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The pension system

The Icelandic pension system is based on three pillars:
1. Tax-financed and income-tested public pension
2. Mandatory membership in occupational pension funds

3. Voluntary individual pension savings



The importance of Pension Funds

Three pillar system

Public

* minimal pensions

Pension funds
* wage related pensions

A free pension saving
* with participation of
employer

Pension funds
are foundation

Mandatory saving

Fully funded system

Old age pensions
Disability, spouse- and child
pensions

The Icelandic pension system is
based on three pillars. The first
pillar is based on a tax-financed
public pension (social security
benefits).

The second pillar consists of
mandatory occupational pension
funds which are the dominant
feature of the system.

The third pillar is based on
voluntary individual pension
savings with tax incentives.

The main characteristic of the
Icelandic pension system is the
operation of mandatory
occupational pension funds and a
fully funded system.




&-
I

Social insurance

Mandatory - -
system 1
Pension funds
: - &o
1]
Supplementary pensions
Voluntary —
savings
IV
Other savings and assets




Pensions funds at year end 2016

Net assts Growth Mutual Private
No. Pension fund B.ISK %  Accrued 2016 B.ISK B.ISK
1. Lifeyrissjodur starfsmanna rikisins 720 20,4% 20% 23,6% 706 14
2. Lifeyrissjédur verslunarmanna 602 17,0% 37% 3,2% 591 11 . .
3. Gildi lifeyrissjéodur 472 13,3% 51% 3,7% 468 4 At the beglnnlng Of 2017 there were
4. Birta lifeyrissjodur 320 91% 60%  2,6% 307 13 25 funds operating (96 funds in
5. Stapi lifeyrissjodur 187 5,3% 65% 4,1% 182 5 1980)
6. Frjalsi lifeyrissjodurinn 186 5,3% 70% 6,7% 55 130
7. Almenni lifeyrissjédurinn 185 52% 76% 6,2% 88 97
8. Sofnunarsjédur lifeyrisréttinda 143 4,0% 80% 2,3% 141 2 10 Ia rgest fu nds: 87% Of the System
9. Bru - Lifeyrissjodur starfsmanna sveitarfélaga 128 3,6% 83% 12,3% 128 o
10. Festa Iffeyrissjédur 119 3,4% 37% 6,3% 119 0 5 largest funds: 65% of the system
11. Lifeyrissjodur starfsmanna Reykjavikurborgar 74 2,1% 89% 2,5% 74
12. Lifsverk lifeyrissjodur 73 2,1% 91% 10,0% 63 10 P o,
13. Lifeyrissjédur bankamanna 71 2,0% 93% 51% 71 Majonty of 'assets, or about 906'
14. [slenski lifeyrissjéurinn 61 1,7% 95%  11,6% 12 49 are mutual insurance funds that pay
15. Lifeyrissjédur Vestimannaeyja 46 1,3% 96% 0,7% 45 0 |ife|ong Old-age and disa blllty
16. Eftirlaunasjédur FIA 32 0,9% 97% 6,1% 32 .
17. Lifeyrissjodur baenda 31 0,9% 98% 2,8% 31 pensions
18. Lifeyrissjédur hjukrunarfraedinga 26 0,7% 98% -4,6% 26
19. Lifeyrissjodur starfsmanna Blnadarbanka islands hf. 22 0,6% 99% 4,5% 22 Most pension funds offer members
20. Lifeyrissjodur starfsmanna Akureyrarbaejar 10 0,3% 99% 0,9% 10 p
21. Lifeyrissjédur Rangzeinga 10 0,3% 100% 8,3% 10 to pay supplementa ry pension
. i iecid T. fé t o, ) 0 . . .
22 Lllfeyr!ss!tlaﬁur annlaekna elass Islands . 5 0,1% 100% 7,0% 1 4 SEVIngS into prlvate accounts
23. Lifeyrissjédur starfsmanna Képavogsbaejar 4 0,1% 100% 4,8% 4
24. Eftirlaunasjoédur Reykjanesbaejar 4 0,1% 100% 1,8% 4
25. Eftirlaunasjédur starfsmanna Utvegsbanka islands 0 0,0% 100% 14,7% 0
3.533 100% 3.194 340

Three largest _ 51%

Five largest | <5

Tenlargest [ -7
Fifteen largest [N o

ﬂ Private

Mutual

insurance



Organization of old age protection

* Pension system
— Three pillars (pillar 1, pillar 2, pillar 3)
— Pillar 1: On basis of residence, income-tested
— Pillars 2 and 3: On basis of contributions
« Social assistance of the elderly
— Municipalities: On basis of need (means-test)



The first pension pillar &.

« Emphasis on those with low or no 2nd pillar
pension

« Organized by government

 Basic structure:

— Each year of residence 1/40th of entitlement,
minimum 3 years residence

— Inflation protected (CPI or better)

— After 40 year residence: Full basic amount (income-
tested)



The first pension pillar contd. &.

« Basic amounts eff. 2017:
— Person, living alone: 281.050 ISK (€ 2.280)
— Person, sharing: 228.734 ISK (€ 1.855)
— Christmas supplement ISK 51.750 ISK (€ 420)
— Vacation supplement ISK 34.500 ISK (€ 280)

 All amounts income-tested

— First 25.000 ISK per month exempt (€ 203)

— All other income: 1st pillar pension reduced by 45% of
Income



The second pension pillar &.

« Mandatory contributions at age 16-70

« Mainly industry-wide pension funds,
membership governed by labour contracts

« Managers, specialists, self-employed are free to
choose pension funds; several ,free” pension
funds focus on them

« Regulated and fiscally stimulated by government

— Contributions tax-exempt up to a limit (% of wages)



Everyone has access; full coverage of working
population

Minimum contribution 12% by law (4%+8%);
effective contribution 15.5% by mid-2018

Distribution of 2nd pillar pensions reflects
average lifetime wages (contributions)

Pensions inflation-protected (CPI)
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The third pension pillar &.

« Government-approved savings products

 Managed by 2nd pillar pension funds, banks,
Insurance companies

« Fiscally stimulated by government (tax-excempt
contributions up to a limit)

 Individual decides if to participate; approx. 60%
participation
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Assets

4.000 billions VLF 160%
3.500 140%
3.000 120%

Assets have grown
- from 450 to 3.500

billions from 1998
1.500 cos
- o Domestic bonds is
’ HB I l I I I 20% the biggest asset
° 0%

class or approx.
1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

60% of assets

2.500 100%

2.000

o

mm Domestic bonds B Cash and other assets [ Domestic equities
mmm Global equites I Foreign bonds . | ocal mutual funds
I Global equity funds «==Pension funds (% af GDP)

Source: Central bank of Iceland
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Expected growth

Assets as % of GDP

280.0%

260.0%

240.0%

220.0%
200.0%
180.0%

160.0%

140.0%
1200% |
100.0% +

Pension funds are
expected to continue to
grow.

It is likely that assets will
grow to be between 2x

and 3x GDP in the future.

13



Four OECD
countries
achieved asset-
to-GDP ratios
above 150% in
2016:

Denmark (209%)
NEIREERDS
(180%)

Canada (159%),
and

lceland (150%)

Pension assets to GDP &.

Denmark
Netherlands
Canada

oiem lceland
United States
Switzerland
Weighted average
Australia

United Kingdom

New Zealand
Mexico

Estonia

Spain

Latvia

Slovak Republic
Portugal
Norway

France

[taly

Paland

Czech Republic
Slovenia

BB Begum
Germany
Austria

Turkey

Hungary

*o

*e%40

*

L

L J

120

160

240

Source: OECD Global
Pension Statistics.



Contributions In pension funds in selected

Switzerland
Australia
Iceland
Netherland |
Chile I 4,0 ] . .
usA I 3,9 Iceland is among nations with
Korea NG 2 . . .
tsrac| I 2,5 highest contributions
UK I 28
New Zealand NG 2,7

Canada NN 26 . . . .
Estonia I 1 3 Will probably move up this list in

Portugal I 1,1 the future
Mexico [ 1,0

Czech I 1,0
Finland [ 1,0
Turkey HEEEEEEE 1,0
Luxemburg [ 1,0
Slovak | 0,8
Italy M 06
Austria [l 0,6
Poland M 0,5
Danmark M 0,5
Norway [ 0,5
Spain M 0,4
Hungary 1l 0,3
Belgium 1M 0,3
Slovenia M 0,3
Germany [ 0,3
Greece 0 0,1
France 0 0,1

81

7,5

6,1

50

0,0 1,0 2,0 3,0 4,0 5,0 6,0 7,0 8,0 9,0
Contribution as a % af GDP in 2014

Heimild: OECD Global Pension Statistics.
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Private pension
benefits were
greater than
public
expenditure in

two countries:
Australia and
lceland

Public vs private pensions &.

Figure 15. Public and private expenditure on pensions in selected OECD countries, 2012 (or latest year
available)

As a percentage of GDP

B Public OPrivate
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Note: For methodological notes see page 52 onwards.

Source: OECD Global Pension Statistics.
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Old age pensions

80 milljardar

70

60

50

4

o

3

o

2

o

1

o

o

Pension funds have paid
majority of old age
pensions since 2004

The gap is expected to
I I i rise in the future

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

B Lifeyrissjodir ™ Almannatryggingar
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Old-age pension and &0
disability pension 2016

In 2016 pension 0 g
fur_1c!s paid 8_4 80
Billion ISK In 20
old- age 50
pension. Social 0 50 oersion fund
insurance paid [§& gp o onSIon THNGS
50 Billion ISK IR | e pland
= 30
20 - - 16 - -
O L— e
Old-age Disability pension

pension
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Pensions and withdrawals 2016

Disability pensions - 15,7

20ueJansul |[eninA

Spouse pensions - 12,2

Child pensions I 0,7

Withdrawal . 6,3

Sjunodooe
9leAlld

Housing loans . 39

Source: Financial supervisiory Iceland.

Total payments to members
were 123 billions ISK in 2016

Mutual insurance funds paid
113 billions ISK. Pension
payments are linked to CPI
and change monthly

Members received 10 billions
from private accounts, where
of 3,9 billion were paid into
housing loans

20



Cash flow 2016

Pensions funds, annual accounts 2016

Key figures

Pension funds, total B.ISK
Inflow 795

Contributions 182

Bond repayments 171 - 182 Contributions

Dividends 39

Sold securities 361 .

Other 42 -122 . Pensions

- 171 Bond repayments

Outflow -809

Pensions -122

Equities and funds -317 - 361 Sold securities

Bonds -358

Operating cost -7 675 _ Bousht -
- ou securities
Other -5 &

Change in cash -14
Cash at the beginning of year 98
Cash year end 83
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1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

-22,0

return

12,0

11,3
10,4
13,2
10,2

Average real return 1993-
2016is 4,2%

Long term real return since
1981 is 4,5%
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2014 study on Pensions Adeguacy &.

Iceland participated in multinational OECD study with

grant from European Union
https://www.lifeyrismal.is/static/files/Skyrslur/final-report-rsa-iceland.pdf

STRENGTHS:

Projected net replacement rate from Pillars I-11l totalled
103% over all subgroups.

Total pension income: Pillar Il 67%, Pillars | 23% and
Pillar 111 10%

— Housing wealth projected to add 18 percentage points to the
total replacement ratio of the three pension pillars.

Public service DB pension funds much more generous in
pensions than the DC funds for the private sector.
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https://www.lifeyrismal.is/static/files/Skyrslur/final-report-rsa-iceland.pdf

WEAKNESSES:

Nearly one-third of pensioners will receive less than a
56% replacement ratio from Pillar 2 funds, most of them
In private-sector funds. This is mainly due to gaps in
contribution years and features of the accrual tables.

Groups at risk: First-generation immigrants, late entrants
to workplace, e.g. after long university studies

Males receiving 24% higher income on average than
females.

Note: Pillar | social security compensates for low pension
Income and municipalities are last resource



Pension systems of Iceland, Denmark, Netherlands,
Sweden and United Kingdom
— Report issued March 2017; English summary available

Iceland compares favorably in most categories:
— Second highest replacement ratios

— Highest disposable income of seniors, low relative poverty and
lowest income distribution coefficient

This despite lowest total contributions as % of wages
and GDP

— Public expenditure for old age pensions very low

Significant factors: High work participation of seniors and
high effective retirement age

— Seniors receive pensions on average 4 fewer years than in the
other countries in the comparison



Average pension e
payments by year of birth

It is estimated 300 thousand ISK
that average [

244

pensions will

. 200 190

rise from 81 K
ISK, for citizens 150 135
born in 1932, to . . 108

244 K |SK for

those born In 50 I

1982 0

1932 1942 1952 1962 1982

Year of birth

26



The age pyramid is changing

Statistics
Iceland
forecast of
future change
In the age
pyramid

Fully funded
pension funds
are essential
to cope with
the change
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Population and age group growth

290

270

250

230

210

190

170

150

130

110

90

2013 2018 2023 2028 2033 2038 2043 2048 2053 2058

e ) 1-30 years old
e 31-40
e 41 -50

e 51-60
s 61 -66

e 67 and older

e Total population
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Workforce ratio will decline &.

60%
59%
58%
57%
56%
55%
54%
53%
52%
51%
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Facts and figures

« Total assets of Pension Funds = 33 billion USD

» Population in the end of 2016: ~338.000

» Assets per inhabitant ~ 10,4 m. ISK ca. 99.000 USD
* Number of pension funds 25

« Mandatory contribution to pension fund is 12% of total salaries (law)

» General workforce pays currently 14% (employee 4%, employer 10%)
» will be 15,5% from July 1st, 2018

« State employers pay 15,5% (employee 4%, employer 11,5%)

 Individuals can save up to 4% of total salaries into voluntary pension savings schemes

« Employer matches 2% against 2% from employee

30



Summary

« OQOverall, Iceland has a good and sustainable pension
system

« The core: Mandatory occupational pension funds with
100% coverage
— Generally fully-funded for the general labour market
— Partially funded for public servants

« Total assets ~150% af GDP at year end 2016
« (Good safety net provided by Pillar | social insurance

 Iceland is therefore better prepared than most countries
for the ,0ld age crisis”

* More information: www.ll.is
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http://www.ll.is/
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