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The PEPP: Pan-European Personal Pension Product

25. Juni 2020

Adopted by European Parliament in 2019

Standardized, portable, tax-qualified, funded personal pension (DC) product,
complementary to public pensions offered by regulated financial institutions (e.g. asset
managers, life insurers, banks)

Use of capital markets

= More investments into capital markets to meet the challenges of population aging and
low interest rates.

= Link long term savings to long term investments

Access for all 220 Million workers in the EU

= Open markets for all providers and all consumers

= Portability of pension rights for mobile workers across the EU

= Breakup fragmented markets for funded pension product in different countries



Regulatory Challenges 1: Taxation

»  Within the usual EET deferred taxation incentive system and if worker move between
different European countries, how much taxes must be paid to which country in case of
withdrawals ?

Example: Work for 20 years in Germany (max. marginal income tax 45%) + 20 years
in France (50%), retire and make withdrawals in Malta (35%).

»  PEPP should compromise national sub accounts
- High administrative burden for providers
- Complicated for consumers

»  Would a TEE taxation system better for the PEPP across all Member States ?
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Regulatory Challenges 2: Accumulations
Basic PEPP (= default investment option)

» Default options are of key importance. Should be a safe product using ....

= Guarantee of (at least) the contributions during accumulation phase
— Esp. problematic for asset managers (solvency requirements)
— In low interest rate environment guarantee costs very high!

Interest Rate Scenario
Investment horizon 0% 3%

Guarantee Costs Charged to Participant (% of contributions)

10 years 19% 11%
or 42 years 36% 10%

= Qther risk mitigation techniques (e.qg. life cycle funds / target date funds) “with the
objective to allow the PEPP saver to recoup the capital’
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Testing Default Investment Options using a Life Cycle Model
(German framework)
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Life cycle investing vs. with guarantee

Equity exposure:100-until-40, minus 2.5%-rule

Consumption with guarantee vs. life cycle IRA (in %)!
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Regulatory Challenges 3: Decumulations

v" Currently the PEPP regulation is silent about payouts:

»  No mandatory annuitization required
»  No regulations for drawdown plans

> No default payout option
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Thank you!
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Back up
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Life cycle investing vs. with guarantee
Traditional 100 minus age-rule
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Life cycle investing: Impact of the equity share

100-until-40, minus 2.5% rule vs. 100-age rule

Consumption for different

life cycle IRAs

(in %)!
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