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Executive summary

Pension systems in the EU fall under the responsibility of member states. The EU
only has a role to play on issues relating to cross-border mobility, consumer protection
and the internal market. In this regard, the EU sets minimum requirements for the
operation of institutions for occupational retirement provision (IORPs) and has created
a dedicated legal framework for a pan-European personal pension product. The EU
also takes action to enhance transparency on pension entitlements for citizens and on
the impact of pension-related developments in public finance. In addition, the issue of
pension sustainability forms part of macro-economic policy coordination in the EU.

Our audit aimed to assess whether the Commission and the European Insurance
and Occupational Pensions Authority (EIOPA) have been effective in strengthening the
role of IORPs and developing pan-European personal pension products. We chose this
audit topic due to the relevance of these pension schemes in contributing to adequate
retirement income for EU citizens in the future. The audit covered the period from
2016 to 2024. This allowed us to draw conclusions over the period, and to make
relevant recommendations to the Commission regarding the regulatory framework
and to EIOPA regarding appropriate supervisory measures. The report also contributes
to the current debate about the revision of the frameworks for both IORPs and the
pan-European personal pension product.

Overall, we conclude that the Commission’s and EIOPA’s actions, in view of the
level of responsibility accorded to them, have not been effective so farin
strengthening the role of occupational pensions provided by IORPs and establishing a
pan-European personal pension product.

Although the Commission’s actions created the conditions for an internal market
for IORPs, they did not achieve the objective of deepening this market and increasing
cross-border activity. Such activity remains minimal and concentrated in a few
member states, where occupational pensions were already traditionally rooted. This is
mostly due to factors that do not fall within the EU’s remit and are beyond the reach of
what legislative initiatives at EU level can currently achieve. However, cross-border
IORPs are also disadvantaged by the fact that the EU’s regulatory framework lays down
additional requirements for them compared to those operating only in their home
market. The pan-European personal pension product, meanwhile, has not proven to be
a viable retirement saving option for EU citizens compared to other products.



Although not yet deepened or operating across borders as expected, the IORP
market still serves 47 million members and beneficiaries and needs to be supervised
effectively. EIOPA’s efforts, however, have had limited effect in fostering convergence
of supervisory practices in relation to IORP across the EU, ensuring members of IORPs
are protected and providing more transparency in relation to IORPs. The uptake of
EIOPA initiatives by national authorities was low as the framework for IORPs lays down
only a basic set of binding requirements, which restricted the scope of supervisory
convergence efforts. EIOPA’s assessment of IORPs’ specific and systemic risks has
improved over time, though remains incomplete.

Tools to provide an overview of pensions, from the perspective of both individuals
and public finance, are still lacking in the EU. EIOPA has initiated a number of measures
which have improved access to information on IORPs, but members and beneficiaries
still do not enjoy full transparency regarding the performance of their funds. Finally,
both the Commission and EIOPA have taken first steps to improve citizens’ financial
literacy in relation to pensions and to promote pension savings and sustainability, but
the effect of these initiatives has remained limited.

We recommend that the Commission:

bring forward the completion date for its assessment of the reasons for the lack
of uptake of the pan-European personal pension product, and take appropriate
action;

strengthen the supervisory framework for IORPs; and

increase transparency of data on pensions by making progress on pension-
tracking systems and dashboards.

In relation to IORPs, we recommend that EIOPA:

review the effectiveness of its tools and prioritise those with the greatest impact
on supervisory convergence;

improve its assessment of the impact of systemic risks; and

improve transparency on costs and returns.



Introduction

Three pillars: state pensions, occupational pensions and other personal
pensions

In the EU, pension systems are the responsibility of individual member states. As
a result, the way each member state organises its pension system varies significantly,
depending on the social and labour laws of each country (see Annex I). The EU has the
power to make recommendations on pension systems as part of macro-economic co-

ordination.

Generally, pension systems in the EU are structured around three pillars. The first

pillar is mandatory. In some member states, also statutory funded pensions come

under this pillar. These are complemented to varying degrees by earnings-related

occupational pensions, as a second pillar, and other personal pensions as a third (see

Figure 1). The classification of individual pension schemes and the defining features of

the pillar structure may differ among member states.

Figure 1 — Types and main features of pension schemes in the EU

First pillar Second pillar Third pillar
State/statutory Occupational Other personal
pensions pensions pensions

® Basic income security, Supplements state Supplements state and
income replacement pensions occupational pensions

® Publicly funded Collective agreements or Personal savings and
(Pay-as-you-go) contracts life insurance policies

® Social security Employer and employee Contributions during
contributions contributions working years

® Government provided Managed by pension Provided by funds,

Eligibility-based
distribution

Source: ECA.

funds or insurers

insurers, institutions



The EU has regulatory powers in relation to cross-border mobility, consumer
protection, gender equality and the internal market. These powers are also relevant
for occupational pension scheme providers and markets, and for ensuring market
stability and protecting customers of other personal pension schemes.

Finally, the right of EU citizens to a pension commensurate with their
contributions and ensuring an adequate income to live in dignity in old age is
enshrined in the European Pillar of Social Rights®. In this regard, the EU can take action
to enhance transparency for citizens regarding their expected retirement income and
the impact of pension-related developments on public finance.

Pension schemes play an important role in social protection and
strengthening the EU’s capital markets

The multi-pillar approach?, introduced in the early 1990s by the World Bank, aims
to create a diversified pension system that meets the needs of citizens while taking
account of the demographic challenges resulting from an ageing population, and to
address the financial sustainability of these systems. It also aims to strengthen the EU’s
capital markets.

The European Parliament and the Commission, concerned about the adequacy
and fiscal sustainability of state pensions, have been encouraging member states to
implement occupational pensions, in both the public and the private sectors. At the
end of 2021, most people in the EU continue to rely, for their retirement, on state
pensions and social security systems.

State pension systems in many member states face challenges in ensuring long-
term financial sustainability and maintaining pension adequacy. In 2023, the income of
older people in the EU remained below 60 % of working-age income on average, with
significant differences among countries, and higher for men than women.

Figure 2 presents the “aggregate replacement ratio” (i.e. average initial pension
income versus employment income before retirement), by gender, for the EU and each
member state.

L Principle 15 of the 2017 European Pillar of Social Rights: the right to pensions that ensure

an adequate income to live in dignity in old age, both for workers and the self-employed.

2 The World Bank, Pension Systems and Reform Conceptual Framework, June 2008.


https://ec.europa.eu/social/main.jsp?catId=1606&langId=en
https://documents1.worldbank.org/curated/en/716871468156888545/pdf/461750NWP0Box334081B01PUBLIC10SP00824.pdf

Figure 2 — Aggregate replacement ratio for pensions (excluding other
social benefits) by gender (2023)
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https://ec.europa.eu/eurostat/databrowser/bookmark/3fb8c6a3-6ef8-4427-9f6f-c39c9cace6e4?lang=en
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Pension benefits for people aged 65-74, i.e. those in their early years of
retirement, amount on average to around three fifths of the work income of those
aged 50-59, i.e. those in their late working years?. In addition, according to
Commission data, older people (65+) are at higher risk of poverty than those aged 18-
64, especially in Central and Eastern European countries (see Annex Il).

The economic importance of non-state pension products managing employees’
long-term and pension savings differs significantly among member states. In two
member states, assets under management by occupational pension funds or other
personal pensions linked to employment exceed the country’s gross domestic product
(GDP): Denmark (198 %) and the Netherlands (147 %) (see Figure 3). In these member
states, occupational pensions are more substantial and tend to provide a larger portion
of retirement income compared to state pensions. For other member states, this share
was between 0.5 % (in Malta) and 92 % (in Sweden) of GDP.

3 Commission, The 2024 pension adequacy report — Current and future income adequacy in
old age in the EU, Volume |, p. 31 and 34.


https://ec.europa.eu/eurostat/statistics-explained/index.php?title=Glossary:At-risk-of-poverty_rate
https://data.europa.eu/doi/10.2767/909323
https://data.europa.eu/doi/10.2767/909323
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Figure 3 — Value of EU occupational pensions and personal pensions
linked to employment, relative to GDP and in absolute terms (as at end
of 2023)
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pensions linked to employment
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Occupational pensions

Occupational pensions or employer-sponsored schemes are retirement savings
plans set up by employers for the benefit of their employees. These pensions are a
form of deferred compensation, meaning they are earned during an employee’s
working years but paid out after they retire. Employees who pay into an occupational
pension scheme are referred to as “members” and become “beneficiaries” upon
retirement once they start receiving the benefits they have accumulated. Some
schemes are voluntary, while others are compulsory.

Occupational pension plans can be divided into two basic types, though hybrid
forms exist:

defined benefit schemes, in which employers promise a specific retirement
benefit amount, calculated using the length of employment under an employer
and the specified salary maintained; and

defined contribution schemes, in which the employee’s retirement benefits
depend on the contributions made and on investment performance (i.e. the
employee bears the investment risk).

In recent years across Europe, there has been a noticeable shift from schemes
with defined benefits towards schemes with defined contributions.

Pensions that are occupational in nature are subject to various legal frameworks.
They can be:

governed by national legislation,

fall under the specific EU framework for occupational pensions (the Institutions
for Occupational Retirement Provision Directive (IORP) Il Directive)?),

not be governed by any specific regulatory framework, or

4 Directive (EU) 2016/2341 of the European Parliament and of the Council of
14 December 2016 on the activities and supervision of institutions for occupational
retirement provision.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016L2341
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be only partially governed by EU law (an example being “direct commitments”,
where employers undertake to pay employees’ pensions directly when they
retire).

In addition, insurance undertakings, which are subject to prudential supervision
under the Solvency Il Directive®, play an important role as providers of occupational
pensions.

In 2003, the European Parliament and the Council adopted the first IORP
Directive®. The directive’s aim was to enable IORPs to operate across the EU and
European Economic Area (EEA) member states under the supervision of the national
competent authorities (NCAs) of their home country (i.e. their country of origin)
without the need for authorisation in another (i.e. a host) country. The directive
referred to the freedom, established by the Treaty on the Functioning of the European
Union (Articles 56 and 62), to provide services in other member states. It thus created
the framework for an internal market for IORPs.

The IORP Directive was conceived as a “minimum harmonisation” directive,
meaning that the EU would impose minimum standards while allowing member states
to maintain or introduce higher standards as long as these do not conflict with other
EU law. This is primarily the case in member states with developed IORP markets.

In 2014, the Commission proposed a revision of the IORP Directive’. This revision,
adopted in 2016, was intended to foster cross-border activity to deepen the internal
market for IORPs. The revision recognised that the way IORPs were organised and
regulated varied significantly among member states and that cross-border activity had
been limited by differences in national social and labour law. The facilitation of cross-
border activity was meant to help employers and employees, by centralising the
management of retirement benefits, and facilitate the movement of workers. The
revision had four specific objectives:

> Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009
on the taking-up and pursuit of the business of insurance and reinsurance (Solvency Il).

®  Directive 2003/41/EC of the European Parliament and of the Council of 3 June 2003 on the
activities and supervision of institutions for occupational retirement provision (IORP
Directive).

” Proposal for a Directive of the European Parliament and of the Council on the activities and
supervision of institutions for occupational retirement provision COM(2014) 167 final
2014/0091 (COD), 27.3.2014, points 1.1 and 3.2.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32009L0138
https://eur-lex.europa.eu/EN/legal-content/summary/1_managing-collective-retirement-schemes-occupational-pension-funds.html
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A52014PC0167
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A52014PC0167
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removing remaining prudential barriers for cross-border IORPs;

ensuring that supervisors have the necessary (enhanced) tools to supervise IORPs
effectively;

providing clear and relevant information to members and beneficiaries, thus
enhancing transparency; and

ensuring good governance and risk management.

Pan-European personal pension product

In July 2019, the European Parliament and the Council adopted the Commission
proposal for a Pan-European Personal Pension Product (PEPP) Regulation®. This
regulation, applicable since March 2022, establishes conditions for a voluntary
personal pension scheme that complements existing personal pension and saving
products. It provides an alternative for workers saving for retirement in the form of a
portable cross-border product (under the third pillar).

In particular, according to the Commission®, PEPPs would:
offer pension savers more choice,

allow PEPP providers to benefit from the single market and from facilitated cross-
border distribution, and

help channel savings towards capital markets and benefit investment and growth
in the EU.

& Regulation (EU) 2019/1238 of 20 June 2019 on a pan-European Personal Pension Product
(PEPP) (PEPP Regulation).

Commission’s press release: “Personal pensions: The pan-European personal pension
product (“PEPP”) applies as of today”, 22 March 2022.


https://eur-lex.europa.eu/eli/reg/2019/1238/oj
https://ec.europa.eu/commission/presscorner/api/files/document/print/en/ip_22_1941/IP_22_1941_EN.pdf
https://ec.europa.eu/commission/presscorner/api/files/document/print/en/ip_22_1941/IP_22_1941_EN.pdf
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Roles and responsibilities in occupational and private pensions
in the EU

20 The regulation of occupational pensions involves various actors, including the
Commission, the EU co-legislators (i.e. the European Parliament and the Council) and
the European Insurance and Occupational Pensions Authority (EIOPA), as well as

member states and their respective NCAs. They work together to ensure a harmonised

regulatory framework within the EU and to promote the internal market for

occupational pensions (see Figure 4).

Figure 4 — Responsibilities of the main EU and national actors in the area

of occupational pensions
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The Commission, through its Directorate-General for Financial Stability, Financial
Services and Capital Markets Union, is in charge of designing and implementing EU
legislation and policies for the financial sector, including pension funds operating
within the EU, as part of its efforts to improve the functioning of the internal market.
In addition, the Commission’s Directorate-General for Employment, Social Affairs and
Inclusion promotes employment, social affairs and social inclusion, including policies
related to pensions, while the Directorate-General for Economic and Financial Affairs is
responsible for economic policy coordination, including support in implementing
pension reforms.

Moreover, since 2011, EIOPA' has been responsible for the consistent
application of EU law and ensuring effective and consistent supervision of IORPs in the
EU, protecting IORP members and beneficiaries and, together with the European
Systemic Risk Board, monitoring risks to financial stability. EIOPA also provides advice
and expertise to the Commission and maintains registers of IORP and PEPP providers.

The issue of pension sustainability falls primarily within the competence of
member states, while the EU plays a role in the area of macro-economic policy
coordination'?, which is conducted through the European Semester. The Commission
monitors this aspect and makes recommendations to member states to address
challenges such as aging population, financial sustainability and pension adequacy. In
addition, some member states decided to include pension reforms in their recovery
and resilience plans following the COVID-19 pandemic.

Moreover, as part of broader efforts to enhance accessibility and transparency in
the pensions market, the Commission included several pension-related actions in its
flagship initiative, the capital markets union (CMU)*?. In addition to the IORP Il review
and the PEPP Regulation, the Commission’s CMU action plans included actions to
identify the relevant data and methodology for developing pension dashboards and to
develop best practices for the set-up of pension tracking systems (PTSs). These were
intended to give citizens greater transparency regarding their expected retirement

10 Regulation (EU) No 1094/2010 of the European Parliament and of the Council of 24
November 2010 establishing a European Supervisory Authority (European Insurance and

Occupational Pensions Authority) (EIOPA Regulation).

1 Articles 153, 121 and 148 of the Treaty on the Functioning of the European Union.

2 European Commission: Action plan on building a capital markets union, 30 September

2015; Mid-term review of the CMU action plan, 8 June 2017; A capital markets union for
people and businesses - new action plan, September 2020.


https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32010R1094
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52015DC0468
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52017DC0292
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:52020DC0590#:%7E:text=The%20CMU%20is%20the%20EU's,of%20where%20they%20are%20located.
https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:52020DC0590#:%7E:text=The%20CMU%20is%20the%20EU's,of%20where%20they%20are%20located.

income in order to attract their interest, encourage voluntary pension savings and,
ultimately, induce political action. Finally, the Commission and EIOPA have launched
several initiatives to increase EU citizens’ financial literacy on pensions.

17
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Audit scope and approach

We assessed the effectiveness of the Commission’s and EIOPA’s actions in
strengthening the role of institutions for occupational retirement provision (IORPs) in
national pension systems and in developing a pan-European personal pension product
(PEPP). We examined whether:

(1) the Commission’s actions have achieved their objective of creating and deepening
a properly functioning internal market for occupational pensions and PEPPs, and,
in particular, increased cross-border activity;

(2) the Commission has created an appropriate supervisory framework and EIOPA
has ensured appropriate supervision and assessment of specific and systemic risks
in the occupational pension sector; and

(3) the Commission’s and EIOPA’s actions have improved transparency in relation to
occupational and other pensions and promoted pension savings and sustainability
in general.

The audit covers EU legislative and policy initiatives in the period from 2016 to
2024, while we also considered relevant documents preceding these. In terms of legal
acts, we focused on the IORP Il Directive, the regulatory framework for IORPs, and the
PEPP Regulation. The Solvency Il Directive, the regulatory framework for insurance
companies, was outside the scope of this audit because it does not lay down specific
requirements for occupational pensions.

As regards the Commission, we focused on its role in law-making and the sound
application of EU law by member state authorities, and on the achievement of its
objectives in the area of occupational pensions and PEPPs. For EIOPA, we focused on
its efforts to promote better supervision and convergence of supervisory processes
and standards, to protect IORP members and beneficiaries and to contribute to
financial stability in the sector. We interviewed staff from the Commission and EIOPA
and examined relevant documentation.

In addition, we carried out a survey of NCAs in all 27 member states to obtain
their views on the appropriateness and performance of the Commission’s and EIOPA’s
actions within the audit scope. All 27 NCAs responded to our survey. We also
interviewed representatives of six NCAs (Belgium, Germany, Italy, the Netherlands,
Romania and Slovakia), which we selected based on the size (encompassing both
countries with large IORP markets and those with no market at all). Moreover, we met
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relevant associations of pension funds and consumers and several IORPs and asset
management providers, both in the selected member states and at EU level. Finally,
we analysed EIOPA’s 2022 stress test with support from recognised experts in this
area.

Our audit criteria derive from applicable EU law (in particular, the IORP Il
Directive, the PEPP Regulation and the EIOPA Regulation) and the Commission’s better
regulation principles.

This audit forms part of a series of ECA audits on the internal market in financial
services and the supervision of the financial sector. We chose this audit topic due to
the relevance of occupational and other personal pension schemes in ensuring that
pension systems in EU member states can continue providing adequate income to
citizens once retired and due to the role attributed to pre-funded pensions in the
development of capital markets. Our audit findings contribute to the Commission’s
IORP Il Directive’s review (initially due in January 2023*%) and the forthcoming PEPP
evaluation planned for March 2027

13 Article 62(1) of the IORP Il Directive.

14 Article 73(1) of the PEPP Regulation.


https://commission.europa.eu/document/download/d0bbd77f-bee5-4ee5-b5c4-6110c7605476_en?filename=swd2021_305_en.pdf
https://commission.europa.eu/document/download/d0bbd77f-bee5-4ee5-b5c4-6110c7605476_en?filename=swd2021_305_en.pdf
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Observations

We assessed whether the revision of the IORP Directive in 2016 (the IORP Il
Directive) and the adoption of the PEPP Regulation in 2019 have deepened the internal
market for the respective schemes and products. The two legislative initiatives were
aimed, among other things, at increasing cross-border activity in relation to
occupational pensions and creating alternative portable private pension products. In
this context, we examined whether this legislation had been effective in removing
obstacles to cross-border activity.

The IORP sector is concentrated in a few countries

In total, the IORP sector in the EU is estimated to have around €2.8 trillion in
assets under management, serving around 47 million members and beneficiaries (see
Figure 5).


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32016L2341
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32016L2341
https://eur-lex.europa.eu/eli/reg/2019/1238/oj
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Figure 5 — Occupational pensions sector falling under IORP Il Directive in
EU countries (2023)
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IORPs play a particularly important role in the Netherlands (around 60 % of all EU
assets under management) and — to lesser extent — in several other countries (France,
Germany, Ireland, Italy, and Sweden). However, they are not important in most other
EU countries and in some cases do not exist (Czechia, Estonia, Hungary, Lithuania and
Romania). There are two main reasons for this:

The structure of the pension system in each country: For example, Dutch state
pensions provide all residents with a basic income, while mandatory occupational
pensions form a major part of employees’ retirement income. In other countries,
state pensions are more substantial, with occupational pensions — compulsory or
otherwise — providing additional income.

The structure of the market (i.e. the way it is divided among different types of
providers in each country): For example, in Belgium IORPs account for 20 % of
occupational pensions in the domestic market, whereas 80 % are provided by
insurance undertakings. In Germany, roughly 25 % of the market is made up of
IORPs, while the rest comprises life insurance products (supervised under the
Solvency Il Directive), direct pension commitments by employers and public
providers of supplementary pensions. Therefore, the importance of the pension
schemes falling under the IORP Il Directive varies significantly among member
states in terms of their contribution to ensuring adequate income for pensioners.

Neither the IORP Il Directive nor the PEPP Regulation yielded tangible
results

The freedom to provide services ensures that financial institutions can operate
and offer pension products on a cross-border basis. Once an IORPs or any other
financial services firm is authorised in one EU or EEA country, it can provide its services
throughout the EEA, or open branches in other countries, after notifying its home
supervisor. These operational arrangements, laid down in EU legal acts as proposed by
the Commission, are intended to facilitate the cross-border provision of financial
products. We examined how cross-border provision by IORPs had evolved recent years
and whether the PEPP was marketed effectively.

Since 2010, the number of cross-border IORPs has first stagnated and then fallen
substantially, primarily due to the UK’s withdrawal from the EU™". At the end of 2023,
only 28 IORPs operated across borders in the EU and the EEA (see Figure 6). This
represents a small portion (0.2 % of members and 0.4 % of total assets) of all IORPs in

5 EIOPA, Technical advice for the review of the IORP Il Directive, 28 September 2023, p. 89.


https://www.eiopa.europa.eu/document/download/7d70ed01-2505-4989-913d-0516709ce70e_en?filename=EIOPA-BoS-23-341-Advice_IORPII_review.pdf

the EEA. Most of these cross-border IORPs are concentrated in only a few countries,
mainly Belgium, and are mostly multinational companies providing occupational
pensions to their employees across Europe®. Therefore, expectations regarding the
scale of the internal market for IORPs have so far not been met; nor has it enabled

member states with smaller populations to benefit from schemes offered by larger
providers based in other member states.

6 EIOPA, Cross-border IORPs, 27 November 2023, p. 3.
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https://www.eiopa.europa.eu/document/download/2e07c72d-2e51-4ef2-a242-eea2bb81cd31_en?filename=Report%20on%20cross-border%20IORPs%202023.pdf
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Figure 6 — Cross-border IORPs (2023)
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Source: ECA, based on EIOPA.

36 While the number of cross-border IORPs has not increased, existing ones have

expanded their activities. For example, one IORP based in Latvia was allowed to

operate across the Baltics, offering a product that is not available from domestic
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providers in the other Baltic member states. However, according to EIOPA, this trend
observed in previous years has stopped.

37 As regards products under the PEPP Regulation, the Commission initially
estimated this market’s potential value at €0.7 trillion over the 2020-2030 period®’.
However, in 2025, 3 years after the regulation became applicable, there is only one
PEPP on the market (offered in the home country and three countries in the region).
Uptake has been extremely low so far, with fewer than 5 000 savers in all four
countries and less than €12 million in assets under management (see Figure 7), and
the sole provider has a negligible share of 0.1 % in its home market (Slovakia).

Figure 7 — Data on the only PEPP provider in the EU (as of 2023)

Total Total
€11.5 million 4747

Slovak home

market @ Czechia
€3.8 billion ® Slovakia
® Poland
@ Croatia

Assets under Number
management of savers

Source: ECA, based on National Bank of Slovakia.

7 Impact Assessment, Commission Staff Working Document SWD (2017) 243 final, 29.6.2017,
Annex 4, section A.


https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52017SC0243&qid=1720515656166
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EU regulatory action alone cannot create a level playing field for cross-
border IORPs and PEPPs

Differences in social and labour laws make cross-border IORPs more costly to
operate

Given that EU law is meant to facilitate the cross-border provision of financial
products, we examined why this had happened only to a limited extent. The key factor
limiting cross-border IORPs is differences in applicable national social and labour laws,
as also recognised in EU legislation'®. The need to comply with different sets of social
and labour laws increases the costs, complexity, and operational risks of managing
cross-border IORPs. This makes cross-border IORPs more costly and hence less
profitable to operate. This fundamental problem cannot be solved by the EU legislation
on occupational pensions, as the EU’s competence in the area of social and labour laws
is limited under the Treaty on the Functioning of the European Union™®.

In essence, this means that cross-border IORPs can at best play a role in a specific
subset of the market. For example, there may be an economic case for setting up or
merging existing IORPs into a cross-border IORP for multinationals who want to have a
single pension fund or for multi-employer schemes.

The Commission did not provide evidence that excessively burdensome procedures
are a reason for cross-border IORPs’ difficulties

While reviewing the IORP Directive, the Commission intended to amend the
procedures for cross-border IORPs to increase cross-border activity. These include the
home-host notification procedure for IORPs to inform the home and host regulators of
their intention to operate in another member state. In its proposal, the Commission
assessed the procedures as excessively burdensome and found the definitions of some
terms relating to cross-border activity to be unclear and open to interpretation.

However, the Commission did not provide evidence that the existing procedures
as stipulated in the directive were excessively burdensome. Based on our analysis, we
consider that they were and remain largely consistent with the corresponding
procedures laid down in EU regulations for other financial sectors. Our assessment
further showed that the lack of cross-border activity was not caused by the cross-
border procedures themselves but related to the applicable social and labour law (see
paragraph 45). This was confirmed by the responses given by most NCAs to a recent

8 Recitals 13 and 16 to the IORP Il Directive.

19 Articles 148, 149 and 153 of the Treaty on the Functioning of the European Union.
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EIOPA survey’’. Moreover, when analysing the Commission’s legislative proposal for
the 2016 revision of the IORP Directive, we found that only minor changes to the
relevant provisions were proposed.

Additional supervisory requirements did and continue to apply to cross-border IORPs

With the revision of the IORP Directive, the Commission also intended to clarify
the boundaries of NCAs’ supervisory responsibilities’’. However, at the end of the
legislative process, the directive allocated to home NCAs tasks that are outside their
regular prudential remit. We found two specific situations where this revision led to
additional problems:

Firstly, the IORP Il Directive made the home NCA responsible for ensuring IORPs
comply with social and labour law in the host country where they intend to
operate??. Thus, the revision has resulted in an additional regulatory burden for
cross-border IORPs.

Secondly, the directive introduced requirements for cross-border transfers of
pension schemes, i.e. when one IORP assigns all or part of its assets and liabilities
to another IORP. This was meant to clarify and simplify the transfer process but
did not have the intended impact.

Another issue that the Commission sought to address was legal barriers in the
form of specific higher prudential requirements that apply only to cross-border IORPs.
We found that these requirements in the IORP |l Directive itself persisted, and that the
revision had not addressed them or had done so partially (see Table 1).

20 EIOPA, Technical advice for the review of the IORP Il Directive, 28 September 2023,
chapter 3.

21 Recital 70 of the IORP Il Directive.

22 Article 11(10) of the IORP Il Directive.


https://www.eiopa.europa.eu/document/download/7d70ed01-2505-4989-913d-0516709ce70e_en?filename=EIOPA-BoS-23-341-Advice_IORPII_review.pdf
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Table 1 — Discriminatory prudential requirements for cross-border IORPs

Additional
funding
requirements
for IORPs set up
in another
member state

Possibility of
requiring the
appointment of
a depositary in
the host
member state

Source: ECA.

Article 14(3)
on the
funding of
technical
provisions

Article 33(1)
on the
appointment
of a
depositary

The directive requires IORPs’ cross-border activities to
be fully funded at all times; there is no equivalent for
domestic IORPs.

This discriminatory requirement in the IORP Directive
was not removed.

The directive allows host member state authorities to
require the appointment of a depositary in that
member state.

The power to require the appointment of a depositary
is a prudential requirement and, as such, should lie
solely with the home supervisor. Such a requirement
restricts the basic freedoms of both the IORP and
depositary institutions.

A lack of tax incentives and a regulatory cap on fees reduce the attractiveness of the
pan-European personal pension product

As regards PEPPs, NCAs and industry representatives confirmed that there is only
limited interest in such products. This is due to two main issues that are beyond the
Commission’s control:

firstly, member states do not provide a harmonised set of tax incentives for such

products, or they already provide tax incentives for national retirement products
which compete with the PEPP. While tax deductibility is not a pre-condition for a

private pension product, it is often a key factor that can make such products more
attractive to customers; and

secondly, the PEPP Regulation introduced an annual cap of 1 % on cost and fees,
as proposed by the Parliament and the Council, which does not exist for other
financial products. Consequently, there are few incentives for financial

institutions to offer such a product.

In addition, potential customers have access to alternative products.
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The Commission did not sufficiently demonstrate that its legislative
initiatives would have desired impact

As part of its “better regulation” agenda, the Commission evaluates laws, policies
and spending to determine their impact on people and businesses in the EU. An
independent body within the Commission, the Regulatory Scrutiny Board, provides
guality assurance and makes recommendations. Our analysis of the Commission’s
impact assessments underlying the IORP |l Directive and the PEPP Regulation showed
that the better regulation principles were not always fully complied with.

As regards the IORP Il Directive, we consider that the Commission did not
demonstrate the need for a revision of the procedures for cross-border activity. Our
analysis shows that the Commission had no evidence that home-host notification
procedures had impeded cross-border activity (see paragraph 41). Accordingly, it did
not demonstrate that the proposed amendments would contribute to the desired
outcomes.

We also found that the Commission’s own Impact Assessment Board (IAB), the
Regulatory Scrutiny Board’s predecessor, had rejected the impact assessment for the
IORP Il Directive twice for similar reasons. The IAB criticised the lack of evidence of the
stated problems and of any explanation of how the planned measures would be
effective.

The IAB also pointed to the lack of performance indicators or benchmarks for
measuring progress in implementing Commission’s policies, that our audit confirmed.
In addition, the deadline for the required ex post evaluation of the IORP Il Directive
was missed by more than 2 years, due to its significantly delayed transposition (see
paragraph 56). As a result, the Commission cannot show the extent to which the
revision was successful or explain what went wrong.

Similarly, for the PEPP Regulation, our analysis of the Commission’s impact
assessment?® showed that there was no convincing explanation of why the PEPP
Regulation would address the problems identified. In particular, the Commission:

did not demonstrate that the introduction of the PEPP would address the reasons
for the very limited demand for cross-border pension products;

3 Impact assessment, Commission staff working document SWD (2017) 243 final, 29.6.2017,
in particular sections 2.3.2., 2.4. and 4.2.7.


https://www.europarl.europa.eu/RegData/etudes/BRIE/2015/528809/EPRS_BRI(2015)528809_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52017SC0243&qid=1720515656166
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highlighted that it was not possible to ensure that the PEPP would benefit from
tax advantages across the EU, resulting in a lack of competitiveness; and

had no reliable empirical basis for its estimate of the uptake of PEPPs (see
paragraph 37).

The Regulatory Scrutiny Board had highlighted many of these weaknesses of the
impact assessment and had rejected a first draft. It accepted the revised impact
assessment only subject to conditions, including better explanations on what would
make the PEPP more attractive than national products?*. However, the amendments
made by the Commission did not sufficiently address the lack of justification.

Since the IORP Il revision is upcoming and the evaluation of the PEPP Regulation
is planned for March 2027, the Commission will have an opportunity to critically assess
again the merits and the potential impact of a legislative initiative in this field.

With the IORP Il Directive, the Commission aimed to ensure, among other things,
appropriate supervision, good governance and risk management of IORPs (see
paragraph 17). We assessed whether the Commission had created an effective
regulatory framework for the supervision of IORPs and whether EIOPA had been
effective in supporting NCAs’ supervisory activities, enhancing supervisory
convergence across the internal market, and identifying and measuring systemic risks
in the IORP sector.

Supervisory standards vary across the EU

The IORP Il Directive specifies two main objectives of prudential supervision:
(i) protecting the rights of scheme members and (ii) ensuring the stability and
soundness of the IORPs?°. Effective supervisory standards require both a robust
legislative framework and strong implementation practices.

24 Regulatory Scrutiny Board, Opinion on Impact Assessment / Pan-European Personal
Pension Product- SEC(2017)316, 22.05.2017, section B.

%5 Article 45 of the IORP Il Directive.


https://eur-lex.europa.eu/resource.html?uri=cellar:3bc6f98d-993d-11e7-b92d-01aa75ed71a1.0001.01/DOC_1&format=PDF
https://eur-lex.europa.eu/resource.html?uri=cellar:3bc6f98d-993d-11e7-b92d-01aa75ed71a1.0001.01/DOC_1&format=PDF
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We identified four areas where the current supervisory framework remains weak
or where insufficient progress has been made in its implementation:

— the transition from rules-based to risk-based and forward-looking supervision;

— the ongoing shift from defined benefit to defined contribution pension schemes
(see paragraph 12);

— alack of regular supervisory reporting in some member states; and
— therisk of regulatory arbitrage.

Minimum harmonisation and differing implementation of the IORP Il Directive across
the EU diminish the effectiveness and impact of risk-based supervision

The IORP Il Directive strengthened prudential supervision by requiring NCAs to
adopt a risk-based and forward-looking approach. It also established specific
governance and transparency requirements for IORPs, emphasising effective
management standards within pension schemes, including operational risk
management. Additionally, IORPs must conduct their own risk assessment and regular
risk evaluations and report the results to NCAs. Furthermore, the directive extended
NCAs’ supervisory powers to cover these new requirements.

However, the current state of the supervisory framework in various member
states depends on the implementation status of the IORP Il Directive, which
17 member states were late to transpose. Between 2021 and 2023, the Commission
started infringement procedures against these member states, which were closed
following its preliminary assessment of the completeness of their transpositions. The
Commission has not yet finished its checks on whether the member states have
transposed the directive correctly.

Moreover, according to EIOPA, at the end of 2022 some NCAs were at an early
stage in implementing risk-based supervision or transitioning to a risk-based
approach?®. This situation can be attributed to several factors, including the complexity
of developing and integrating risk-based frameworks, the need for specialised training
and resources, and the varying levels of readiness among member states, as well as
differences in the supervisory culture. Several weaknesses identified in the peer review

% Follow-up report on peer review on supervisory practices with respect to the application of
the prudent person rule for IORPs, 8 December 2023, p. 14.


https://www.eiopa.europa.eu/document/download/beeb9071-17ed-4ef0-8940-80926c10eec0_en?filename=Follow-up%20report%20on%20peer%20review%20on%20supervisory%20practices%20IORP%20PPP.pdf
https://www.eiopa.europa.eu/document/download/beeb9071-17ed-4ef0-8940-80926c10eec0_en?filename=Follow-up%20report%20on%20peer%20review%20on%20supervisory%20practices%20IORP%20PPP.pdf
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on the application of the “prudent person rule”?’ for IORPs??, including variations in
supervisory practices among member states, governance gaps, and the need for better
supervisory tools, had not yet been remedied by the time of the follow-up report.

According to EIOPA, most NCAs considered the various governance and
prudential requirements in the IORP Il Directive to be adequate, or adequate as an EU
minimum. Several NCAs also stressed in our survey and interviews that the flexibility to
go beyond the minimum standards set by the directive is a key aspect of their
regulatory approach. The member states supplemented the governance and
prudential standards to varying degrees.

With its “minimum harmonisation” approach, the IORP Il Directive poses
challenges to the effectiveness of EU intervention, as the differing implementation
among member states can result in varied supervision and enforcement. During our
audit, for example, we noted that the authorisation procedures or the rules requiring a
local depository differed significantly from one member state to another. While this
variation may present obstacles to achieving a fully uniform regulatory framework, it
also highlights the Directive’s ability to adapt to different national landscapes.

The IORP Il did not deal adequately with specific supervision aspects, including many
related to defined contribution schemes

We identified three aspects related to supervision that the IORP Il Directive does
not deal with adequately, particularly in relation to the shift from defined benefit to
defined contribution pension schemes which was already ongoing at the time the
IORP Il Directive was adopted:

Firstly, IORPs are not explicitly required to act in accordance with the principle of
duty of care towards their members and beneficiaries. The duty-of-care principle
involves regularly assessing members’ risk profiles and offering them suitable
investment options, aligned with their goals, as well as qualified guidance. This is
particularly important for members in defined contribution-based IORPs because
they have more flexibility and investment choices. From a supervisory
perspective, this constitutes a protection gap.

Secondly, there is an increasing trend among IORPs of outsourcing certain
activities (such as investment management and administrative functions) to

27 Article 19(1) of the IORP Il Directive.

28 Results of the EIOPA peer review on supervisory practices with respect to the application of
the prudent person rule for IORPs, 2019.


https://www.eiopa.europa.eu/document/download/e92d39f6-e6f8-41ff-a069-d1e026c59a8c_en?filename=Peer%20review%20on%20supervisory%20practices%20with%20respect%20to%20the%20application%20of%20the%20prudent%20person%20rule%20for%20IORPs%3A%20Report.pdf
https://www.eiopa.europa.eu/document/download/e92d39f6-e6f8-41ff-a069-d1e026c59a8c_en?filename=Peer%20review%20on%20supervisory%20practices%20with%20respect%20to%20the%20application%20of%20the%20prudent%20person%20rule%20for%20IORPs%3A%20Report.pdf
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service providers. However, the IORP Il Directive does not require IORPs to
disclose potential conflicts of interest between them and their service providers.
This is a problem because, as indicated in EIOPA’s cost data and supervisory
review analysis?? as well as in a report by Better Finance®°, outsourcing in cases
where a conflict of interest exists may result in additional costs and fees,
ultimately to the detriment of members.

Thirdly, the IORP Il Directive defines no framework or procedure for handling
members’ complaints. The establishment of a complaints procedure in the
legislation would offer additional protection for IORP members, especially those
in defined contribution schemes.

Lack of regular supervisory reporting is one key issue impacting the quality and
consistency of supervision across the EU

Article 2 of the IORP Il Directive allows certain pension schemes to be excluded
from the directive’s requirements. Member states have flexibility in determining which
pension schemes are exempt under their national laws and regulations, thus leading to
potential inconsistencies in supervision and governance.

While the Article 2 exemptions provide flexibility, these variations necessitate
strong supervisory reporting to ensure effective monitoring of both exempted
schemes and those under the IORP framework. Supervisory reporting is essential as it
ensures that NCAs receive sufficient information and can trigger supervisory action.
The IORP Il Directive requires member states to ensure that NCAs have the power to
collect data necessary for their supervision.

However, the directive does not explicitly mention regular quantitative prudential
reporting. As stated in EIOPA’s recent technical advice for the review of the IORP Il
Directive, NCAs in some member states (Austria, Germany, Ireland and Slovenia) are
not allowed to decide independently on all aspects of data collection from IORPs, as
this power often lies with the government. This impacts the efficiency and
effectiveness of their supervision and prevents them from complying with their
reporting obligations to EIOPA.

29 Opinion on the supervisory reporting of costs and charges of IORPs, 7 October 2021.

30 Better Finance, The Real Return of Long-term and Pension Savings report, 2023 Edition, p.
xi, 29, 30, and 186.


https://www.eiopa.europa.eu/document/download/3c6c340b-8d77-456f-9bdb-998a58d7071f_en?filename=Opinion%20on%20the%20supervisory%20reporting%20of%20costs%20and%20charges%20of%20IORPs
https://betterfinance.eu/publication/willyouaffordtoretire2023
https://betterfinance.eu/publication/willyouaffordtoretire2023
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Moreover, there is no harmonised accounting framework for IORPs, meaning
they are subject to national accounting standards, which differ significantly across the
EU. Thus, even the full standardisation of aspects such as prudential requirements,
reporting and risk assessment would not necessarily ensure a level playing field.

The IORP Il Directive does not address the risk of regulatory arbitrage

The Commission aimed to prevent regulatory arbitrage (the practice of taking
advantage of differences in regulations to gain a competitive edge) both between
financial services sectors and between member states. The Commission’s impact
assessment had pointed to the risk of potential arbitrage if providers of occupational
pensions had to meet different prudential requirements depending on the type of
provider (e.g. life-insurance companies versus IORPs*') and the member state
concerned (“jurisdiction shopping”). The latter can hamper the functioning of the
internal market and jeopardise the adequate protection of members and beneficiaries.

Arbitrage can also happen as a result of other factors such as differences in the
rules for calculating pension liabilities. While EIOPA emphasised>’ that the IORP I
Directive should stipulate specific requirements for the calculation of pension
liabilities, this was not done (see Box 1).

31 Recital 24 to the IORP Il Directive.

32 EIOPA, Opinion to EU Institutions on a Common Framework for Risk Assessment and
Transparency for IORPs, 14 April 2016.


https://www.eiopa.europa.eu/system/files/2019-03/eiopa-bos-16-075-opinion_to_eu_institutions_common_framework_iorps.pdf
https://www.eiopa.europa.eu/system/files/2019-03/eiopa-bos-16-075-opinion_to_eu_institutions_common_framework_iorps.pdf
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Box 1: Exploiting arbitrage opportunities — why differences in
accounting rules matter

The choice of discount rate significantly impacts pension liabilities. The higher the
discount rate, the lower the liabilities, and vice versa. For instance, a 1 % decrease
in the discount rate can raise the liabilities of large pension funds by billions of
euros.

Seven Dutch IORPs, including the occupational pensions schemes of large US
firms, have relocated to Belgium to benefit from more favourable accounting rules
for pensions.

Under the stricter rules in the Netherlands, IORPs have to calculate their liabilities
using the risk-free rate. Due to low interest rates, pension liabilities increased and
many funds had low coverage rates and were forced to cut benefits. In Belgium,
pension funds are allowed to use a higher discount rate. This meant that
relocating to Belgium immediately put the IORPs in a better financial position by
lowering the net present value of pension liabilities purely as a result of different
accounting rules. In addition, the Belgian supervisor sets lower funding
requirements and charges lower supervisory costs.

The IORP Il Directive explicitly emphasises the importance of ensuring that the
directive does not lead to distortions of competition. It also describes how such
distortions can be avoided: by applying the directive’s prudential requirements to the
occupational pension business of life-insurance companies or extending their
application to other regulated financial institutions®>. However, it did not make such
requirements mandatory and only three out of 27 member states adopted such
measures before the option of doing so ceased to exist in 2023.

The IORP Il Directive also did not address the risk of regulatory arbitrage between
member states, even though the Commission justified EU-level action by arguing that
it could have substantial added value in this area. The Commission has not proposed
any such rules.

3 Recital 24 to the IORP Il Directive.
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Limited use of its tools and NCA-led decision-making restrict EIOPA’s
efforts to enhance supervisory convergence across the EU

One of EIOPA’s key strategic priorities in its multi-annual work programme for
2024-2026°* is to achieve supervisory convergence across the EU. EIOPA has defined a
set of key characteristics of effective supervision, which were first published in 2015%.
These characteristics apply to both insurance undertakings and providers of
occupational pensions under the IORP Il Directive.

However, our analysis of EIOPA’s organisational structure shows that its
supervisory activities continue to focus largely on insurance undertakings. In 2023, it
had four experts dealing with IORPs as compared to approximately 60 staff working on
the supervision of insurance undertakings. The number of staff allocated reflects
EIOPA’s existing mandate and the differences between the respective legislative
frameworks governing the insurance and pensions sectors.

EIOPA has so far made only limited use of the legal instruments at its disposal to
ensure consistent supervisory practices

EIOPA has several legal instruments (also called “tools”) at its disposal to promote
a sound regulatory framework and consistent supervisory practices, of which some are
legally enforceable and some are not (see Figure 8 and Annex Ill). However, under
EIOPA’s governance, it is the NCAs themselves, as the authorities directly supervising
the IORPs, who make each decision on which instrument to use to ensure
convergence.

Our analysis shows that EIOPA has used these instruments only to a limited
extent for IORPs since 2019.

3 Final Single Programming Document 2024-2026.

3 A Common Supervisory Culture: Booklet.


https://www.eiopa.europa.eu/document/download/73ad1211-1cbd-475f-883b-cbc864afb447_en?filename=EIOPA%20Final%20SPD%202024-2026.pdf
https://www.eiopa.europa.eu/document/download/9b2d986a-0093-4a99-8e8b-630a256c7114_en?filename=A%20Common%20Supervisory%20Culture%3A%20Booklet
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Figure 8 — Analysis of EIOPA’s use of its main legal instruments for IORPs

Enforceability*
® Enforceable
@ Non-enforceable

Legal instrument/
supervisory
convergence tool

Productintervention,
technical standards,
mediation

Breach of Union Law

Warnings, guidelines,
recommendations,
inquiries; opinions to
European Parliament,
Council, and Commission

Opinions to NCAs

Supervisory statements

Peer reviews

Used for
IORPs

Times
used

Date of
use

December
2023

4in July 2019,
2 in October
2021

November
2020

April 2019 and

follow-up in

September 2023

ECA
Comments

EIOPA does not have mandates
for technical standards under
the IORP Il Directive.

Non-enforceable recommendation to
the NCA and enforceable decision to the
financial institutions concerned if
conditions met.

Guidelines and recommendations are
typical of EIOPA’s “comply or explain”
mechanism and expected to have a
reputational impact on the NCA due to
the publication of the NCA’s “comply or
explain” response.

* A feature to ensure compliance by legal means with the adopted EIOPA’s measure.

Source: ECA, based on EIOPA’s website and legal handbook.


https://www.eiopa.europa.eu/about/legal-framework-and-regulation/overview-eiopas-main-legal-instruments_en
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As regards its enforceable instruments, EIOPA’s mandate under the IORP Il
Directive has changed, in particular where implementing technical standards are
concerned. Following the adoption of the IORP Il Directive, the delegated acts that had
previously given EIOPA the powers to issue these standards under IORP | were
removed. Consequently, EIOPA cannot issue technical standards, which are used
widely for the insurance sector. Instead, EIOPA has had to revert to other, less
powerful tools. However, in 2023 it launched the first Breach of Union Law procedure,
one of its most intrusive tools, and issued a recommendation to the Cypriot NCA (see
Box 2).

Box 2: EIOPA’s 2023 Breach of Union Law procedure in relation to
several Cypriot IORPs

The obligation for member states to register all IORPs is the fundamental
requirement of the IORP Il Directive. Allowing unregistered IORPs to operate
undermines the directive’s purpose, as the safeguards it provides apply in respect
of registered IORPs only.

In 2020, EIOPA used a non-enforceable instrument — a supervisory statement —to
address the issue of divergent practices among NCAs for registering and
authorising IORPs. In the absence of harmonised rules, the supervisory statement
recommended that NCAs carry out a prudential assessment while registering or
authorising IORPs and assess their operational viability and sustainability as part of
the supervisory review process.

Despite EIOPA’s efforts, the Cypriot NCA failed to fulfil the above obligation as
several IORPs were operating in the country without proper registration. EIOPA
therefore initiated a Breach of Union Law procedure and, in December 2023,
issued a recommendation to the Cypriot NCA setting out the actions necessary to
restore compliance with the directive. To this end, EIOPA also used relevant
information collected during a field visit in April 2023 triggered by lack of reporting
to EIOPA.

Source: ECA.

As regards non-enforceable instruments, we found that EIOPA had never used
guidelines and recommendations, which include a “comply or explain” mechanism in
the area of pensions, even though they are more likely than other non-enforceable
instruments to result in compliance by NCAs. We also note that EIOPA’s supervisory
outputs are less ambitious for IORPs than they are in the insurance sector. This applies
both to the substance of its outputs and to the tools used (e.g. it chooses opinions for
IORPs but guidelines for similar areas of work such as liquidity risk).


https://www.eiopa.europa.eu/document/download/0e891de1-8191-40c0-a145-fa3a7e1169c9_en?filename=EIOPA%20Supervisory%20statement%20on%20the%20sound%20practices%20within%20the%20registration%20or%20authorisation%20process%20of%20IORPs.pdf
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EIOPA also uses other tools such as NCA networks or supervisory workshops. It is
also developing a supervisory handbook for IORPs, setting out good practices. This
includes working closely with NCAs on a dedicated chapter to facilitate the transition
to risk-based supervision (see paragraphs 55-56).

NCAs implement the output of EIOPA’s supervisory work only to a limited extent

NCAs implement the outputs of EIOPA’s supervisory work for IORPs only to a
limited extent (see Figure 8 above and Annex Ill). According to EIOPA’s monitoring
data, only one third of NCAs fully implemented the four opinions from 2019. The
follow-up was similar for the only peer review carried out for IORPs so far. EIOPA has
not yet conducted a peer review on occupational pensions since the IORP Il Directive
entered into force, and no peer review on IORPs was planned for 2023-20243°,

EIOPA has only partly analysed the implementation of the supervisory tools it has
applied since 2019 and, more importantly, it has not assessed their effectiveness in
ensuring converging supervisory practices. The NCAs of some member states with
more developed IORP markets generally had well-established supervisory practices
even before EIOPA introduced these tools. Therefore, the tools have had little impact
on those NCAs’ supervisory work in practice.

NCAs responding to our survey also frequently referred to the challenges posed
to supervisory activities by the “minimum harmonisation” nature of the EU regulatory
framework and the heterogeneity of national pension markets (see Annex IV). Finally,
fewer than a fifth of the NCAs in countries with IORPs considered that EIOPA needs
additional tasks and powers to ensure converging supervisory practices in the area of
occupational pensions.

36 peer Review Work Plan 2023-2024.


https://www.eiopa.europa.eu/system/files/2022-07/eiopa-bos-22-345_peer_review_work_plan_2023-2024.pdf
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EIOPA has improved its assessment of systemic risks for IORPs, but gaps
remain

Under the European System of Financial Supervision, EIOPA is in charge of
assessing the financial stability of the IORP sector. This includes monitoring the sector
and publishing regular reports, as well as performing EU-wide stress tests®’. We
examined the extent to which EIOPA had performed these two tasks and whether it
had done so effectively.

EIOPA’s data collection framework has been progressively developed and refined
since 2004

EIOPA’s ability to thoroughly analyse systemic risks for IORPs largely depends on
the quality and completeness of the data it receives from regulatory reporting and
external sources. EIOPA has been collecting data on IORPs for several years and has
published related statistics since 2004, while the data collection framework has been
progressively developed and refined. This framework is mainly based on the EIOPA
Regulation and a decision by EIOPA’s Board of Supervisors®¢. The implementation of a

I”

new “data point model” standard in June 2023 further standardised and automated

data submission.

A recent Board of Supervisors decision is intended to further enhance EIOPA’s
ability to assess risks and vulnerabilities and to close existing data gaps. However, even
after the decision enters into force in 2025, some data gaps will remain and continue
to affect the depth and comprehensiveness of EIOPA’s risk assessments.

EIOPA reports do not focus on pension schemes’ ability to generate sufficient returns
over the long term

Since 2011, EIOPA has published a financial stability report twice a year. This
report monitors and assesses risks in the insurance and IORP sectors. Since
February 2024, EIOPA has also published a quarterly risk dashboard for IORPs. This
dashboard’s aim is to help readers understand the current risk landscape and make
informed decisions.

37 Article 32 of the EIOPA Regulation.

3 EIOPA, Decision of the Board of Supervisors on EIOPA’s regular information requests
regarding provision of occupational pensions information, 10 February 2023.


https://www.bankingsupervision.europa.eu/about/esfs/html/index.en.html
https://committee.iso.org/sites/tc68/home/articles/content-left-area/articles/what-is-dpm.html
https://www.eiopa.europa.eu/publications/financial-stability-report-june-2024_en
https://www.eiopa.europa.eu/system/files/2023-02/EIOPA-BoS-23%20-%20Decision%20on%20IORPs%20reporting.pdf.pdf
https://www.eiopa.europa.eu/system/files/2023-02/EIOPA-BoS-23%20-%20Decision%20on%20IORPs%20reporting.pdf.pdf
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We found that EIOPA’s publications focused on immediate and medium-term
risks and vulnerabilities in the financial system. At the same time, they do not provide
enough insight into how these risks affect pension schemes’ ability to generate
sufficient returns over the long term. They also do not cover the long-term horizons
relevant for IORPs — typically 30-40 years of saving followed by 20-25 years of
retirement. Consequently, they do not provide an understanding of the potential long-
term implications of the systemic risks identified.

The 2022 EU-wide stress test was not entirely effective in identifying systemic risks
to which IORPs are exposed

Stress testing plays a crucial role in assessing systemic risks within financial
systems, including for occupational pensions. The adverse scenario must be both
severe and plausible. Robust data and realistic assumptions are essential for
developing the scenarios.

The EIOPA Regulation requires EIOPA to conduct regular stress tests and evaluate
the resilience of the insurance and occupational pensions sectors under various
adverse scenarios. Since 2015, EIOPA has initiated and coordinated the stress tests for
the occupational pensions, in cooperation with the European Systemic Risk Board.
Annex V provides an overview of the scenarios and outcomes of the stress tests from
2015 to 2022.

Based on our review of the 2022 stress test and interviews with stakeholders, we
found that EIOPA’s procedures for conducting stress tests are overall well-developed
and function effectively. However, we noted several shortcomings in the design of the
most recent stress test (the 2022 climate stress test) and in the assumptions used,
while bearing in mind that it was the first of its kind (see Box 3).

Box 3: 2022 climate stress test — the first of its kind, but with
shortcomings

For our analysis of the 2022 climate stress test, we used EIOPA’s framework for
stress-testing IORPs and the methodology and scenarios developed by the
relevant standard setter, the Network for Greening the Financial System, as audit
criteria.


https://www.ngfs.net/ngfs-scenarios-portal/
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We identified the following shortcomings:

— The exercise focused on short-term balance sheet effects, while EIOPA
excluded liquidity and the capacity to generate long-term returns, which we
consider critical to ensure appropriate retirement income, from its scope.

— The stress test’s focus on transition risks overlooks immediate physical risks
such as flooding or extreme weather events. In our view, this reduces the
relevance of climate risk assessment.

— The losses IORPs suffered in the stress test were significantly lower than
actual losses in 2022, due to a similar scenario: an energy price shock.

— Some key assumptions were not supported by historical data and/or
consistent with the narrative of the scenario. This applied in particular to the
assumption that inflation would only rise moderately and quickly revert to
the ECB’s inflation target. In addition, the scenario did not account for the
inflationary pressures stemming from energy price shocks and the green
transition.

These shortcomings affected the assessment of the safety of retirement income
from systemic risks as well as its capacity to reveal potential losses from climate
change.

Despite our concerns regarding the specific design and assumptions of the
2022 stress test, which was a pilot exercise for climate testing, we consider that it has
promoted the development of a unified taxonomy, potentially facilitating the adoption
of more detailed scenarios in future analyses. We observe also that, overall, EIOPA’s
stress tests since 2015 have covered the relevant risks for IORPs.

Both the Commission and EIOPA have taken several steps to inform citizens about
the importance of pension savings and the different types of pension schemes, and to
increase transparency both in relation to individual pensions and at an aggregated
level. We examined the implementation status of these initiatives and their
effectiveness, including:

the information provided to IORP members and beneficiaries through the pension
benefit statement (PBS) and EIOPA’s information tools to enhance information on
IORPs;
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the pension tracking system (PTS) and the pension dashboard, which are intended
to provide a comprehensive overview and comparison of pensions in the EU.
These two actions under the 2020 CMU action plan were considered key to raise
awareness among EU citizens of their future retirement income, but also to
improve policy making; and

other EU initiatives to improve pension literacy and to increase pension savings
and sustainability in general.

The pension benefit statement’s potential to improve access to
information has not been fully exploited

The IORP Il Directive introduced new information requirements for IORPs,
including the issuing of an annual PBS*°. The purpose of this document is to help IORP
members and beneficiaries understand their pension status, contributions and
potential benefits. It is also meant to give them details on costs and performance in
relation to their retirement savings.

The introduction of the PBS under the IORP Il Directive enhanced information
transparency, as also confirmed by the stakeholders we interviewed and 70 % of NCAs
who responded to our survey. However, we found that the directive’s provisions lack
several important details, making it challenging for members and beneficiaries to grasp
both the past and future performance of their pension scheme. In particular, the
IORP Il Directive does not specify sufficiently which details and assumptions IORPs
should disclose in relation to their benefit projections. The directive also does not
require a comprehensive breakdown of costs (see Annex VI).

In 2018, EIOPA issued a comprehensive report on the PBS, providing detailed
principles and guidance on the statement’s design and content. However, as EIOPA has
not collected any data or made assessments regarding the content of the information
provided to members and beneficiaries through the national PBS templates, it is
unknown to what extent NCAs have been following these guidelines.

Furthermore, in 2020 EIOPA developed two model templates of PBS
documents®’, following consultations with a range of stakeholders, including NCAs,
consumer organisations and industry representatives, and a testing process. The

39 Article 38 of the IORP Il Directive.

0 EIOPA’s Pension Benefit statement packaged files, 25 March 2020.


https://www.eiopa.europa.eu/publications/pension-benefit-statement-packaged-files_en
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templates covered important elements not specified by the directive. According to
EIOPA, Slovakia is the only country using either one of the EIOPA templates. There are
several reasons for the limited uptake of the templates, including their non-binding

nature, but also significant delays in launching it and the fact that national models
already existed. Consequently, EIOPA’s efforts in this area did not ultimately contribute
to enhancing the transparency and comparability of information at EU level.

EIOPA’s tools did not provide transparency in relation to costs and

returns for IORP members and beneficiaries

EIOPA has created a set of tools to monitor both the insurance and pension

markets, to identify product trends and detect business conduct issues that could pose

a risk to consumers as well as to financial markets. However, due mainly to a lack of

data, these tools covered IORPs only to a very limited extent (see Figure 9).

Figure 9 — EIOPA’s main information tools for consumers
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Moreover, regarding EIOPA’s report on the costs and past performance, which is
one of the two most relevant reports for IORPs, we identified a number of specific

shortcomings:
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the report includes only one single cost indicator, the expense ratio (annual fee
expressed as a percentage of investment), which does not account for all types of
costs and charges associated with IORPs, and fails to detail the specific
components;

the expense ratio is not comparable across member states due to varying
calculation methodologies;

the report lacks comprehensive data on the performance of IORPs as the expense
ratio it uses does not provide a complete picture of the overall performance of
IORPs; and

the report does not include any information from NCAs on value-for-money risks
for IORPs (i.e. an assessment whether the products are aligned with the target
market’s needs, including analysis of market and asset return risks; operational,
liguidity and transparency risks), as it does for insurance products, even though
understanding these risks is essential for the effective protection of members and
beneficiaries.

EIOPA itself does not publish data on IORPs’ past performance. However,
according to Better Finance®, the sole available source, the medium- and long-term
returns of occupational pensions in the EU are relatively modest. Over holding periods
of 3, 5 and 7 years, median annualised returns, after charges and inflation, are
negative. Only over periods longer than 10 years do they start to hover around
1 % (see Figure 10).

41 Better Finance, The Real Return of Long-term and Pension Savings, 2024 edition, Table
GR.3, p. 27.


https://betterfinance.eu/publication/will-you-afford-to-retire-2024/
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Figure 10 — Annualised performance of occupational pensions in real
terms over varying holding periods (2000-2023)

Legend Best
Median — 0.0% — Median value
Worst

20 %

10%

0% .. -

[ 1.3 %

07% 03% 9% 0
-4.8 %
-10%
Holding 1year 5years 10 years
period 2023 2019 -2023 2014 -2023
3years 7 years 24 years
2021 -2023 2017 - 2023 2000 - 2023

Source: ECA, based on Better Finance.

For comparison, according to Better Finance a theoretical portfolio composed
equally of EU equities and bonds would have yielded return of around 1.9 % annually
on average after charges and inflation over the same period. This means that, over
longer periods (seven or more years), around 75 % of the occupational pensions in the
sample analysed by Better Finance would fail to beat the performance of the
theoretical capital market benchmark (i.e. the balanced portfolio composed of EU
equities and bonds). This raises concerns about IORPs’ ability to provide adequate
retirement income to their beneficiaries.

The Commission’s actions to provide an overview on pensions did not
materialise

The Commission’s 2020 CMU action plan included actions to identify the relevant
data and methodology for developing pension dashboards and to develop best
practices for the set-up of national pension tracking systems. These additional tools
were aimed at increasing transparency on pension gaps at individual and country level:

Pension tracking systems (PTSs) provide individuals with a comprehensive
overview of their pension entitlements from various sources, including state,
occupational and personal pensions. This helps individuals understand their total


https://betterfinance.eu/publication/will-you-afford-to-retire-2024/
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future retirement income, identify any gaps, and make informed decisions about
additional savings or investments.

Pension dashboards provide member states with a more comprehensive view of
the adequacy of their pension systems. They offer an aggregated view at a macro
level, helping policymakers and stakeholders monitor pension developments
across different countries and EU-level demographics. This is intended to support
more informed decision-making and improve the management of pension
systems.

Although many member states have a PTS, this primarily covers state pensions
(first pillar). Several member states (Belgium, Croatia, Denmark, Estonia, France,
Germany, Latvia, Netherlands, Slovakia and Sweden) have a PTS that covers at least
two pillars. The remaining member states are currently either not offering their
citizens a comprehensive overview of their pension entitlements in one place, or do
not have any tracking system at all. This lack of comprehensive information can hinder
citizens’ ability to plan effectively for retirement. Moreover, even though a range of
pension statistics are publicly available, no member state has yet created a national-
level pension dashboard offering similar advantages as the one proposed by EIOPA,
such as ease of communication, completeness and comprehensiveness (i.e. displaying
a range of indicators that shed light on different aspects of pension adequacy and
sustainability).

At EU level, efforts to improve information on pension entitlements for
individuals, and especially for mobile workers, included the roll-out of a
European tracking service on pensions. The service has been piloted since 2018, and
the Commission took further steps towards its roll-out at the end of 2024 by
connecting more national tracking systems to the European one, as well as providing
an exchange of best practices on pension tracking systems.

A European pension dashboard that could provide an EU-wide overview of
pension systems, and of pension gaps persisting in the member states, has also been
considered. To date, no further action has been taken in relation to a
European pension dashboard due to missing data.
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As requested by the Commission, in 2021 EIOPA submitted technical advice*’
on both actions, which provided extensive analysis and suggested potential good
practices. EIOPA’s public consultations on the pension dashboard showed only partial
support among national stakeholders for this initiative. While the proposals were
discussed with member states, no consensus was reached, and the Commission has
not taken any follow-up policy action since then.

EIOPA explored the continuation of work on pension dashboards by initiating a
pilot European pension dashboard project with voluntary cooperation from
member states, whose contribution is key in order to fill crucial data gaps. However,
EIOPA’s Board of Supervisors decided not to pursue this initiative in February 2024 due
to the lack of a specific request from the Commission as well as limited staff resources.
The Commission also decided not to take the lead on this initiative and did not take
any other steps (e.g. creating a dashboard itself or issuing recommendations). We
note, however, that recent statements and conclusions from the Eurogroup and the
Council® highlight a renewed commitment to this initiative.

Prior to the dashboard and tracking initiatives, the Commission had already
been publishing, every 3 years, two reports related to pensions: one on pension
adequacy (since 2012) and one on ageing in the EU (since 2006)**. Both contain
relevant information on the architecture of the pension systems in the member states.
However, we found that these reports lacked a full overview of the systems, including
key information on IORPs.

Considering the current and projected demographic trends and their influence
on the labour market, it is essential for citizens to have access to comprehensive
pension information as they approach retirement. This transparency is equally
important for governments, enabling them to address the sustainability of pension
systems and ensure fiscal stability. Pension tracking systems and dashboards provide

42 EIOPA: Technical advice on the development of Pension Dashboards and the collection of
pensions data, and Technical advice on the development of Pension Tracking Systems, 01
December 2021.

# Special meeting of the European Council — Conclusions, April 2024 and Council Conclusions

on Pension Adequacy, June 2024.

4 Commission, 2024 pension adequacy report, and 2024 ageing report. Economic and

budgetary projections for the EU Member States (2022-2070).


https://www.eiopa.europa.eu/document/download/398a04ca-4f92-4656-877f-d12020e57846_en?filename=Technical%20Advice%20on%20Pensions%20Dashboard
https://www.eiopa.europa.eu/document/download/398a04ca-4f92-4656-877f-d12020e57846_en?filename=Technical%20Advice%20on%20Pensions%20Dashboard
https://www.eiopa.europa.eu/document/download/8d3ed6f9-4bdf-44f4-a56c-fda2094a23b0_en?filename=Technical%20advice%20on%20the%20development%20of%20Pension%20Tracking%20Systems
https://www.consilium.europa.eu/media/m5jlwe0p/euco-conclusions-20240417-18-en.pdf
https://data.consilium.europa.eu/doc/document/ST-11398-2024-INIT/en/pdf
https://op.europa.eu/en/publication-detail/-/publication/c854e35f-2eb1-11ef-a61b-01aa75ed71a1/language-en
https://economy-finance.ec.europa.eu/publications/2024-ageing-report-economic-and-budgetary-projections-eu-member-states-2022-2070_en
https://economy-finance.ec.europa.eu/publications/2024-ageing-report-economic-and-budgetary-projections-eu-member-states-2022-2070_en
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valuable insights into pension adequacy and sustainability, allowing public authorities
to identify and address emerging gaps early on.

Further EU initiatives to promote the sustainability of pension systems
and individual pension savings were modest in scope

In its annual report published in 2024, the European Fiscal Board once again
stressed the implications of demographic developments for the sustainability of
pension systems, as well as their fiscal implications*. As can be inferred, among other
things, from this report, pension adequacy also poses a serious social concern that
risks undermining the EU’s social market economy model.

Since 2011, the Commission has issued nearly 450 pension-related country-
specific recommendations in the context of the European Semester®®. During the
period covered by this audit, 29 such recommendations were made (see Annex VII).
These recommendations focused on the financial sustainability of pension systems
rather than on pension adequacy. In particular, since 2019 only two pension-related
recommendations have concerned occupational pensions. These recommendations
were issued to only one member state: the Netherlands. The Commission assessed
their progress as of the end of 2024 as substantial.

Under the Recovery and Resilience Facility (RRF), member states receive
funding linked to measures which address all or a significant subset of their
2019/2020 country-specific recommendations. Although no RRF policy areas directly
concern pensions, member states have included 26 RRF measures relating to their
pension systems. Five of these measures, which vary in scope and depth, relate to
occupational pensions (two in Cyprus and one each in Germany, Spain and the
Netherlands; see examples in Box 4). The actual fiscal impact of these reforms will
become apparent only in the long term.

% Annual Report 2024, European Fiscal Board, Box 5.1.

% Journal of Common Market Studies: Financial Sustainability Above All Else? Drivers and
Types of Pension Reform Recommendations in EU Socio-economic Governance, 2024,
pages 1-23.


https://commission.europa.eu/document/download/bd052cb4-9595-4738-8042-2f87060d6fa4_en?filename=EFB%202024%20Annual%20Report.pdf
https://www.julkari.fi/bitstream/handle/10024/149942/Financial-Sustainability-Above-All-Else-Drivers-and-Types-of-Pension-Reform-Recommendations-in-EU-Socio-economic-Governance.pdf?sequence=1&isAllowed=y
https://www.julkari.fi/bitstream/handle/10024/149942/Financial-Sustainability-Above-All-Else-Drivers-and-Types-of-Pension-Reform-Recommendations-in-EU-Socio-economic-Governance.pdf?sequence=1&isAllowed=y
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Box 4 — Examples of RRF measures related to occupational pensions

Germany: Development of a digital pension overview portal to enable citizens to
obtain information about their individual pension provision from all three pillars
and to identify any action they need to take.

Netherlands: Implementation of pension reforms to enhance fairness, including
entry into force of the law reforming the system's second pillar, which will abolish
the systemic redistribution between different age groups (adequate pension for all
generations).

Source: ECA.

The Commission and EIOPA have taken other actions to improve financial
literacy (see Annex VIII). These were modest in scope, due to the EU’s limited
competence in the areas of pensions and education, and did not focus on IORPs
specifically. The Commission, as part of its 2020 CMU action plan, has also explored
and promoted auto-enrolment for pension schemes.
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Conclusions and recommendations

We conclude that, in view of the level of responsibility accorded to them, the
actions taken by the Commission and EIOPA have so far not been effective in
deepening the internal market for occupational pensions, strengthening the role of
cross-border institutions for occupational retirement provision (IORPs) or developing a
pan-European personal pension product.

In particular we found that:

cross-border activity by IORPs remains minimal and concentrated in a few
member states where occupational pensions were already traditionally rooted.
This is mostly due to factors that do not fall within the EU’s remit (including
national social, labour and fiscal laws) and are beyond the reach of what
legislative initiatives at EU level can currently achieve;

the Pan-European personal pension product (PEPP), proposed by the Commission,
has neither proven to be an alternative retirement saving option for EU citizens
nor attracted interest from suppliers, mainly due to a lack of tax incentives, the

1 % cost cap and the existence of alternatives;

the efforts of the European Insurance and Occupational Pensions Authority
(EIOPA) to foster supervisory convergence and the protection of members have
not been entirely effective. This is due to the “minimum harmonisation”
framework within which EIOPA is operating and a lack of uptake of EIOPA
initiatives among national competent authorities (NCAs).

EIOPA’s assessment of IORPs’ specific and systemic risks has improved, though
remains incomplete; and

initiatives by the Commission and EIOPA to increase transparency and public
awareness regarding pension products and increase citizens’ financial literacy in
relation to occupational pensions have been limited in scope and scale.

The Commission pursued its legislative proposals for the revised IORP Directive
and for the PEPP Regulation without sufficient evidence, as also pointed out by the
Regulatory Scrutiny Board. In addition, there remain design issues with both legislative
acts. In particular, the IORP Il Directive has led to higher regulatory requirements for
cross-border IORPs compared to domestic occupational pension schemes. Based on
our audit findings, we consider that making a significant step forward in terms of
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developing an internal market for occupational pensions is not possible by relying on
incremental changes under the current minimum harmonisation framework.

Finally, the Commission has not put in place an adequate performance
monitoring framework with indicators that would allow it to assess the effectiveness of
the IORP Il Directive. The Commission also missed the deadline for the ex post
evaluation of the directive, due to its significantly delayed transposition. As a result,
the Commission does not have an overview of why its objectives were not achieved.
An evaluation of the PEPP Regulation is planned only in March 2027 (see paragraphs
31-51).

The Commission should bring forward the completion date for its assessment of the
reasons for the lack of uptake of the PEPP, and decide whether the PEPP project
should be pursued at EU level, amended or repealed.

Target implementation date: December 2025.

While the IORP Il Directive has improved governance standards and enhanced
certain supervisory powers for NCAs, we conclude that its implementation and
enforcement vary widely among member states. Most NCAs value the flexibility to
exceed the minimum standards set in the IORP Il Directive, and often supplement
these requirements in their national legislation. Some NCAs are still in early stages of
adopting a risk-based approach, further contributing to divergence in the supervisory
framework. This divergence is due to the choice of legal instrument — a directive,
which member states need to transpose into national law, rather than a regulation,
which is directly applicable as well as the “minimum harmonisation” approach.
Moreover, the lack of a duty-of-care requirement and insufficient measures to address
conflicts of interest and member complaints procedure represent major gaps in the
supervisory framework. Additionally, further issues, including a lack of regular
supervisory reporting, impact the quality and consistency of supervision across the EU
(see paragraphs 52-64).

Finally, the revision of the IORP Directive did not introduce, as intended,
sufficiently robust safeguards against regulatory arbitrage (see paragraphs 65-68).
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When revising the IORP Il Directive, the Commission should address the need to
strengthen the supervisory framework by:

(@) amending existing prudential requirements to fully reflect the specific risks
related to defined contribution schemes; this should include introducing an
explicit duty-of-care principle (encompassing the objective of providing adequate
returns) and additional safeguards against conflicts of interest, and establishing a
clear complaint-handling framework; and

(b) increasing the minimum standards and the quality of supervision as well as
introducing explicit safeguards against the risk of regulatory arbitrage.

Target implementation date: when revising the IORP Il Directive.

EIOPA’s efforts to enhance supervisory convergence across the EU are hindered
by the fact that it cannot propose technical standards and makes limited use of other
tools at its disposal. For the tools that EIOPA did use, the uptake by NCAs was low. The
challenges posed by the EU’s “minimum harmonisation” regulatory framework and
diverse national pension systems have further limited the impact of EIOPA’s efforts.
Although EIOPA has defined effective supervision principles, its focus and resources
are mainly allocated to the insurance sector, which is a direct reflection of EIOPA’s
current mandate. Additionally, EIOPA has not fully assessed the effectiveness of its
initiatives to foster supervisory convergence (see paragraphs 69-78).

EIOPA should build on initial IORP Il evaluations and review the effectiveness of the
tools it uses in order to identify gaps and prioritise the most impactful instruments
(including guidelines, recommendations and the Breach of Union Law procedure) in its
future work.

Target implementation date: 2027.

EIOPA’s publications provide a solid foundation for understanding systemic
risks to which IORPs are exposed but lack specific analysis of how these risks impact
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long-term real net returns. Furthermore, they do not assess whether IORPs can
generate returns exceeding inflation to meet retirees’ needs, and do not cover
sufficiently extended periods considering the long-term horizons relevant for IORPs
(see paragraphs 79-83).

Stress tests have been carried out regularly, and EIOPA’s procedures for
conducting them are well developed and function effectively. However, we noted
shortcomings in its 2022 climate stress test, which was the first of its kind. Therefore,
we consider that this stress test was not entirely effective in revealing the
vulnerabilities of IORPs’ portfolios stemming from climate change risks
(see paragraphs 84-87).

To enhance its assessment of systemic risks for IORPs, EIOPA should:

(@) where relevant, report on the impacts that the identified systemic risks and
market trends have on funding levels and IORPs’ ability to generate returns above
inflation, considering long-term horizons; and

(b) ensure that future climate stress tests include further key parameters and
assumptions for the sector (for example, physical risks and more severe
inflationary impact) which are plausible and severe enough to assess the impact
of the relevant systemic risks on IORPs.

Target implementation date: a) 2026 and b) for the next climate stress test.

The Commission’s and EIOPA’s actions to improve citizens’ understanding of
their pensions have been modest in scope, due partly to the EU’s limited competence
in this area. At an individual level, EIOPA’s models of the pension benefit statement to
help IORP members and beneficiaries understand their pension status have not been
taken up by NCAs. In addition, there are limitations in terms of data availability. Thus,
EIOPA’s information tools, predominantly tailored to the insurance market, do not
provide sufficient transparency regarding costs and returns for IORP members and
beneficiaries (see paragraphs 88-96). Other EU initiatives to increase financial literacy
did not address occupational pensions as such or had a limited effect
(see paragraph 108).
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EIOPA should systematically collect, analyse and publish comparable data on the costs
and charges, past performance and value-for-money risks of IORPs in all member
states.

Target implementation date: 2026.

Similarly, the success of the Commission’s policy initiatives to provide a
comprehensive overview and comparability of pensions in the EU has been limited so
far. There is a lack of information and transparency on pensions, both for individuals
and at country level. By October 2024 the Commission was only starting the roll-out
phase for the European tracking service on pensions, while it has not taken any follow-
up action in relation to the European pensions dashboard since then. These tools
enable a comprehensive, EU-wide view on pension systems and highlight existing
pension gaps across member states. Accurate and transparent data is necessary for
informed policymaking at both national and EU level. The coverage of occupational
pensions in the country-specific recommendations issued as part of the
European Semester and in the measures of the national Recovery and Resilience Plans
is modest in scope (see paragraphs 97-107).

The Commission should improve the transparency of data on pension gaps, both for
individuals and at country level, by following up its policy action on pension tracking
systems and dashboards.

Target implementation date: December 2025.
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This report was adopted by Chamber IV, headed by Mr Mihails Kozlovs, Member of the
Court of Auditors, in Luxembourg at its meeting of 8 April 2025.

For the Court of Auditors

Tony Murphy
President
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Annexes

Annex | — Overview of pillar | and Il pensions in six sampled member states (2023)

PILLARI Belgium Germany Italy Netherlands Romania Slovakia*
Type PAYG PAYG PAYG PAYG PAYG PAYG
Mandatory o o o o o o
Number of oo AL AL AL A Y YIS YL TYYL o/0e

i 1.1 (pillar1a)
pensioners (min) 2.6 21.2 11.4 3.6 46 1.8(;'"::1:)
Average pension in €

1933 1550 1198 1458 404 649**

Note: PAYG - Pay as you go

*In Slovakia: state pension pillar | (1a) and private pension pillar Il (1b, mandatory with automatic participation but possibility of leaving within 2 years) are aggregated here under pillar |
for presentation purposes.

** In Slovakia: figure only includes the average pension from state pensions under pillar | (it does not take into account the amount of benefits paid from private pensions under pillar Il).



PILLAR I Belgium Germany Italy Netherlands Romania Slovakia*

Mandatory o ° ° ° ° e

Characteristics Pension Pensionskassen (IORPs),  Contractual pension Pension funds, Pension management Supplementary
commitments Pensionsfonds (IORPs),  funds, open pension premium pension companies pension
(collective or direct insurance funds, pre-existing institutions management
individual) managed schemes pension funds companies
by IORPs and (IORPs)

insurance companies

Assets under
management (€bin)

109 25.5 35

@ Assets under

management, IORPs “ . 3-5
only (€bin) o000’ o0 e00000° 00000000000 00000000 °
@ Number of people 4.5 6.7 11.0 8.2 0.9

covered (min)

Coverage by IORPs ‘ ‘ . ‘ ‘

42 % ~27 % ~26 % - 0 35.8%
Applicable regime * IORP Il Directive * IORP Il Directive * IORP Il Directive * IORP Il Directive * National law * |ORP Il Directive
* National law * National law  National law * Solvency Il
* Solvency Il * Solvency Il
Taxation type*** EET EET ETT EET EET tTE

*In Slovakia: IORPs fall under pillar Il (presented here under pillar Il) and are mandatory for some categories of jobs.

** In the Netherlands: insurers also provide pillar Il pensions on the Dutch market, but there are no data on their market share. The overall size of the occupational pensions market thus
exceeds the amount of assets under management stated for IORPs.

***Taxation type:

EET (“exempt-exempt-taxed”) — contributions are exempt, the investment income and capital gains of the pension fund are exempt, and benefits are taxed as part of personal income
taxation.

ETT (“exempt-taxed-taxed”) - employee contributions are exempt, while investment returns and benefits are taxed.
tTE (“taxed-taxed-exempt”) - contributions and interest are taxed while benefits are tax-exempt, and financial incentives are applied as regards the taxation of contributions.

Source: ECA, based on EIOPA and data from the National Competent Authorities.
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Annex Il — Rate of people at risk of poverty by age (2023)

18-64 @ @ +65

European Union
Estonia
Latvia
Lithuania
Croatia
Malta
Cyprus
Bulgaria
Slovenia
Germany
Netherlands
Portugal
Austria
Ireland
Poland
Belgium
Hungary
Czechia

Finland

Percentage of old-age
poverty higher than
working age

Spain
Greece

Italy
Romania
Sweden
France
Denmark
Luxembourg

Slovakia

50% 40% 30% 20% 10% 0% 0% 20% 30%

Source: ECA, based on Eurostat.

Percentage of old-age
poverty lower than
working age

40%  50%


https://ec.europa.eu/eurostat/databrowser/view/ilc_li02__custom_12832968/default/table?lang=en

Annex llIl — Overview of EIOPA’s supervisory convergence instruments used for IORPs

Opinions to NCAs

Supervisory
statements

Peer reviews

60

Breach of
Union Law
procedure

Address a lack of convergence on supervisory practices which are due to different

Address divergent
practices in areas
where the rules
are concretely
defined, and

Perform an
objective
assessment and

used when there
is a systemic or
repeated
infringement of
EU law, and the

Purpose interpretations of the regulatory framework divergences are comparison of breach has a
mainly driven by >ome or ej” of significant, direct
. the NCAs .
different activities impact on
supervisory EIOPA’s
practices objectives
(1)  Opinion on the use of governance and risk assessment documents in the supervision | sypervisory Peer review on
of IORPs (July 2019) statement on supervisory
(2) Opinion on the practical implementation of the common framework for risk sound practices practices with Recommendation
assessment and transparency of IORPs (July 2019) within the respect to the to the Registrar
Title (3) Opinion on the supervision of the management of operational risks faced by IORPs registration or application of of IORPs on
(month (July 2019) authorisation the “prudent actions necessary
and o . . . process of IORPs, | person rule” for | to comply with
year) (4) Opinion on the supervision of the management of environmental, social and including as IORPs (April Directive (EU)
governance risks faced by IORPs (July 2019) regards suitability | 2019 initial peer | 2016/2341
(5) Opinion on the supervisory reporting of costs and charges of IORPs (October 2021) for cross-border review and (December 2023)
(6) Opinion on the supervision of long-term risk assessment by IORPs providing defined | activity September 2023
contribution schemes (October 2021) (November 2020) | follow-up)

Source: ECA.




Annex IV — Examples of comments by the member states on the challenges to EIOPA’s supervisory
convergence work

EIOPA’s tools have been helpful in fostering EIOPA needs additional tasks and powers to ensure

supervisory convergence across EU Member converging supervisory practices in the area of
States occupational pensions

We should not forget that the IORP Il
directive is a minimum
harmonization directive that covers
prudential supervision and disclosure
requirements and that for
occupational pension products, the
mostimportantis the social and
labour law.

It would be very challenging to reach
supervisory convergence since the
European occupational pensions
market is heterogeneous and the IORP
Ilis a minimum harmonization
directive.

[...] occupational pensions
supervision does not only refer to
the (IORP Il) prudential framework
butalso to the (national) Social
Labour Law provisions as applicable
to the pension schemes and which
are differentin all countries”

[...] EIOPAshould use its toolbox
(that can possibly be expanded in a
reasonable way) to incentivise and
ensure that supervisory practices
are appliedinaway thatresultsin
comparable supervisory outcomes,
taking into account the size,
complexity and risk profile of the
applicable IORP market.

Note: lllustrative replies out of the comments made some of the 27 NCAs that responded to our survey.

@ Agree
@ Neither Agree nor Disagree
@ Disagree/Strongly disagree

Source: ECA survey.

[...]far-reaching convergence in
pension supervision is in our view
not necessary and also not desirable.
To protect the interests of all
EU-citizens saving for their pensions
we need agreement at the EU-level
on minimum quality standards and
on common principlesand then
leave it to Member States to further
work out the details that best capture
the national specificities.

Supervisory convergence for
occupational pensions cannot be
pursued to the same extent as for
other financial sectors because of the
specificities of the national
framework and taking into account
the minimum harmonization nature
of the IORP Il Directive.




2015

2017

2019

2022

Low-
interest-rate
environment
and
increased
life
expectancy

Resilience to
adverse
market
conditions

Resilience to
adverse
market
scenarios
and shock
transfer

Climate
change
scenario

Source: ECA.

Prolonged low interest
rates and increased life
expectancy

Shock to EU equity markets
and drop in risk-free
interest rates

Sudden reassessment of
risk premia and shocks to
interest rates on short
maturities, resulting in
increased yields and
widening of credit spreads

Sudden, disorderly
transition to climate
neutrality with sharp rise in
carbon and energy prices
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Highlighted vulnerabilities in
defined benefit and defined
contribution schemes, showing
many IORPs would struggle to
meet liabilities under prolonged
low-interest rates.

Revealed funding shortfalls for
many IORPs and emphasised
potential impact on the real
economy and financial markets.
Adjustments to restore
sustainability of IORPs would
fall disproportionately on
younger generations.

Financial situation of IORPs
heavily affected in the short
term, requiring financial
support from sponsoring
undertakings/other security
mechanisms. If these short-
term effects were to become
permanent, there would be
long-term impacts on the future
retirement income of members.

Sizeable overall drop of 12.9 %
in assets mostly offset by drop
in liabilities due to rising risk-
free rates.



Lack of standardisation: no common
standard or template for the PBS; not all
relevant information specified (e.g.
considering the shift from defined benefit
to defined contribution pension schemes)

Incomplete cost and charges
information: lack of regulatory
requirements for cost and charges
reporting

Insufficient risk information: incomplete
cost and charges reporting leads to lack of
reporting guidance on value-for-money
risks

Absence of performance data: no
requirement for the PBS to show
investment performance or a brief
indication of current investment options

Lack of projections: no detailed guidance
on the assumptions to be used or the
specific information to be included in the
PBS

Lack of electronic document: only a paper
copy must be made available upon
request

Source: ECA.
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In 2018, EIOPA issued a report on the
PBS, setting out principles and
guidance on its design and content. In
2020, it developed two voluntary PBS
models specifically tailored to defined
contribution schemes.

In 2023, EIOPA published an opinion
(only 7 years after the relevant
requirements became applicable)
analysing issues related to the
disclosure of IORP costs to participants.

The PBS models include value-for-
money risks giving the members a
clearer understanding of the potential
risks associated with their pension
products.

The PBS models include information
on how the pension pot has changed
over the years and the return on the
investment.

The PBS models include projections
based on three different scenarios
(estimate of retirement savings under
various conditions), helping members
understand how much money they
might receive upon retirement.

EIOPA has highlighted the critical
importance of digitalising the PBS
format (also providing electronic
information).
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Annex VIl — Country-specific recommendations 2019-2024, and

RRF measures related to pensions

Country-specific recommendations regarding pension systems

Sustainability, adequacy
and retirementage

27

Austria, Belgium, Czechia,
Germany, Spain, France, Hungary,
Ireland, Italy, Luxembourg, Latvia,
Malta, Poland, Romania, Slovenia,

Slovakia

Occupational
pensions-related reforms

2

Netherlands

Recovery and resilience facility measures regarding pension systems

Occupational
pensions-related reforms

5

Cyprus, Germany, Spain,
Netherlands

Sustainability, adequacy
and retirementage

21

Austria, Belgium, Spain, Croatia,
Hungary, Ireland, Malta, Poland,
Romania, Slovenia, Slovakia

Source: ECA.



Annex VIl — EU pensions-related actions on financial literacy
and autoenrollment

Action and . IORPs
Area Author Subject
year related?
) . Both documents
Two financial .
cover planning for
competence .
retirement and
frameworks: ensions, but not
Financial one for adults | European gccu ati(')nal Not
literacy (2022), and Commission p - explicitly
pensions explicitly or
another for - .
) additional/alternative
children and solutions to first
youth (2023) . .
pillar pensions.
An interactive
map of EEA A map thanks to
countries’ which consumers can
Financial national EIOPA use to learn about Not
literacy financial insurance and explicitly
education pension products in
websites general
(2021)
Best practices These schemes
on auto- automatically enrol
Auto- enrolment for | European eligible employees in Directl
enrolment pension Commission a pension plan while y
schemes allowing them to opt
(2021) out.

Source: ECA.



https://www.eiopa.europa.eu/financial-education-map_en
https://www.eiopa.europa.eu/financial-education-map_en

Abbreviations

CMU: Capital markets union

EEA: European Economic Area

EIOPA: European Insurance and Occupational Pensions Authority
IAB: Impact Assessment Board

IORP: Institution for occupational retirement provision

NCA: National competent authority

PBS: Pension benefit statement

PEPP: Pan-European personal pension product

PTS: Pension tracking system
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Glossary

Better regulation: Concept that guides EU policy and law-making, based on the
principles that regulation should achieve its objectives at minimum cost and be
designed in a transparent, evidence-based manner with citizen and stakeholder
involvement.

Conformity check: Check that the relevant provisions of an EU directive have been
accurately reflected in national implementing measures.

Defined benefit scheme: Type of pension providing a pre-defined retirement income
based on salary and the number of years worked for the employer.

Defined contribution scheme: Type of pension providing retirement income that
depends on pre-defined contributions made and the performance of the funds in
which they are invested.

Discount rate: Interest rate used to value pension entitlements for individuals, and
pension liabilities for pension providers, in today's money.

Duty of care principle: Principle whereby IORPs are expected to act fairly and in
accordance with the best interests of members and beneficiaries, and to help
prospective members and beneficiaries assess the choices or options available to
them.

Effectiveness: Extent to which the objectives pursued are achieved through the
activities undertaken.

Efficiency: Best relationship between the resources employed, the activities
undertaken and the achievement of objectives.

European Insurance and Occupational Pensions Authority (EIOPA): EU agency
responsible for supervising and regulating insurance and occupational pension
activities across EU member states.

European Semester: Annual cycle which provides a framework for coordinating the
economic policies of EU member states and monitoring progress.

European Systemic Risk Board (ESRB): Body responsible for supervising the EU
financial system as a whole, from a risk perspective.
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Home and host national competent authorities: As a general principle, home NCAs
are responsible for prudential supervision and host NCAs have some differing
responsibilities for supervising compliance with conduct of business rules, including
those related to information to be provided to consumers and transparency of
conditions.

Impact assessment: Analysis of the likely (ex ante) or actual (ex post) effects of a policy
initiative or other course of action.

Infringement procedure: Procedure whereby the Commission takes action, in various
stages, against an EU member state that fails to meet its obligations under EU law.

Institution for occupational retirement provision (IORP): Financial institution that
manages an occupational pension scheme on behalf of one or more employers.

National competent authority (NCA): National body responsible for the supervision of
a financial sector such as banking, insurance or pensions.

Pan-European personal pension product (PEPP): Voluntary personal pension scheme
that allows EU citizens to continue saving even if they take up residence in another
member state.

Pay-as-you-go: Method of financing pensions where revenue from current
contributions is used to pay current pension benefits and there is no advance funding
of pensions liabilities.

Pension adequacy: The concept described in the Commission’s Pensions Adequacy
Report, published every three years, distinguishing three main dimensions of
adequacy: (i) poverty protection, (ii) income maintenance, and (iii) pension/retirement
duration.

Prudent person rule: Legal principle requiring someone managing assets of value for
another person or people to invest prudently and in their best interests.

Prudential requirements: Regulatory standards and guidelines designed to ensure the
stability and soundness of financial institutions.

Regulatory arbitrage: Practice of using loopholes in regulatory systems to circumvent
unfavourable regulations.

Risk-free rate: Rate of return that an investor would expect to earn on an investment
that carried zero risk.
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Statutory funded pensions: Legislated pension scheme in which a part of participants'
social security contributions is converted into funded assets that are typically
administered by authorised private managers.

Stress testing: Simulation to assess a financial institution’s ability to withstand
different crisis scenarios.

Supervisory convergence: Process of promoting the consistent and effective
implementation and application of harmonised (but not uniform) rules by national
competent authorities across the EU.

Systemic risk: Risk that affects an entire financial market or system, and not just
specific participants.

Value-for-money risks: In the context of pension schemes, risks that pension products
offered in the market do not offer reasonable retirement benefits.



Replies of the Commission

https://www.eca.europa.eu/en/publications/sr-2025-14

Replies of the EIOPA

https://www.eca.europa.eu/en/publications/sr-2025-14

Timeline

https://www.eca.europa.eu/en/publications/sr-2025-14
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Audit team

The ECA’s special reports set out the results of its audits of EU policies and
programmes, or of management-related topics from specific budgetary areas. The ECA
selects and designs these audit tasks to be of maximum impact by considering the risks
to performance or compliance, the level of income or spending involved, forthcoming
developments and political and public interest.

This performance audit was carried out by Audit Chamber IV — Regulation of markets
and competitive economy, headed by ECA Member Mihails Kozlovs. The audit was led
by ECA Member Mihails Kozlovs, supported by Edite Dzalbe, Head of Private Office and
Laura Graudina, Private Office Attaché; Kamila Lepkowska, Principal Manager;

Anna Ludwikowska, Head of Task; Anca Staicu, Georgia Bichta, Jorg Genner and

Marc Hertgen, Auditors. Michael Pyper provided linguistic support. Dunja Weibel
provided graphical support.
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Because of demographic and fiscal challenges, supplementary
pensions are becoming increasingly important to ensure
adequate retirement income for EU citizens. In this context, the
EU has set minimum requirements for supplementary pensions
provided by institutions for occupational retirement provision
(IORPs) and established a legal framework for a pan-European
personal pension product. We found that, as yet, neither pension
type plays a significant role in the supplementary pension market.
We recommend that the Commission and the European Insurance
and Occupational Pensions Authority take additional steps to
strengthen these segments of the market. In addition, we
recommend that they improve the supervision of IORPs and
enhance transparency regarding costs and returns for IORP
members as well as pension gaps.
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