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Pension supervision

Pension supervision currently ranges from the licensing or registration
of pension plans, funds, and entities to ‘on-site’ and ‘off-site monitoring’
processes and other techniques. This project, already initiated, would bring
together pension supervisors from OECD and INPRS countries to help
identify good practices in pension supervision.* In addition, policy analysis
would be conducted on:

e the structure of the supervision;

e issues such as the relationship between regulatory and supervisory
authorities;

e and the implications of financial convergence and consolidation
for supervisory structures.

A new international organisation may play a leading role in this project in the future (see
Section 10).
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Section 10

Reaching out to other countries across the globe

The OECD private pensions activities with non member economies are
conducted under the aegis of the Centre for Cooperation with Non Members
(CCNM), which has developed relationships with more than 70 countries
outside the OECD.

It includes relevant policy analysis and recommendations to non
member economies and dissemination of relevant material. For instance, a
2,500 page insurance and private pensions compendium for emerging
economies was released in 2002. The OECD is also organising numerous
events, which can be country-based (for instance in China, India, Russia and
Brazil), regional (in Asia, Latin-America, Baltic region and Central and
Eastern Europe) or global (Forum on private pensions).

Most of the two latter type of events are jointly organised with the
International Network of Pensions Regulators and Supervisors (INPRS) that
the OECD helped to set up in 2000. The INPRS brings together over 130
authorities from over 60 countries around the world, as well as various
international organisations.

The INPRS is extending the OECD’s work in the development of
principles and best practices and provides a unique international forum for
the discussion of policy issues and the dissemination of information. The
Network is serviced by the OECD Secretariat.

The INPRS is a forum for dialogue and exchange of information on
private pensions. In co-operation with the OECD, it has:

e endorsed best practice guidelines, developed by the OECD, which
serve countries with both developed and less developed pension
systems;

e compiled a descriptive database of private pension systems, in co-
operation with the International Social Security Association to be
released in 2003;

e developed the INPRS website (www.inprs.org);
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e initiated the publication of the Journal of Pension Economics and
Finance (JPEF), a journal specialising in pensions issues
(published by Cambridge University Press);

e organised numerous regional committees and meetings.

Discussions are ongoing to transform the INPRS into an international
association. This organisation would lead the work on pension supervision
(and regulatory issues related to supervision) and would work closely with
the Working Party on Private Pensions. The OECD would serve as the
secretariat of this new association.
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Section 11

Recent Publications

Over the years, the OECD has published a number of reports on private
pension issues. The following is a complete list of these publications to-date.

Private Pensions Series No. 6 (forthcoming) Supervisory Structures and
Methods for Private Pensions

Private Pensions Series No. 5 (forthcoming) The Development of
Private Pensions in the Baltic Countries

Private Pensions Series No. 4 Regulating Private Pension Schemes:
Trends and Challenges

Private Pensions Series No. 3 OECD Private Pensions Conference 2000
Private Pensions Series No. 2: Administrative Costs and Reforms

Private Pensions Series No 1: Private Pensions Systems and Policy
Issues

Insurance and Private Pensions Compendium for Emerging Economies
Institutional Investors in Latin America

Financial Markets Trends No. 84: Pension Reform and Financial
Markets: The Impact of the Post-2000 Downturn

Financial Markets Trends No. 83: Prudent Person Rule Standard for the
Investment of Pension Fund Assets; Private Annuity Markets;
Guidelines for Pension Fund Governance

Financial Markets Trends No. 70-1: Private Pension Systems:
Regulatory Policies (in two parts)

Maintaining Prosperity in an Ageing Society

Pensions, Savings and Capital Flows: From Ageing to Emerging
Markets

Development Centre Studies: The Second-Generation Pension Reforms
in Latin America
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The OECD is also associated with the publication of:
Journal of Pension Economics and Finance, Cambridge University Press

Complementary and Private Pensions Throughout the World, ISSA-INPRS

For more information, and to inquire about availability, see the on-line
bookshop on www.oecd.org

Tel: +33 (0)1 45 24 81 67 E-mail: sales@oecd.org
Fax: +33 (0)1 45 24 19 50
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Section 12

Partnership Programme

The OECD works in partnership with many key international
institutions to promote its agenda of economic reform. In the private
pensions arena, the OECD works closely with the International Monetary
Fund, the International Social Security Association, and the World Bank.

In addition, corporations or government organizations are welcome and
encouraged to support the various private pension activities through our
partnership programme.

The OECD offers opportunities to:

e Report on and learn about new developments and research in
private pensions;

e Report on and learn about analytical techniques and
methodologies in the field of pensions;

e Meet and interact with experts in government and relevant
regulatory and supervisory bodies as well as the pensions industry
and academia;

e Explore common interests and problems with people from diverse
institutional environments;

e Suggesting improvements to OECD activities.

Partners are also rewarded with copies of material issued within the
framework of the various private pensions project, as well as access to
Electronic Discussion.

If you would like to join the partnership programme please contact:

Mr Andre Laboul

Head of OECD Financial Affairs Division

2 rue André Pascal Tel: + 33 145249127
75775 Paris Cedex 16 Fax: 433 144 30 63 08

E-mail: andre.laboul @ oecd.org
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Annex

FIFTEEN PRINCIPLES FOR THE REGULATION OF
PRIVATE OCCUPATIONAL PENSION SCHEMES

Adequate regulatory framework

Principle N°1: An adequate regulatory framework for private pensions
should be enforced in a comprehensive, dynamic and flexible way (taking
into account the complexity of the schemes) in order to ensure the protection
of pensions plans beneficiaries, the soundness of pensions funds and the
stability of the economy as a whole. This framework should however not
provide excessive burden on pensions markets, institutions, or employers.

Appropriate regulation of financial markets

Principle N°2: A productive, diversified investment of retirement
savings which spreads risk requires well-functioning capital markets and
financial institutions. The development of advance-funded pension systems
should go hand-in-hand with a strengthening of the financial market
infrastructure and regulatory framework (including the development of new
financial instruments and new markets such as inflation-indexed markets
and the improved functioning of retirement annuity markets).

Rights of the beneficiaries

Principle N°3: Non-discriminatory access should be granted to private
pensions schemes. Regulation should aim at avoiding exclusions based on
age, salary, gender, period of service, terms of employment, part-time
employment, and civil status It should also promote the protection of vested
rights and proper entitlement process, as regard to contributions from both
employees and employers. Policies for indexation should be encouraged.
Portability of pensions rights is essential when professional mobility is
promoted. Mechanisms for the protection of beneficiaries in case of early
departure, especially when membership is not voluntary, should be
encouraged.
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Adequacy of the private schemes

Principle N°4: Proper assessment of adequacy of private schemes (risks,
benefits, coverage) should be promoted, especially when these schemes play a
public role, through substitution or substantial complementary function to
public schemes and when they are mandatory. Adequacy should be evaluated
taking into account the various sources of retirement income (tax-and-transfer
systems, advance-funded systems, private savings and earnings).

Regulatory system and separation

Principle N°5: An institutional and functional system of adequate legal,
accounting, technical, financial, and managerial criteria should apply to
pensions funds and plans, jointly or separately, but without excessive
administrative burden. The pension fund must be legally separated from the
sponsor (or at least such separation must be irrevocably guaranteed through
appropriate mechanisms).

Funding

Principle N°6: Private schemes should be funded. While full-funding
exists in principle for defined contribution plans, other types of plans should
be subject to minimum funding rules or other mechanisms to ensure
adequate funding of pension liabilities. Rules based on winding-up approach
(e.g. ABO, PBO) may be promoted as a minimum level to complement the
on-going approach. Flexibility can be allowed for temporary limited under-
funding under restricted circumstances. Consideration should be given to the
development of adequate but flexible requirements for minimum
capital/guarantee in pension funds,-- taking account of the long term nature
of their liabilities. Tax and prudential regulations should encourage a
prudent level of funding. Private unfunded pay-as-you-go schemes at
individual company level (i.e. overheads schemes) should be prohibited.

Calculation Techniques

Principles N°7: Appropriate calculation methods for asset valuation and
liabilities funding, including actuarial techniques and amortisation rules
must be set up and based on transparent and comparable standards.
Increased reliance on modern and effective risk management, industry-wide
risk management standards for pension funds and other institutions involved
in the provision of retirement income should be promoted. The development
of asset liability management techniques should be given proper
consideration.
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Supervisory structures

Principle N°8: Effective supervision of pension funds and plans must be
set-up and focus on legal compliance, financial control, actuarial
examination and supervision of managers. Appropriate supervisory bodies,
properly staffed and funded, should be established in order to conduct when
relevant off and on site supervision, at least for some categories of funds and
in particular when problems are reported. Supervisory bodies should be
endowed with appropriate regulatory and supervisory powers over
individual plans, in order to prevent mis-selling cases arising from
irregularities in the distribution and expenses methods.

Self-supervision

Principle N° 9: Self-regulation and self-supervision should be
encouraged. The role of independent actuaries, custodian services and
internal independent supervisory boards should be promoted within an
appropriate regulatory framework.

Fair competition

Principle N°10: Regulation should promote a level playing field
between the different operators and take account of the usefulness of a
functional approach. The fair competition should benefit to the consumers
and allow for the development of adequate private pensions markets.

Investment

Principle N°11: Investment by pension funds should be adequately
regulated (see selected principles for regulation of investments by insurance
companies and pension funds in Annex). This includes the need for an
integrated assets/liabilities approach, for both institutional and functional
approaches, and the consideration of principles related to diversification,
dispersion, and maturity and currency matching. Quantitative regulations,
and prudent-person principles should be carefully assessed, having regard to
both the security and profitability objectives of pension funds. Self-
investment should be limited, unless appropriate safeguards exist.
Liberalisation of investment abroad by pension funds should be promoted,
subject to prudent management principles.

Insurance mechanisms

Principle N°12: The need for insolvency insurance and/or other
guarantee schemes has to be properly evaluated. These mechanisms may be
recommended in some cases but in an adequate framework. Recourse to
insurance mechanisms (group and reinsurance) may be promoted.
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Winding-up

Principle N°13: Proper winding-up mechanisms should be put in place.
Arrangements (including, where necessary, priority creditors’ rights for
pension funds) should be put in place to ensure that contributions owed to
the fund by the employer are paid in the event of his insolvency, in
accordance with national laws.

Disclosure and education

Principle N°14: Appropriate disclosure and education should be
promoted as regards respective costs and benefits characteristics of pensions
schemes, especially where individual choice is offered. Beneficiaries should
be educated on misuse of retirement benefits (in particular in case of lump
sum) and adequate preservation of their rights. Disclosure of fees structure,
plans performance and benefits modalities should be especially promoted in
the case of pensions plans that offer individual choice.

Corporate governance

Principle N°15: The corporate governance role and capacity of pension
funds should be considered. This includes: the role of guidelines (statutory
or voluntary) for governance activities; the impact of shareholder activism
by pension funds on corporate behaviour; and the governance of pension
funds themselves and the role of trustees.
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