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Taking Stock of Changes in Irish 

Pension Policy
Irish pension crises are widely reported and in April 2013 the OECD identified several key challenges for the pension sector in 

Ireland, Peter Fahy discusses.

Pension provision for Irish workers 

can be divided into five broad 

components:

• Private sector occupational pension 

schemes, whether defined benefit (DB) 

or defined contribution (DC);

• Private sector personal pension 

savings through personal pension 

products (DC);

• Funded occupational schemes for 

public sector workers (largely DB);

• Unfunded occupational schemes for 

public sector workers (DB);

• The State (Contributory) pension, 

funded by PRSI contributions (DB).

OECD review

The very useful OECD review of the 

Irish Pension System published in April 

2013 (the “OECD review”) identified a 

number of key challenges for the Irish 

pension sector.  

Very broadly, these challenges can 

be broken down into three areas:  

Affordability, adequacy and coverage. 

Affordability is the ability to pay for 

current DB promises, whether public or 

private sector.  Adequacy is the ability 

to provide retiring workers without 

such DB promises with adequate 

levels of retirement income.  The DC 

sector has a major retirement savings 

gap.  Coverage is extending pension 

schemes to the approximately 50% of 

the workforce who are not members 

of an occupational scheme, whether 

DB or DC.   

Affordability

The main policy movement to date 

has been on affordability.  A review 

of recent changes indicates that Irish 

policymakers can act decisively, and 

in the private sector ruthlessly, in 

response to crisis situations, but find it 

difficult to make long term decisions on 

pension policy.

Affordability is a particular issue for 

State and unfunded public sector 

pension benefits. 

The long term aggregate deficit in the 

current PRSI funding system for State 

pension benefits is estimated at €324 

billion (KPMG report (2012) for the 

Department of Social Protection)  in the 

period to 2066.  This is notwithstanding 

the decision to increase the age from 

which the State pension is payable 

progressively to age 68 by 2028.  

The projected net cost in the period to 

2058 of paying unfunded DB pensions 

for public sector workers, after 

accounting for employee contributions 

and levies, aggregates to €157 billion, 

based on end 2008 data (Comptroller 

and Auditor General valuation (2009)).  

By contrast recent Pensions Board 

figures for funded DB schemes showed 

an aggregate deficit of the order of €57 

billion, a more manageable amount.  

Public Sector Reforms

No major change has occurred in 

relation to the State pension.

Unfunded public sector schemes have 

seen three policy developments:

• The €16.1 billion of assets in the 

National Pension Reserve Fund, 

established to fund the costs of State 

and public service pensions, has 

been expropriated to pay for bank 

recapitalisation and for the new Irish 

strategic investment fund.  This reduces 

long term affordability.

• The Government has enacted the 

various Financial Emergency Measures 

in the Public Interest Acts 2009 to 2013, 

imposing a levy on public sector pay, 

public sector pay cuts and reductions 

in public service pensions in payment.  

This increases affordability but it’s not 

yet clear by how much.

• The Public Service Pensions (Single 

Scheme and Other Provisions) 

Act 2012 has been enacted.  This 

establishes a single pension scheme 

for all new public servants under which 

a segment of pension accrues for each 

year of service based on current salary, 

rather than all benefits being based 

on final salary.  It is DB but a more 

sustainable version of it.  Because it 

only applies to new entrants it will take 

several decades to have any impact.  

However, the introduction of the new 

scheme lays the groundwork for the 

really significant change in making the 

public pension system more affordable, 

which is to apply the new scheme to 

existing public servants, as in the UK.  

The Irish scheme also needs a failsafe 

clause as in the UK, where there is 

an effective cap on the total cost of 

pension benefits as a proportion of 

salary costs, and if this cap is exceeded 

there is an automatic renegotiation or 

restructuring mechanism triggered.

So the crisis has been an opportunity 

to rebase public pensions at a lower  
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cost, but not to fundamentally reform 

them.  However, the ground work 

for long term reform has been laid.  

Policymakers are well aware that the 

first step to restructure a private sector 

DB scheme has been to close it to 

new entrants and replace it with the 

preferred design.  Finally, the concept 

of pre-funding the system has received 

a possibly fatal blow.

Private Sector reforms

The just published Social Welfare and 

Pensions (No.2) Bill (the “Bill”) confirms 

the defining principle of all Government 

policy measures with respect to funded, 

mostly private sector, DB benefits - no 

statutory burdens will be imposed on 

employers.  

The choreography of the Government’s 

response to funded DB deficits looks, 

with the benefit of hindsight, to have 

been handled in a singleminded 

and unsentimental fashion.  First, 

a statutory mechanism to reduce 

member benefits where schemes 

could not obtain employer agreement 

to adequate funding was expanded 

to cover all pre-retirement benefits, 

and all pension increases.  Then, 

the Government allowed schemes 

buy out pensioner benefits by Irish 

Government bond backed annuities, 

which are cheaper but less secure 

than traditional annuities.  Then the 

Government tightened the funding 

standard to require schemes to hold 

higher reserves for investing in return 

seeking assets, lowering schemes’ 

ability to target asset growth.  Then 

a 2023 deadline was introduced for 

schemes to meet the Pensions Act 

solvency measure, and a June 2013 

deadline for schemes to file plans to 

achieve this.  

When, as was anticipated, the State 

was found in April 2013 to be in breach 

of EU law on the protection of workers’ 

pension rights in the event of an 

employer insolvency, the Government 

announced a deferral of action, and 

allowed the restructuring and wind up 

of pension schemes to continue and 

accelerate.  The number of funded DB 

schemes has reduced from 1,319 (end 

2007) to an estimated 750 by end 2013 

through solvent and insolvent wind 

ups, and of the remaining schemes 

400 are now solvent, and 250 have an 

agreed funding plan, following benefit 

write downs in many cases.  

The Government, apparently satisfied 

that the risk of a “double insolvency” 

-employer insolvency triggering 

scheme insolvency - and the absolute 

scale of the remaining deficit in the 

funded DB system are manageable, 

has introduced a limited insolvency 

protection regime.  As outlined in the 

Bill, this provides Exchequer funding 

to ensure 50% of member benefits 

pre-retirement, and between 80% 

and 90% of pensioner benefits above 

€12,000, can be paid by a scheme 

in a double insolvency, though only 

on a cash equivalent transfer value 

basis for non-pensioners.  Sponsoring 

employers continue to be free to 

negotiate restructurings or wind ups 

of their DB schemes, and the statutory 

mechanism to reduce benefits will now 

extend to reducing pensioner benefits 

by up to 20%.

This regime is designed to satisfy 

the minimum legal requirements under 

EU law governing the protection of 

employee rights to pensions on an 

employer insolvency, as expressed in 

the April 2013 ruling by the European 

Court against the Government in 

the Waterford Crystal case, and the 

previous Robins ruling against the UK 

Government in 2007. 

Adequacy and Coverage

The OECD has identified a significant 

long term adequacy issue with the 

current Irish pensions system.  This 

is primarily in relation to private sector 

workers who are relying increasingly 

on defined contribution schemes to 

fund their pensions in retirement.  The 

OECD has identified that the solution 

to this is the introduction of mandatory 

DC pension coverage for all non-DB 

employees.  

However, the Government has still not 

taken any concrete steps to implement 

its more interim proposal to deal with 

adequacy of pension coverage in the 

private sector which is the introduction 

of an auto enrolment system.  Under 

an auto enrolment system, employees 

automatically are enrolled into a pension 

scheme with a minimum contribution 

structure, but are entitled to opt out of 

that scheme if they wish.  The current 

proposed contribution rates would not 

address adequacy concerns. 

Conclusion

 Whatever one’s view of recent private 

sector DB reforms, they have been 

an effective, if blunt, instrument in 

addressing the affordability issue for 

funded DB schemes from a pure cost 

perspective.  This writer believes that 

in time unfunded DB schemes in the 

public sector will also be subject to 

further reform, if only because the road 

map for this has been laid out by both 

the UK and now the OECD review.  

However, it is difficult to see where the 

creative skills necessary to resolve 

the long term adequacy and coverage 

issues that this leaves will come from, 

without external support.  I may return 

to this issue in a subsequent article.

Peter Fahy is a partner and head of 

pensions with Eversheds.
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