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Foreword

CFA Society Germany is the leading and largest professional association for professional 
investors and investment managers in Germany. With nearly 2,900 members, the asso-
ciation represents a cross-section of the German investment industry and is also part 
of CFA Institute, the world’s leading professional association for the investment industry. 
CFA Institute has individual members in more than 160 countries. Since it was founded in 
2000, CFA Society Germany and its members have been committed to establishing the 
highest professional and ethical standards in the investment industry, to ensuring effec-
tive regulation, and to promoting high-quality financial education and training opportuni-
ties to strengthen Germany as a financial centre.

Regular studies and surveys among association members, as well as in the investment 
industry, provide us with valuable insight into the current challenges, opportunities, and 
risks in the financial sector. In a 2017 survey of representatives of the German investment, 
financial services, and fintech industries, university teaching (finance and economics), 
financial market supervision, and other related fields, the need for further development of 
state-pension provision had already been given top priority.

In the fall of 2017, a working group of volunteer members of the CFA Society Germany met 
for the first time to develop possible alternatives and reform proposals for the German 
state-subsidised pension system. All participants were experienced professionals in 
wealth and capital investment, both in the area of private and institutional investments, 
and each was certified as a Chartered Financial Analyst (CFA®). 

The result was the “Position Paper on the Reform of State-supported Pension Provisions 
in Germany,” which was published in June 2019.

With this paper, two of these same authors offer an updated and shortened version of 
the original paper with targeted suggestions for solving the main problems of occupa-
tional and private pension provisions in Germany. To this end, they have looked abroad, 
among other things, to draw inspiration for possible design alternatives from international 
pension systems. On this basis, core recommendations for the reform and further devel-
opment of the pension system in Germany were developed to increase access, transpar-
ency, and acceptance—especially of occupational and private pension schemes—among 
the general population.

CFA Society Germany would like to offer this position paper as a contribution to the dis-
cussion, to enter into an exchange on the reform and expansion of the German pen-
sion system and thus to actively shape the long-term prosperity and future viability of 
Germany as an economic centre.
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On behalf of CFA Society Germany, I would like to express my special thanks to our two 
authors, whose commitment, research, intensive professional dialogue, and expertise 
made this paper possible.

Susan Spinner, CFA 

CEO, CFA Society Germany e. V.
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Executive Summary

In the longer term, demographic developments in Germany will lead to a further reduc-
tion in the level of pensions in the statutory pension insurance system, albeit indirectly 
through an increase in the retirement age. For this reason, to compensate for these devel-
opments, state-subsidised occupational and private pension plans are needed more than 
ever.

Our reform proposals should be used to achieve a significant increase in pension levels 
and to massively increase the current employee participation of only 50%. This would 
help to preserve social peace and counteract the growing need for state social support 
as a result of increasing poverty among the elderly in the long term.

According to our calculations, our proposed pension model would have enabled pension-
ers to achieve a significantly better performance and therefore a considerably higher 
pension than a direct life insurance policy or a Riester pension over the past decades— 
assuming the same contributions and assuming a global investment in equities (see 
Exhibits 2 and 3). The use of annuity pools in the payout phase, which we have also pro-
posed, could also significantly increase pensions.

In addition to improvements in cost and return on investment, the other benefits would 
include 

■	 opening pensions for all segments of the population;

■	 making the subsidised contributions flexible; and

■	 ensuring portability in case of a change of employer or provider.

These improvements would make the pension system much more flexible, transparent, 
timely, and equitable.

In addition to the benefits for those making provisions, we also recognise significant 
improvements for all stakeholders over the status quo. The higher consideration of more 
profitable investments, such as equities in particular, supported by the financial educa-
tion content on the government platform, would increase the acceptance of equities 
among the population. The greater level of acceptance and application of long-term finan-
cial investments compared with the popular savings account, would strengthen Germany 
significantly as a financial centre and would allow financial providers a greater market 
potential.
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We also see important economic reasons for changing the pension model. Germany 
has been a major exporter of capital for many years because of its current account sur-
pluses. However, this capital has thus far been invested in an extremely unprofitable 
manner compared with other countries.1 The expansion of international equity invest-
ment in state-subsidised pension schemes should sustainably increase the profitability 
of German foreign assets. In the following points, we present the key reform proposals.
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Our Reform Proposals

1. � Integration of occupational pensions and subsidised 
private pension plans

We propose to combine the occupational and subsidised private pension plans. The his-
torically evolved separation is becoming less and less appropriate for today’s working 
environment. Instead, two models for two market segments should be offered.

2.  Two models for different market segments
We recommend the introduction of one model for the standardised retirement provision 
and one model for the self-directed retirement provision. Both models will lead to a mas-
sive reduction in administrative and distribution costs and thus to a significant increase 
in pension returns, compared with the existing models.

2.1.  A central platform for standardised retirement provisions
We recommend the establishment of a state platform for standardised pension provi-
sion, which providers (life insurers/pension funds) select through a tendering process. 
Because of the lean cost structure, there are no distribution costs and very low admin-
istrative costs. This cost advantage alone would have dramatic benefits for the pension 
level (see Exhibit 2). This would mirror the Swedish ITP/Collectum model, which has been 
operating successfully for decades.

2.2.  A pension model for self-directed investment selection
We also propose the introduction of a model for those pensioners who wish to manage 
their own investments. Such pensioners would open an account and a custody account 
with an approved direct bank and select the investments themselves. This would mirror 
the Canadian RRSP/RRIF model.

3.  Expansion of the group of eligible pensioners 
The old-age pension system must be accessible to all sections of the population, includ-
ing employees, mini-jobbers, self-employed, civil servants, and non-employed spouses 
(i.e., homemakers). Payments should be made by the participants as well as their employ-
ers. This model would be suitable for very small businesses and employers and would be 
easy to handle.
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4.  Increase participation
Employers should automatically register their employees for the occupational pension 
(bAV) when they join the company and pay part of their salary as a contribution, unless 
the employee specifically rejects this option. This mirrors the British system of automatic 
enrolment/opt-out provision.

5.  Flexibility of subsidy and tax treatment
Because employment biographies are becoming increasingly dynamic as a result of 
changes in the labour market, it should be made possible to save more in the “good years,” 
so that later income gaps or declines do not lead to permanent disadvantages in terms 
of the pension level. Much higher annual tax allowances are required, which can be car-
ried over several years if they are not utilised. This reflects the British Lifetime Allowance 
system.

6. � Increase in pensions through abolition of guarantees 
in the accumulation phase

Especially in the low-interest phase, interest and contribution guarantees have led to very 
low-yielding investment returns. These guarantees should be removed to be able to invest 
in more profitable asset classes, such as equities, and thus increase pension returns.

7. � Additional increase in pensions through longevity 
coverage without guarantees in the payout phase

For the payout phase, “annuity pools” should be offered through the pension platform. 
These pools should provide an annuity for life, but still allow an investment in profitable 
asset classes during the payout phase, given that the amount of the annuity is not guar-
anteed with this model.
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1. � The Existing Pension System 
in Germany: Advantages and 
Deficits

1.1  Pillar I: Statutory Pension Insurance
In Germany, the first and strongest pillar of the pension system includes the standard 
systems in which members are compulsorily insured. In addition to the GRV (Gesetzliche 
Rentenversicherung) for all employees subject to social insurance contributions, the civil 
servants’ pension scheme and special schemes for certain groups of self-employed per-
sons also are offered.

The GRV has a long tradition in Germany and is based on the pay-as-you-go system. The 
assets that had been accumulated under the funded system were largely lost in the years 
1914–1948. In 1969, therefore, the transition was made to a pure pay-as-you-go system, 
as it still exists today. Current contributors acquire an entitlement to their future pension 
payment. The provision agreement, which is passed on from generation to generation is 
also referred to as the “intergenerational contract.”

This intergenerational contract was introduced at the time of the baby boomers. 
Meanwhile, the weight of retirees to contributors has increased substantially despite 
sustained net immigration. This trend has been slowed in the past 20 years by the 
increasing employment of women and the abolition of many early retirement schemes, as 
well as by the active period of most baby boomers. It will pick up speed again throughout 
the 2020s as baby boomers increasingly retire. The Deutsche Bundesbank has calculated 
that if the current level of provision (pensions relative to the last salary) were to be con-
tinued and the contribution rate maintained, the required federal funds would increase 
from 4% to 11% of GDP by 2070.2 If the level of provision were to be maintained and the 
required federal funds were to increase “only” from 4% to 5% by 2070, the contribution 
rate would increase from 20% to 30%. If, however, the contribution rate and the required 
federal subsidy were to remain stable, the pension level after 45 years of contributions 
would drop from the current 48% of average insurable employee pay to 30% by 2070.

Conclusion

Because of demographic developments, a further reduction in the pension level in 
the statutory pension insurance system is likely, albeit possibly by increasing the 
retirement age. This means that implementation of the second and third pillars will be 
increasingly required as a necessary compensation for this reduction.
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1.2  Pillar II: Occupational Pension
The occupational form of the pension scheme (bAV) has existed longer than the GRV and, 
unlike the latter, is not financed on a pay-as-you-go basis. Instead, it predominantly is 
financed on a funded basis and is implemented by the employer. It organises the premium 
payments and is the contractual partner of the selected provider or financial services 
provider. The precise rules governing the occupational pension are negotiated by the col-
lective bargaining partners and, if available, are regulated in the collective agreement. 
Possible ways of implementing the occupational pension are as follows: direct insurance, 
pension scheme or pension fund, direct pension or pension commitment, or a provident 
fund. Today, every employee is, in principle, entitled to an occupational pension. Therefore, 
the employer must use a certain amount of the gross salary as a contribution to an occu-
pational pension (deferred compensation) if this is desired and the collective agreement 
does not have any provisions to the contrary. If the employer saves social security con-
tributions through deferred compensation, it is also obliged to contribute at least 15% of 
the amount paid by the employee into the occupational pension. Since passage of the 
Company Pension Strengthening Act (BRSG), employers are exempt from guaranteeing 
a minimum pension amount within the occupational pension. As a result, pension prod-
ucts without guarantees are eligible for occupational pensions, which allows for a much 
higher proportion of higher-yielding asset classes, such as equities, than was previously 
the case. To date, however, this has hardly been used because few collective bargaining 
partners have taken up this option.

The company pension is supported by the state through various measures: Contributions 
paid into a direct insurance policy, pension scheme, or pension fund during a person’s 
working life are exempt from income tax up to a maximum of 8% of the contribution 
assessment ceiling of the general pension insurance (BBGRV) and also are exempt from 
social security contributions up to a limit of 4%. In the case of the direct commitment and 
the provident fund, the employer’s expenses are not regarded as wages. Therefore, they 
are also exempt from tax and social security contributions to an unlimited extent during 
the accumulation phase. The prerequisite for this exemption is that it is not deferred com-
pensation but rather benefits provided by the employer.

If the contributions to the occupational pension plan were tax exempt during the accu-
mulation phase, the benefits are fully subject to income tax in the payout phase (so-
called deferred taxation). Furthermore, the full contributions (i.e., employee plus employer 
share) to statutory health and long-term care insurance must be paid during the payout 
phase, if applicable.
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EXHIBIT 1 � LOW PARTICIPATION IN THE SECOND AND THIRD PILLARS OF OLD-AGE PROVISION  
PARTICIPATION AS PERCENT OF EMPLOYEES SUBJECT TO SOCIAL SECURITY 
CONTRIBUTIONS

Occ.p.
and Riester,

18%

Neither
occ. p. nor

Riester,
12%

Riester,
but no occ.p.

35%

Occ. p.
but no Riester

35%

Data source: Infas, 2019.3

Conclusion

For many employees, the occupational pension is an important supplement to the 
statutory pension. However, participation remains low, especially in the small and 
midsize enterprise (SME) sector, where it is only around 30%. Self-employed and 
homemakers and mini-jobbers are largely excluded, and portability when changing 
employers is often limited. Interest rate and pension guarantees force providers to 
invest in the less profitable fixed-income segment. Almost one-third of all pension 
funds are under special observation by the German Federal Financial Supervisory 
Authority.

1.3  Pillar III: Private Pension Plans
1.3.1  Riester Pension
The Riester pension (pAV) was introduced in 2001 as part of the reform of the GRV to com-
pensate for the reduction in the pension level. Riester contracts receive state support 
in the form of a combination of subsidies (Riester allowances) and tax benefits (special 
expenses deduction) if they have been certified accordingly. To receive the full subsidy, 
pensioners must pay a minimum contribution of 4% of their pensionable income of the 
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previous year (less allowances) into the contract. The following people are eligible for 
subsidies:

■	 Employees, trainees, people performing federal voluntary service, and students with a 
mini-job subject to pension insurance contributions

■	 Compulsorily insured self-employed

■	 Civil servants, soldiers, and judges

■	 Recipients of unemployment benefits (ALG I or II) or sick pay

■	 People with disabilities, who have been incapacitated, and who have a service-related 
disability

If these requirements are met, the state pays the Riester allowance. Since 2018, it has 
amounted to €175 per year. The contributions to the Riester contract, including allow-
ances, can be deducted from income tax as special expenses in the tax return up to a 
maximum of €2,100 per year. An important criterion for certification is the payment con-
ditions. A Riester pension generally must be paid out as a lifelong pension. Only 30% of 
the capital saved may be withdrawn one time at the start of the pension. The principle of 
deferred taxation also applies to the Riester pension: all subsequent pension payments 
are taxable.

1.3.2  Rürup Pension 
Another form of state-subsidised private pension is the Rürup pension, which was intro-
duced by the legislature in 2005 (also called Basis-Rente). The Rürup pension makes the 
most sense for the self-employed and higher-earning employees. Here, too, the state 
supports participants in the savings phase with tax advantages. In 2022, up to 94% of 
payments into the Rürup pension can be offset as special expenses in the tax return, up 
to a maximum of €24,101 (this amount also includes the employer and employee contribu-
tions to the GRV). Payment is made exclusively in the form of a lifelong pension.

There are no contingencies to make one-off payments—apart from the 30% payment at 
the start of the pension as in the case of the Riester pension—or terminate the pension 
prematurely. In addition, the entitlements cannot be inherited or transferred unless it is 
individually agreed that the saved amount will be paid out as a pension to the spouse in 
the event of death. However, this “refund of contributions” reduces the individual’s pen-
sion entitlement.
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Conclusion

The deficits of the Riester pension and the basic pension have become increasingly 
apparent in recent years: The number of Riester contracts has stagnated at 16 mil-
lion since 2013, of which one-fifth is estimated to be dormant. Rürup pension con-
tracts stand at 2.4 million and are growing only marginally. The system of Riester 
allowances is considered to be complicated and bureaucratic. Both administrative 
and sales costs for Riester and Rürup contracts are very high; in the case of Riester 
pensions, they sometimes exceed the allowances (administrative costs of approxi-
mately 1.5% p.a. of saved assets and acquisition commissions of approximately 4% 
of the premium sum). Because of the capital guarantee, Riester and Rürup pensions 
are predominantly invested in only moderately profitable fixed-interest investments; 
equity investments are usually low. The move of a participant from employment to 
self-employment would require a change in the system from Riester to Rürup, which 
is not provided for.
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2 � Analysis of International 
Pension Models

In search of models for pension reform in Germany, we examined second- and third-pillar 
pension models in 11 markets: Australia, Bulgaria, Canada, France, Great Britain, Hong 
Kong SAR, Netherlands, Sweden, Switzerland, Singapore, and the United States.

The research was supplemented by interviews with members of local CFA Societies (pro-
fessional investors, investment managers, and investment advisers) on the strengths 
and weaknesses of the respective national pension systems.

Findings from the analysis of pension models in 11 markets

■	 The majority of pensioners prefer a standardised model.

■	 Self-direction of investment is preferred by a part of the pension beneficiaries and 
enables the selection of assets according to investor preferences.

■	 The quality of advice provided by commission-based intermediaries is mostly 
rated low.

■	 The majority of the population has major deficits in financial education and long-
term private financial planning.

■	 Administrative and distribution costs are far too high in most countries.

■	 Interest rates and annuity guarantees lead to low-return investments, although 
the long investment horizon would allow for more profitable investments.

■	 The automatic enrolment of new employees in the company pension plan has led 
to a significant increase in participation.

■	 Making tax incentives more flexible allows for better provisioning in the event of 
income fluctuations.

■	 The option of an early capital payment instead of an annuity has not proven  
to be successful.

■	 In most funded pension schemes, longevity coverage is inadequate. Annuity 
pools offer a solution to this problem, as their more profitable investment in the 
payout phase enables a higher annuity for life than annuity guarantee products.
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The presentation of the analysed pension models as well as the findings from the analy-
sis and the surveys can be found in detail in our first edition (see chapter 3, Analysis of 
International Pension Models; and chapter 5, Appendix).

BK-CFA-SG_POSITION_PAPER-230151-Text.indd   16BK-CFA-SG_POSITION_PAPER-230151-Text.indd   16



© 2023 CFA INSTITUTE. ALL RIGHTS RESERVED. 17

3. � Reform Proposals for  
State-Subsidised Old-Age 
Provision in Germany

3.1 � Integration of Occupational Pensions and  
Subsidised Private Pension Plans

Our analysis of foreign pension models showed that the separation between occupa-
tional pensions and private pension plans is far less strict in many countries than it is 
in Germany. A number of models, such as investment retirement accounts (IRAs) in the 
United States, registered retirement savings plans (RRSPs) in Canada, the supplementary 
retirement scheme (SRS) in Singapore, the Mandatory Provident Fund in Hong Kong SAR, 
and superannuation in Australia (see the descriptions in the appendix of the first edi-
tion), are applicable as occupational pensions or as private pension plans. This suggests 
that the somewhat strict separation between occupational pensions and private pen-
sion plans in Germany is rather artificial and historically grown and actually is not neces-
sary. In addition, working life is becoming increasingly dynamic because of employment 
with multiple employers, shifts to self-employment and perhaps back to working for an 
employer, parental leave, care leave, sabbaticals, and more flexible retirement. In addition, 
self-employed and low-income earners have thus far been largely excluded from occupa-
tional pensions. Against this backdrop, the separation between occupational pensions 
and private pension plans should be abolished.

3.2  Two Models for Different Market Segments
In section 2, we described that in a number of countries under review, two market seg-
ments were observed: The majority, who prefer a limited selection of standard solutions, 
and a significant minority, who prefer self-management of their pension investments. We 
address this realisation by introducing two models simultaneously:

■	 A state-owned central platform for standardised products of life insurers and pension 
funds

■	 A model for self-directed investment through individual securities accounts at direct 
banks
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3.2.1  Central Platform Modelled on the Swedish ITP/Collectum
The ITP/Collectum model

In Sweden, a total of four collective agreements exist between employees and employ-
ers for different sectors (i.e., white-collar workers, blue-collar workers, municipal employ-
ees, and state employees). Each sector has a separate occupational pension system, 
although they are similar in their outline. We have chosen the ITP/Collectum model, the 
system for private sector employees, as an example. The employers’ associations and 
trade unions jointly operate the Collectum platform for this occupational group. Providers 
are selected through a tendering process, framework agreements are concluded with 
them, their products are made available to the pensioners on the platform for selection 
and the contributions collected.

By bundling purchases at Collectum, the structure remains cost-efficient. Collectum 
receives 1% of collected premiums, and providers receive administrative fees of approxi-
mately 0.15–0.40% of pension assets under management per year. The total cost is 
approximately 0.20–0.45% per year for an assumed contract term of 20 years.4

In the event of a change of employer, pensioners can take their total credit balance with 
them. They also have the option to change insurers but only for a processing fee.

The contributions are tax-deductible for employers and tax-free for employees. The 
investment income retained in the pension assets is taxed at a flat rate of 15%. Pensions 
are taxable when they are paid out.

We propose the establishment of a state-operated central platform for the stan-
dardised investment selection of occupational pensions and private pension plans. 
The platform could be installed in the legal form of an institution under public law with the 
federal government as the sponsor. It should operate on a cost basis and act in the best 
interests of individual contributors.

The tasks of the central platform would be as follows:

■	 Selection of product providers, such as life insurers and pension funds, and 
of products through a tender procedure according to defined quality and cost 
criteria

■	 Internet-based presentation of product providers and products, including trans-
parent products and cost comparisons

■	 Collection of contributions and forwarding them to the providers

■	 Support for flexible changes in employers and providers for pension plan members
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The platform would be open to all population groups, including employees, self-employed 
workers, and homemakers, and would include the collection of contributions from employ-
ers, employees, or the pensioners. It thus would serve both occupational and private pen-
sion plans.

Providers (life insurers and pension funds) have the following 
responsibilities:

■	 Asset allocation and investment management for participants in compliance with 
regulatory requirements

■	 Comprehensive and transparent reporting for participants 

■	 Payment of pension benefits

■	 Offer of products for a lifelong annuity, starting at retirement and optionally also 
at a later date

■	 Support for a free change of employer as well as an easy and cost-effective 
change to competitors

■	 Marketing and sales to a minor extent, as selection and distribution would be car-
ried out by the central platform

■	 Provision of financial planning tools for contributors

■	 Provision of comprehensive financial education content

Following the example of the Swedish Collectum model, the platform could finance itself 
in the long run by charging a fee of 1% of the contributions paid in. Seed-funding from the 
government for the platform in the start-up and development phase would be required.

We advocate a comprehensive educational offering. This offering should be integrated 
on an internet-based central platform. In addition, the internet platform should offer tools 
and information for private financial planning.

For fee-based advisers, certification could be introduced regarding subsidised pen-
sion plans to set new standards for the quality of advice in fee-based advising and to 
improve acceptance among the population. For low-income participants, “checks” for 
basic counselling could be distributed from government agencies or employers. 
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Assumptions: Savings contribution starting in 1970 with €1,000 annually, increasing by 
2% each year. Investment in the MSCI World stock index. Due to the guarantee, the actual 
Riester value development has been significantly lower than shown above.

■	� Riester costs curve: Calculated using standard cost rates for Riester pensions (admin-
istration costs 1.5% of assets, acquisition costs 4% of total premiums).

■	� Platform costs curve: Calculated with the cost of the proposed platform, with the cost 
rates of the ITP Collectum model (administrative costs 0.4% of assets, collection com-
mission 1% of contributions).

■	� Total contributions nominal curve (for comparison).

■	 Annual fee €1,000, 2% annually increasing.

■	 Due to the guarantee, the actual Riester value development is significantly lower.

EXHIBIT 2 � INCREASING PENSIONS BY REDUCING ADMINISTRATIVE AND DISTRIBUTION COSTS

This chart highlights the differences in performance between Riester pensions  
and the Swedish ITP/Collectum model only due to the different cost rates.
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Conclusion

The cost differences between the Riester pension and our proposed platform would 
lead, because of the compound interest effect, to a dramatic difference in perfor-
mance and thus in the potential pension available in the long term.
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3.2.2 � Pension Model Based on the Canadian RRSP for Self-Directed 
Investment Selection

The Registered Retirement Savings Plan/Registered Retirement Income  
Fund model

The Registered Retirement Savings Plan (RRSP) combines the occupational pension 
and private pension plan in Canada. It is voluntary and exists in addition to the first pillar 
(Old Age Security [OAS]) and the mandatory second pillar (Canada Pension Plan [CPP]). 
Contributions can be made by the employer only, by the employees only, or by both.

Each RRSP contributor independently opens an account and a securities account at a 
bank approved for RRSPs and independently purchases securities through the bank. This 
contribution is also required for group RRSPs used for the occupational pension, but in 
this case, it is made only at the bank suggested by the employer. A wide range of pos-
sibilities is available for investment.

Upon reaching retirement age, the RRSP is converted into a payout plan on a tax-neutral 
basis, the Registered Retirement Income Fund (RRIF). The money in an RRIF is invested 
in a similar way to the RRSP. The payouts must be made in accordance with a tax-defined 
table, which sets the minimum payouts amounts mortality tables. Alternatively, products 
are offered for a guaranteed annuity for life.

Contributions to the RRSP are tax deductible. Pensions from the RRIF are taxable when 
paid out. Withholding tax is payable on early withdrawals.

Parallel to the state platform for standardised old-age provision proposed in section 3.2.1, 
we recommend establishing a model for self-determined investment. This model is 
based on the Canadian RRSP/RRIF model. In this context, pensioners who prefer a self-
determined investment should be given the option of opening an account and a securi-
ties account for the occupational pension or the private pension plans at a bank approved 
for this purpose. These accounts may only be used exclusively for this form of pension. 
Suitable providers would be direct banks, for example. These banks should offer pension-
ers a wide range of investment products approved for this purpose and monitor any early 
withdrawals that would be subject to a special withholding tax.

The contribution payments should be tax deductible, analogous to the aforementioned 
standardised form of investment. Upon retirement, the product would have to be con-
verted to a tax-neutral annuity product, which would also consist of an account and a 
securities account and from which an annual or monthly percentage of the current pen-
sion assets would be withdrawn.
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3.3 � Achieving a Lean Cost Structure for Administrative 
and Distribution Costs

Excessive and non-transparent cost structures are often criticised both for Riester 
and Rürup pensions, as highlighted in our survey of international CFA Societies when 
compared with their respective foreign models. The two models we proposed in sec-
tions 3.2.1. and 3.2.2. enable a lean cost structure that is second to none. We advocate 
open competition among providers.

By introducing a central platform (see section 3.2.1.), competition would arise both in the 
tender phase and among the selected suppliers, allowing for direct comparison. A distinc-
tion must be made between distribution and administrative expenses. 

Currently, distribution costs are particularly burdensome in private pension plans because 
they usually account for a large proportion of the premiums made during the first years, 
precisely the contribution years that could benefit the longest from the compound inter-
est effect.

In terms of administrative costs, competition, which could be forced by a central platform, 
should have a positive effect, because products with excessively high administrative 
costs would not be selected through the tender process. In the case of a self-directed 
investment model, based on Canada’s RRSP/RRIF, direct banks, which are generally known 
to have relatively low costs, should offer favourable terms in competition with each other.

3.4  Expansion of the Circle of Eligible Participants
Germany has approximately 4 million self-employed workers and 1.7 million civil servants. 
The vast majority of these employees do not have practical access to occupational pen-
sions, the second pillar of old-age provision. Therefore, it makes sense to extend occupa-
tional pensions to include civil servants and, in particular, the self-employed.

We are in favour of extending state-subsidised pensions to all employed persons, 
including civil servants and the self-employed, as well as to homemakers. The sys-
tem should be available not only for occupational pensions but also for private pen-
sions, so that contributors can conclude a contract with a pension provider without 
the involvement of their employer. This expansion of benefits is especially important for 
people who do not have an employer or an occupational pension plan, such as the self-
employed, civil servants, and homemakers.

3.5  Increase in Participation
In Germany, more than 45 million people were employed in 2021. Only one in two employees 
in the German private sector is currently entitled to an occupational pension. Particularly 
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among employees in small and midsize enterprises (SMEs), both the prevalence and the 
level of pension entitlements are far lower than on average.

In 2008, automatic enrolment was introduced in the United Kingdom. This means that 
employers generally include every employee in the occupational pension and deduct their 
contributions directly from their salary. Employees can object within a short period of time 
by “opting out” (i.e., an active objection if the employee demonstrably made other provi-
sions) and thus choose not to participate. Since the introduction of automatic enrolment, 
participation in occupational pensions has increased massively.

We propose the introduction of automatic enrolment, at least for occupational pensions. 
With the help of an opt-out provision, extensive coverage would be achieved.

3.6 � Making Subsidies and Tax Treatment More  
Flexible

The standard international tax treatment of occupational and private pension plan mod-
els is as follows:

■	 Employer contributions are tax-deductible for employers and tax-free for employees 
(no “non-cash benefit”).

■	 Employee contributions are tax deductible.

■	 Investment income accruing and retained in pension assets is tax-exempt or tax-priv-
ileged income (e.g., flat tax of 15% in Sweden).

■	 Pensions are taxable when paid out.

This tax treatment of pensions, in which the contribution and capital gains are tax-privi-
leged income and only the pension is fully taxed, is also known as Exempt-Exempt-Taxed 
(EET) and its incentive structure has been proven internationally.

The tax rules in the United Kingdom are unusually flexible and particularly forward-looking. 
Contributors can make tax-deductible contributions up to the amount of their total annual 
salary, up to a maximum of £40,000 per year. Unused tax allowances can be carried for-
ward for up to three years. However, a lifetime allowance (LTA) applies. If a contributor has 
accumulated pension fund assets in excess of £1.07 million, additional taxation is levied 
on the excess part of the pension paid out. Considering today’s more dynamic employ-
ment biographies, this more flexible tax treatment of contributions is becoming increas-
ingly important. Contributors should have the opportunity to make higher contributions in 
“good years” so that a later gap in contributions does not necessarily cause permanent 
damage to their pension entitlement.
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Although the proportion of non-employed women has decreased significantly in Germany 
in recent decades, about half of all employed women work part-time and therefore acquire 
disproportionately low pension entitlements. In the mini-job sector, they often do not 
have any entitlements. Part-time employees should be able to make disproportionately 
high tax-subsidised contributions relative to their salary. These contributions could be 
financed by their spouses or partners, for example.

In Germany, we are in favour of tax deductibility of contributions and tax benefits 
for reinvested investment income from pension assets. Taxation should take place 
only in the payout phase. The amount of annual tax-deductible contributions should be 
increased substantially, as in the United Kingdom. In addition, we consider the possibility 
of “carrying forward” unused tax allowances over a period of several years. Beyond the 
existing regulation in the so-called Betriebsrentenstärkungsgesetz, in the case of contin-
ued employment, this should also apply to active contractual relationships.

A maximum limit on pension assets (analogous to the British LTA) should limit the subsi-
dised volume. If this amount is exceeded, an additional tax would have to be levied on the 
pension payout. For low-income earners, a subsidy from the state would be desirable so 
that a minimum contribution flows into the pension plan.

Furthermore, we are opposed to taking pension contributions into account for health 
insurance and pension insurance contributions (as is currently the case for deferred com-
pensation) to avoid the obligation to refund health insurance contributions and the reduc-
tion of statutory pension insurance entitlements.

3.7 � Increase in Pensions Through the Abolition of 
Guarantees in the Accumulation Phase

The majority of pension products in Germany feature interest rates, annuity, or premium 
guarantees, such as the guaranteed interest rate for traditional life insurance policies and 
the premium guarantee for Riester and Rürup policies. The basic idea is to provide invest-
ment security to ensure a minimum payout for beneficiaries. The guarantee of a minimum 
interest rate, however, significantly reduces the achievable investment return. The low-
interest phase has massively exacerbated this problem. Therefore, the disadvantages of 
interest and premium guarantees now clearly outweigh the disadvantages. Because of 
the long-term investment periods, it can be assumed that the risks are largely balanced 
over time (i.e., time diversification).

In line with the lifecycle concept, the opportunity to invest in profitable assets, such as 
equities, should be seized, in particular in the savings phase. The waiver of guarantees 
also enables life insurers to achieve significantly lower equity backing and solvency. 
These savings make the product cheaper for the contributors.
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We fundamentally oppose the use of guarantees and, therefore, call on providers to 
explain to investors how they work and to discuss the advantages and disadvantages of 
guarantees.

Exhibit 3 highlights the differences in the performance of Riester pensions, direct life 
insurance, and the proposed platform model without guarantees. The differences in per-
formance are mainly due to differences in costs and guarantees.

Exhibit 3 also shows that even by taking the high-net interest rates of the years 2002–
2021 for Riester pensions and direct life insurance policies, which are unlikely to be 
achieved in the foreseeable future, as a basis, a pure equity investment without a guar-
antee and with the lean cost structure of our proposed platform would have achieved 
much better results, despite the financial crisis and the COVID-19 pandemic.

Assumptions: The Savings contribution starts at €1,000 per year in 2002 (introduction of 
the Riester pension) and increases by 2% per year.

The performance is shown for the following models in historical comparison:

■	 Platform curve: An equity investment in the MSCI World Equity Index with the costs of 
the proposed platform based on the ITP/Collectum model.

■	 Direct life insurance curve: A direct life insurance policy with the performance of the 
net interest of the German life insurers during this period (with the usual cost rates of 
a direct life insurance policy; acquisition costs at 1% of the premium sum; and admin-
istration costs at 5% of the premium paid).

EXHIBIT 3  PENSION INCREASE THROUGH COST REDUCTION AND WAIVER OF GUARANTEE
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■	 Riester pension curve: A Riester pension as a life insurance policy with the perfor-
mance of the net return of the German life insurers in this period with the usual cost 
rates of a Riester pension (administrative costs at 1.5% of assets, and sales commis-
sion at 4% of the premium sum).

■	 Total contributions nominal curve (for comparison): Total of all premiums in nominal 
terms excluding performance and cost charges.

■	 The government subsidy is not included in this chart.

3.8 � Payout Phase and an Additional Increase in 
Pensions Through Coverage of Longevity  
Without Guarantees in the Payout Phase

We advocate an annuity payment as the only payout option. Examples from Singapore 
and Sweden have shown that a one-time payment can lead to subsequent financial gaps 
in the pension. We are in favour of covering longevity risk in old age. A financial gap in old 
age as a result of longevity would represent too high a risk for pensioners.

The coverage of longevity risk can be efficiently implemented only in the collective. 
However, the existing models of longevity protection are either state intergenerational 
contracts (like the GRV in Germany) or, if privately offered, involve expensive interest 
or pension guarantees. Therefore, it is desirable to find a model that hedges longevity 
risk without guarantees and allows investment in higher-yielding investments, such 
as equities, during the payout phase.

Annuity Pools (Tontines/Dynamic Pension Pools)
Annuity pools allow the offer of an annuity for life while investing the pension assets in 
profitable investments, because the amount of the annuity is not guaranteed.

Annuity pools, also called tontines or dynamic pension pools, provide a lifetime annuity 
without guarantees. Therefore, they are an attractive model for dealing with the individual 
longevity risk of pensioners. Although the individual longevity risk is collectivised (i.e., 
diversified away and thus insured), the investment risk and the systematic longevity risk 
(i.e., the life expectancy in the entire collective is higher than calculated) are fully borne by 
the participating pensioners. This eliminates the need for guarantees, allowing for more 
profitable investments compared to annuity guarantees. In addition, the providers require 
less equity capital since they do not provide guarantees. These advantages allow for sig-
nificantly higher pensions, which are, however, subject to annual fluctuations. In practice, 
these fluctuations are reduced by smoothing mechanisms of the models.
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In Germany, the Insurance Supervision Act (Versicherungsaufsichtsgesetz, VAG) provides 
for “tontine deals” as a branch of insurance (Annex 1 No. 22 to the ISA). However, this 
model has not yet gained any significance in practice in Germany. Internationally, it has 
been implemented by only a few institutions, although in some cases for decades.

The Teachers Insurance and Annuity Association of America (TIAA), a US pension fund, 
manages $1.3 trillion in assets for the retirement of 3.9 million teachers. This institution 
has been operating the College Retirement Equities Fund (CREF) successfully since 1952 
according to the principle of the annuity pool. During the payout phase, the accumulated 
assets are primarily invested in equities. The pension amount is adjusted annually and 
can also fluctuate considerably—depending on the capital market. The establishment 
of CREF in 1952 aimed to protect policyholders against inflation risks better than invest-
ments in nominal assets, such as bonds.5

Since 1998, the idea of annuity pools has also been implemented in the Swedish pre-
mium pension, the funded part of the state pension systems. Assumptions are made here 
about achievable investment income and the average life expectancy of the collective, 
based on which pensions are paid out. The assumptions are reviewed regularly, and the 
pensions are adjusted upward or downward accordingly. Smoothing mechanisms were 
built in to keep fluctuations in pensions low. The assumptions are therefore calculated 
with a buffer, which means, that an annuity is initially paid out that is a certain percent-
age lower than the annuity calculated based on of the assumptions.

In Canada, the UBC Faculty Pension Plan has operated the Variable Payment Life Annuity 
(VPLA) since 1967. The Australian pension fund QSuper introduced the Lifetime Pension in 
2021 based on the annuity pool model.

More recently, the annuity pool model has been widely promoted in Canada, where it is 
also known as the dynamic pension pool. Many citizens have accumulated high savings 
in pension funds, but they have not yet been able to convert them efficiently into lifelong 
pension. Traditional payout plans often fail to adequately cover retirees who live past the 
age of 95.

We support offering pensioners the option of participating in an annuity pool for the 
payout phase. This model enables significantly higher lifetime pensions than the guaran-
teed lifetime pensions that have been customary to date, thanks to the more profitable 
investment and the lower equity capital costs for providers. This model should be offered 
on the platform proposed in section 3.2.1 by life insurers and pension funds.
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4.  Conclusion

The proposed pension model, with the lean cost structure of a state platform and without 
a guarantee, would have provided pensioners (with the same contributions) a significantly 
better performance and thus a considerably higher pension than a direct life insurance 
policy or a Riester pension, assuming a global investment in equities (see Exhibits 2 and 
3). The use of annuity pools in the payout phase, which we also have proposed, could 
significantly increase pensions.

The integration of occupational pensions and state-subsidised private pensions, as we 
have proposed, along with opening access to all sections of the population, flexibile of 
subsidised contributions, and portability in the event of a change of employer or provider, 
would make the pension system much more flexible, transparent, up to date, and fair. Our 
reform proposals would make the state-subsidised pension system considerably more 
attractive. In addition, the introduction of automatic enrolment/opt-out provision could 
massively increase participation.

Our reform proposals should be utilised to increase pensions and participation efficiently 
and sustainably, countering the foreseeable trend toward increased old-age poverty in 
Germany. This would help to preserve social peace and counteract the growing need for 
state-provided social support as a result of rising old-age poverty. 

Giving significant consideration to more profitable investments, such as equities in par-
ticular, supported by financial education content on the government platform, could 
increase the population’s acceptance of equities and introduce additional segments of 
the population to long-term equity investing. This would strengthen Germany as a finan-
cial centre.

For many years, Germany has been a major exporter of capital due to its current account 
surpluses.To date, however, this capital has been invested extremely unprofitably com-
pared with other countries. The expansion of international equity investments into state-
subsidised pensions should sustainably increase the profitability of German foreign 
assets.
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