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Chapter1- The legal-institutional framework of the

Italian pension system and the changes introduced in
2019

1.1 Anoverview

The Italian pension system is a public, mandatory PAYG scheme covering the whole
resident population. After a transitional phase, the same rules apply to all participants,
with the exceptions of minor pension schemes. Such general rules envisage: i) the
adoption of the Notional Defined Contribution (NDC) scheme, with periodic revisions of
the implicit accrual rates, i) the eligibility requirements for old-age and early retirement
both linked to changes in life expectancy and iii) the indexation of pensions to price
inflation.

Following Law 214/2011, only one social security institute (/stituto Nazionale di
Previdenza Sociale - INPS) manages all public pensions schemes, for the private and
public sectors, with the exception of professionals’ funds mentioned above

The minor pension schemes which are allowed to deviate from the general rules, mainly
concern professional funds. They account for about 4% of the insured to the public
pension system and 2.2% of the total public pension expenditure in 2016. However, some
of them have already opted for the application of the NDC scheme.

In 2016, in line with 2018 Ageing Report results, the public pension expenditure accounts
for 15.6% of GDP', gross of tax revenues on pensions. Discarding the social assistance
component, the aggregate is composed of old-age, early and disability pensions for 84%
and of survivors’ pensions for the remaining 16%. Sector analysis shows that about 58% of
public pension expenditure refers to private employees, 27% to publicemployees and 15%
to the self-employed (artisans, shopkeepers and farmers) and professionals’ funds.

The legal-institutional framework of the Italian pension system has been greatly
reformed since 1992. The measures that have contributed most to improving the financial
sustainability, already embodied in the 2012 and 2015, and 2018 AWG pension projections,
may be summarized as follows:

e the elimination of indexation to real wages (Law 503/1992);

'In 2016, the ratio actually accounts for 15,4%, on the basis of the latest National Accounts estimates of GDP released by
Istat (National Institute of Statistics) at the end of September 2019. National accounts data are also available for 2017 and
2018 with pension expenditures as a ratio of GDP being, in both years, equal to 15.2%. The differences with the peer review
projections show lower pension expenditures as a ratio of GDP amounting to 0,3 percentage points in 2018.



o theintroduction of the NDC method and the periodic update of the transformation
coefficients (accrual rate) to changes in mortality rates (Law 335/1995 and Law
247/2007);

e the tightening of the eligibility requirements for old-age, early, and social
assistance pensions (Law 503/1992, Law 335/1995, Law 449/1997, Law 243/2004,
as modified by Law 247/2007, Law 214/2011);

o the alignment of the statutory retirement age of women to that of men, thus
eliminating the previous 5-year gap (Law 122/2010, Law 214/2011);

o theindexation of the eligibility requirements to changes in life expectancy for old-
age, early, and social assistance pensions (Decree Law 78/2010 and Law
214/1995).

The Budget Law for 2017 (Law 232/2016) introduced only minor changes aimed at
increasing lower amount contributory pensions and facilitating earlier access to
retirement for workers so-called “precocious” or involved in arduous works. Measures
facilitating earlier exit from the labour market, without affecting pension expenditure,
have also beenintroduced, on temporary basis (up to 2018).

The most recent pension interventions, which are assessed in the current peer review
process, entered fully into force at the end of January 2019 and have been adopted with
Law 145/2018 (2019 Budget Law) and Decree Law 4/2019 converted into Law 26/2019.

The new measures introduced by Law 145/2018 envisage:

o forthe period 2019-2021, a tighter automatic revaluation mechanisms of pensions
to prices;

o for the period 2019-2023, a reduction mechanisms for rich pensions above
100.000 euro.

The new measures introduced by Law 26/2019 foresee:

e anew, experimental and temporary, early retirement channel for workers who
reach at least the age of 62 and a minimum contribution requirement of 38 years
inthe period 2019-2021 (so-called Quota 100);

o forthe existing early retirement scheme based only on accrued contributions and
not on age, the minimum contributory period is kept constant to the level of 2018
(42 years and 10 months for men and 41 years and 10 months for women) and
unlinked from gainsiin life expectancy during the year 2019-2026;

o for workers so-called ‘precocious’ who have gained at least 1 year of actual work
before the age of 19 in specific categories or in disadvantageous conditions, early
retirement based only on accrued contributions regardless of age is possible
once the minimum contribution requirement of 41years has been attained. During



the period 2019-2026, such requirement is also unlinked from gains in life
expectancy;

o the so-called Opzione Donna, i.e. the experimental regime allowing female
workers aged at least 58 and having 35 years of social security contributions to
retire early, was extended also to 2019;

Beside the public system also private, funded pillars exist, which are set up on voluntary
basis to supplement the public pension system in ensuring adequate income protection
to the elderly, especially when the NDC scheme is fully phased in.

The legislative framework regulating private funded pillars was firstly introduced in 1993
(legislative Decree 507/1993) and 1995 (Law 335/1995). Thereafter, additional measures
were adopted in order to increase the number of the insured. In particular, Law
243/2004, legislative Decree 252/2005, and Law 296/2006 provided important changes in
terms of fiscal incentives to join private pension funds. More recently, the Budget Law for
2017 has foreseen, under given conditions, the faculty for the insured to utilise part of the
capital accumulated in private pension funds to finance income provision before
retirement.

Private funded pillars are not included in the current public expenditures projections.
Table 20 gives some statistical information about the development of the private
component of the pension system in Italy during the period 2000-2016, in terms of
coverage, contributions paid, and financial assets.

1.2 The public pension system

1.21 Calculationrules

With the 1995-pension reform (Law 335/1995), the Italian pension system adopted the
NDC scheme, based on an actuarial equivalence between contributions paid and pension
payments after retirement. The previous Defined Benefit (DB) scheme still applies
pro-rata to contributions accrued until 1995 and until 2011 for workers with more than18
years of contribution at the end 0f 1995.

Old-age and early pensions. Under the NDC scheme, the pension is calculated as a
product of two factors: the total lifelong contributions, capitalised with the nominal GDP
growth rate (five-year geometric mobile average) and the transformation coefficient, the
calculation of which is mainly based on the probabilities of death, the probabilities of
leaving a surviving spouse, and the average outliving period? As a consequence, the

2For formula and parameters, see Annex 1. The transformation coefficient is approximately the inverse of the average
number of years for which a pension are expected to be paid to the pensioner and their surviving spouse, the latter
weighted with the reversibility rate.



pension amount is proportional to the contribution rate and directly correlated to the
contribution period and the age of retirement.

Until the end of 2012, the transformation coefficients were foreseen only for the age
bracket 57-65. For retirement ages below (i.e. disability pensions) or above the range,
the lowest and the highest coefficients were respectively applied. As of 2013, the upper
limit of the age range has been extended to 70 and then further, in line with the increase
in the eligibility requirements brought about by changes in life expectancy (see §.1.2.2) 2
The most recent update of the transformation coefficients is the one adopted for the
period 2019-2021 which extended the upper limit to 71.

According to current legislation, as of 2019, the transformation coefficients are subject to
bi-annual revisions according to changes in mortality rates. The revision procedure is
automatic as it falls entirely under the administrative sphere of competence®.

Under the previous Defined Benefit (DB) regime, which still applies pro-rata to
contributions accrued until 1995° the pension is calculated as a percentage of the
reference wage, obtained multiplying 2% by the years of contribution, up to a maximum of
80%.The reference wage is an average of wages/labour income related to the last part of
career, indexed to prices up to the year before that of retirement. The number of annual
wages involved varies depending on sector, time period to which the contribution is
referred and retirement age.

Disability pensions. General calculation rules, as described above, also apply to disability
pensions. Furthermore, an additional contribution period is granted to those with 100% of
disability degree, corresponding to the remaining years to reaching the Statutory
Retirement Age (SRA), up to a maximum contribution period of 40 years®.

Survivors’ pensions. Survivors’ pensions account for 60% of the deceased's pension.
When the deceased is a contributor, the amount of pension is calculated according to the
general rules as described above. Survivor's pensions cannot be cumulated with other
income sources for 25%, 40% or 50% of their amount if the survivor's total income
exceeds, respectively, three, four or five times the minimum pension.

1.2.2 Eligibility requirements

The Italian pension system basically foresees two ways for retirement (see table 1):

3The transformation coefficient may be somewhat higher for women in relation to children they have given birth
(transformation coefficient corresponding to an age 3 months higher than that of retirement for each child up to a
maximum of 1year).

“In accordance with the administrative procedure laid down by Law 247/2007, the 2013 and 2016 revisions of the
transformation coefficients ware adopted by the directorial Decrees of the Ministry of Labour and Social Policies of 14"
May 2012 and of 22" June 2015, respectively. The update of transformation coefficients for the period 2019-2021 has been
adopted with directorial Decree of the Ministry of Labour on 15 may 2018.

’lt also applies to contributions paid until to 2011 by the insured with more than 18 years of contributions at the end of 1995. It
hasto be noted that most of them are already retired and the rest of them will retire in the next few years.

¢In fact, the maximum degree of disability is considered incompatible with any kind of work.



e the old-age retirement which requires the Statutory Retirement Age (SRA) with,
at least, 20 years of contributions and, as of 2012, for workers enrolled after 1995,
a pension benefit at least equal to 1.5 times the old-age allowance indexed with
the five-year mobile average of nominal GDP;

e the early retirement, at an age below the SRA, which normally requires high
contribution periods.

Statutory Retirement Age (old-age pensions). In 2016, the SRA was 66 years and 7
months for men (all sectors) and female employees in the public sector. For female
employees in the private sector and female self-employed, SRA was, respectively, 1year
(65 years and 7 months) and 6 months lower (66 years and 1 month). Current legislation
established that for these categories of female workers, the SRA had to quickly increase
so as to equalize that other workers as of 1** January, 2018. Accordingly, as of 2018 all
SRAs are aligned to 66 years and 7 months.

The same procedure has been applied for the old-age allowance (assegno sociale, or
social pension if awarded before 1996). In 2018, the minimum age requirement to be
entitled to it will be increased by 1year and then fully aligned to the SRA (§.1.2.3).

According to a specific legislative provision, the SRA must be at least 67 in 2021. Based on
the latest official demographic projections’, such a target has, de facto, been already
achieved taking into consideration the 2019 update of the eligibility requirements to
changesin life expectancy (see below).

Early pension retirement before the attainment of the SRA is possible:

o for all workers, regardless of their age on the basis only of a minimum
contribution requirement. In the period 2016-2018, such contributory requirement
was equal to 42 years and 10 months for men and to 41 years and 10 months, for
women.

o for workers, enrolled after 1995, who may retire up to a maximum of three years
earlier than the SRA, having accrued at least 20 years of contributions and a
pension not inferior to 2.8 times the old-age allowance®in 2012, indexed with the
five-year mobile average of nominal GDP.

More recently, with Decree Law n. 4/2019 as converted into Law n. 26/2019, a new early
retirement channel has been established on an experimental basis. Indeed, workers
attaining, during the period 2019-2021, at least 62 years of age and 38 years of accrued
contributions could also retire early (so-called, Quota100).

Workers of the private sector accruing such requirements before 31 December 2018 had
possibility to retire as of the 1 April 2019. Those that, instead, qualify after 31 December
2018 can retire only after 3 months from the time Quota 100 requirements are met, as a
shifting retirement windows regime is also applied.

7Istat (2017), demo.istat.it and Ministero dell'economia e delle finanze - RGS (2017), Rapporto n. 18, p. 214-215.
¢Corresponding to almost 1,200 euro per monthin 2012.


http://www.dati.istat.it/

Likewise, workers of the public sector accruing Quota 100 requirements before 29
January 2019 had the chance to retire as of the 1 August 2019. Those that qualify for a
pension after 29 January 2019 can retire after 6 months from the time requirements are
met, as a shifting retirement windows regime is also applied.

Indexation of the eligibility requirements. As of 2013, all pension and old-age allowance
eligibility requirements are periodically updated, every three years up to 2019 and every
two years afterwards, to changes in life expectancy at 65, as measured by the National
Institute of Statistics (Istat).

As expressly foreseen by the Law, the updating procedure of the eligibility requirements
falls completely within the administrative sphere of competence, thus assuring the
effectiveness of the periodic revisions as well as the compliance with the scheduled
dates. Such an automatic mechanism is fully consistent with those foreseen for the
update of the transformation coefficients to changes in mortality rates (Law 247/2007), in
terms of administrative procedures and the timing of revisions.

The updates in the eligibility requirements for retirement of 2013 and 2016, equal,
respectively, to an increase of 3 and 4 months, were based on the changes in life
expectancy at 65 notified by Istat with reference to the preceding three-year period.
Likewise, the most recent update of pension eligibility requirements to changes in life
expectancy, in force as of 2019, which increased all retirement criteria by 5 months, took
as a reference the rise in longevity over the previous three year. The administrative
procedure for updating the eligibility requirements for 2021-2023 to reflect recent
changes in life expectancy has been concluded on 5 november 2019 establishing that no
increase was warranted with respect to 2019 requirements’. Given that there was no time
for considering such innovation,the projection presented in this fiche could not include it.
Accordingly, in line with 2018 Ageing Report projections, the assumption used for 2021
update of pension criteria in the new baseline scenario is an increase of 3 months which
reflects the rise in life expectancy projected in the Eurostat population projections with
base 2015.

The Law n. 205/2017 (Budget Law for 2018) has slightly smoothed such indexation
mechanism foreseeing that, for future biannual updates in pension requirements
starting from 2023, the change in life expectancy has to be computed as the difference
between the average of the two reference years minus the average of the two preceding
years. The exception is represented by the update of 2021 where the change in life
expectancy is computed as the difference between the 2017-2019 average and the value
notified in 2016. In addition, the Law n. 205/2017 set an upper limit establishing that future
increases in pension entitlement criteria cannot, in any case, exceed three months. In
case the rise in life expectancy exceeds three months, the differential with respect such

? The 2013 and 2016 indexation of the eligibility requirements to changes in life expectancy were adopted by a directorial
Decree of the Ministry of Economy and Finance of 14 December 2011 and 16 December 2014 increasing, respectively,
retirement criteria by 3 months and 4 months. The update of 2019 amounting to 5 months, has been adopted by the
directorial Decree of the Ministry of Finance of 5 December 2017. The Directorial Decree of the Ministry of Finance that set
no change in pension eligibility requirements due to updates in life expectancy for the period 2021-2023has been
published on the Official Journal of 5 November 2019.



an upper limit is added in subsequent adjustments. Finally, the law also established that
no change in the pension entitlement criteria is due in case of reduction in life
expectancy. Such adjustments will be used in subsequent biannual updates to diminish
future positive changesiin life expectancy.

As already mentioned above, the indexation mechanism to changes in life expectancy
appliesto:

e the minimum age requirement for old-age pensions (SRA) and old-age
allowances, which, as a consequence of the update for changes in life expectancy
in force for the years 2019-2021, are now both equal to 67 years;

e the minimum age requirement for early pensions, under the NDC scheme, which
as a result of the update for changes in life expectancy in force for the period
2019-2021is now equal to 64 years.

e the minimum contribution requirements for early pensions, regardless of age;

With reference to the latter channel for early retirement, which envisages only a
minimum contribution, regardless of age, the Decree Law n. 4/2019 as converted into
Law n.26/2019 has recently established that no update to change in life expectancy was
warranted for the period 2019-2026. Accordingly, during such period, workers can
continue to retire early with the minimum contribution requirements in force up to 2018
which are equal to at least 42 years and 10 months, for men, and to 41 years and 10
months for women. However, the actual pension treatment starts 3 months after the time
such contribution requirements are met as a shifting retirement windows regime is also
applied.

Disability pension. To be entitled to a disability pension, 5 years of contributions are
required, 3 of which accrued in the last five years before retirement.

Survivor's pension. Survivor's pensions are granted to the spouse and/or children of the
deceased either pensioner or contributor™. As for the latter, 15 years of contributions are
required or, alternately, 5 years, 3 of which accrued in the last five years before the
decease.

1.2.3 Asafetynet: the old-age allowance and additional social assistance sums

The ltalian pension system provides a safety net for the elderly on low income,
regardless of contributions. The safety net consists of two kind of social assistance
benefits: the old-age allowance (5,825 euro per year, in 2016 increased to 5,953 euro in
2019) and social assistance additional sums (hereafter ‘social additional sums’ -
maggiorazioni social). Both are means-tested and subject to a minimum age
requirement of 65 years and 7 months in 2016, increased by 1year in 2018 to align it with
SRA requirements, and linked to changes in life expectancy". As a consequence of the 5

" Survivors' pensions can also be entitled to children up to 18 years old (or 26 years, if students).
"Under certain income conditions, further integration (about 40 euro per month) may be provided to the elderly by the so-
called social purchase card (carta acquist)) (art. 82, Decree Law 112/2008, converted into Law 133/2008).



month increase in life expectancy established for the period 2019-2021, the minimum age
requirement for the old-age allowance in now equal to 67 years.

The old-age allowance is granted to the elderly with personal income not exceeding the
benefititself and, if married, with couple’sincome non-exceeding twice the benefit.

Social additional sums are foreseen to supplement the old-age allowance to given
income thresholds, depending on age and marital status (single/married). For the 70 and
older, the income thresholds account for 8,298 euro in 2016 increased to 8,442 euro in
2019 for asingle and 14,123 euro in 2016 increased to 14,396 euro in 2019 for a couple.

Only under the DB and mixed regimes, besides the old-age allowance, a means-tested,
topping-up mechanism to the minimum pension (6,525 euro per year, in 2016) is foreseen,
subject to the fulfilment of the eligibility requirements for an old-age pension.

1.2.4 Indexation of pensions

Pensions are indexed to price inflation, unlike the rule applied before 1992, which also
envisaged a partial indexation to real wages for the private sector pensioners®.

According to the current legislation general rule, in force as of 2011, the percentage of
indexation to prices is differentiated by pension brackets. Such a percentage is 100% of
the inflation rate for the amount of pension up to three times the minimum pension, 90%
for the amount between three and five times the minimum, and 75% for the part above
five times the minimum.

However, such a framework has been subject to several temporary derogations. For
instance, for the period 2014-2018, indexation to price inflation has been regulated
according to the following rates, which apply to the total pension amount: 100% to
pensions up to 3 times the minimum; 95% for pensions between 3 and 4 times the
minimum; 75% for pension between 4 and 5 times the minimum; 50% for pensions
between 5 and 6 times the minimum; 40% (45%, in 2015-2016) for pensions above 6 times
the minimum'™.

For the period 2019-2021, the Law n.145/2018 (2019 Budget Law) set new temporary rates
for the indexation to price inflation, which, again, applies to the total pension amount.
They are equal to: 100% for pensions up to 3 times the minimum; 97% for pensions
between 3 and 4 times the minimum; 77% for pensions between 4 and 5 times the
minimum; 52% for pensions between 5 and 6 times the minimum; 47% between 6 and 8
times the minimum; 45% for pensions between 8 and 9 times the minimum; 40% for
pensions above 9 times the minimum.

After 2021, the general rule mentioned above should be re-established.

2For those who have contributed to the pension system, the age threshold of 70 is reduced by 1year for every five years of
contributions and social additional sums are somewhat higher.

3 Since then pensions, including minimum pension (paragraph 1.2.3), have been indexed only to price inflation.

“For 2014 alone, the pension quota above 6 times the minimum is not indexed.



1.2.5 Accumulation of pension and labour income

Old-age and early pensions. According to Law 133/2008, old-age and early pensions can
be cumulated in full with labour income.

However, the Decree Law 4/2019 as converted in Law 26/2019 set an explicit restriction to
such option for workers retiring early on the basis of the new joint requirements of Quota
100, i.e. with at least 62 years of age and 38 years of contributions. According to
legislation, the pension treatments granted under the new eligibility criteria for early
retirement cannot be cumulated, up to the moment of accrual of the requirements for
being entitled to an old-age pension, with the incomes from employment or self-
employment, with the exception ofincomes arising from occasional self-employment, up
to alimit of EUR 5,000 per year.

Disability pensions. The possibility of accumulation is fully allowed only with 40 years of
contributions. Otherwise, the pension is subject to a withdrawal of 50% of the amount
exceeding the minimum pension. In any case, the pension amount is first reduced by 25%
or 50%, depending on whether the pensioner’s full income, including the pension itself,
exceeds four or five times the minimum pension.

Survivor’'s pensions. The accumulation without any curtailment is allowed as long as the
pensioner'sincome, including the pension itself, lies below 3 times the minimum pension.
For higher incomes, a reduction of 25%, 40% and 50% is foreseen for income amounts
fallingin the brackets: three to four, four to five and more than five times the minimum.

1.2.6 Financing of the public pension system

Public pension expenditure is financed through contributions and public budget
transfers, mainly covering social assistance provisions.

Contribution rates are differentiated by sector, as below:

e private and public employees: 33%, of which about 1/3™ is paid by the employee
and 2/3" by the employer;

e the self-employed (artisans, shopkeepers and farmers): gradually increasing
from around 23.1% in 2016 to 24% in 2018;

o atypical workers: from 28% in 2014 to 33% in 2018. Such percentages are reduced
to 22% and 24% (as of 2016), respectively if they are pensioners or contributors to
other public pension schemes®.

The difference in contribution rates between employees and the self-employed is
actually lower than it may appear, if expressed in terms of a homogeneous definition of
the contribution base. In fact, the contribution base includes the total contributions in the

' With the exception of professionals not enrolled in professional funds, for which the contribution rate is 27% in 2016 and
reduced to 25% as of 2017.



case of the self-employed, and only the 1/3™ paid by the worker, in the case of employees.
As for the latter, the inclusion of contributions paid by the employer in the contribution
base would reduce the contribution rate from 33% to about 27%.

1.2.7 Taxation of pensions

Pensions are taxed as labour-income, allowing for deductions inversely correlated to
income levels. Pension income below 7,500 euro per year is tax-exempt (2016 no tax-
area)’.

In 2016, total revenue on public pensions accounts for about 18,7% of total expenditure
which correspondsto nearly 2.9% of GDP.

Contributions paid to the public pension system are fully deductible from the taxable
income.

1.3 Recent pension measures considered in the projections

Law 214/2011 was the last major pension reform of the Italian pension system and was
already embodied inthe 2012, 2015 and 2018 rounds of projections.

Since the introduction of the provisions of Law 214/2011 only minor changes to the legal
framework have been introduced. The main interventions, somewhat related to the
pension system, and already included in the 2018 Ageing Report projections have been
adopted with the Budget Law 2017 and may be summarized as follows.

Measures increasing pension amount. The so-called 14" payment (“quattordicesima’)
already granted to pensioners with a personal income up to 1.5 times the minimum
pension (monthly payment of 750 euro) has been increased by 30%. Furthermore the
same provision, at its original amount, is also granted to pensioners with a personal
income in between 1.5 and 2 times the minimum pension (monthly payment from 750 to
1,000 euro).

Measures to facilitate earlier access to pension. Lower requirements to access early
retirement have beenintroduced in favour of:

e workers so-called ‘precocious’ (with at least 1year of actual work before the age
of 19) lowering the contribution requirement regardless of age. Compared to the
general rule, such reduction accounts for 1 year and 10 months for males and 10
months for females. Such a facilitation is only granted to given categories of
workers under particular disadvantageous conditions;

e workersinvolved in arduous works (lavori usuranti);

o the insured safeguarded from the eligibility requirements foreseen by Law
214/2011 for whom a temporary extension of the programme (the so-called 8-
safegard) has been foreseen in order to bring it to a conclusion.

*In 2019, the no-tax area for single pensioner amounts to 8,125 euro.



Such privileges are allowed within the limit of a given amount of planned resources, and
subject to constant monitoring. In case of possible overruns, the advantage in terms of
lower retirement age is correspondently reduced.

Finally, the insured with contribution periods accrued in different funds are allowed to
sum them all free of charge in order to fulfil the contribution requirements to retire.

Measures to facilitate earlier exit from the labour market. Temporary measures (up to
2018) have been also foreseen to facilitate earlier exit from the labour market (however
not before the age of 63), through the following interventions:

e the so-called APE sociale’consisting of social public assistance benefits (which
are not pensions, though included in public expenditure) granted before
retirement to workers in disadvantageous conditions stated by law;

o the so-called APE di mercato’consisting of a loan granted by the bank sector and
guaranteed by pension entitlements. The loan (notincluded in public expenditure)
isto be repaid by beneficiaries in 20 years after retirement;

o the so called ‘R/TA, which is linked to the APE di mercato in terms of qualifying
requirements, though benefits (not included in public expenditure) are financed
through part of the capital accumulated by workers in their private, funded
pension schemes.”

The most recent pension interventions, which are assessed in the current peer review
process, entered fully into force at the end of January 2019 and have been adopted with
Law 145/2018 (2019 Budget Law) and Decree Law 4/2019 converted into Law 26/2019.

The new measures introduced by Law 145/2018, envisage':

1) forthe period 2019-2021, a tighter automatic revaluation mechanisms of existing
pensions to prices. The new temporary rates for the indexation to price inflation,
applying to the total pension amount, have been structured as follows: 100% to
pensions up to 3 times the minimum; 97% for pensions between 3 and 4 times the
minimum; 77% for pensions between 4 and 5 times the minimum; 52% for
pensions between 5 and 6 times the minimum; 47% for pensions between 6 and 8
times the minimum; 45% for pensions between 8 and 9 times the minimum; 40%
for pensions above 9 times the minimum;

2) for the period 2019-2023, a reduction mechanism for rich pensions envisaging
that benefits with total amounts exceeding, on an annual basis, EUR 100,000
gross, have to be reduced by 15% for the part exceeding that amount and up to
EUR130,000; by 25% for the part exceeding EUR 130,000 up to EUR 200,00; by 30%

" According to the previous legislation, free of charge accumulation of contributions in different funds was only allowed in
case the minimum contribution requirement for an old-age pension had not been achieved in any of the funds.

'8 Law 145/2018 has also created an ad hoc fund for the “The revision of early retirement system and to provide for
incentives for hiring young workers”. Such a fund has been endowed with 7 billion euro as of 2024. The higher pension
expenditures stemming from the introduction of the measures foreseen by Decree Law 4/2019 have been financed up to
2023 through the full utilisation of the resources of the Fund. According to current legislation, in the following years the
Fund is still endowed with an amount reaching 4 billion euro in 2028. Lacking a specific policy provision, such resources
have not been pencilled for interventions on pensions.



for the part exceeding EUR 200,000 up to EUR 350,000; by 35% for the part
exceeding EUR 350,000 up to EUR 500,000; and by 40% for the part exceeding EUR
500,000.

The new measures introduced by Decree Law 4/2019 converted into Law 26/2019 foresee:

3)

4)

5

6)

a new, experimental and temporary, early retirement channel for workers who
reach, at least, the age of 62 and a minimum contribution requirements of 38
years in the period 2019-2021 (so-called Quota 100). Workers of the private sector
accruing such requirements before 31 December 2018 had the possibility to retire
as of the 1 April 2019. Those that, instead, qualify after 31 December 2018 may
retire after 3 months from the time Quota 100 requirements are met, as a shifting
retirement windows regime is also applied. Likewise, workers of the public
sector accruing such requirements before 29 January 2019 had the chance to
retire as of the 1 August 2019. Those that qualify after 29 January 2019 may retire
after 6 months from the time Quota 100 requirements are met, as a shifting
retirement windows regime is also applied. According to legislation, the pension
treatments granted under such new eligibility criteria for early retirement cannot
be cumulated, up to the moment of accrual of the requirements for being entitled
to an old-age pension, with the incomes from employment or self-employment,
with the exception of incomes arising from occasional self-employment, up to a
limit of EUR 5,000 per year;

for the existing early retirement scheme based only on accrued contributions and
not on age requirements, the minimum contributory period is kept constant to the
level of 2018 (42 years and 10 months for men and 41 years and 10 months for
women) and unlinked from gains in life expectancy during the year 2019-2026.
However, the actual pension treatment starts 3 months after the accrual of such
minimum contribution requirements as a shifting retirement windows regime is
also applied. As a consequence of the discontinuation of the updates for life
expectancy over the period 2019-2026, such a measure produces a permanent
reduction in minimum contribution requirements which, according to Eurostat
2015 demographic projections, amounts to 9 months from 2027 onwards;

for workers so-called ‘precocious’ who have gained at least 1year of actual work
before the age of 19 in specific categories or in disadvantageous conditions, early
retirement based only on accrued contributions regardless of age is possible
once the minimum contribution requirement of 41years has been attained. During
the period 2019-2026, such requirement is also unlinked from gains in life
expectancy. The actual pension treatment starts 3 months after the accrual of
such minimum contribution requirement as a shifting retirement windows
regimeis also applied;

the so-called Opzione Donna, i.e. the experimental regime allowing female
workers aged at least 58 (59 if self-employed) and having at least 35 years of



social security contributions to retire early, was extended also in 2019. However,
the actual pension treatment starts 12 months (18 months for self-employed)
after the accrual of such requirements as a shifting retirement window regime is
applied. Pension benefits are reduced as they are fully calculated according to
the Notional Defined Contribution regime;

7) Re-funding of APE Social also for 2019.

Asshowninfigure 3, the measuresin force as of 2019 produce, in terms of GDP, additional
costs over the medium term and savings over the long term. Up to 2030, the upward
revision of the pension expenditures to GDP ratio accounts, on average, 0.2 percentage
points. After 2030, the new pension interventions produce some savings which are
zeroed in the last years of projections. They amount, on average, to 0.1 percentage points
of GDP and are mostly due to the lower average value of pension benefits stemming from
the anticipation of 9 months in the minimum contribution requirement for early
retirement regardless of age, resulting from unlinking such contribution criterion from
gainsin life expectancy over the period 2019-2026.

1.4 Actual‘constant policy’ assumption used in the projection

According to the current legislation, social pensions and old-age allowances are indexed
to price inflation. Furthermore, additional social sums, granted to the low income elderly,
are constant in nominal terms. In these cases, the application of the indexation rules as
laid down by Law would imply, de facto, the disappearance of social assistance
provisionsin the long run, which play an important role within the public pension system.
In fact, in the past years improvements to social assistance benefits within the public
pension system have been repeatedly legislated. The same considerations apply to the
minimum pension, which is only foreseen in the transitional phase for the insured before
1996. For these reasons, the pension model assumes that social assistance benefits,
including additional social sums are indexed to nominal GDP per capita, in the mid-long
term. However, in the short term up to 2022, pension projections fully comply with the
indexation rules foreseen by current legislation.






Chapter2- Overview of demographic and labour forces

brojections

2.1 Demographic development

According to the Eurostat demographic projections, with 2015 as the base year,
underpinning the current simulation round, total population is expected to decrease by
about 10% over the entire forecasting period (Table 3). Such a decrease mainly depends
on the demographic transition (the ageing of the baby boom generations), on which the
adoption of conservative hypotheses on demographic parameters also weighs, in
particular as regards migration flows.

More specifically, over the forecasting period, life expectancy at birth increases by 6.2
years for men and 5.6 for women moving, respectively, from 80.7 to 86.9 and from 85.3 to
90.9; life expectancy at 65, which better approximates the age of retirement, rises by 4.6
for men and 4.5 for women. The fertility rate moves from 1.34 in 2015 to 1.66 in 2070. The
net annual flow of migration averages on around 190 thousand over the forecasting
period with an increasing trend up to 2040, where it reaches 218 thousand units, and a
subsequent decline towards 2070, where it settles on 164 thousand units.

The transition of the baby boom generations, longevity gains, and low fertility rates are
responsible for the relevant ageing of the population, as shown in figurel, which
compares changes in the age structure between the base year and the end of the
forecasting period. More specifically, the old-age dependency ratio increases from 33.7%
in 2015 to 60,3% in 2070, signaling a potential strong impact of the ageing population on
age-related expenditure items and the relevance for the pension system to be provided
with automatic mechanisms to counteract this pressure.

2.2 Labourforces

Under the new set of projections that take into consideration the impact of pension
interventions legislated in 2018-2019, labour forces (15-74) are projected to decrease by
13,6% over the period 2016-2070, with a reduction of 0,2 percentage points with respect to
the results of the 2018 Ageing Report, mostly as a consequence of the decline in the
working age population. Vis-a-vis the 2018 Ageing Report results, in the new peer review
scenario, labour force projections decrease, as a consequence of the new pension
parametric changes, on average, by 0,3 percentage points over the period 2019-2070,
with the decline mostly concentrated in the first 10 years of the projections (-0,5
percentage points on average over the period 2019-2030).



Nonetheless, the total participation rate in the age bracket 20-74 is significantly
increasing from 60% in 2016 to 64.5% in 2070, showing, however, a 0.2 percentage points
reduction on average with respect to the 2018 Ageing Report. In spite of the new
measures that made early retirement more easily accessible on a temporary basis, the
gains in participation rates are still fully explained by the evolution of older workers’
participation rates, which are greatly affected by changes in the eligibility requirements
and by the phasing-in of the NDC regime. In particular, participation rates rise from 53.4%
in 2016 to 73,1% in 2070, in the age-class 55-64, and from 6.9% to 30.7% in the age-class
65-74, against a slight decrease of 1.3 pp in the age-class 20-54. The latter is mainly due
to male prime-age activity rates, which are projected to decline in the age-class 36-44".

As shown in tables 5, the average effective exit age increases in line with the periodic
updates of the eligibility requirements. At the end of the forecasting period, the average
effective exit age, as calculated by the CSM is, as for the 2018 Ageing Report, 67.8 for
males and 69.1for females?®.

Notwithstanding the steady increase in the effective exit age, in a decade or so, the labour
market will face a rapid and relevant contraction in the labour force mainly caused by the
demographic transition. In this context, the rise of female and older workers’ activity
rates are not sufficient to compensate for the reduction in the working age population.
From 2027 to 2046, employment is projected to decrease at an average annual rate of
about 0.5%.Such negative dynamics go on until the end of the forecasting period, though
at alower rates.

¥ This outcome is not explained by retirement legislation or past evidence of workers’ behaviour. It just results from an
extrapolation of a temporary impact of the economic crisis on labour forces.

2 |n the long term, the new measures introduced with Decree Law 4/2019, produce a permanent reduction of 9 months
which is confined to the early retirement channel based only on accrued minimum contributions and not on age. Table 4
shows that, in 2070, labour force participation rate for the cohorts 65-74 declines from 31.3% projected in the 2018 Ageing
Report to 30.7%, projected in the New Baseline Scenario. With respect to that, the average exit age are only reduced
slightly by few decimal points, overall remaining at 67.8 for men and 69.1 for women (tables 5a and 5b). This is only an
apparent contradiction which is limited to the point estimate of 2070. In the new baseline projections both participation
rates for 65-74 and average exit age modify over time vis-a-vis previous 2018 Ageing Report results. The former is, in
general, reduced, whereas the latter, overall, increases. However, it has to be noted that in specific points in time, due to
the strong undulatory pattern of labour force projections of the 2018 Ageing Report, not so evident in the new baseline, the
gap between the two projections of the participation rate 65-74 closes and then, after few years widens again. Also the
series of the gap in average exit age probabilities in the two set of projections follows the same pattern and specifically for
the year 2070, such a gap tends to be quite close to zero. In this respect, it should also be noted that, the probability of
exiting from the labour market, as estimated by the Commission, does not guarantee in itself consistency with the
probability of retiring that is endogenously calculated by the pension model on the basis of the fulfilment of contribution
and age requirements. However, through a bilateral consultation, a satisfactory approximation of the exit probability was
achieved in the mid-long run, allowing for some differences in terms of distribution by age, gender and time profile. Vis-a-
vis the results of the 2018 Age Report, the average exit rates for men in the period 2019-2070 are increased by 0.13%
whereas the probabilities of retiring calculated by the model show a rise amounting to 0.25% on average. For female
workers, instead, average exit ages and probability of retiring are more aligned. The change with respect to previous
estimatesis, respectively, 0,15% and 0,17%. Moreover, in line with expectations, the new projections show that, vis-a-vis the
2018 Ageing Report, the new pensionersretiring in 2070 thanks to the 9 month lower minimum contributions requirements
are almost equally distributed in each single age cohort (see table 12.b).



Pension projection results

3.1 Extent of the coverage of pension schemes

Pension projections cover the total pension expenditure for old-age, disability and
survivors’ pensions related to contributions paid to the public pension system plus the
old-age allowances and social additional sums because of their close relation with
ageing. In fact, the latter are only granted to the elderly with low income.

The aggregate of pension expenditure utilized in the projections is just a bit lower than
the one of Eurostat (ESSPROS statistics). The difference, which accounts for about 0.7%
of GDP (Table 6), is due to:

e benefits entitled to survivors and the disabled (0.6 percentage points in terms of
GDP) which are related neither to pension contributions nor to ageing (benefits
paid to the disabled below the SRA, war pensions, work injury annuities and merit
awards);

e supplementary pensions provided by private pension funds (0.1 percentage points
in terms of GDP) which fall outside the perimeter of the public pension system.

The exclusion of private pension schemes from current projections is mainly motivated
on the grounds that the State runs no risk on the financial returns. Such a statement is
based on the following:

e private pension funds are never mandatory, regardless of their being
occupational pension schemes or not;

e private pension funds never replaces the coverage of the public pension system,
which is compulsory for all workers (no opting out);

e a quota of the capital accumulated in private pension funds (up to 50%) may be
withdrawn as a one-off reimbursement at the retirement (or even hefore, to
finance particular expenses, such as home purchasing);

e private pension funds play a supplementary role to the public pension system
providing a minor fraction of elderly income. This implies that workers, who join
private pension funds on voluntary basis, accept all the risks concerning the
financial returns, since the public pension system in any case provides them with
an adequate pensionincome.

3.1.1 Pension expenditure to GDP ratio

Table 7 shows the projected ratio of pension expenditure (gross of tax revenues) to GDP
obtained on the basis of the new AWG baseline scenario that includes the recent pension
interventions in force as of 1% of January 2019 (Law 145/2018) and end of January 2019



(Decree Law 4/2019 as converted into Law 26/2019). Reported values refer to the end-
year of each decade of the forecasting period.

Graphs based on annual values are, instead, presented in figure 4 where results are
compared with the previous 2018 Ageing Report baseline scenario. Vis-a-vis previous
projections, the new baseline pension expenditures-to-GDP ratio shows an increase
equal, onaverage, to 0.2 percentage points over the period 2019-2031.

In line with the 2018 Ageing Report projections, over the period 2016-2018, pension
expenditures as a ratio of GDP remain constant at the level of 15,6%. The stability of the
ratio over the first years of the projections is mainly due to the tightening of the eligibility
requirements for old-age and early pensions, and particularly the alignment of the SRA
of womeninthe private sector to that of other workers by 2018.

In the following three years, the ratio grows steadily to 16.1% in 2021. Vis-a-vis the
projections of the 2018 Ageing Report, pension expenditures rise up to the maximum gap
of 0,4 percentage points of GDP in 2021. This trend is the result of the increase in the
number of pensions due to the kick-in of the new temporary retirement criteria set by the
Law 26/2019, which introduces, over 2019-2021, an early retirement possibility for
workers with at least 62 years of age and at least 38 years of accrued contributions
(Quota 100).

With regard to short term results, it should be noted that the increase in pension
expenditures to GDP ratio reported in 2019-2021 is in line with the figures on the ex post
monitoring of the costs of Quota 100 foreseen by the Law 26/2019. The figures reported in
this fiche are similar to those presented in the 2019 Update of the Economic and Financial
Document (Nota di Aggiornamento al DEF) published last September which contains the
first actual data on the take up rate of Quota 100.

The initial estimates of the take up rate? of Quota 100, carried out by the Italian Social
Security Institute (INPS), presented in the Technical Report to the Parliament
accompanying the Draft of the Decree Law 4/2019, showed that the number of new
pensioners retiring with the new requirements would have been 290.000 in 2019, 327.000
in 2020, 356.000 in 2021. With respect to those estimates, the surveillance activity on the
applications presented so far has proven that for 2019 the actual number of applications
is 90.000 units less than initially estimated.

It has to be noted that, the DL 4/2019 gives to workers being at least 62 years old and
having at least 38 years of contribution in 2019-2021 a subjective right. Accordingly, they
have the faculty to retire with Quota 100 criteria even after 2021. Against this legislative
framework, taking into account the results of the surveillance activity on Quota 100 for

2 The underlying initial assumption on the take up rate of Quota 100 carried out by INPS was the following: for 2019, a take
up rate of 100% for the dormant contributors (silenti), 85% of the potential applicants in the case of workers of the private
sector and 70% of the potential applicants for public sector workers. For the following years, for those who had qualified
for early retirement with Quota 100 requirements but decided not to opt for this possibility, the assumption of the take up
rate was 40% of the potential applicants in case of workers of the private sector and 45% of the potential applicants for
public workers.
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2019, the underlying, conservative assumption that has been carried out for the short
term assessment of the number of new pensioners retiring with the new criteria is that
those 90.000 subjects that decided, over the first year, to not apply for Quota 100, even if
entitled, will actually retire in 2020 and 2021, with a uniform distribution of new
pensioners along both years, so that the number of applicants initially foreseen by INPS
for 2021 will actually materialize?.

After 2021and up to 2031 when the gap with previous projections closes, pension
expenditures as ratio of GDP keeps increasing but at a slower rate than 2018 Ageing
Report projections. Underlying this dynamic is the simultaneous contribution of several
contrasting factors. On one hand, pension expenditure/GDP is pushed up mostly by the
unfolding of the first negative effects of the demographic transition due to the retirement
of the baby boom cohorts. Such an effect is, de facto, reinforced by the recent measures
adopted with Decree Law 4/2019 converted with L 26/2019 which, for the period 2019-
2026, provide for the discontinuation in the updates to life expectancy for the minimum
contribution requirement for the channel of early retirement based only on accrued
contributions. In 2026, at the timing of expiring of such a measure, the minimum
contribution requirement for early retirement would be 9 months lower on a permanent
basis, resulting in a higher number of new pensions. On the other hand, the increase in
pension expenditures as a ratio of GDP is, somehow, bridled by the gradual continuation
of the process of raising the minimum requirements for access to retirement and the
simultaneous application, pro rata, of the contribution-based calculation system. In
addition, the amount of the stock of existing pensions will be lower as the new pensions
paid on the basis of the Quota 100 criteria are, in the period after 2021, lower than those
that would have been paid to the same subjects on the basis of the previous
requirements. In particular, as the innovation of Quota 100 concerns mostly pensioners
retiring with the mixed regime, with respect to previous legislation, pension benefits
would be 3% lower for any year of anticipation under the notional contribution scheme
and 2% lower for any year of anticipation under the earnings-related regime. Similarly,
also the workers retiring earlier on the basis of the accrual of a minimum contribution
requirement regardless of age, will obtain lower average pensions than those they
would have received on the basis of previous legislation, due to the 9 months permanent
reductionin the amount of accrued contributions needed to get a pension.

After 2031, pension expenditures/GDP in the new baseline scenario keep increasing up to
the maximum of 18.6% in 2040. However, the values of the new baseline scenario are

22 There is still no clear explanation regarding the reasons for such a lower take-up rate in 2019. It is likely that the
restriction established by the Law on the cumulability between the pension obtained with Quota 100 criteria and income
from work may have discouraged potential applicants. Another reason for the limited appeal of Quota 100 so far, may be
due to the reduction in pension benefits as a consequence of the earlier retirement. The innovation of Quota 100 concerns
mostly pensioners retiring with the mixed regime. For them, retiring earlier with Quota 100 would imply a pension benefit
that is expected to be 3% lower for any year of anticipation under the notional contribution scheme and 2% lower for any
year of anticipation under the earnings-related regime with respect to the amount of pension that they would have
obtained on the basis of previous higher requirements. In addition, pensioners that retire earlier according to the Quota 100
requirements bear the deadweight costs of losing the underlying growth in nominal wage that would amount to around 3%
for every year of anticipation with respect to previous legislation requirements.
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slightly lower than previous 2018 Ageing report results due to the smaller ratio between
the average pension value and labour productivity.

Overall, the growth in the central part of the forecast period, is due to the increase in the
ratio between the number of pensions and the number of employees induced by the
demographic transition and reinforced by the new measures that facilitate early
retirement. Such a trend is only partially offset by the increase in the minimum
requirements for access to retirement and by the lower average pension benefits
deriving from the anticipation in retirement. In this phase, the pressure of demographic
factors exceeds the declining trend in the benefit ratio that comes about from the gradual
introduction of the NDC scheme over the entire working life and from the anticipation in
retirement.

The transition for the DB to the NDC scheme is shown in figure 5, where the new pensions
are broken down in three components referring, respectively, to workers almost fully
covered by the DB scheme (at least 18 years of contributions in 1995), workers under the
mixed, pro rata scheme (less than 18 years of contributions in 1995) and new entrants
after 1995. As can be seen, old-age and early retirements of the first group will be almost
over as of 2020-2025, when retirements of the second group, whose pensions are
increasingly calculated with the NDC method, become preeminent and goes in parallel
with the demographic transition up to 2040-2045, thus mitigating its financial impact. As
expected, for disability pensions the transitional process is somewhat accelerated, due
to lower contribution records at retirement.

The rapid contraction in pension expenditure to GDP ratio over the final part of the
forecasting period is imputable to the full application of the NDC scheme?, which runs in
parallel with the stabilization and subsequent decline in the ratio of pensions to
employees. The latter mainly arises from the gradual exit of the baby boom generations
whose effect is further reinforced by the operating of the automatic adjustment of
eligibility requirements to changesin life expectancy.

In this respect, over the end of the projections horizon, the pension expenditures as a
ratio of GDP in the new baseline scenario decrease sharply until reaching 13.9% in 2070, a
value which is completely aligned to that projected in the 2018 Ageing Report. Figure 4
shows that, thanks to the actuarial fairness of the NDC regime, in the final part of the
projections horizon, the increasing effect given by the higher number of pensions
resulting from the 9 months anticipation in the minimum contribution requirements that
derived from the temporary freezing of updates for life expectancy changes, would be
completely offset by the corresponding lower amount of average pension benefits
coupled with lower GDP levels.

#Full application of the NDC scheme implies, amongst the others, that the implicit reference wage is calculated over the
whole career thus reflecting wage and GDP (valorization factor) dynamics over a quite a long period back. Given the poor
performance of both variables in the first part of the forecasting period, this contributes to the containment of the average
pension dynamicsin the following decades (Fig. 4.b).
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3.2 Taxrevenues on pensions

Tax revenues on pensions, reported in Table 7, have been projected following the same
rule adopted in the previous round of projections. Accordingly, tax revenues as a share of
pension expenditure are assumed to be constant over time. Given the country
specificities, such a simplistic approach has the merit of guaranteeing cross-country
comparability. Similarly to the results of the 2018 Ageing Report, tax revenues on public
pensions are projected to move from 2.9% of GDP in the base year to 3.5% around 2040
and then settle on 2.6% towards the end of the forecasting period.?

3.3 Pension expenditure by scheme/sector

Table 8 shows that old-age and early pensions, including disability pensions above the
SRA, cover the largest part of pension expenditure. The incidence passes from 81.3% in
2016 to 85.3% in 2070. In the same period, the weight of survivors’ pensions declines
slightly from 16.2% to 12.7%, while the quota of disability pensions, below the SRA,
decreases from 2.5% to 2.0%.

Table 8 also gives the projected pension expenditure distributed by sector. Discarding
old-age allowances and the social additional sums, private sector employees, including
atypical workers, account for about 57.3% of the total pension expenditure in 2016, and
their relative weight increases up to 72.8% in 2070. Correspondingly, the quota of the
public sector employees and that of the self-employed is reduced from 25.9% to 14.3%
and from 14.9% t0 10.2%, respectively.

Changes in the distribution of pension expenditure by sector are only partly explained by
the composition of the insured, which follows the same pattern. An important
contribution comes from the containing effects brought about by the introduction of the
NDC method, which mainly affects public sector employees and the self-employed. The
former depends on the DB calculation method which was more generous for the
employees in the public sector than those in the private one. The latter depends on the
self-employed contribution rate which is lower than that of other workers (24% instead
of 33%).

Finally, the expenditure for social pensions and old-age allowances is projected to
increase in terms of GDP, moving from 0.3% in 2016 to 0.4% in 2070. Such a trend is driven
by both the number of beneficiaries and the average amount of pension. The former
mainly depends on the ageing population and the decreasing quota of the elderly with
only survivor’'s pension entitlements; the latter is due to the more favourable indexation
rule assumed under the constant policy scenario (§.1.5).

% Information concerning the incidence of income tax on pensions in the base year is important in order to assess the real
burden of public pension expenditure in terms of GDP, and make it comparable amongst countries.

23



3.4 Maindriving forces behind pension projections

3.4.1 Benefitratio and economic dependency ratio

The decomposition of pension expenditures as a ratio of GDP, reported in table 9.a and
9.b, not surprisingly shows that the demographic transition and the expected increase in
life expectancy will exert a strong negative impact of pension/GDP projections. Such an
effect (measured by the old-age dependency ratio) accounts for 10.3 p.p. over the entire
forecasting period and is mainly concentrated in the period 2020-2040 in coincidence
with the retirement of the baby boom generations.

In the long run, the deterioration of the sustainability of the pension system driven by the
adverse demographic perspectives will not take place thanks to the offsetting effects
triggered by past pension reforms, in spite of the increase of pension outlays produced by
the new temporary measures adoptedin 2018-2019.

Indeed, the evolution of the benefit ratio is expected to provide a decreasing contribution
on pension expenditures as a ratio of GDP amounting to -4.0 p.p. mostly imputable to the
progressive phasing in of the NDC scheme and the indexation of pension to price
inflation. Similarly, the evolution of the coverage ratio is expected to reduce pension
expenditures/GDP by -4.5 p.p. in the period 2016-2070, as a consequence of the increase
in the eligibility requirements and their linkage to changes in life expectancy. Finally, the
effect due to employment ratio equal to -2,8 p.p. is mainly boosted by the postponement
of retirement age.

The decomposition of pension expenditure to GDP ratio given by the product of the
‘benefit ratio’ (the ratio of average pension to labour productivity) with the ‘economic
dependency ratio’ (the ratio of pensions to employees) provides for more in-depth and
valuable information on the driving forces behind the new baseline pension projections
vis-a-vis the results of the 2018 Ageing Report (Figures 4.b and 4.c).

In the 2018 Ageing Report, the economic dependency ratio shows an initial declining path
that lasts until around 2021, followed by a substantial stability over the subsequent five
years. Such a downward trend is mainly due to the tightening of the eligibility
requirements and the contextualincrease in the employment rate. By contrast in the new
baseline scenario, as a consequence of the easier access to early retirement due to the
introduction of Quota 100 requirements, the number of pensions as a ratio of the
employees increases substantially over the period 2019-2026 (on average +1,5
percentage points vis-a-vis 2018 Ageing Report estimates). Thereafter, in both scenarios,
over the following two decades, the ratio of pensions to employees rises steeply because
of the demographic transition, as the baby boom generations are expected to move from
the working age (denominator) to the old-age classes (numerator), while the
employment rate stopsincreasing. In the last part of the forecasting period, the economic
dependency ratio first stabilizes and then declines because of the exit of the baby boom
generations.
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In the 2018 Ageing Report, the benefit ratio, instead, increases steadily up to 2027 before
stabilizing for some years. In that period, in fact, the increasing quota of pensions
calculated according to the NDC method does not compensate for the low productivity
growth assumed in the transitional phase. In the subsequent period, however, when the
productivity growth approaches its structural level, the benefit ratio decreases
significantly because of the phased-in process of the NDC scheme. A similar pattern can
be seen in the case of the new baseline scenario, even though, vis-a-vis 2018 Ageing
report results, the benefit ratio is slightly higher over the period 2020-2022 and
thereafter always lower. Such a pattern is explained by the fact that workers retiring on
the basis of the requirements of Quota 100 initially enjoys relatively higher pension
benefits thanks to the earnings related and mixed schemes. Afterwards, pension benefits
will be on average lower than what projected in the 2018 Ageing report on the basis of
previous legislation as earlier retirement corresponds to a lower amount of accrued
contributions (Fig. 6).

3.4.2 Averagereplacement rates

As noted above, the reduction in the benefit ratio is mainly due to normative reasons.
Besides the indexation of pensions to price inflation alone, an important role is played by
the gradual shift from the DB to the NDC scheme, enforced by the periodic revision of
transformation coefficients in accordance with mortality assumptions.

In this regard, Table 10.a shows the evolution of the ratio between the average pension
(new old-age and early pensions), and the gross average wage/labour income at
retirement. In the case of the new baseline scenario, under Quota 100 rules, this indicator
increases substantially in 2019 vis-a-vis previous Ageing Report estimates (respectively,
68.7 versus 62.8), due to the retirement of workers with DB and mixed regime who obtain
relatively higher pension benefits. Subsequently, the replacement rate calculated in line
with new legislation falls permanently below the level of the 2018 Ageing Report.

With the gradual consolidation of the NDC calculation method, flanked by a recovery in
productivity growth, the ratio starts to decline, settling on its minimum of about 45%
around 2050 and then increases again up to close to 50% at the end of the forecasting
period. It is interesting to note that, during the transitional phase, the indexation of
pension to price inflation reduces the gap between the older pensions, calculated with
the more generous DB rules, and the new ones which are correlated with current
earnings (Fig. 6).

Table10.b also reports the replacement rate at retirement net of supplementary
pensions, which approximates the replacement of new pensioners. Such an indicator is
obviously more informative for cross country comparison, given that the ratio between
pensions and pensioners may vary considerably among member states?. As expected,

» Supplementary pensions are public old-age pensions based on contribution records not utilised for the calculation of the
main pension. Therefore, they are generally very small. Without them, the number of new pensions coincides with the
number of new pensioners and, consequently, the average amount of pensionincreases, as well as the average number of
contribution years.
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the replacement rate referring to new pensioners is higher than that referring to new
pensions, the difference settles on 2.2 pp towards the end of the forecasting period.

The replacement rate calculated in terms of average final wages does not allow to assess
the relative size of new pensions in terms of average labour compensation. In this
regard, Table 10.b also reports the replacement rate expressed in terms of the average
economy wage. Compared to replacement rate based on final wages, it settles on 10 pp
above, on average.

3.4.3 Old-age and economic dependency ratio

Figures 4.d-4.f provide more information about the evolution of pensions to employees
ratio (economic dependency ratio), which is projected to increase significantly less than
the elderly dependency ratio. Apart from the counteracting effect brought about by the
increase in the employment rate (Figure 4.e), the more contained dynamics of the
economic dependency ratio mainly depend on the incidence of pensions to the population
70+, which is projected to decline considerably over time (Figure 4.d) even taking into
account for the impact of the new pension measures introduced in 2019, which,
nonetheless, with respect to the results of the 2018 Ageing Report increase the ratio, on
average by 0.9 pp over the period 2019-2070 (+1,7 pp up to 2035) . The reason for that is to
be found in the evolution of survivors’ pensions entitled to the over 70 and the earnings-
related pensions paid to the under 70.

As for the former, it should be noted that changes in life expectancy, while significantly
affect the number of the elderly, are more or less neutral to the evolution of survivors’
pensions. In fact, higher life expectancy does not increase, for the widow or widower, the
average period of outliving their spouse.

As for the latter, it is worth mentioning that the incidence of pensions to people under 70,
expressed in terms of the elderly (70+), will be reduced not only for the increase in the
eligibility requirements, but also, and to a large extent, for a simple composition effect
due to changes in the demographic structure. In fact, the quota of population in the age
bracket 50-69 (where the relevant part of pensions under 70 is placed) on that of people
70+ is projected to fall relevantly. This means that the number of pensions under 70
would be reduced even if the take-up ratio were constant.

3.4.4 Pensioners and elderly population

Tables12.b and 13.b report in total and for women, the incidence of pensioners in terms of
population. With respect to previous 2018 Ageing Report, the number of pensioners aged
60-64 expressed as a ratio of the corresponding population increase significantly in 2020
(by around 5 percentage points in terms of total population and 4 percentage points in
terms of women) in line with the introduction of the new early retirement channel of
Quota 100. In 2030, in response to the 9 months reduction in the minimum contribution
requirement in the early retirement channel based only on accrued contributions
resulting from the freezing of the periodical updates in life expectancy for the period
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2019-2026, the largest increase in the ratio of pensioners to population, amounting to 2.6
percentage points will be still concentrated in the 60-64 age group whereas the age
cohort 65-69 is projected to increase by 1.1 percentage points. In 2070 all the age cohorts
will increase. In terms of the corresponding population, the pensioners belonging to
group 65-69 willincrease by almost 1.2 percentage points vis-a-vis the results of the 2018
Ageing Report whereas in both the 70-74 and 75+ ratios, the increase will be equal to 0.7
percentage points.

Beside the changes with respect to the previous results of the 2018 Ageing Report, as
expected, over the projection horizon, the percentage of the retired tends to shrink over
time for all the age brackets characterized by a remarkable increase in the eligibility
requirements, namely from 60 to 69. Instead, such a reduction is much lower in the age
bracket 70-74 where changes in the eligibility requirements are limited and will
materialise only towards the end of the forecasting period.

Looking at the elderly above 70, the incidence of pensioners is slightly decreasing. Apart
from the reduction in the age bracket 70-74, mentioned above, this is mainly due to the
presence of non-resident pensioners in the base year. In fact, the definition of population
underlying the demographic projections refers to resident persons, while pensions are
also paid to the non-resident. As can be seen at the bottom of the table, taking out non-
resident pensioners at the beginning of the forecasting period leads to such a reduction
disappearing. This means that the number of 70+ pensionersis projected to evolve fully in
line with the population in the same age bracket, thus confirming the demographic
consistency of pension projection.

Furthermore, it should be considered that immigrants over 60 are likely to bring with
them pension rights matured in their own countries or, alternatively, they are not able to
mature pension rights in the host country. Analogously, elderly people leaving the
country are likely to take their pension entitlements away with them. If the two group
numbers were the same there would be a sort of compensation: non-resident
pensioners would be counterbalanced by the resident without pension rights due to their
entering the country at an advanced age. In the case of ltaly, the latter tend to exceed the
former during the forecasting period, according to the assumptions on net migration
flows?. If we took out the quota of the elderly deriving from net migration flows above
607, which accounts for 0.7-0.8 pp in the second half of the forecasting period (0.9 for
female alone), the incidence of pensioners to population would be correspondingly
higher.

The same conclusions may be drawn from the analysis of the incidence of pensioners in
terms of inactive population, reportedin table 12.aand 13.a.

% Atthe beginning of the forecasting period, however, non-resident pensioners do not have any appraisable compensation,
as Italy has only recently moved from being a net sending country to a net receiving one.

7 Such a component is significantly lower than it was in the previous round of projections due to the downward revision of
the assumption on migration flows.
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3.4.5 Old-age and system dependency ratios

The Old-age Dependency Ratio (ODR) expresses a demographic concept of dependency
which is based on the population age structure (§. 2.1). In fact, it compares the elderly
above a given age threshold (generally 65), supposed economically dependent, with the
working age population (generally 20-64), supposed economically active. However such
a decomposition does not correspond to an economic concept of dependency. In fact, an
elderly person might be still active and contributing to the pension system, while an adult
might be inactive and receiving pension benefits. On top of that, the age thresholds which
separate dependent people (elderly and young) from the working age population are not
clearly defined and may vary over time in relation to possible changes in individual
behaviours and legislative frameworks regulating pension and educational systems.

Such aspects may be better reflected by the economic dependency ratio, defined as the
ratio between pensioners and employees, regardless of age. This indicator, labelled as
‘Pension System Dependency Ratio (SDR)’ in Table 11, emphases the contribution brought
about by changes in the legal framework of the pension system.

The ratio between the SDR and ODR provides a measure of what can be roughly labelled
as ‘System Efficiency’, being aware that many factors may affect it other than the pension
system regulation. As shown in table 11, such an indicator undergoes a large reduction
over the forecasting period, from 1.9 in 2016 to 1.2 in 2070 still signaling the effectiveness
of the pension reform process described in chapter 1.

3.5 New public pension expenditure

Tables14.a-14.c illustrate, in total and for both genders, the projected expenditure for
new pension and its decomposition in terms of pensions and their average amount. In
turn, the latter have been broken down into three factors: the average contribution
period, the average pensionable earnings, and the average accrual rate.

Over the short term (2019-2021), the evolution of the number of new pensions clearly
reflects the impact of the introduction of the new early retirement regime Quota 100,
whereas over the medium term it describes the transition of the baby boom generations.
From an average annual level of about 438,000 over the first decade of the forecasting
period (almost 50,000 more than in the 2018 Ageing report), the number of new pensions
increases to a level close to 710,000 in the middle of the forecasting period (2030-2040),
and declines afterwards to about 528,000 units toward the last decade. Gender
composition shows that new male pensions account for about 55-60% of the total.

The average accrual rate is a weighted average of the accrual rate explicitly foreseen in
the DB calculation method (2%) and that implicit in the NDC scheme, defined as the
product of the contribution rate times the transformation coefficient at the age of
retirement. The former is constant, while the latter changes according to the contribution
rate, the age of retirement and the periodic revision of transformation coefficients. The
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average accrual rate moves from 1.93%, characterized by the prevalence of pensions
calculated on the basis of the DB method, to 1.70% around 2035, when the NDC method is
largely predominant, and then to 1.65% at the end of the forecasting period. The latter may
be obtained by simply multiplying the average contribution rate (about 31%) by the
transformation coefficient corresponding to the average retirement age, about 5.3%
(Figure 7). Gender analysis highlights that the average accrual rate of females is a little
higher than that of males by about 0.1. This highlights the fact that women will retire
somewhat later than men under the NDC scheme being less probable for them to access
early retirement due to generally lower contributions/pension rights. It also depends on
the privilege of an augmented transformation coefficients granted to women in relation
to the number of children (§.1.2.1).

Figure 7 illustrates how and to what extent the indexation of the eligibility requirement to
changes in life expectancy is able to compensate for the downward effects due to the
revision of the transformation coefficients. As it is possible to grasp, the introduction, on
a temporary basis, of a new avenue for early retirement does not affect overall
adequacy/stability of the Italian pension system.

The average contribution period per pension increases by about 3.6 years from the 2016
level reaching in 2070 a level of 38.3 (Figure 8) with a significant spike in 2019,
corresponding to people retiring with Quota 100 regime who have a relatively richer
contribution tenure.

Overall, the increase in the average contribution period per pensions accounts for about
60% of the corresponding increase in the average retirement age. The difference is
mainly explained by the postponement of the entry age in the labour market observed for
younger generations. Though the final value shows no visible gender differentiation, in
the central part of the forecasting period the average contribution period of men exceeds
that of women by a couple of years.

The overall increase in the average contribution period is basically concentrated in the
last part of the forecasting period. The initial rise, up to 2020, is due to the elevation of the
retirement age, also driven by the alignment process of the SRA of women in the private
sector to that of the other workers as well as from the retirement of workers with Quota
100 criteria who have accrued a relatively high amount of contributions (at least 38
years).

Instead, in the central part of the forecasting period, the average contribution period
stays almost stable, despite the indexation of the eligibility requirements. This outcome
has basically two explanations. Firstly, the cohorts retiring in this period started
contributing to the pension system somewhat later compared to their predecessors, as
emerges from the database of the insured. Secondly, early retirement foreseen under
the NDC scheme becomes gradually effective as of around 2030 and thus contributes to
slowing down the increase in the average retirement age.
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Both explanations also clarify gender differences in the contribution records. In fact, the
probability for women to access early retirement under the NDC scheme is much lower
than men, due to well-known gender gaps in wages and careers?. On top of that, the
average entry age into the labour market of women is somewhat higher than that of men.

However, in the last 20 years of the forecasting period, the average contribution period
grows again in line with the average retirement age, since both the above-mentioned
factors cease to operate. In fact, the entry age into the labour market of the cohorts
retiring in this period tend to stabilize as well as the percentage of those retiring earlier
than the SRA. The phased-in process of early retirement under the NDC scheme together
with the more favourable assumptions on female employment rates over the first years
of the forecasting period also explain the gradual narrowing of gender differences.

The average contribution period per pensioner follows the same path as that of pensions,
though it is a couple of years higher, since supplementary, additional pensions are
generally of a very small amount. Figure 8 compares the projected evolution of such a
variable with that of the average contribution period per pension.

The average pensionable earnings should be actually interpreted as a weighted average
between the explicit reference wage under the DB method and an implicit reference
wage under the NDC one?. As expected, average pensionable earnings, if deflated with
productivity growth, decline in the long run according to the gradual shift towards the
NDC calculation rules. In terms of the average gross wage (national accounts figures), it
passes from around 103.8% of the first decade to around 83.2% of the last one.

In terms of GDP, the decline of pensionable earnings is less marked because of the
negative evolution of employment over the entire forecasting period, except for the first
decade®.

3.6 Pension contributions and contributors

Contributors evolve substantially in line with employment over the whole forecasting
period, allowing for minor adjustments by sector (Table16). At the same time, the
average labour income subject to contribution (contribution base divided by the number

28 A substantial minimum amount of pension is required (1,200 euro in 2012 indexed with the five-year mobile average of
nominal GDP).

#?With regard to the former, the number of last annual wages involved in the calculation of the reference wage mainly
depends on sector, contribution period and retirement age. As for the latter, the implicit reference wage is defined as an
average of lifelong wages indexed with GDP growth (§.1.2.1).

30 such an outcome is substantially in line with that of the 2015 round of projections. However, the difference between the
growth rates of pensionable earnings and GDP is somewhat higher in the current round of projections, over the first 10-15
years of the forecasting period, and lower thereafter. This is mainly due to the valorization factor which actually is a
mobile average of GDP growth rates over the previous five years. Therefore, when GDP growth rates are increasing,
pensionable earnings grow less than GDP and, furthermore, the higher the increase the larger the difference. On top of
that, in the three-year period 2013-2015, the cumulative GDP growth has actually turned out to be about 3% lower than that
forecast in the 2015 round, affecting negatively the valorization factor over the following years.
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of contributors) is assumed to grow in line with productivity, according to the general
rule agreed in the AWG for the mid-long term. As a consequence, the overall contribution
base evolves in line with GDP growth. Therefore, the total pension contributions remain
basically constant as a share of GDP, except for a slight increase up to 2018 due to the
gradual elevation of the contribution rates foreseen for the self-employed and atypical
workers. Starting from the level of 10.7% in 2016, contributions to GDP ratio settles on
10.8% in 2020. It then increases up to 11% in 2050 and 2060 and then decline slightly to
10.9% (Table 7).

3.7 Sensitivity analyses

Table 17 reports the deviations in the projection of pension expenditure to GDP brought
about by the sensitivity tests agreed in the AWG. Figure 9 also compares the deviations in
public debt as a share of GDP in 2040 and at the end of the forecasting period.

Since the current legislation already foresees a linkage between the eligibility
requirements and changes in life expectancy (§.1.2.2), the sensitivity test on ‘policy
scenario’is of no relevance in this setting.

Life expectancy: 2-year increase gradually achieved over the whole forecasting period.

Assuming a 2-year increase in life expectancy, the elderly dependency ratio (people of
65+ to working-age population 20-64) settles at an increasingly higher level. At the end
of the forecasting period, it is about 5 percentage points higher (65.5% vs 70.2%) than in
the baseline. In fact, while the denominator (working-age population) tends to remain
almost unchanged, the numerator strongly reflects differences in life expectancies.
However, the increasing deviation in the elderly dependency ratio is counterbalanced by
the containing effects exerted on the number of pensioners, by the indexation of the
eligibility requirements, and on the average amount of pension, by the revision of
transformation coefficients. The counteracting effects exerted by the automatic
adjustment to changes in life expectancy overcome those brought about by demographic
changes, until around 2040. Thereafter, the ratio of pension expenditure to GDP tends to
increase a little more rapidly than that under the baseline assumptions until it settles 0.1
percentage points above, in the last 20 years of the forecasting period.

In order to explain the size and the time profile of deviations from the baseline, it is useful
to recall that an increase in life expectancy, and then in the retirement age, produces a
reduction in the number of new pensioners. Correspondently, the same change in life
expectancy implies lower mortality rates for all ages (especially among the very elderly),
which gradually raise the number of total pensioners. The latter gradually compensate
for the financial effect caused by the reduction of new pensioners. As expected, the
transition of the baby boom generations emphasises the saving effects in the central part
of the forecasting period, as they retire, and the compensating effects in the last part, as
they get older.
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Productivity: 0.4 pp higher/lower TFP growth as of 2045, linearly achieved from 2027.

Under the capital stock rule, a symmetrical change in TFP growth of 0.4 pp, produces a
symmetrical deviation in productivity and GDP growth of 0.6 pp. Consequently, the ratio
of pension expenditure to GDP is lower/higher than that in the baseline. The deviation
gradually increases till around 2060, where it accounts for 1.5 pp (lower TFP) and -1.3 pp
(higher TFP). Afterwards the gap shrinks towards the end of the forecasting period
(2070) where it reaches, respectively, an increase of 1.4 pp in the lower TFP scenario and
areduction of 1.2 pp under the higher TFP assumptions®'.

The differences in the ratio of pension expenditure to GDP are explained by the diverse
evolution of the benefit ratios. Instead, the ratio of pensions to employees and its
decomposition do not change significantly. This latter effect depends on the NDC method,
which also requires a minimum amount of pension to access early and old-age
retirement.

Employment rate: 2 pp higher/lower employment rate in the age bracket 20-64 as of
2035, gradually achieved from 2018 by changing unemployment rate.

An upward/downward change in the employment rate immediately translates into a
corresponding increase/decrease of GDP growth. This causes the ratio of pension
expenditure to GDP to settle below/above the baseline. In fact, higher/lower employment
levels result in a corresponding higher/lower number of pensions only after a long
period. However, towards the end of the forecasting period, the ratio of pension
expenditure to GDP tends to overlap the baseline projection. This is partly due to the
replacement rates under the NDC regime, which are increasingly higher/lower than
those in the baseline, due to higher/lower GDP growth rates utilized for the capitalization
of the accrued contributions.

Older workers’ participation rate: 70% increase of employment rates in the age bracket
55-74 as of 2030, gradually achieved from 2018.

In spite of the easier access to early retirement legislated in 2019, prolonging working
lives further than that already assumed in the baseline scenario, basically has been
achieved through two assumptions: zeroing the probabilities of early retirement and
increasing the propensity of working after the SRA. The pension model calculates the
corresponding lower number of pensioners and the subsequent increase in the average
amount of pension due to higher contributions accrued.

The reduction in pension expenditure to GDP ratio reaches its maximum value of about 1.9
percentage points around 2030. Such an outcome mainly reflects changes in

"When pensions are indexed only to price inflation, as in the case of ltaly, an increase (decrease) in the growth rate of
productivity will resultin anincrease (decrease) in the growth rate of GDP of the same size. Diversely, pension expenditure
is only marginally affected at the beginning. In fact, productivity growth only impacts on new pensions, which are related to
earnings. Generally, it takes two to three decades until the structural change in the growth rate of productivity is entirely
transferred to pension expenditure evolution.
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employment (and GDP growth) and in the number of pensions during the first decades of
the forecasting period. Moving towards 2070, these effects tend to be offset by an
increase in the average pension due to longer working careers and, under the NDC
system, higher transformation coefficients and capitalization rates. In the last decade of
the forecasting period, the latter effect tends to equalise, in terms of financial effects, the
reductionin the ratio of pensionersto employees.

Migration: 33% increase/decrease of net flows of immigrants.

An increase in migration flows implies a reduction in pension expenditure to GDP ratio.
Compared to the baseline scenario, the maximum difference of 0.7 percentage points is
reached around 2050. Afterwards, it tends to shrink towards 2070, where it accounts for
about 0.4 percentage points. Such a result is explained by higher GDP growth rates, due
to increased numbers of employees. In particular, the decrease in the elderly
dependency ratio is translated into the ratio of pensions to employees. The difference
tends to stabilize as soon as the additional immigrants are transformed into elderly
people and, consequently, pensioners. A further containing effect on pension
expenditure is exerted by higher replacement rates, which come about from the more
favourable capitalization rates, linked to GDP growth, under the NDC regime.

Projection results are somehow symmetrical in case of an equivalent decrease of the net
flows ofimmigrants.

Fertility rate: 20% decrease of fertility rate gradually achieved over the whole forecasting
period.

Any change in the fertility rate starts to turn into employment after some 20 years and it
takes further 40-50 years to affect the number of pensioners. This means that no effect is
produced on pension expenditure within the horizon of the forecasting period, apart from
that coming from disability pensions (actually negligible) and, to some extent, poorer
replacement rates due to lower capitalization rates under the NDC system.

Therefore, a 20% reduction in the fertility rate would gradually increase the projected
ratio of pension expenditure to GDP starting from around 2035. The deviation accounts
for 0.6 in 2050, 0.9 in 2060 and settles on 1.2 pp at the end of the forecasting horizon. As
expected, such an outcome is mostly explained by a corresponding decrease in the
number of employees, and GDP level, partially compensated for by lower pension
amounts towards the end of the forecasting period.

Risk scenario: 7FPgrowth rate converging to 0.8.

Such a scenario differs from the baseline only for the convergence level of TFP growth
which settles on 0.2 pp lower in 2045. According to the capital formation rule agreed in
the AWG, this implies a reduction in productivity growth of 0.3 pp. Therefore, the results
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are proportionally in line with those obtained with the sensitivity test on lower
productivity growth.

To complement the sensitivity analysis of the Italian pension system, Figure 9 compares
the deviations in the pension expenditure to GDP ratio in 2040 and 2070 whereas Figure
9.b reports the corresponding deviations in terms of public debt*? as share of GDP. Asiitis
possible to grasp, debt-to-GDP ratio would be reduced/increased mostly as a result of
changes in TFP and productivity assumptions. The lion’s share of the increase/decrease
would actually be concentrated in the last part of the forecast horizon, after 2040.

3.8 Policy-risk scenario

The new pension interventions legislated in 2018 and 2019 are based on legislative
provisions establishing a temporary interval of validity. Indeed, Quota 100 gives the
possibility to access early retirement only to workers who reach at least 62 years of age
and 38 years of contributions in the period 2019-2021*. Furthermore, the discontinuation
of the linkage to changes in life expectancy for the early retirement channel based only
on accrued contribution has been legislated exclusively for the period 2019-2026, and it
will produce a permanent reduction in the pension requirement of 9 months based on
2015 Eurostat population projections.

Given such framework, it is of some interest to assess the impact of such measures in
case such provisions would end up being permanent rather than temporary; even though
the new ltalian Government in charge as August 2019 has, in all occasions, publicly
declared that the measures introduced with DL 4/2019 will not be renewed.

Accordingly, following the request by the European Commission’s services, aiming to
highlight the risk on public finance stemming from the possible renewal of the pension
interventions introduced in 2019, a new counterfactual scenario has been set up (i.e.
Adverse Scenario). This scenario assumes the following:

o Workers with at least 62 years of age and 38 of contributions can retire early all
along the forecast horizon (up to 2070). In order to solve possible interferences
with current legislation, it has also been assumed that for workers that started
contributing as of 1996 and that are fully subjected to the NDC regime, in line with
current old-age pension requirements, people retiring with Quota 100 also have
to reach a pension benefit at least equal to 1.5 times the old-age allowance
indexed with the five-year mobile average of nominal GDP;

32 The effect on public debt has been projected according to the EU methodology for the calculation of the cost of ageing in
the STand S2 indicators.

33 This is a subjective right so for people entitled, the faculty to retire with Quota 100 criteria could be applied even after
2021.
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o forthe existing early retirement scheme based only on accrued contributions and
not on age, the minimum contributory period is kept constant to the level of 2018
(42 years and 10 months for men and 41 years and 10 months for women) and
unlinked from gains in life expectancy during the whole forecasting period from
2019 to 2070.

The results of the so-called Adverse scenario are presented in table 18 and in figure 10.
Under the new assumptions, pension expenditures as a ratio of GDP is projected to
increase by 0.5 percentage points on average over the period 2021-2046 vis-a-vis the
new baseline scenario. The gap between the two set of projections is expected to widen
up to 0.8 percentage points in 2029 and then close in 2046. Afterwards, the pension
expenditures as a ratio of GDP in the adverse scenario and that of the new baseline
scenario will be fully aligned.

Pension expenditures/GDP in the adverse scenario will increase steadily up to the peak
of 19.1% that is projected to be reached in 2038 (two years before than in the new baseline
scenario). Afterwards, the ratio is expected to decline reaching at the end of the forecast
horizon the level 0f 13.9% of GDP, in line with the new baseline projection results.

Vis-a-vis the new baseline scenario, the increase in pension expenditure to GDP
highlighted for the adverse scenario is due to the projected higher number of pensions
with respect to the number of employees (figure 10.c) in the initial part of the horizon
which is only subsequently offset by the decrease in the average pension benefits as a
ratio of labour productivity (figure 10.b). Overall, in the adverse scenario the percentage
ratio of pensions to people above 70 is expected to increase on average by 5.0 percentage
points over the period 2022-2070 with respect to the new baseline scenario.

3.9 Comparison with the previous AWG baseline projections

Table 19 compares pension results in the new baseline scenario with 2018 Ageing Report
projections and those of the previous round, decomposing the differences in the ratio of
pension expenditures to GDP between the initial and final years of the forecasting
horizon in the main underlying driving factors.

Taking as a reference the difference in pensions-to-GDP ratio between 2070 and 2016,
the comparison of the new baseline, showing a reduction of 1.76 percentage points, with
the 2018 Ageing Report baseline projections, showing a reduction of 1.75 percentage
points, does not exhibit substantial changes in the contribution of the underlying factors.
Allin all, the sizeable worsening of the dependency ratio would keep being compensated
by the combined offsetting effects exerted by the benefit and coverage ratios.

The differences between the new baseline scenario and the 2018 Ageing Report are
mostly explained by changes in the legislative changes introduced in 2018-2019 (Table
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20). As already mentioned above, the new measures produce higher pensions
expenditures in the first year of projections, due to the facilitation in accessing early
retirement. Instead, over the long term, the new measures will produce some savings
mostly imputable to the lower average pensions paid as a result of the 9 months
anticipation in retirement in the channel based only on minimum contributions
requirements (Figure 11).

The changes in GDP growth projections are mostly the result of lower labour force
participation rates due to changes in the in early retirement introduced in 2019. Overall,
GDP growth is on average equal to the 2018 Ageing Report results. In particular, GDP
growth is lower by 0.2 percentage points on average over the period 2019-2021 (Figure
12).

Table 1 - Statutory retirement age (SRA) and early retirement

Years of contributions 2016 2020 2050 2060 2070

Old age retirement (SRA)"

Minimum retirement age (SRA) - men 66y+7m 67y 67y+1lm  68y+9m 69y+7m 70y+5m 71y+1m
Qualifying condition for
old age retirement Minimum retirement age (SRA) - women® 65y+7m 67y 67y+1lm  68y+9m 69y+7m 70y+5m 71y+1m
Minimum contributory period - men 20 20 20 20 20 20 20
Minimum contributory period - w omen 20 20 20 20 20 20 20

Early retirement regardless of age (all regimes)®”

Minimum contributory requirement - men 42y+10m  42y+10m  43y+2m 44y 44y+10m  45y+8m  46y+4m
Minimum contributory requirement - w omen 41y+10m  41ly+10m  42y+2m 43y 43y+10m  44y+8m  45y+4m

Early retirement under the NDC regime™®

Qualifying condition for

carly retirement® Minimum retirement age - men 64y+1lm  65y+9m  66y+7m  67y+5m  68y+1m
Minimum retirement age - w omen 64y+11m  65y+9m  66y+7m  67y+5m  68y+1m
Minimum contributory period - men 20 20 20 20 20
Minimum contributory period - men 20 20 20 20 20
Minimum amount of pension - men® 1,200 euro per month in 2012 (2.8 times the old age allow ance,
Minimum amount of pension -w omen® in 2012) indexed with the five-year average of nominal GDP

(1) The age requirements (and contribution requirements for early retirement regardless of age) are indexed to changesin life expectancy at 65. The update isforeseen every three
years until 2019 and then every two years Changes in life expectancy are consistent with the mortality assumptions underlying the Eurostat demographic projection, with the
2015 as the base year. The 2013, 2016 and 2019 indexation of the eligibility requirementsw ere adopted by a directorial decree of the Ministry of Economy and Finance of 14th
December 2011, 16th December 2014 and 5th December 2017, respectively. The next update, w hich come into force as of 1st January 2021, hasbeen adopted on 5 November
2019 resulting in a zero increase in €ligibility requirements. For early retirement regardeless of age the DI 4/19 suspended the indexation of the requirements until 2026 and
introduced atime window of three months. Thiswindow is maintained throughout the forecast period.

(2) SRA of the female employees in the private sector equalizes that of men (and women in the public sector) starting from 2018. In 2016, the SRA of the female self-employed is6
months low er.

(3) The minimum amount of pension is 1,200 euro per month in 2012 (w hich corresponds to 2.8 times the old age allow ance, in 2012) indexed with the five-year average of
nominal GDP.

(4) Workers w ho reach, at least, the age of 62 and a minimum contribution requirements of 38 years in the period 2019-2021 (so-called Quota 100) may retire earlier. A shifting
retirement window applies equal to 3 monthsfor w orkers of the private sector and 6 months for w orkers of the public sector.
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Tab. 2.a- Number of new pensions by age group - administrative data
(year 2015) - Total

Other

Age group Old age Disability Survivor  (including

minimum)
0-49 29,325 113 16,198 13,014
50-54 26,599 5,039 13,478 8,082
55-59 127,114 98,530 16,271 12,313
60-64 179,127 148,307 12,242 18,578
65-69 138,711 108,290 1,106 29,315
70-74 44,397 7,777 54 36,566
75+ 131,278 3,700 15 127,563

Ot;f; (ssgﬂfs'&i?]tgry 77,744 54,609 1,136 19,630 2,369

Total 754,295 426,365 60,500 265,061 2,369

Tab. 2.b- Number of new pensions by age group - administrative data
(year 2015) - Male

Other

Age group Old age Disability Survivor (including

minimum)
0-49 13,668 100 9,841 3,727
50-54 15,537 4,750 9,305 1,482
55-59 62,302 49,071 11,331 1,900
60-64 85,973 74,363 8,839 2,771
65-69 96,276 91,334 881 4,061
70-74 11,028 5,938 29 5,061
75+ 30,483 2,802 7 27,674

Other (Supplementary 48,347 44,278 837 1,899 1,333

and non-resident)
Total 363,614 272,636 41,070 48,575 1,333

Tab. 2.c- Number of new pensions by age group - administrative data
(year 2015) - Female

Other

Age group Old age Disability Survivor (including

minimum)
0-49 15,657 13 6,357 9,287
50-54 11,062 289 4,173 6,600
55-59 64,812 49,459 4,940 10,413
60-64 93,154 73,944 3,403 15,807
65-69 42,435 16,956 225 25,254
70-74 33,369 1,839 25 31,505
75+ 100,795 898 8 99,889

Otgs; (rf;f_prfs?;i':g’y 29,397 10,331 299 17,731 1,036

Total 390,681 153,729 19,430 216,486 1,036
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Table 3 - Main demographic variables evolution

Demography Peak year
Population ('000) 60.763 60.705 60.334 59.955 58.887 56.835 54.859 2016
Population grow th rate 0,0 0,0 -0,1 -0,1 -0,3 -0,4 -0,3 2017
Old-age dependency ratio (pop65/pop15-64) 345 36,4 45,0 57,9 62,5 61,04 60,28 2050
Ageing of the aged (pop80+/pop65+) 30,5 32,3 32,6 32,9 413 46,5 445 2060
Men - Life expectancy at birth 80,7 81,2 82,5 83,7 84,8 85,9 86,9 2070
Men - Life expectancy at 65 191 19,5 20,4 21,3 221 23,0 23,7 2069
Women - Life expectancy at birth 85,3 85,8 86,9 88,0 89,0 90,0 90,9 2070
Women - Life expectancy at 65 22,5 229 23,8 24,7 25,5 26,3 27,0 2070
Men - Qurvivor rate at 65+ 89,6 90,2 91,5 92,6 93,6 94,4 95,1 2070
Men - Qurvivor rate at 80+ 63,7 65,4 69,4 73,1 76,3 79,3 81,9 2070
Women - Survivor rate at 65+ 94,0 94,3 95,1 95,7 96,3 96,7 97,1 2070
Women - Survivor rate at 80+ 78,0 79,2 82,0 84,4 86,5 88,4 90,0 2070
Net migration (:000) 1345 161 210 218 197 177 164 2039
Net migration over population change =75 -6,7 -6,7 -4,3 -1,3 -0,8 -1,0 2017
Source: BJROSTAT and Commission Services.
Table 4 - Partecipation rate, employment rate and share of workers for the age groups 55-64 and 65-74

2016 2020 2030 2040 2050 2060 2070 Peak year

Labour force participation rate 55-64 53,4 59,0 69,9 71,3 71,8 72,5 73,1 2070
Employment rate for w orkers aged 55-64 50,3 55,9 66,9 68,5 69,2 69,8 70,4 2070
Share of w orkers aged 55-64 on the total 94,3 94,7 95,8 96,1 96,3 96,3 96,4 2070
labour force
Labour force participation rate 65-74 6,9 9,9 18,5 21,3 235 28,5 30,7 2070
Employment rate for w orkers aged 65-74 6,7 9,7 18,2 21,0 23,1 28,1 30,2 2070
Share of w orkers aged 65-74 on thetotal 98,2 97,8 98,1 98,3 98,5 98,6 98,6 2061
labour force
Median age of the labour force 43,0 44,0 46,0 45,0 45,0 46,0 45,0 2025
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Table 5a - Labour market entry age, exit age and expected duration of life spent at retirement - Male
2017 2020 2030 2040 2050 2060 2070 Peak year

Average effective exit age (C3M) 63,9 65,2 66,0 66,4 67,0 67,6 67,8 2069
Contributory period 37,2 37,2 36,0 36,0 355 37,7 38,7 2019
Duration of retirement ** 20,0 19,5 19,6 20,5 20,4 20,3 211 2070
Duration of retirement/contributory period 0,5 0,5 0,5 0,6 0,6 0,5 0,5 2049
Rercentage of adult life spent at retirement* ** 30,3 29,2 29,0 29,7 29,4 29,1 29,8 2017
Early/late exit* *** 3,9 2,3 17 2,9 35 3,8 34 2016

Source: Commission Services.

Table 5b - Labour market entry age, exit age and expected duration of life spent at retirement - Female
2017 2020 2030 2040 2050 2060 2070 Peak year

Average effective exit age (CSV1) 63,7 65,8 66,9 67,6 68,2 68,7 69,1 2069
Contributory period 31,7 33,6 33,8 33,8 34,1 37,1 37,7 2070
Duration of retirement ** 235 22,0 22,0 22,0 22,7 22,6 23,3 2017
Duration of retirement/contributory period 0,7 0,7 0,7 0,7 0,7 0,6 0,6 2016
Percentage of adult life spent at retirement*** 34,0 31,5 31,0 30,7 31,1 30,8 31,3 2017
Early/late exit* *** 7,7 2,8 15 2,4 2,1 2,2 2,4 2017

Source: Commission Services.

** Duration of retirement is calculated as the difference betw een the life expectancy at average effective exit age and the average effective exit age itself.
*** The percentage of adult life spent at retirement is calculated as the ratio betw een the duration of retirement and the life expectancy diminished by 18
years.

**** Early/late exit, in the specific year, is the ratio of those w ho retired and aged lessthan the statutory retirement age and those w ho retired and are
aged more than the statutory retirement age.

Table 6 - Eurostat (ESSPROS) vs. Ageing Working Group definition of pension expenditure (% GDP)
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Eurostat total pension expenditure 14,0 14,3 15,5 15,5 15,5 16,1 16,5 16,5 16,5 16,1
Eurostat public pension expenditure [a] 138 142 153 153 154 159 164 16,3 16,3 159
Rublic pension expenditure (AWG) [b] 133 137 147 148 149 154 159 158 157 154
Difference [d] - [b] 0,5 0,5 0,6 0,5 0,5 0,5 0,5 0,5 0,6 0,5

Expenditure categories not considered in the AWG
definition w rt Eurostat total pension expenditure:

- Benefits paid to the disabled and the deaf and
dumb below 65 yearsold, w ar pensions, w ork 0,5 0,5 0,6 0,5 0,5 0,5 0,5 0,5 0,6 0,5
injury annuities and merit aw ards

- Qurvivors' w ar pensions and survivors w ork
injury annuities

- Supplementary pensions paid by private
pension funds

Source: BJROSTAT and Member Sates.




Table 7 - Projected gross and net pension

Expenditure

Gross public pension expenditure
Net public pension expenditure
Contributions

Fublic pension contributions

spending and contributions (% of GDP)

2016 2020

15.6
12.7

10.7

16.0
13.0

10.8

2030 2040 2050 2060

17.3
14.1

10.8

18.6
15.1

10.9

17.1
13.9

11.0

15.0
12.2

11.0

13.9
11.3

10.9

2040
2040

2053

Source: Commission Senvices.

Table 8 - Projected gross public pension spending by scheme (% of GDP)

Pension scheme

2030 2040 2050

Total public pensions 15.6 16.0 17.3 18.6 17.1 15.0 13.9 2040
of wich:
- Old age and early pensions 12.7 13.1 14.2 15.5 14.2 12.5 11.8 2042
- Earnings related @ 12.4 12.8 13.9 15.1 13.8 12.2 11.4 2042
- minimum pensions and minimum
income guarantees @ 0.3 0.3 0.3 0.4 0.4 0.4 0.4 2049
- Disability pensions 0.4 0.4 0.4 0.4 0.3 0.3 0.3 2029
- Sunivor's pensions 2.5 2.5 2.6 2.7 2.6 2.2 1.8 2040
of wich:
- private employees 8.9 9.1 9.8 11.4 11.7 11.0 10.1 2046
- old age, early and disability pension 7.3 7.4 8.2 9.7 10.0 9.5 8.8 2046
- other pensions (sunivors) 1.6 1.7 1.6 1.7 1.7 1.6 1.3 2045
- public employees 4.1 4.3 4.7 4.4 3.0 2.0 2.0 2033
- old age, early and disability pension 3.5 3.8 4.2 3.8 2.5 1.7 1.8 2032
- other pensions (sunivors) 0.5 0.5 0.6 0.6 0.5 0.3 0.2 2037
- self-employed 2.3 2.3 2.5 2.3 2.0 1.6 14 2032
- old age, early and disability pension 2.0 2.0 2.0 1.9 1.6 1.2 1.2 2028
- other pensions (sunivors) 0.3 0.4 0.5 0.5 0.4 0.3 0.2 2035

Source: Commission Senvices and Member State.
(1) Includes disability pensions above the SRA.
(2) Old age allowance and additional sums.
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Table 9.a - Factors behind the change in public pension expenditures between 2016 and 2070 (in percentage points of
GDP) - Pensions

Average
2016-20 2020-30 2030-40 2040-50 2050-60 2060-70 2016-70 annual
change
Fublic pensions to GDP 0.40 1.26 1.27 -1.44 -2.11 -1.14 -1.76 -3.4%

Dependency ratio effect 0.91 3.62 4.72 1.56 -0.32 -0.21 10.29 18.6%
Coverage ratio effect -0.57 -1.65 -1.28 -0.18 -0.17 -0.65 -4.51 -8.9%
- Coverage ratio old-age -0.35 -1.02 -0.62 0.11 -0.12 -0.65 -2.64 -5.0%
- Cowerage ratio early-age -2.24 -4.34 -3.67 -3.72 -2.35 -0.86 -17.18 -35.7%
- Cohort effect 0.37 -2.22 -5.62 -1.89 0.99 0.05 -8.32 -16.2%
Benefit ratio effect 0.65 0.77 -1.21 -2.64 -1.48 -0.13 -4.04 -7.1%
Labour Market/Labour intensity effect -0.53 -1.22 -0.64 -0.09 -0.17 -0.17 -2.82 -5.7%
- Bmployment ratio effect -0.39 -0.68 -0.22 -0.15 0.02 -0.01 -1.43 -3.1%
- Labour intensity effect 0.01 0.01 0.00 0.00 -0.01 0.00 0.01 0.0%
- Career shift effect -0.15 -0.56 -0.43 0.06 -0.18 -0.15 -1.41 -2.6%
Residual® -0.05 -0.25 -0.32 -0.10 0.03 0.01 -0.68 -0.3%

Source: Commission Senvices.
(1) This residual is made by two components: the residual effect as defined in eq. [1] and the interaction effect.

Table 9.b - Factors behind the change in public pension expenditures between 2016 and 2070 (in percentage points of
GDP) - Pensioners

Average
2016-20 2020-30 2030-40 2040-50 2050-60 2060-70 2016-70 annual
change
Rublic pensions to GDP 0.40 1.26 1.27 -1.44 -2.11 -1.14 -1.76 -3.4%

Dependency ratio effect 0.91 3.62 4.72 1.56 -0.32 -0.21 10.29 18.6%
Coverage ratio effect -0.59 -1.77 -1.08 -0.17 -0.24 -0.60 -4.45 -8.8%
- Coverage ratio old-age -0.33 -1.04 -0.27 0.16 -0.18 -0.59 -2.25 -4.2%
- Coverage ratio early-age -2.24 -4.25 -3.61 -3.49 -2.26 -0.84 -16.69 -34.6%
- Cohort effect 0.37 -2.22 -5.62 -1.89 0.99 0.05 -8.32 -16.2%
Benefit ratio effect 0.67 0.90 -1.41 -2.65 -1.42 -0.18 -4.08 -71.2%
Labour Market/Labour intensity effect -0.53 -1.22 -0.64 -0.09 -0.17 -0.17 -2.82 -5.7%
- Employment ratio effect -0.39 -0.68 -0.22 -0.15 0.02 -0.01 -1.43 -3.1%
- Labour intensity effect 0.01 0.01 0.00 0.00 -0.01 0.00 0.01 0.0%
- Career shift effect -0.15 -0.56 -0.43 0.06 -0.18 -0.15 -1.41 -2.6%
Residual® -0.06 -0.26 -0.32 -0.10 0.03 0.01 -0.69 -0.3%

Source: Commission Services.
(1) This residual is made by two components: the residual effect as defined in eq. [1] and the interaction effect.
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Table 10.a - Replacement rate at retirement (RR), benefit ratio (BR) and coverage by pension scheme old-
age earnings related (in %) - Pensions

2016 2020 2030 2040 2050 2060 2070

Rublic scheme (BR) 58.9 60.6 63.7 58.8 50.7 46.5 45.9
Rublic scheme (RR 64.4 64.2 56.9 49.2 44.7 48.3 49.8
Cowerage 100 100 100 100 100 100 100
Rublic scheme old-age earnings related (BR) 59.6 62.5 66.3 60.4 51.1 46.8 47.1
Rublic scheme old-age earnings related (RR) 64.4 64.2 56.9 49.2 4.7 48.3 49.8
Cowerage 78.6 77.4 77.4 79.2 80.3 80.4 80.5

Rivate occupational scheme (BR)
Private occupational scheme (RR)

Coverage

Rivate individual scheme (BR)

Pivate individual scheme (RR)

Cowverage
Total (BR 58.9 60.6 63.7 58.8 50.7 46.5 45.9
Total (RR 64.4 64.2 56.9 49.2 4.7 48.3 49.8

Table 10.b - Replacement rate at retirement (RR), benefit ratio (BR) and coverage by pension scheme old-
age earnings related (in %)

2016 2020 2030 2040 2050 2060 2070

Average pension | average wage at retirement 64.4 64.2 56.9 492 447 483 198
(RR - new pensions

Average pension / average wage at retirement 711 710 60.1 519 16.9 505 520
(RR - new pensioners

Average pension | average-wide economy wage 78.0 76.8 63.1 570 525 585 590
(RR - new pensions

Average pension | average wage at retirement 596 625 66.3 60.4 511 468 471
(BR) - pensioners

Coverage 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Member States.

Table 11 - System Dependency Ratio and Old-age Dependency Ratio

Number of pensioners (1) ('000) 15,088 15,212 15,952 17,568 17,864 16,753 15,306
Employment (1) ( 000) 22,803 23,386 24,034 22,740 21,605 21,172 20,676
Pension System Dependency Ratio (SDR) (I)/(Il) 66.2 65.0 66.4 77.3 82.7 79.1 74.0
Number of people aged 65+ (lll) ('000) 13,456 14,101 16,543 19,387 19,894 18,928 18,027
Working age population 15-64 (IV) ('000) 39,049 38,719 36,796 33,493 31,842 31,008 29,904
Old-age Dependency Ratio (ODR) (II)/(IV) 345 36.4 45.0 57.9 62.5 61.0 60.3
System efficiency (SDRODR) 1.9 1.8 15 1.3 1.3 1.3 1.2

Source: Commission Services.
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Table 12.a - Pensioners™™ (public schemes) to inactive population® ratio by age group (%)

2016 (0] 2030 2040 2050 2060
Total
- Age group -54 2.4 25 2.2 1.8 1.6 15 1.3
- Age group 55-59 34.6 26.5 30.6 24.9 23.6 20.4 19.9
- Age group 60-64 69.1 69.3 59.2 49.9 39.0 34.8 31.3
- Age group 65-69 96.3 98.8 83.6 80.6 77.0 72.2 58.0
- Age group 70-74 98.7 93.9 96.3 96.1 93.8 97.3 91.1
- Age group 75+ 96.5 96.6 97.8 97.0 96.5 96.6 97.2
- Age group 55-69 75.1 73.2 66.6 62.6 55.4 49.7 41.6
- Age group 70+ 97.1 95.7 97.4 96.7 95.9 96.8 95.9
Without non resident pensioners in 2016
- Age group -54 2.4 2.4 2.1 1.8 1.6 15 1.3
- Age group 55-59 34.3 26.3 30.5 24.8 23.6 20.4 19.9
- Age group 60-64 68.6 69.0 59.1 49.8 39.0 34.8 31.3
- Age group 65-69 94.1 97.5 83.5 80.5 77.0 72.2 58.0
- Age group 70-74 95.6 91.5 95.9 96.0 93.8 97.3 91.1
- Age group 75+ 93.7 92.6 94.6 95.7 95.9 96.1 96.6
- Age group 55-69 73.8 72.4 66.4 62.5 55.3 49.7 41.6
- Age group 70+ 94.2 92.3 95.0 95.8 95.4 96.4 95.5
- Net elderly immigrants 70+® 0.0 0.1 0.4 0.7 0.7 0.8 0.7

Source: Commission Senices.

(1) Value at the end of the year.

(2) Average annual value.

(3) Cumulated net flows of immigrants above 60 as a share of inactive population 70+.

Table 12.b - Pensioners®) (public schemes) to population® ratio by age group (%)

2016 2020 2030 2040 2050 2060 2070
Total
- Age group -54 1.1 1.1 1.0 0.8 0.8 0.7 0.7
- Age group 55-59 11.7 8.1 7.2 6.4 6.0 5.1 5.0
- Age group 60-64 42.2 36.9 21.7 15.6 12.0 10.4 9.0
- Age group 65-69 87.3 82.0 58.8 51.6 45.7 39.0 29.6
- Age group 70-74 95.1 91.5 91.5 90.0 86.7 87.0 80.7
- Age group 75+ 96.5 96.6 97.8 97.0 96.5 96.6 97.2
- Age group 55-69 45.5 38.9 28.5 26.1 21.4 18.0 14.5
- Age group 70+ 96.1 94.9 95.9 94.9 94.2 94.6 93.4
Without non resident pensioners in 2016

- Age group -54 1.1 1.1 1.0 0.8 0.8 0.7 0.7
- Age group 55-59 11.6 8.0 7.1 6.4 6.0 5.1 5.0
- Age group 60-64 42.0 36.8 21.7 15.5 12.0 10.4 9.0
- Age group 65-69 85.3 80.9 58.7 51.6 45.7 39.0 29.6
- Age group 70-74 92.0 89.1 91.1 89.9 86.7 87.0 80.7
- Age group 75+ 93.7 92.6 94.6 95.7 95.9 96.1 96.6
- Age group 55-69 44.7 38.5 28.5 26.1 21.4 18.0 14.5
- Age group 70+ 93.2 91.5 93.5 94.0 93.7 94.2 93.0
- Net elderly immigrants 70+® 0.0 0.2 0.6 0.8 0.8 0.9 0.8

Source: Commission Sences.

(1) Value at the end of the year.

(2) Average annual value.

(3) Cumulated net flows of immigrants above 60 as a share of inactive population 70+.

43



Table 13.a - Female pensioners® (public schemes) to inactive population® ratio by age group (%)

2020 AOK10] 2040 2050 2060 2070
Total
- Age group -54 2.6 2.6 2.3 1.7 15 1.4 1.2
- Age group 55-59 22.0 19.3 24.6 21.1 19.1 15.9 15.4
- Age group 60-64 50.2 45.6 44.5 37.7 30.0 26.3 23.4
- Age group 65-69 85.3 82.5 70.0 68.1 60.8 55.1 44.5
- Age group 70-74 92.4 87.7 87.0 89.5 88.1 89.6 82.9
- Age group 75+ 95.1 95.0 95.7 94.2 94.3 95.4 95.9
- Age group 55-69 58.6 54.2 52.5 50.4 42.4 36.8 30.9
- Age group 70+ 94.3 92.9 93.3 93.0 93.0 94.3 93.4
Without non resident pensioners in 2016
- Age group -54 2.5 2.6 2.3 1.7 1.5 1.4 1.2
- Age group 55-59 21.7 19.1 24.5 21.0 19.1 15.9 15.4
- Age group 60-64 49.7 45.3 44.4 37.6 30.0 26.3 23.4
- Age group 65-69 83.9 81.8 69.9 68.0 60.8 55.1 44.5
- Age group 70-74 90.6 86.1 86.8 89.4 88.1 89.6 82.9
- Age group 75+ 91.7 92.0 94.1 93.7 94.2 95.3 95.9
- Age group 55-69 57.8 53.7 52.3 50.3 42.4 36.8 30.9
- Age group 70+ 91.4 90.3 92.1 92.6 92.9 94.3 93.4
- Net elderly immigrants 70+ 0.0 0.1 0.4 0.7 0.8 0.8 0.8

Source: Commission Senvices.
(1) Value at the end of the year.
(2) Average annual value.

(3) Cumulated net flows of immigrants above 60 as a share of inactive population 70+.

Table 13.b - Female pensioners® (public schemes) to population® ratio by age group (%)

2020 2030 2040

Total
- Age group -54 14 1.4 1.2 0.9 0.8 0.8 0.7
- Age group 55-59 10.3 8.0 7.8 6.9 6.1 5.1 4.9
- Age group 60-64 35.7 29.0 19.0 13.7 10.8 9.2 7.9
- Age group 65-69 80.7 72.6 51.3 44.9 37.5 31.4 23.8
- Age group 70-74 91.0 86.2 83.3 83.7 80.8 80.0 73.6
- Age group 75+ 95.1 95.0 95.7 94.2 94.3 95.4 95.9
- Age group 55-69 41.0 33.8 25.6 23.3 18.5 15.2 12.2
- Age group 70+ 94.0 92.4 92.2 91.2 91.3 92.3 91.2

Without non resident pensioners in 2016
- Age group -54 14 1.4 1.2 0.9 0.8 0.8 0.7
- Age group 55-59 10.1 8.0 7.7 6.9 6.1 5.0 4.9
- Age group 60-64 35.4 28.8 19.0 13.6 10.8 9.2 7.8
- Age group 65-69 79.3 71.9 51.2 44.9 375 314 23.8
- Age group 70-74 89.2 84.6 83.2 83.6 80.8 80.0 73.6
- Age group 75+ 91.7 92.0 94.1 93.7 94.2 95.3 95.9
- Age group 55-69 40.4 335 255 23.3 18.5 15.2 12.2
- Age group 70+ 91.0 89.8 91.0 90.9 91.2 92.3 91.2
- Net elderly immigrants 70+® 0.0 0.2 0.6 0.9 0.9 0.9 0.9

Source: Commission Senvces.
(1) Value at the end of the year.
(2) Average annual value.

(3) Cumulated net flows of immigrants above 60 as a share of inactive population 70+.
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Table 14.a - Projected and disaggregated new public pension expenditure (old-age and early earnings-
related pensions) - Total

2030 2040

Projected new pension expenditure 6,905 10,247 17,182 20,587 21,631 35188 45431

(millions BUR
1. Number of new pensions ('000) 312.0 438.3 710.5 708.5 566.9 578.9 528.4
Il. Average contributory period 34.7 35.7 35.0 35.1 34.9 37.4 38.3
lll. Average accrual rates (%) 1.93 1.83 1.70 1.67 1.67 1.67 1.65
IY. Monthly average pensionable earnings 2,542 2,753 3.126 3.813 5026 7,475 10,485
('000 BUR
V. Sustainability/Adjustment factor
M. Average number of months paid the 13.0 13.0 13.0 13.0 13.0 13.0 13.0
first year

Monthly average pensionable

earnings/Monthly economy-wide average 103.8% 105.1% 95.4% 87.1% 80.9% 84.3% 83.2%

wage

Source: Commission Senices.

Table 14.b - Projected and disaggregated new public pension expenditure (old-age and early earnings-
related pensions) - Male

2030 2040 2050 2060

Projected new pension expenditure 5,192 6779 10490 12,671 13,096 21,427 27,803
(millions BUR)
1. Number of new pensions ('000) 221.0 264.0 395.9 399.1 315.9 325.6 303.5
IIl. Average contributory period 36.2 37.2 36.0 36.0 35.5 37.7 38.7
lll. Average accrual rates (%) 1.92 1.80 1.66 1.62 1.63 1.63 1.60
IV. Monthly average pensionable earnings 2,606 2,951 3,405 4172 5,521 8.236 11,356
(000 BUR)
V. Sustainability/Adjustment factor
M. Average number of months paid the 13.0 13.0 13.0 13.0 13.0 13.0 13.0
first year
Monthly average pensionable
earnings/Monthly economy-wide average 106.4% 112.7% 103.9% 95.3% 88.9% 92.9% 90.1%
wage

Source: Commission Services.

Table 14.c - Projected and disaggregated new public pension expenditure (old-age and early earnings-
related pensions) - Female

2050 2060
Projected new pension expenditure 1,713 3,468 6,692 7,915 853 13,761 17,628
(millions BUR)
1. Number of new pensions ('000) 91.0 174.3 314.6 309.4 251.0 253.2 224.8
Il. Average contributory period 31.1 33.6 33.8 33.8 34.1 37.1 37.7
lll. Average accrual rates (%) 1.95 1.86 1.75 1.74 1.74 1.73 1.72
IY. Monthly average pensionable earnings 2,387 2,452 2,774 3.349 4,402 6,496 9,310
('000 BUR
V. Sustainability/Adjustment factor
\(I. Average number of months paid the 13.0 13.0 13.0 13.0 13.0 13.0 13.0
first year
Monthly average pensionable
earnings/Monthly economy-wide average 97.5% 93.6% 84.7% 76.5% 70.9% 73.3% 73.8%
wage

Source: Commission Senices.
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Table 15 - Financing of the system

Public employees™ Private employees Self-employed®

Contribution base 114,704 363,952 146,429
Contribution rate/contribution in 2016 33.0% 33.0% 23.1%
State
Other revenues
Maximum contribution® 33,107 33,107 23,175
Minimum contribution” 3,445 3,445 3,592

(1) For local bodies, the contribution rate is 32.65% of which 23.8% is paid by the employer and 8.85% is paid by the

employee.

(2) Gradually increasing from around 23.1% in 2016 to 24% in 2018.
(3) Estimates based on maximum and minimun contribution base.
(4) Values only refer to the new entrants after 1995.

Table 16 - Revenue from contribution (million), number of contributors in the public scheme (in
1000), total employment (in 1000) and related ratios (%)

Rublic contribution 178,913
Employer contribution 109,920
Employee contribution 68,993

State contribution

Number of contributors (1) 23,397
Employment (II) 22,803
Ratio of (1)/(II) 102.6

195,359 249,824
119,640 153,885
75,719 95,939

23,875 24,436
23,386 24,034
102.1 101.7

319,031
196,622
122,409

23,301
22,740
102.5

434,497
268,535
165,962

22,279
21,605
103.1

606,688
374,195
232,494

21,757
21,172
102.8

838,430
517,693
320,736

21,142
20,676
102.3

Source: Commission Senices.

(1) Contributions paid by the State as “employer” are included in "employer contribution". The quota of public pension
expenditure not covered by contribution is charged on public finances.
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Table 17 - Public and total pension expenditures under different scenarios (deviation from the baseline)

2016 2020 2030 2040 2050 2060 2070
Baseline 15.6 16.0 17.3 18.6 17.1 15.0 13.9
Higher life expectancy 0.0 -0.1 -0.2 -0.2 0.1 0.1 0.1
(2 extra years)
Higher Total Factor Productivity Growth 0.0 0.0 0.0 05 11 13 1.2
(+0.4 pp.)
Lower Total Factor Rroductivity Growth 0.0 0.0 0.0 06 13 15 14
(-0.4 pp.)
Higher emp. Rate 0.0 -0.1 -0.4 -0.3 -0.3 -0.1 0.0
(+2 pp.)
Lower emp. Rate 0.0 0.1 0.4 0.3 0.3 0.2 0.0
(-2 pp.)
Higher emp. of older workers 0.0 05 1.9 0.9 01 01 03
(+10 pp.)
Higher migration ] ] ] ] ] )
(+33%) 0.0 0.1 0.3 0.6 0.7 0.6 0.4
Lower migration
0.0 0.1 0.3 0.6 0.8 0.8 0.5
(-33%)
Lower fertility 0.0 0.0 0.0 0.2 0.6 0.9 1.2
Risk scenario 0.0 0.0 0.1 0.3 0.6 0.7 0.7
Rolicy scenario: linking retirement age
to increases in life expectancy

Source: Commission Senices.

Table 18 - Expenditure to GDP

2025 2030 2040 2050 2060 2070

Baseline scenario [a] 16.0 16.5 17.3 18.6 17.1 15.0 13.9
Adverse Scenario [b] 16.0 17.1 18.1 19.1 17.0 15.1 13.9
[b]-[a] 0.0 0.5 0.8 0.5 -0.1 0.1 0.0

Source: Commission Senice.
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Table 19 - Average annual change in public pension expenditure to GDP during the projected period under the
2006, 2009, 2012, 2015 and 2018 projection exercises

Public pension Dependency (Joverage Employment Bengfit .LabOL-Jr ﬁ?:f;lt(gﬁl'
to GDP ratio ratio effect ratio intensity effect)

2006 * 0.41 11.54 -3.17 -1.99 5.29 -0.69
2009 ** -0.41 10.40 -3.22 -1.14 -5.47 -0.98
2012 *** -0.90 9.55 -5.55 -1.31 -2.03 0.03 -1.58
2015 **** -1.93 8.05 5.16 -1.43 -1.95 0.06 -1.51
2018 AR **** -1.75 10.25 -4.54 -1.42 -3.96 0.00 -2.10
2018 New Baseling* **** -1.76 10.29 -4.51 -1.43 -4.04 0.01 -2.09

Source: Commission senvices.

* 2004-2050; ** 2007-2060; *** 2010-2060; **** 2013-2060;* **** 2016-2070.

Eplanatory note: The Table presents the average annual change of pension expenditure and the contributions of the underlying component to that
change, whereas Table shows, for different intervals of time, the decomposition, in percentage points, of the factors behind the change in public
pension expenditures. * 2004 - 2050, ** 2007 - 2060, *** 2010 - 2060, **** 2013 — 2060. *****2016 - 2070. Hease note that the four components

do not add up because of a residual component.

Table 20.a - Decomposition of the difference between 2018 and the new public pension projection

(% of GDP)

2010 2016 2020 2030 2040 2050 2060 2070

Ageing report 2018 14.8 15.6 15.6 17.2 18.7 17.3 15.1 13.9
- Change in assumptions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

- Improvement in the coverage or in the modelling 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

- Change in the interpretation of constat policy 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

- Policy related changes 0.0 0.0 0.4 0.0 -0.1 -0.2 -0.1 0.0
New projection 14.8 15.6 16.0 17.3 18.6 17.1 15.0 13.9

Source. Member State.

Table 20.b - Decomposition of the difference between 2015 and the new public pension projection

(% of GDP)

2010 2016 2020 2030 2040 2050 2060
Ageing report 2015 14.8 15.6 15.3 15.7 15.8 14.8 13.8
- Change in assumptions 0.0 0.0 0.2 14 2.8 2.3 1.2
- Improvement in the cowverage or in the modelling 0.0 0.0 0.0 0.0 0.0 0.0 0.0
- Change in the interpretation of constat policy 0.0 0.0 0.0 0.0 0.0 0.0 0.0
- Policy related changes 0.0 0.0 0.5 0.2 0.0 -0.1 0.0
New projection 14.8 15.6 16.0 17.3 18.6 17.1 15.0

Source. Member State.



Table 21 - Private component of the Italian pension system - Time series 2000-2016

Pension expenditure,
gross (min €)

Non-mandatory

occupational pensions(”(z)

- pensions
- benefit in capital

Non-mandatory private
pensions

Number of pensioners
(thousands)

Non-mandatory

occupational pensions(”(z)

Non-mandatory private
pensions

Contributions (min €)

Non-mandatory

occupational pensionsm

Non-mandatory private
pensions

Number of contributors
(thousands)

Non-mandatory

occupational pensionsm

Non-mandatory private
pensions

Assets of pension
funds and reserves
(min €)
Non-mandatory

occupational pensions(”

Non-mandatory private
pensions

2000

1,568

1,568

602

966

108

108

2,665

2,665

1,692

1,692

23,011

23,011

2001

2,120

2,120

637

1,483

121

121

3,751

3,395

356

2,160

1,959

201

32,970

32,777

193

2002

1,847

1,847

733

1,114

123

123

4,231

3,638

593

2,396

2,038

357

34,642

34,025

617

PAVOK]

2,788

2,788

736

2,052

114

114

4,568

3,822

746

2,587

2,078

509

37,609

36,331

1,278

2004

1,887

1,887

735

1,152

111

111

4,951

4,021

930

2,740

2,112

628

40,878

38,728

2,150

5

1,502

1,502

698

804

111

111

5,481

4,401

1,080

2,963

2,219

744

47,307

43,969

3,338

2006

2,484

2,484

918

1,566

143

143

6,231

4,988

1,243

3,184

2,304

880

51,576

47,030

4,546

2007

1,715

1,715

905

810

133

133

8,434

7,007

1,427

4,560

3,424

1,136

57,747

51,957

5,790

2008

2,336

2,336

900

1,436

133

133

10,900

9,118

1,782

4,854

3,536

1,314

61,302

54,677

6,625

2009

1,697

1,697

892

805

132

132

11,121

9,146

1,975

5,055

3,570

1,485

73,827

64,861

8,966

2010

1,731

1,731

890

841

130

130

11,481

9,212

2,269

5,273

3,569

1,703

83,167

71,958

11,209

2011

1,695

1,695

878

817

131

131

11,842

9,365

2,477

5,537

3,577

1,960

90,687

77,495

13,192

1,608

1,608

897

711

130

130

12,052

9,316

2,736

5,829

3,580

2,249

104,363

88,277

16,086

2013

1,565

1,565

889

676

130

130

12,414

9,306

3,108

6,204

3,627

2,577

116,465

96,952

19,513

2014

1,328

1,328

886

133

133

13,008

9,631

3,377

6,540

3,687

2,853

130,941

107,722

23,219

2015

1,519

1,519

856

663

130

130

13,547

9,778

3,769

7,227

4,251

2,976

140,351

113,345

27,006

2016

1,765

1,765

748

1,017

118

118

14,256

10,162

4,094

7,787

4,547

3,240

151,278

120,636

30,642

Source: Covip (2000-2016), Relazione annuale. Such reports can be downloaded from the following web site: www.covip.it
(1) It includes open and close pension funds and those pre-exsting before 1993-reform.
(2) It only refers to the " pre-existing” pension.
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Figure 1: Age pyramid comparison: 2013 vs 2070
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Figure 2: Elegibility requirements and average retirement age
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(1) The age has been calculated assuming a full carreer, without interruptions, starting at 19 for males and 20 for females. In
this sense it can be seen as a 'minimum age'. However, given the increasing delay the younger cohorts of workers enter the
labour market, in the long run the contribution requirement will be achieved at much older ages.

(2) Though currently in force, it actually becomes effective around 2030.
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Figure 4: pension expenditures percentage of GDP and its decomposition - AWG 2018 Baseline

projection
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Fgure 5: new old age, early pensions and disability by schemes

Figure 5.a: old age and early pensions
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Figure 6: benefit ratio and replacement rate expressed in terms of economy wide average wage
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Figure 7: update of transformation coefficients and mean value at the average retirement age
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Figure 9: Sensitivity analysis

Figure 9.a: pension expendituture as percentage of GDP - Comparison with

the baseline scenario
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Figure 9.b: differential cumulative effect on debt - Comparison with the

baseline scenario
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Figure 10: pension expenditures percentage of GDP and its decomposition - baseline scenario vs
adverse scenario
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Figure 11: Pension Expenditure to GDP ratio - Comparison between Ageing Report 2018 e Ageing Report
2018 post L 26/2019
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ANNEX1 - Regulatory framework

The annexincludes:

a summary table describing the calculation rules under the DB, mixed and NDC
regimes (Table A1.1);

a summary table describing the eligibility requirements under the DB, mixed and
NDB regimes (Table Al.2and Table A1.3);

a summary table reporting the evolution of the minimum eligibility requirements
for old-age and early pensions, by 5-year step (Table Al.4);

the formula and assumptions for the calculation of the transformation
coefficients;

transformation coefficients in force for the two-year period 2019-2021 (Table
A15).

59



Table Al.1 - Public pension system: calculation rules
Earnings-related scheme (DB)

Workers with at least 18 years of
contribution at the end of 1995,

limited to pensions awarded until
315 December 2011

Pension (P is calculated according to the
follow ing formula:

P=2% (C, Wi+ C W)

w here:
W, and W, = reference w age
C, e G, = yearsof contribution

a) for contribution before 1992 (C,), W, isthe
last monthly w age for public employees and
the average of thelast 5 or 10 years, for private
employees and the self- employed,
respectively®.

b) for contribution after 1992 (G,), W, isthe
average of the last 10 years for private and

public empoyees® and 15 yearsfor the self-
employed (starting from 2002).

The accrual rate for each year of contribution is
2% up to afixed threshold of the reference

w age®. Beyond this limit, such a percentage
decreasesto 1% in the case of W, and to 0.9%
in the case of W,.

Old age, early retirement and disability pensions ®

Mixed scheme
Workers with less than 18 years of contribution
at the end of 1995, and workers with at least
18 years of contribution limited to pensions
awarded as of 1% January 2012

Rension (P) is obtained asa sum of tw o components:
P=PA + PB

The former (PA) is calculated by using the earning-related method
w hile the latter (PB) the NDC method. In particular:

PA = 2% (C, Wy + C, W)

w here:
W, and W, = reference w age
C, e G, = yearsof contribution before 1995

a) for contribution before 1992 (C,), W, islast montly w age for
public employees and the average of the last 5 or 10 years,
respectively, for private employees and the seff-employed®.

b) for contribution betw een 1993-1995 (G,), W, isthe average
w age of anumber of last years progressively increasing®.

The accrual rate for each year of contribution is2% up to afixed
threshold of the reference w age®. Beyond thislimit, such a
percentage decreasesto 1% in the case of W, and to 0.9% in the
case of W,.

PB=ct M
(for explanation, see the box on the right hand side).

Contribution-based scheme (NDC)
New entrants into the system as of 1
January 1996

Pension (P is calculated according to the follow ing formula:
P=ct M

w here: ct isthe tranformation coefficient and M the life-
long contributions capitalized w ith the grow th rate of
nominal GDP.

Transformation coefficientsin force in the period 2010-2012
ranged from 4.42% at the age of 57 to 5.62% at age of 65
(above 65 they are set equal to that of 65) .

They are subject to athree-year revision (tw o-year revison
asof 2021) to take account of changesin life expectancy,
according to a procedure falling entirely under the
administrative sphere of competence.

Asof 2013, they are extended to the age of 70®, and
then further in line with the increase in the eligibility
requirements linked to changesin life expectancy.

Transformation coefficientsin force in the period 2013-
2015 ranged from 4.30% at the age of 57 to 5.43% at age
of 65 (up to amaximum of 6.54% at age of 70). Those
currently in force (years 2016-2018 ) ranges from 4.25% at
the age of 57 to 5.33% at age of 65 (up to a maximum of
6.38% at age of 70)

Under 57 the transformation coefficients are set equal to
that of 57.

The contribution rate is 33% for private and public
employees, 20% for the self-employed in 2011, gradually
increased to 24% in 2018.

For atypical w orkers the contributione rate was 27% in
2012 and 2013, gradually increased to 33% in 2018.

60% of the pension calculated as above, if a
survivorisaw idow or widow er of an
employee; 60% of the deceased's pension, if a
survivorisaw idow or widow er of a pensioner.

Such a percentage is reduced by 25%, 40% or
50% if the survivor total income exceeds,
respectively, 3, 4 or 5 times the minimum
pension.

Sunvivors' pensions®

as before

as before

(1) Disability pensions include the 'assegno ordinario di invalidita and the 'pensione di inabilita' . As for the latter, extra contributions are generally accrued (up to the maximum that
beneficiaries w ould have reached if they had continued to w ork).
(2) Wagesinvolved in the calculation of the reference w age are indexed to prices.

(3) For the public employees, starting from 2008.

(4) Wagesinvolved in the calculation of the reference w age are indexed to prices, plus 1%.

(5) Thisthreshold is 46,123 eurosin 2017.

(6) Indexation of age requirements is foreseen every three years from 2013 to 2019 and every tw o years from 2021. The 2013 and 2016 indexation of the eligibility requirementsw ere
adopted by a directorial decree of the Ministry of Economy and Finance of 14th December 2011 and 16th December 2014, respectively. The next update, w hich comes into force as of

1% January 2019, will be finalized by the end of 2017.
(7) The threshold is 100,324 eurosin 2017.

(8) In the case of a surviving spouse w ith one or tw o children, the percentage of 60% isincreased to 80% and 100%, respectively. Such a percentage is aranged differently w hen there

are only surviving children.
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Table A1.2 - Public pension system: eligibility requirements - DB and Mixed schemes

Earnings-related (DB) and mixed schemes (DB and NDC) - Workers already insured at the end of 1995

2004 - 2007

Starting from 2008
(Law 243/2004 and Law
247/2007)

Starting from
(Law 214/2011)

Transient changes 2019-2021
(Law 26/2019)

of age(z) or, atematively, 38 years of

contribution, in the period 2004 -
2005, and 39 in the period 2006 -
2007®

30/06/2009, 60 from 1/07/2009 to
2010 and 61 in 2011

Sarting from July 2009, w orkers are
allow ed to access early retirement at an
age low er by 1 year with at least 36
yearsof contribution®®©),

Fublic
e sector
GE) employees
e
5
2>

Seif

employed

35 years of contribution and 58 years
of age or 40 years of contribution®.

40 years of contribution regardeless of
age or, altematively, 35 years of
contribution and 59 years of age until
30/06/2009, 61 from 1/07/2009 to
2010 and 62 in 2011©.

Sarting from July 2009, w orkers are
allow ed to access early retirement at an
age low er by 1 year with at least 36
years of contribution®® ©,

contributionsin 2012 (plus 1 month in
2013, 2 monthsin 2014) ;

- Women: 41 yearsand 1 month of
contributionsin 2012 (plus 1 month in
2013, 2 monthsin 2014).

From 2013, contribution requirements
are indexed every three years (every 2
years as of 2021) to changesin life
expectancy”.

5’; In 2012, SRA is66 for men and w omen
g in the public sector, 62 forwomen in
oy ) ) the private sector. In all cases, 20 years
& 2 Rivate/public of contributions are also required
g - sector
£E | 65 years for men, 60 years for w omen )
T e EMPIOYEES | and 20 years of contribution for both as before® From 2012 to 2018, SRA of w omen in asbefore
o 9 and genders the private sector is gradually aligned
%5 el
& to that of other w orkers
g - employed
% From 2013, SRA isindexed to changes
IS in life expectancy .
9]
Contribution requirement regardless of [ Tw o retirement channels:
40 years of contribution regardeless of .
Rivate . " ae
sector ageor, alt-anatlveiy, 35 yearsof . 1) Contribution requirement regardless of
employees |35 yearsof contribution and 57 years contribution and 58 yearsof age until | nen: 42 yearsand 1 month of age:

as before

2) early retirement with respect to SRA in

of accrued contributions.

Disability pensions®

5 years of contribution 3 of w hich

contribution 3 of w hich accrued in the

last five years.

. R asbefore asbefore as before
accrued in the last five years.
15 years of contribution, or
Survivors' pensions® altematively, only 5 years of as before asbefore as before

(1) Before 1992, the minimum retirement age w as, respectively, 60 and 55 for private sector employees, and the minimum contribution period w as15 years.
(2) Theage requirement w asreduced to 56 for blue-collar w orkersin the period 2004 - 2005.
(3) A further postponement of the retirement age w asenvisaged through the so-called 'exit window', ranging from 3 to 11 months.
(4) For the period 2008-2015, w omen under DB and mixed schemes w ho have satisfied the requirements laid dow n by legislation before law 243/2004 are allow ed to retire before 60 as long
asthey choose the less favourable pension treatment provided by the NDC method.
(5) From 2008, thefurther postponement through the 'exit window' w asforeseen for all regimes, averaging about 9 monthsfor the employees and 15 monthsfor the self-employed.

(6) In 2011, for both old age and early pensions, the retirement age w aspostponed through the 'exit window ' by 1 yearfor employees and 1 year and half for the self-employed.

(7) ) The 2013, 2016 and 2019 indexation of the eligibility requirements w ere adopted by a directorial decree of the Ministry of Economy and Finance of 14th December 2011 and 16th
December 2014 and 5th December 2017 respectively. The Lav 26/2019 blocked the increase in pension requirements to take int account of life expectancy changes already estabilshed for
2019 and discontinued such changesin the period 2019-2026, The next update, w hich come into force as of 1t January 2027, wll be finalized by theend of 2026.

(8) Afterthe 1984-reform (law 222/84), the entitlement of disability pensions only depend on mental and physical impairments regardless of labour market conditions.

(9) Qurvivors pensions may be also entitled to children upto 18 (or 26, in the case of students).
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Table A1.3 - Public pension system: eligibility requirements - NDC scheme

Contribution-based scheme (NDC) - New entrants into the system after 1995

up to 2007

Starting from 2008
(Law 243/2004 and Law
247/2007)

Starting from 2012
(Law 148/2011)

£ 8 | Rivatepublic
é .<.. sector
= C
B g employees
o 2 and
83 seif
g g, employed
=
®
]
Rivate
sector
employees
Rublic
sector
employees
z
@
IS
g
5
2
Seif
employed

For both genders, retirement is allow ed
with at least 57 year of age and 5 years
of contribution or, atematively, 40 years
of contribution regardless of age.

Men: 65, with at least 5 years of
contribution ©.

Women: 60, with at least 5 years of
contribution®.

In 2012, SRA is66 for men and w omen in
the public sector; is 62 for w omen in the
private sector.

Retirement isallow ed with at least 20 years
of contribution and an amount of pension
not inferior to 643 euro per month in 2012 (
1.5 timesthe old-age allow ance, in 2012).
Such athreshold isindexed with the five-
year average of nominal GDP.

From 2012 to 2018 (1% January), SRA of
w omen in the private sector is gradually
aligned to that of other w orkers

From 2013, SRA isindexed to changesin life
expectancy®.

40 years of contribution regardeless of age
or, atemnatively, 35 years of contribution
and 58 years of age until 30/06/2009, 60
from 1/07/2009 to 2010 and 61 in 2011¢.

Sarting from July 2009, w orkers are

allow ed to access early retirement at an age
low er by 1 year with at least 36 years of
contribution®®,

40 years of contribution regardeless of age
or, atemnatively, 35 years of contribution
and 59 years of age until 30/06/2009, 61
from 1/07/2009 to 2010 and 62 in 2011¢.

Sarting from July 2009, w orkers are

allow ed to access early retirement at an age
low er by 1 year with at least 36 years of
contribution® ©,

Tw o retirement channels:

1) Contribution requirement regardless of
age:

- Men: 42 years of contributions (plus 1
month in 2012, 2 monthsin 2013 and 3
monthsin 2014) ;

- Women: 41 years of contributions (plus 1
month in 2012, 2 monthsin 2013 and 3
monthsin 2014) ;

From 2013, contribution requirements are
indexed every three years (every 2 yearsas
of 2021) to changes in life expectancy®.

2) For both gender, early retirement is also
allow ed, up to a maximum of three years
before the SRA (63 in 2012), aslong asthey
have matured 20 years of contributions and
an amount of pension not inferior to 1,200
euro per month in 2012 ( 2.8 timesthe old-
age alow ance, in 2012). Such athreshold is
indexed with the five-year average of
nominal GDP.

5 years of contribution 3 of w hich

isabili ions®

Disability pensions accrued in the last five years. asbefore as before
15 years of contributions, or atematively,

Sunivors' pensions®  |only 5 years of contribution 3 of w hich as before as before

accrued in the lagt five years.

(1) Before 1992, the minimum retirement age w as, repectively, 60 and 55 for private sector employees, and the minimum contribution period w as15 years.
(2) From 2008, the further postponement through the "exit w indow' w as foreseen for all regimes averaging about 9 monthsfor employeesand 15 monthsfor the

<lf-employed.

(3) In 2011, for both old age and early pensions, the retirement age w as postponed through the 'exit window ' by 1 year for employeesand 1 year and half for the

self-emplo

ed.
(4) The 23113, 2016 and 2019 indexation of the eligibility requirements w ere adopted by a directorial decree of the Ministry of Economy and Finance of 14th
December 2011 and 16th December 2014 and 5th December 2017 respectively. The Lav 26/2019 blocked the increase in pension requirements to take int
account of life expectancy changes already estabilshed for 2019 and discontinued such changesin the period 2019-2026, The next update, which come into force
asof 1g¢ January 2027, will be finalized by theend of 2026.
(5) After the 1984-reform (law 222/84), the entitlement of disability pensons only depend on mental and physical impairments regardless of labour market

conditions.

(6) Survivors pensions may be also entitled to children upto 18 (or 26, in the case of students).
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Table Al.4 - Statutory retirement age (SRA) and early retirement

Years of contribution 2030 2035 2040 2045 2050 2055 2060 2065 2070

Old age retirement (RA)Y

Minimum retirement age (SRA) - men 66y+7m 67y  67y+7m 67y+11m 68y+5m 68y+9m 69y+3m 69y+7m  70y+1m 70y+5m  70y+10m 71ly+1m
Qualifying condition for | \inimum retirement age (SRA) - w omen® 65y+7m 67y  67y+7m  67y+11lm68y+5m 68y+9m 69y+3m 69y+7m  70y+lm 70y+5m  70y+10m 71ly+1m
old age retirement
Minimum contributory period - men 20 20 20 20 20 20 20 20 20 20 20 20
Minimum contributory period - w omen 20 20 20 20 20 20 20 20 20 20 20 20

Early retirement regardless of age (all regimes)®

Minimum contributory requirement - men 42y+10m 42y+10m 42y+10m 43y+2m 43y+8m 44y  44y+6m 44y+10m 45y+4m 45y+8m 46y+1m 46y+4m
Minimum contributory requirement - w omen 41y+10m 41ly+10m 41y+10m 42y+2m 42y+8m 43y  43y+6m 43y+10m 44y+4m  44y+8m 45y+1m 45y+4m

Early retirement under the NDC regime®

Qualifying condition for

early retirement® Minimum retirement age - men 64y+11lm 65y+5m 65y+9m 66y+3m 66y+7m 67y+1m 67y+5m 67y+10m 68y+1m
Minimum retirement age - w omen 64y+11m 65y+5m 65y+9m 66y+3m 66y+7m 67y+1m 67y+5m 67y+10m 68y+1m
Minimum contributory period - men 20 20 20 20 20 20 20 20 20
Minimum contributory period - men 20 20 20 20 20 20 20 20 20
Minimum amount of pension - men® 1,200 euro per month in 2012 (2.8 times the old age allow ance, in 2012) indexed w ith the five-
Minimum amount of pension -w omen® year average of nominal GDP

(1) The age requirements (and contribution requirements for early retirement regardless of age) are indexed to changes in life expectancy at 65. The update is foreseen every threeyears until 2019 and then every two
years. Changes in life expectancy are consstent with the mortality assumptions underlying the Eurostat demographic projection, with the 2015 as the base year. The 2013, 2016 and 2019 indexation of the eligibility
requirements w ere adopted by a directorial decree of the Ministry of Economy and Finance of 14th December 2011, 16th December 2014 and 5th December 2017, respectively. The next update, w hich come into force as
of 1st January 2021, has been adopted on 5 November 2019 resulting in a zero increase in €ligibility requirements. For early retirement regardeless of age the DI 4/19 suspended the indexation of the requirements until
2026 and introduced atime window of three months. Thisw indow is maintained throughout the forecast period.

(2) RA of the female employees in the private sector equalizesthat of men (and w omen in the public sector) starting from 2018. In 2016, the SRA of the female self-employed is 6 months low er.

(3) The minimum amount of pension is 1,200 euro per month in 2012 (w hich correspondsto 2.8 timesthe old age allow ance, in 2012) indexed w ith the five-year average of nominal GDP.

(4) Workers w ho reach, at least, the age of 62 and a minimum contribution requirements of 38 years in the period 2019-2021 (so-called Quota 100) may retire earlier. A shifting retirement window applies equal to 3
months for w orkers of the private sector and 6 months for w orkers of the public sector.
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1.1 Transformation coefficients: formula and assumptions

The formula and parameters for the calculation of the transformation coefficients are
given below:*

1
TC)( =
Ax
> b0 4
AX — S:m,f _/(

Average present value of direct pension awards:

63) = t T1+r !
v(t) _ X+L,s
0= 3.5 (1)

=0 'x.s

Average present value of reversibility pension awards:

-t w-x—t+e, [ved
Av(l‘) < X+1‘5 T+r s, & /x+z‘+r 8X55(1+/” -
x5 Gx+t,s 11 OyitsM Jved U_l_
= x,s o )(+t+1 £y c

Where:
7C = transformation coefficient
A = divisor

s=m,f

“‘ﬁﬁ = probability of surviving between ages x and x+t
X,S

X =retirement age
W = maximum age

Gy.ts = probability of death between ages x +t and x +t+1

0,5 =probability of leaving a surviving spouse at the age x +t

% Ministero dellEconomia e delle Finanze-RGS (2017), Le tendenze di medio-lungo periodo del sistema pensionistico e
socio-sanitario (Mid-long term trends for the penswn health and long term care systems), Report no. 19, Appendice 1,
lettera B.2, http: . revisione_RGS/2017/. The 2019-2020
revision of the transformatlon coeffluents was adopted by a directorial Decree of the Ministry of Labour and Social
Policies of 8 June, 2018 according to an automatic, administrative procedure laid down by Law 247/2007.
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ved

L2 = probability for a widow or widower to be eliminated because of death or
X
new marriage.

k = adjustment owing to how pension is drawn. This parameter accounts for 0.4615

¢, =difference between the pensioner’s age of sex s and the spouse’s age
n = percentage of reversibility

S, = average percentage of reduction of the survivor’s pension owing to income

requirements.
r = internal return rate

o = Indexation rate

(“_f _ 1) —1.5% = discount rate
T+o

Table A1.5 — Transformation coefficients in force for the two-year period 2019-

2020
Transformation coefficients Annuity factor
57 23.812 4.200%
58 23.236 4.304%
59 22.654 4.414%
60 22.067 4.532%
61 21.475 4.657%
62 20.878 4.790%
63 20.276 4.932%
64 19.672 5.083%
65 19.064 5.245%
66 18.455 5.419%
67 17.844 5.604%
68 17.231 5.804%
69 16.609 6.021%
70 15.982 6.257%
71 15.353 6.513%

Source: Directorial decree of the Ministry of Economy and Finance of May 15, 2018, published in the
Official Journal (Gazzetta Ufficiale) of June 8, 2018.
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ANNEX 2: Further information requested in the
methodological annex

1. Economy-wide average wage at retirement

In the projections, the average contribution base grows in line with productivity (see §§.
3.6 and 4.3 of the fiche), so does the economy-wide average wage. The economy-wide
average wage at retirement has been calculated as the product of economy-wide
average wage times the ratio between the average contribution base at retirement and
the average contribution base. The latter actually reflects the assumption on the career
age wage profile.

Table A2.1 -Economy wide average wage at retirement evolution (in thousands euro)
2010 2016 2020 2030 2040 2050 2060 2070

Economy-wide average wage [a] 28.1 29.4 314 39.3 52.5 74.5 106.3 151.3

Economy-wide average wage at 34.4 36.4 425 59.1 854 1259  172.6
retirement [b]

[a]/[b]-1 (%) 16.9 15.9 8.1 12.5 14.6 18.3 14.1

Source: Commission Service.

Pensioners vs pensions
See§.3.4.4

Pension taxation
See§.3.2

Disability pensions

Disability pensions are transformed into old-age pensions at the SRA. However, from a
statistical point of view they continue to be labelled as “disability pensions”. Therefore the
values included in the pension reporting frameworks correspond to an estimate of
disability pensions below the SRA, which changes over time according to the indexation
of the eligibility requirements.

Table A2.2 reports the disability rates by age group and forecasting years, which have
been calculated as a ratio between disability pensions, projected by the pension model,
and the corresponding population. The rates look quite stable over time. However, owing
to the indexation of the eligibility requirements, a substantial increasing trend may be
seeninthe age classes mainly affected by changesin the retirement age.
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Table A2.2 - Disability rates by age groups (% )

- Age group -54
- Age group 55-59
- Age group 60-64
- Age group 65-69
- Age group 70-74
- Age group 75+

2016

0.5
2.9
3.8
1.3
0.0
0.0

2020

0.6
3.3
3.6
2.1
0.0
0.0

2030

0.6
3.6
5.1
3.5
0.0
0.0

2040
0.7
3.9
5.7
4.3
0.0
0.0

2050

0.6
4.1
5.7
4.8
0.0
0.0

2060

0.6
3.8
5.1
5.6
0.5
0.0

2070
0.6
3.6
5.4
5.1
11
0.0

Source: Member State.

Figure A2.1 e A2.2 illustrate, respectively, the evolution of disability pensions and their
average amount compared to that of old-age and early pensions.

Fgure A2.1: number of disability pensions
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Fgure A2.2: average disability pension to

average old age and early pension
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Survivor pensions, and the average amount, reflect the evolution of old-age and early
pensions with an average delay of 10-15 years. Besides that, it is positively correlated
with the gap in life expectancy between males and females. Finally it also depends on the
probabilities of leaving a spouse/children who have right to a survivor’s pension and the
age gap between the deceased pensioner and their spouse. The mortality rates utilized in
the model are taken from the demographic assumptions, while the other parameters
mentioned above are consistent with those utilized for the estimate of transformation

coefficients currentlyin force.

Figure A2.3 e A2.4 illustrate, respectively, the evolution of disability pensions and their
average amount compared to that of old-age and early pensions.
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Fgure A2.3: number of survivor pensions
(thousand)
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3. Contributions
See§.3.6
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Figure A2.4: average survivor pension to

average old age and early pension
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