 
40-100 DKK p.a. 
 
 
Premiums are 
fully 
deductible 

   
Yes, if premiums are 
deductible 
 
 
 
Yes, if premiums are 
deductible 

 
A yield tax of 15% 
is levied 
 
 
 
A yield tax of 15% 
is levied 

France  
EET 
 

 
Defined 
contribution 
contracts 
 

 
Yes 
 

  
Only annuity 
benefits and 
restriction 
regarding 
amount 
 
 
 
 
 
 
 
 

 
Yes, full, but there is a 
reduction of 10% 
and 20% 
 

 

Germany  
EET 

Direct 
insurance 
(employer-
sponsored 
life 
insurance) 
 
Pensions-kasse 
 
Pension fund 
 

Premiums tax-
free up to 
€4,320 €in 2007 
(2008: €4,344). 
 

As a rule, 
benefit payout 
not before 
minimum age 
59. 
 

Payout in the 
form 
of pension 
payment as a 
rule. 
 

Benefits fully taxable. 
Option of partial payout of 
capital up to 
30% of the capital available 
at the beginning of benefit 
payout; also fully taxable. 
 
Possibility of optional capital 
payment of 
the full capital available 
under a 
Pensionskasse or direct 
insurance (if agreed) at the 
beginning of pension 
payout; also fully taxable. 

(As a rule: lifelong 
pension) 

Greece  
TTE 
Note: 
This reply 
concerns 
strictly group 
insurance 
schemes 
subject to 3rd 
pillar. 
Greek 
legislation 
does not 
provide for 
any 
distinction as 
to whether 
such schemes 
belong to 
2nd and/ or 
3rd pillar only. 
 

 
Group life 
insurance 
(annuity and 
lump sum) 
 
 

Employers’ 
payments: 
deductible up to 
€1,500  
per employee. 
 
Employees’ 
contributions: 
deductible up to 
1€,200  
from family 
income (per 
couple). 
 

   
No, if policyholder and 
beneficiary not 
differentiated. 
 
Yes, if the beneficiary is not 
the 
policyholder. Taxation 
under the provisions of 
Inheritance and Donation 
Tax Code. 
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Hungary 
(T)EE / 
EEE ??? 
 

Compulsory 
pension 
funds 
 
 
…………… 
Voluntary 
pension 
funds 
 

30% of the 
payment 
deductible from 
tax 
 
……………….. 
Payment of 
employee: 
30% of the 
premiums, 
max. 100.000 
HUF/€400are 
deductible from 
tax 
Payment of 
employer: 
free from Social 
Security 
Tax (max. up to 
130% of 
the official 
minimal wage) 

Not accessible 
until 
pension age 
 
 
……… 
10 years 
(for >52 year 
old people 
until pension 
age) 
 

  
Benefits are tax free 
 
 
 
………………………… 
Benefits are tax free 
 

 

Ireland EET 
 

Pensions 
Products 
- individual 
and 
employer 
arrangements 
 

Full tax relief on 
contributions up 
to certain 
limits 

-  Funds roll-up free of tax. At 
retirement, a limited 
amount may be taken as a 
tax-free cash sum. The 
remainder is taxed as 
income. 

 

Italy  
ETT 
 

Individual 
pensions 
schemes: 
Pension life 
insurances 
complying 
with the 
following 
conditions: 
- Duration of 
at least 5 years 
- Benefits in 
form of 
annuity (for at 
least 50% of 
the capitalised 
amount) 
- beneficiaries 
qualifying as 
for retirement 
age 
 
 
 
 
Occupational 
pension 
schemes: 
Pension funds 
 

Premiums and/or 
contributions 
deductible 
from income up 
to €5,165  
per year 
 

5 years 
 

Benefits in 
form of 
annuities at the 
retirement age; 
a 
lump sum with 
50% of the 
capitalised 
amount is 
possible 
 

Annuity: 
liable to income tax with 
respect to the amount of 
deducted premiums and/or 
contributions; flat rate 
taxation of 15% relating to 
the payouts as from 
1/1/2007 onwards. 
 
A 0.3% extra relief is 
allowed for each 
membership year exceeding 
the 15th, until a 6% 
reduction is reached (the 
15% rate falls to 9% after 35 
years’ participation to the 
pension scheme). 
 
Transitional rules apply. 
 
Income from capital taxed 
by a substitute tax of 12.5 % 
upon the interest elements 
into the payments. 
 
 
 
 
 
 
Lump sum (max. 50%): 

 
Accumulation: 
Annual taxation of 
the 
accrued income by 
a special tax of 11%; 
paid by the insurer 
or by the pension 
fund (ETT system). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Accumulation: 
Annual taxation of 
the accrued income 
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Separate taxation by the 
average tax rate over the 
previous 5 tax periods; flat 
rate taxation of 15% relating 
to the payouts as from 
1/1/2007 onwards. 
 
A 0.3% extra relief is 
allowed for each 
membership year exceeding 
the 15th, until a 6% 
reduction is reached (the 
15% rate falls to 9% after 35 
years’ participation to the 
pension scheme). 
 
Transitional rules apply. 

by a special tax of 
11%; paid by the 
insurer or by the 
pension fund (ETT 
system). 
 

Luxem-
bourg 
EEE 
TEE 
 

Pension Funds 
and 
group life 
insurance 
Employee 
………… 
Employer 

 
 
 
 
yes 
……………….. 
no (20% tax) 

  
 
 
Up to €1,200  
 
……… 
 

 
 
 
No 
 
……………………… 
No 

 
 
 
 
1% contribution to 
social security 
 

Netherlands 
EET 
 

Annuity 
 

For contributions 
made by 
employer and by 
employee 
 

  Yes 
 

 

Portugal 
EET 
 

Pension fund 
- subscribed by 
the employer 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
…………… 
- subscribed by 
the 
employees 
 

- if there are 
acquired and 
individualized 
rights, and 
at least ⅔ of the 
benefits 
are paid in the 
form of life 
annuity (A) 
 
 
- otherwise 
(simple 
expectation): no 
taxation 
(B) 
 
 
 
 
 
 
 
 
 
………………. 
20% of the 
contributions 
invested each year 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
.……. 
After the age of 
55 and 5 
annual 
payments of the 
insurance 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
………….. 
€300-400, 
depending on 
insured’s age 
 

(A) like Private pension 
scheme 
 
(B) If the benefits are 
 
- Lump sum 
. the premiums paid are 
taxable like 
income from employee 
work (⅓ of this income are 
exempt, until €11,704,70) 
. the positive difference 
between the pension fund’s 
benefit and the total 
premiums paid (like Private 
pension scheme) 
- Annuities: like Private 
pension scheme 
(Before the transformation 
of capital into annuity the 
difference between benefit 
and total premiums paid is 
taxable) 
 
 
……………………………
. 
Like Private pension scheme 
PPR, PPR/E (see there) 
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Sweden 
ETT 
 

Annuity 
Insurance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
…………….. 
(Book-reserve 
schemes) 
(Pensions 
foundation) 

Premiums of 
maximum 35 
% of the 
employees 
wages (or 
€44,000) may be 
deducted 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
……………… 
Same as above 
 

No  
minimum 
period but 
certain other  
conditions 
for deductibility 
are applied. 
Annuity can 
not 
be paid out 
before the age 
of 55 and has to 
be paid out 
during at least 5 
years, it cannot 
be lent against, 
trans-ferred, 
disposed of etc. 
 

 Yes 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
…………………………. 
Yes 
 

- 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
…………………. 
- 

Switzerland 
EET 
 

Group life 
insurance 
 
Pension 
schemes 
from pension 
trusts 
 
Public and 
private staff 
pension 
Insurance 

Full deductibility 
of 
premiums and 
purchase 
payments 
 

 
Benefits in 
principle not 
before the age 
of 58 
 

 
Payments as 
annuity or 
lump 
sum possible 
 

 
Payments are fully taxable 
 

 
Benefits in the form 
of a lump sum are 
taxed at a reduced 
rate 
 

Spain  
EET 
 

Group Pension 
Plans 
(voluntary and 
private 
providential 
institutions) 
 
 
 
 
 
……………. 
Group life 
insurance 
policies 
 

Contributions 
deductible: in 
general €8,000 
per year 
Maximum limit 
of €24,250 
per year for 
participants 
aged 65 or older. 
 
 
……………….. 
Premiums are not 
deductible 
 

Payments not 
possible 
prior to 
retirement, 
with the 
exception of 
grave 
illness or long-
duration 
unemployment 
 

The employee 
always acquires 
pension rights 
 
 
 
 
 
 
 
 
………….. 
The employee 
may not 
acquire 
pension rights 
until 

Yes, payments are 
considered earned income / 
Lump-sum payments can 
receive a 40% reduction / 
Payments as annuity are 
fully taxable 
 
 
 
 
 
………………………….. 
Yes, payments are 
considered earned 
income / If premiums are 
not imputed to the 
employee, lump-sum 

Payments as 
annuity or lump 
sum 
possible 
 
 
 
 
 
 
 
………………….. 
Payments as 
annuity or lump 
sum possible 
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retirement 
(more 
common)  
 

payments can 
receive a 40% reduction / If 
premiums are imputed to 
the employee, lump-sum 
payments can receive a 
40%/75% reduction / 
Payments as annuity are 
fully taxable. 

United 
Kingdom 
EET 
 

Pension 
schemes 
after 5th April 
2006: 
- registered p.s. 
 
 
 
 
 
 
 
 
 
 
 
 
……………. 
- unregistered 
p.s. 
 

Contributions 
limited to 100% 
income attract tax 
relief at 
individual’s 
marginal rate; 
costs of premium 
are deductible 
expense of 
employer; 
tax relief at source 
of 22% for 
contributions up 
to £3,500 even 
where 
individual is a 
nontaxpayer 
………………... 
None; but 
contributions 
are also no longer 
taxed as 
income of the 
scheme member 

Pension saving 
not 
accessible until 
retirement 
age: minimum 
retirement 
age is 55 
 

 25% of value of pension 
allowed to be taken as a tax 
free lump sum 
 
Thereafter ongoing annual 
payments taxed as income 
 
 
 
 
 
 
 
 
 
 
 
…………………………… 
Lump sum death benefit 
payable after 5/4/06 and 
established pre 5/4/06 
protected from tax if 
employer contributions have 
already been taxed on the 
scheme member 
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Annex 2 
 
Tax treatment of Life insurance (third pillar) in the EU.  
 
Tax treatment of 2nd and 3rd pillar pension products with regard to income tax (status 
2007)1253 
 
    Lump sum  Annuity 

Country Deduction Minimum 
period (years) 

Comments Exempt 
from 
Tax 

Liable to tax  Liable to tax 

Austria  No, for 
capital 
insurance 
 
Yes, for 
annuity 
insurance 
 
 
.................... 
State-backed 
pension 
provision: 
 
No; state 
support in 
the 
form of 
premium (% 
and max. 
amount 
variable) 

 
 
 
 
 
 
 
 
 
...................... 
Min. up to 
statutory 
retirement age 
and duration ≥ 
10 years. 
 

Restriction regarding 
amount 
 
 
 
 
 
 
 
.................. 
Restriction regarding 
type and 
amount 

Yes 
 
 
 
 
 
 
 
 
................. 
 

Yes, single premiums and if 
duration < 10 years 
 
Yes, single premiums and if 
the duration in case of 
surrendering < 10 years 
 
 
 
............................... 
Yes, Difference between 
amount paid in and 
amount paid out is taxed at 
25% and the half of the 
state premium is to be pay 
back 
 

Yes, if benefit 
exceeds the cash 
value of the 
annuity 
 
 
 
 
 
......................... 
No, (if the 
premiums exceed 
the limit, the 
benefits are taxed 
as private annuities 
(taxable once the 
benefit exceeds 
the cash value of 
the annuity) 
 

Belgium  Yes, tax 
relief at a 
special rate 
 
 
..………….. 
No 
 

10 or to 
retirement age 
of 60 
 
 
……………….. 

Restriction regarding 
amount 
 

 
 
 
 
 
………….. 
yes, when 
duration 
effective > 8 
yrs. 

Yes, if the premiums 
entitle for the tax relief 
(without 
bonus sharing); 
 
……………………… 
otherwise with the interest 
included in the benefits 
(without bonus sharing) 

Yes, same as for 
lump sum 
 

Cyprus Yes - Restriction regarding 
amount 

Yes, because, 
tax deduction 
at source by 
life in-surer 
(tax rate and 
moment of 
deduction? 

 Yes, in line with 
an age-dependent 
percentage 
 

Denmark 
 

Yes 10 Annuity: unlimited 
Lump sum: limited up 
to DKK 

Yes, if 
premiums are 
not de-

Yes, if premiums are 
deductible 

Yes, to the full 
extent, since 
premiums are fully 
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40,100 
 

ductible deductible 
 

France  
 

No, for life 
insurance 
general 
 
 
 
 
 
 
 
 
 
……………. 
Yes, for 
pension 
contracts 
 

 
 
 
 
 
 
 
 
 
 
 
 
………………. 
Only annuity 
payments 
possible; no 
option for 
surrendering or 
maturity on 
retirement age 
 

Yes, but only for 
contracts taken 
out by or for disabled 
persons 
 
 
 
 
 
 
 
 
………………… 
Restriction regarding 
amount, 
depending on the 
kind of the 
contract (about salary 
/ non-salary / open 
to all) 

Yes, the 
returns from 
certain 
unitlinked 
contracts 
with a term 
> 8 years; 
benefit in the 
event of 
death 
 
 
………… 
 

Yes, difference between 
lump sum reimbursed and 
premiums paid in. 
Taxation in dependence on 
term of the contract (e.g. ≥ 
8 yrs. ≙7.5 %) or 
integration into income tax 
 
 
 
 
 
…………………………… 
 

Yes, in line with 
an age-dependent 
percentage 
 
 
 
 
 
 
 
 
 
………………….. 
Yes, full, but there 
is a reduction of 
10% and 20% 
 

Germany  
 
 
 
 
................. 
Yes, with 
state 
allowance 
Yes, to basic 
pension 
schemes 
 

 
 
 
 
 
...................... 
Annuity begins 
at a minimum 
of 
60 years 
 

 
 
 
 
 
.................. 
Certified products 
Only annuity benefits; 
amount is limited 

Yes, in the 
event of 
death 
 
 
................. 
-- 
-- 
 

Yes, with the difference 
between the lump sum and 
the premiums 
 
 
............................... 
-- 
-- 
 

Yes, in line with 
an age-dependent 
Percentage 
 
 
......................... 
Yes, to the full 
extent 
 
Yes, full with a 
personal allowance 
 

Greece Yes, for life 
insurance in 
general 
including 
annuities, 
endowment 
 

No 
 
 
 
 
 
 
23 years 
 

-Up to €1,200  from 
family income 
(per couple) 
 
-As for unit-linked 
products (single 
premiums) 20%of 
paid premiums 
max. €3,000 deducted 
from income 
 
(rule for 2005-2009) 

Yes, if 
policy-holder 
and 
Bene-ficiary 
not 
differentiated. 
 

Yes, if the beneficiary is 
other than the 
policyholder. 
 
 
Taxation under the 
provisions of Inheritance 
and Donation Tax Code. 
 

No, if 
policyholder and 
beneficiary not 
differentiated. 
 
Yes, if the 
beneficiary is 
other than the 
policyholder. 
Taxation under 
the 
provisions of 
Inheritance and 
Donation Tax 
Code. 
 

Hungary  
 

Yes 
  
 

10 
(up to retirement 
age for people 
>52 ) 

20% max. €400 
deducted from the 
income tax 
 
 

Yes No No 

Ireland  
 

No    - Yes, 23% withholding 
tax of the gain in time 

Yes, 23% 
withholding tax of 
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of payment 
 

the gain 
in time of 
payment 

Italy  
 

No, 
endowment 
insurance, 
unit/index 
linked 
 
Yes, death 
and disability 
contracts 
 
No, annuity 
insurance 
with 
provident 
purpose 
 
Yes, 
individual 
pension 
schemes 
 

 
 
 
 
 
 
 
 
5 

19% up to premiums 
of €1,291 deducted 
from income tax 
 
 
 
 
 
 
 
 
 
Deduction from the 
income up to €5,165  
Annuities at the 
retirement age; 
50% lump sum is 
possible 
 

 
 
Yes, in the 
event of 
death 
 
 
 
 
Yes 
 

Yes, 12.5% substitute tax 
on the difference between 
capital and premiums paid 
 
 
 
 
 
 
 
 
 
 
 
Yes, the lump sum 
respective the deducted 
premiums; flat rate taxation 
of 15% relating to the 
payouts as from 1/1/2007 
onwards. A 0.3% extra 
relief is allowed for each 
membership year 
exceeding the 15th, until a 
6% reduction is reached 
(the 15% rate falls to 9% 
after 35 years’ participation 
to the pension scheme) 
Transitional rules apply 
11,0% annual from the 
accrued income into 
the contract 

 

Yes, 12.5% 
substitute tax from 
the interest 
elements into the 
annuities and if 
the annuities are 
deferred annual 
from the accrued 
income into the 
contract 
 
 
Yes, annuities 
respective the 
Deducted 
premiums and 
with a 12.5% 
substitute tax from 
the 
interest elements 
into the annuities; 
flat rate taxation of 
15% relating to 
the payouts from 
1/1/2007 
onwards. 
 
A 0.3% extra relief 
is allowed for each 
membership year 
exceeding the 
15.th, until a 6% 
reduction is 
reached (the 15% 
rate falls to 9% 
after 35 years’ 
participation to 
the 
pension scheme) 
 
Transitional rules 
apply 
 
11.0% annual 
from the accrued 
income into the 
contract 
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Luxem-
bourg 
 

Yes 10 Restrictions regarding 
amount: 
general with €672; 
depending on age from 
€1,500 up to  
€3,200  

Yes Yes, for a buyback before 
10 
years or age < 60 years 
or if the premiums are 
deducted 
 

Yes, half 
 

Nether-
lands 
 

No, 
endowment 
insurance 
 
Yes, annuity 
insurance 
 

 Deductible up to €25,033; 
dependent from the first 
and second 
pillar 

Yes, the 
payment 
 

Yes, the accrued value is 
yearly taxed by 1.2 % 
 

Yes, if the 
premiums were 
Deducted or in 
the other case, 
the value of 
annuities is yearly 
taxed by 1.2%. 
 

Norway No, unit 
linked 
insurance 
 
No, 
endowment 
insurance 
 
No, annuity 
insurance 
 
Yes, 
Individual 
Pension 
Contract 
 
 
 
 
 
 
 
 

Retirement 
age (minimum 
64 
years) 
 

 Yes 
No 

No 
Yes, with the difference 
between 
the lump sum and the 
premiums paid 
 

Yes, annuities 
taxed as pension 
income 
 

Portugal  Yes 
(25% of the 
applied 
sums) 
 
 
 
 
……………. 
PPR / 
PPR/E: 
20% of the 
amounts 
invested 
each year 

After the age 
of 55 and 5 
annual 
payments of 
the insurance 
 

Only for contracts 
covering risk of death, 
disability or retirement: 
25% of the premiums 
deductible, limited to €59 
p.p. 
 
 
………… 
€300-400, depending 
from insured’s 
age 

No Yes, difference between 
insurance benefit and the 
premiums paid. 
Taxation dependent 
on duration 
(e.g. 28 yrs. ≙ 8 % 
 

Yes 
 

Sweden  
 

No (endow-
ment ins.) 
……..……. 
Yes (annuity 
insurance 
and 
individual 

No 
 
…………….. 
No 
 

 
 
…………. 
Certain restrictions applies, 
i.e. age of 
retirement 55 years 

No 
 
…………. 
(lump sum 
not allowed) 
 

- 
 
..………………………… 
- 
 

- 
 
………………… 
Yes 
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pension 
saving – IPS) 

Switzer-
land 
 

Yes  Restriction regarding 
amount 
 

Yes, when 
periodical 
contri-
butions 
 

Yes, for endowment 
insurance with single 
premiums, if duration < 5 
years and age < 60 
years 

Yes, generally 
40% of the 
annuity 
 

Spain  
 

No 
 
 
 
 
 
 
 
 
 
 
.................... 
Yes for 
guaranteed 
pension 
plans “PPA“ 
(from 2003) 
 

 
 
 
 
 
 
 
 
 
 
 
...................... 
Payments not 
possible prior to 
retirement, with 
the exception of 
grave illness or 
long-duration 
unemploy- 
ment / 
Payments as 
annuity (less 
common) or 
lump sum 
(more 
common) 
possible 

 
 
 
 
 
 
 
 
 
 
 
.................. 
Age-dependent deduction 
of €8,000 
(≤52 yrs) up to max. 
€24,250 (≥65 yrs) p.a. 
 

No 
 
 
 
 
 
 
 
 
 
 
.............. 
No 
 

Yes, difference between 
capital received and 
premiums paid, but with 
term-dependent 
deductions of up to 75% 
of the investment 
income 
 
 
 
 
............................... 
Yes, but reduction of 40% 
is 
granted if 2 years have 
passed since the first 
contribution 

Yes, to the full 
extent, with age 
dependent 
calculation of the 
yield 
 
 
 
 
 
 
......................... 
Yes, to the full 
extent 
 

United 
Kingdom 
 

See 2nd Pillar 
Pension 
Premiums 
into a 
registered 
pension 
scheme attract 
tax relief at 
marginal rates 
subject to 
limits 
Premiums 
into general 
life invest-
ment or 
annuity 
products not 
part of the 
registered 
pension 
scheme, no 
relief 

As with 2nd 
Pillar Pension 
Premiums paid 
into Pension 
saving are not 
accessible until 
minimum 
retirement age 
(55 years) 
 

As with 2nd pillar pension 
Tax relief on premiums is 
limited to value of 
premiums being 100% or 
less of annual taxable 
income or 
£3,200 whichever is 
higher. 
 

As with 2nd 
pillar 
pensions 
Lump sum 
of up to 
25% of the 
value of the 
individual’s 
pension 
scheme fund 
at 
retirement 
age can be 
taken as a 
lump sum – 
tax free 
 

As with 2nd pillar pensions 
Lump sum paid over 25% 
of 
value is subject to a tax 
charge 
 

As with 2nd pillar 
pensions 
Yes, annual 
benefits paid are 
taxed at the 
individual’s 
marginal income 
tax rate 
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Annex 3 
 
Coverage of private pension schemes by type of plan, 20101254 
 
Mandatory/Quasi-mandatory Voluntary 

Occupational Personal Total 
Australia  68.5  n.a.  19.9  19.9 
Austria  n.a.  12.3  25.7  . . 
Belgium  n.a.  42.3  . .  . . 
Canada1  n.a.  33.5  33.1  . . 
Chile 73.7 n.a. .. .. 
Czech Republic  n.a.  n.a.  61.2  61.2 
Denmark  ATP: 83.8 

QMO: 58.0 
 n.a.  23.6  23.6 

Estonia  67.1  n.a.  . .  . . 
Finland2  75.5  7.4  21.3  28.8 
France . n.a. 17.3 5.3 .. 
Germany  n.a.  22.5  36.9  47.1 
Greece n.a. 0.3 .. .. 
Hungary3  45.4  n.a.  18.9  18.9 
Iceland1  85.5  n.a.  42.0  42.0 
Ireland4  n.a.  31.0  12.0  41.3 
Israel 75.9 .. .. .. 
Italy  n.a. 7.6 6.2 13.3 
Japan  n.a. .. .. .. 
Korea  n.a.  14.6  36.5  . . 
Luxembourg  n.a.  3.3  . .  . . 
Mexico  57.7  1.6  n.a.  1.6 
Netherlands  88.0  n.a. 28.3 28.3 
New Zealand  n.a. 8.2  55.5  .. 
Norway  65.8  . .  22.0  . . 
Poland 54.8 1.3 .. .. 
Portugal  n.a.  3.1  5.6  . . 
Slovak Republic5  43.9  n.a.  . .  . . 
Slovenia  n.a.  . .  . .  38.3 
Spain6  n.a.  3.3  15.7  18.6 
Sweden4  PPS: ~100  

QMO: ~90 
n.a.  27.6  27.6 

Switzerland  70.1  n.a.  . .  . . 
Turkey7 0.9 0.2 4.2 .. 
UK n.a.  30.0  11.1  43.3 
USA  N.a. 41.6  22.0  47.1 

 
QMO = Quasi-mandatory occupational 
Coverage rates are provided with respect to the total working age population (i.e. 
individuals aged 15 to 64 years old) 
for all countries except Ireland and Sweden for which coverage rates are provided with 
respect to total employment. 
 
 
  

                                                                 
1254 OECD Pensions Outlook 2012, p. 105. 
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1. Data only represent individuals who contributed to a pension plan in 2010. 
2. The data for mandatory private pension plans refer to the statutory earnings-related 
pension system (e.g. TyEL plans). 
3. After the government decision to effectively close down the mandatory private pension 
system at the end of 2010, 
the vast majority of the members transferred their pension rights to the state’s PAYG 
pension system. At the end 
of September 2011, only 1.5% of the working age population was still in the mandatory 
private pension system. 
4. Coverage rates are expressed as a percentage of the employed population, not of the 
working age population. 
5. The data for mandatory private pension plans refer to both mandatory and voluntary 
personal plans as the split is not 
available. 
6. Data refer to 2005/06. 
7. Data for occupational voluntary plans do not include provident funds (VASA). 
Source: OECD, Global Pension Statistics, estimates and OECD calculations using survey data. 
1 2 http://dx.doi.org/10.1787/888932599044 
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Annex 4 
 
Managed DC1255 
 
  Managed DC 

What Happens Each Month 

 

    

    

  Step 1 

Managed DC runs a simulation for the fixed 

income portfolio on stochastic interest rate model 

and applies returns to the current balance and 

future conditions. Portfolio is allocated among 

maturity buckets yielding appropriate duration 

based on years until certain death. 

 

    

    

  Step 2 

Checks to see whether 96% of paths satisfy the 

minimum income target 

 

    

 

    

 If Yes: 

Check to see 

whether 96% of 

paths satisfy desired 

income goal 

 If No: 

Minimum is not achievable. The 

entire portfolio is placed in fixed 

income. 

    

 

 

   

If Yes: 

The entire portfolio is 

placed in fixed income 

since the desired income 

target is achieved (“fully 

de-risking strategy”). 

 If No: 

The fraction of the portfolio needed 

to satisfy the minimum income target 

is put in fixed income. The rest of the 

portfolio goes toward targeting the 

desired income target. 

 

 

  

                                                                 
1255 Dimensional, Managed DC: a Next-Generation Retirement Solution, presentation J. Snippe, 
March, 2012. 



PERSONAL PENSIONS IN THE EU: GUIDELINES FOR AN INTEGRATED MODEL 

361 

Annex 5 
 
Public and private pension benefits in the Netherlands1256 
 
YEAR INCOME TOTAL AMOUNT NUMBER OF BENEFITS 

2007 21 € 31,484,357,494  2637676 

2007 22 € 25,580,441,712  2730404 

2007 23 € 233,228,079  25653 

2008 21 € 33,855,892,694  2798058 

2008 22 € 27,021,611,607  2842067 

2008 23 € 220,890,924  21704 

2009 21 € 34,997,169,516  2949892 

2009 22 € 28,832,966,693  2912418 

2009 23 € 207,539,571  19320 

2010 21 € 36,785,553,178  3437310 

2010 22 € 29,860,901,493  2981537 

2010 23 € 196,186,920  17830 

2011 21 € 37,908,198,512  3334237 

2011 22 € 31,165,527,142  3116208 

2011 23 € 183,430,299  16755 

21 = occupational and personal pension 
22 = public pension 
23 = warpensions and orphan’s pensions 

 
 
 
  

                                                                 
1256 Obtained from the Dutch Ministery of Finance and the Tax Revenue. 
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Annex 6 
 
The Netherlands: public and private pension benefits to other states 
(2007)1257   
 

YEAR 
TOTAL 
AMOUNT 

NUMBER OF 
BENEFITS STATE (Dutch name) 

2007 € 55,235,166   13499 Canada 
2007 € 162,904,028   12469 Frankrijk 
2007 € 40,476,549   3730 Zwitserland 
2007 € 20,566,453   3145 Suriname 
2007 € 1,018,746   189 Tunesië 
2007 € 12,626,554   1766 Oostenrijk 
2007 € 373,466,556   62236 België 
2007 € 17,191,951   3710 Nieuw-Zeeland 
2007 € 23,146,605   3337 Zuid-Afrika 
2007 € 3,910,859   566 Denemarken 
2007 € 6,468,340   577 Hongarije 
2007 € 1,697,287   219 Chili 
2007 € 48,310,564   9996 Marokko 
2007 € 5,662,970   475 Filipijnen 
2007 € 1,520,372   133 Monaco 
2007 € 1,428,634   133 Colombia 
2007 € 2,159,512   150 Singapore 
2007 € 9,180,819   1378 Zweden 
2007 € 1,726,760   122 Cyprus 
2007 € 3,250,226   960 Kroatië 
2007 € 6,464,902   856 Aruba 
2007 € 645,331   214 Macedonië 
2007 € 1,023,591   240 Servië en Montenegro 
2007 € 1,452,565   234 Servië 
2007 € 3,715,690   278 Montenegro 
2007 € 1,278,337   175 Finland 
2007 € 9,478,216   1506 Griekenland 
2007 € 8,120,733   734 Ierland 
2007 € 9,056,001   920 Brazilië 
2007 € 874,639   117 Venezuela 
2007 € 87,643,168   18288 Verenigde Staten van Amerika 
2007 € 62,611,477   12902 Australië 
2007 € 4,338,674   677 Luxemburg 
2007 € 1,813,962   220 China 
2007 € 15,934,052   1742 Indonesië 
2007 € 4,635,900   644 Noorwegen 

                                                                 
1257 Obtained from the Dutch Ministery of Finance and the Tax Revenue. 
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2007 € 21,133,152   2367 Israël 
2007 € 201,766,964   41161 Spanje 
2007 € 62,110,822   9112 Groot-Brittannië 
2007 € 72,894,341   17286 Turkije 
2007 € 1,223,221   350 Joegoslavië 
2007 € 509,744   129 Canarische eilanden 
2007 € 1,961,130   611 Bosnië-Herzegovina 
2007 € 2,978,374   261 Tsjechië 
2007 € 258,845   105 Federale Republiek Joegoslavië 
2007 € 4,868,691   197 Malta 
2007 € 1,477,157   160 Mexico 
2007 € 31,275,453   3367 Nederlandse Antillen 
2007 € 2,536,491   212 Argentinië 
2007 € 3,664,072   179 Maleisië 
2007 € 4,550,563   583 Polen 
2007 € 903,925   205 Japan 
2007 € 18,568,356   1226 Thailand 
2007 € 27,876,842   6083 Italië 
2007 € 1,222,693   143 India 
2007 € 33,605,165   4779 Portugal 
2007 € 4,133,259   1143 Kaapverdië 
2007 € 203,519,496   37892 Duitsland 
2007 € 74,746,959   16162 Internationaal gebied 
2007 € 24,313,459 2593 Other states 
Total € 1,813,135,363   
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Annex 7 
 
The Netherlands: public and private pension benefits to other states 
(2011)1258   
 

YEAR 
TOTAL 
AMOUNT 

NUMBER OF 
BENEFITS STATE (Dutch name) 

2011 € 65.398.754   16587 Canada 
2011 € 206.029.745   16962 Frankrijk 
2011 € 51.704.077   5766 Zwitserland 
2011 € 25.186.967   4266 Suriname 
2011 € 1.769.099   361 Tunesië 
2011 € 17.540.798   2426 Oostenrijk 
2011 € 500.502.200   81502 België 
2011 € 20.716.657   4538 Nieuw-Zeeland 
2011 € 25.966.309   4020 Zuid-Afrika 
2011 € 5.493.256   834 Denemarken 
2011 € 8.473.149   838 Hongarije 
2011 € 2.324.266   317 Chili 
2011 € 66.133.316   13024 Marokko 
2011 € 7.600.989   672 Filipijnen 
2011 € 2.098.163   172 Monaco 
2011 € 1.889.780   181 Colombia 
2011 € 3.445.927   229 Singapore 
2011 € 14.254.261   2234 Zweden 
2011 € 2.176.606   160 Cyprus 
2011 € 615.973   116 Slovenië 
2011 € 4.857.603   1537 Kroatië 
2011 € 9.668.360   1562 Aruba 
2011 € 1.080.317   381 Macedonië 
2011 € 1.003.133   232 Servië en Montenegro 
2011 € 2.459.932   574 Servië 
2011 € 1.617.325   143 Montenegro 
2011 € 6.832.677   784 Montenegro 
2011 € 2.162.338   287 Finland 
2011 € 12.237.417   2205 Griekenland 
2011 € 10.079.214   1027 Ierland 
2011 € 10.172.707   1041 Brazilië 
2011 € 1.012.085   136 Venezuela 
2011 € 103.138.491   21526 Verenigde Staten van Amerika 
2011 € 68.467.005   15390 Australië 
2011 € 5.659.703   886 Luxemburg 
2011 € 3.542.404   325 China 

                                                                 
1258 Obtained from the Dutch Ministery of Finance and the Tax Revenue. 
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2011 € 18.308.388   1864 Indonesië 
2011 € 6.615.855   1149 Noorwegen 
2011 € 21.074.436   2399 Israël 
2011 € 249.251.988   54313 Spanje 
2011 € 74.653.764   11854 Groot-Brittannië 
2011 € 92.946.211   22237 Turkije 
2011 € 1.614.472   432 Joegoslavië 
2011 € 1.158.101   479 Canarische eilanden 
2011 € 2.654.917   875 Bosnië-Herzegovina 
2011 € 3.949.155   404 Tsjechië 
2011 € 373.043   107 Federale Republiek Joegoslavië 
2011 € 1.192.415   129 Kenya 
2011 € 6.041.844   286 Malta 
2011 € 1.774.159   212 Mexico 
2011 € 1.463.272   140 Costa Rica 
2011 € 40.047.966   5036 Nederlandse Antillen 
2011 € 1.038.431   133 Egypte 
2011 € 2.566.453   262 Argentinië 
2011 € 1.167.672   114 Bulgarije 
2011 € 5.727.042   280 Maleisië 
2011 € 1.299.282   127 Dominicaanse Republiek 
2011 € 6.197.709   1004 Polen 
2011 € 2.057.773   677 Japan 
2011 € 27.268.177   1827 Thailand 
2011 € 34.599.946   8088 Italië 
2011 € 1.496.676   193 India 
2011 € 1.206.726   135 Roemenië 
2011 € 41.754.915   6039 Portugal 
2011 € 1.793.496   139 Verenigde Arabische Emiraten 
2011 € 4.643.864   1287 Kaapverdië 
2011 € 274.935.625   50698 Duitsland 
2011 € 85.391.570   19033 Internationaal gebied 
2011 € 26,866,854 2818 Other states 
Total € 2.316.443.200   
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