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         Foreword

         Financial Incentives and Retirement Savings reviews how countries design financial incentives to promote savings for retirement and examines whether there is room for improvement. Given the cost financial incentives represent for governments, it is important to verify whether they are still effective tools for encouraging citizens to save for retirement. The publication first describes how countries currently design financial incentives. It then assesses the overall tax advantages that these incentives provide to individuals, how these incentives affect the way individuals save for retirement and the fiscal cost these incentives represent to governments. The publication also compares different approaches to designing financial incentives based on their inherent characteristics and within a common framework to assess the different implications for individuals and governments. Finally, it provides policy guidelines to help countries improve the design of their financial incentives with a view to promoting savings for retirement.
         

         This publication is part of the research and policy programme of work of the OECD Working Party on Private Pensions (WPPP). This international body brings together policy makers, regulators and private sector representatives from close to 40 countries to discuss issues related to the operation and regulation of funded retirement income systems.

         This publication was prepared by Pablo Antolín and Stéphanie Payet of the Insurance, Private Pensions and Financial Markets Division of the OECD Directorate for Financial and Enterprise Affairs. It has greatly benefitted from the comments of national government delegates of the WPPP. Delegates assisted in verifying the accuracy of the information corresponding to their respective countries. Any remaining errors are solely the responsibility of the authors. We would like to thank Ambrogio Rinaldi, Chair of the WPPP, for his useful advice, support and valuable inputs to this project. Comments and inputs from Diana Hourani are gratefully acknowledged. Editorial and communication support was provided by Pamela Duffin, Kate Lancaster and Edward Smiley.

         The OECD gratefully acknowledges the financial support from the European Union. The opinions expressed and arguments employed herein in no way reflect the official views of the European Union or its member countries. 

      

   
      
         Executive summary

         Governments have long used financial incentives to promote savings for retirement. Financial incentives are meant to encourage participation in retirement savings plans and boost overall retirement income by making private savings, as a complement to public savings, more attractive. Historically, tax incentives have been the dominant type of incentive, providing favourable tax treatment to retirement savings as compared to other types of savings. More recently, new types of financial incentives have emerged, which are not linked to the tax system. These non-tax incentives include matching contributions, where governments match the employee’s contribution to the pension account, and fixed nominal subsidies paid into the pension account of eligible individuals.

         This publication reviews how countries design financial incentives to promote savings for retirement and considers whether there is room for improvement. Given the cost that financial incentives represent to governments, it is important to verify whether they are still effective tools to promote savings for retirement, taking into account different needs across the population. The publication ends with policy guidelines to help countries improve the design of their financial incentives for promoting savings for retirement.

         
            Key findings
            

            
               	
                  All countries provide financial incentives to promote savings for retirement. The most common approach exempts contributions and returns on investment from taxation and taxes withdrawals (“EET”).

               

               	
                  In all countries, financial incentives provide an overall tax advantage to individuals, in the sense that they pay less taxes over their working and retirement years when contributing the same amount (before tax) to a retirement savings plan rather than to a benchmark savings vehicle. This overall tax advantage varies with the income level of the individual.

               

               	
                  Financial incentives, tax and non-tax, can be effective tools to promote savings for retirement. In particular, allowing individuals to deduct pension contributions from taxable income encourages participation in and contributions to retirement savings plans for middle-to-high income earners, because individuals respond to the upfront tax relief on contributions that reduces their current tax liability. Low-income earners are more sensitive to non-tax incentives (matching contributions and fixed nominal subsidies) than to tax incentives.

               

               	
                  The total fiscal cost of financial incentives varies greatly across countries, but remains in the low single digits of GDP. Its evolution over time depends on the extent to which retirees draw their pension based on a full career and constant contribution rules and the countries’ demographics.

               

               	
                  The way individuals perceive different designs of financial incentives may distort plan choices and savings levels even though those designs may be economically equivalent under certain assumptions. Low levels of financial knowledge and behavioural biases may lead some individuals to fail to choose the tax treatment that will provide them with the largest overall tax advantage. 

               

            

         

         
            Policy guidelines
            

            
               	
                  1. Financial incentives are useful tools to promote savings for retirement. They encourage people to participate in and contribute to retirement savings plans, while keeping individual choice and responsibility for retirement planning. 
                  

               

               	
                  2. Tax rules should be straightforward, stable and common to all retirement savings plans in the country. Different tax rules for different types of plan and frequent changes to those rules may create confusion and reduce people’s trust in the system.
                  

               

               	
                  3. The design of tax and non-tax incentives for retirement savings should at least make all income groups neutral between consuming and saving. This tax neutrality is achieved when the way present and future consumption is taxed makes the individual indifferent between consuming and saving. The tax treatment of retirement savings should at least not discourage savings.
                  

               

               	
                  4. Countries with an “EET” tax regime already in place should maintain the structure of deferred taxation. The upfront cost incurred at the introduction of the pension system with deferred taxation is already behind in most countries and the rewards in the form of large tax collections on pension income are in the horizon. 
                  

               

               	
                  5. Countries should consider the fiscal space and demographic trends before introducing a new retirement savings system with financial incentives. The maturity of the pension system and demographics influence the fiscal cost related to financial incentives.
                  

               

               	
                  6. Identifying the retirement savings needs and capabilities of different population groups could help countries to improve the design of financial incentives. 
                  

                  
                     	
                        a. Tax credits, fixed-rate tax deductions or matching contributions may be used when the aim is to provide an equivalent tax advantage across income groups. Financial incentives that equalise the tax relief provided on contributions for all individuals, independently of their income level and marginal income tax rate, achieve a smoother distribution of the overall tax advantage across the income scale. 
                        

                     

                     	
                        b. Non-tax incentives, in particular fixed nominal subsidies, may be used when low-income earners save too little compared to their savings needs. Non-tax incentives are better tools to encourage retirement savings among low-income earners, who are less sensitive to tax incentives. 
                        

                     

                  

               

               	
                  7. Countries using tax credits may consider making them refundable and converting them into non-tax incentives. Individuals with a low tax liability can still benefit from tax credits when they are refundable. The value of the credit is strengthened when it is paid directly into the pension account, in order to help individuals to build larger pots to finance retirement.
                  

               

               	
                  8. Countries where pension benefits and withdrawals are tax exempt may consider restricting the choice of the post-retirement product when granting financial incentives. When withdrawals are tax exempt, financial incentives may lose their purpose if individuals withdraw early or take a lump sum. To counter this, policy makers could restrict the choice of when and how to withdraw the money; take back part or all of the financial incentives when individuals take a lump sum or withdraw early; or encourage people to selected post-retirement products that are more in line with the objective of people having a retirement income. 
                  

               

               	
                  9. Countries need to regularly update tax-deductibility ceilings and the value of non-tax incentives to maintain the attractiveness of saving for retirement. Keeping tax-deductibility ceilings for contributions and the value of non-tax incentives (maximum matching contribution, subsidy) constant over time may reduce the attractiveness of saving for retirement and lower the positive impact on participation and contribution levels.w
                  

               

            

         

      

   
      
         Chapter 1. Why countries provide tax and non-tax financial incentives for retirement savings
         

         
            This chapter first explains the scope of the analysis, describing the different types of financial incentive considered, it then presents different motives for countries to introduce financial incentives to promote savings for retirement, and it ends providing the structure of the publication.

         

         
            1.1. Scope of the analysis: Tax and non-tax financial incentives
            

            The analysis in this publication covers two types of financial incentive that countries use to encourage individuals to save for retirement in funded private pension plans: tax incentives and non-tax incentives. 

            Tax incentives come from a differential tax treatment applied to funded pension arrangements as compared to other savings vehicles. In most countries, the “Taxed-Taxed-Exempt” (“TTE”) tax regime applies to traditional forms of savings, with contributions paid from after-tax earnings, the investment income generated by those savings taxed and withdrawals exempt from taxation. When the tax regime applied to funded pension arrangements deviates from the “TTE” tax regime, this could lead individuals to pay less taxes over their lifetime.

            Non-tax financial incentives are payments made by the government directly into the pension account of eligible individuals. They can take the form of matching contributions or fixed nominal subsidies. Matching contributions are usually conditional on the individual contributing and correspond to a certain proportion of the individual’s contributions, up to a nominal ceiling. Fixed nominal subsidies are designed to attract low-income earners as the fixed amount represents a higher share of their income.

            Other types of financial incentive exist but are not considered. These include non-tax incentives provided on social contributions (e.g. deduction of pension contributions for the calculation of social contributions, reduced social contribution rate on pension withdrawals) and tax incentives provided to employers (e.g. tax allowances when making contributions on behalf of certain employees).1 Employers may also match employees’ contributions. These types of financial incentive are included in the country profiles in Annex A but are not further considered in the analysis.
            

         

         
            1.2. Why countries provide financial incentives for retirement savings
            

            Policy makers, when introducing financial incentives for funded pension arrangements, may aim at increasing overall savings, reallocating savings into retirement savings plans, developing the supplementary role of funded pensions in the provision of retirement income, or simply at treating equally all types of retirement savings, whether in public or private schemes. 

            Some countries have low national savings relative to their investment needs and may wish to increase overall savings. The level of national savings has important implications for the economy, as it provides a source of funds available for domestic investment, which in turn is a key driver of labour productivity and thus higher future living standards. Increasing national savings could be achieved by introducing incentives to encourage new savings (i.e. through a reduction of consumption or an increase in labour supply). These incentives could focus on retirement savings plans. 

            Retirement savings are for the long haul. Therefore, increasing savings for retirement could increase long-term investment, enhance the depth and characteristics of the financial sector and facilitate long-term growth. Thus, even a country that has enough overall savings may want to promote funded private pensions to reallocate savings into retirement savings plans. In addition, even if people know that saving for retirement is for their own best interest, they do attach more weight to present than to future consumption and therefore tend to save too little. In that respect, procrastination, inertia and short-sightedness can be significant barriers to act. Reallocating other types of savings into retirement plans would not increase overall national savings (combined public and private) but would earmark a greater share for retirement. However, money in retirement savings plans is usually locked in until retirement, while other savings vehicles usually offer more flexibility as to when and how to make use of the money. Financial incentives therefore need to account for this constraint. 

            Recent reforms to pay-as-you-go (PAYG) financed public pension systems have increased the need to enhance the role of private pensions in the provision of retirement income. OECD governments have been active in reforming pension systems over the last decade (OECD, 2017[1]), often readjusting downwards public pension benefits to make them financially sustainable and increasing the role of private pensions, in particular defined contribution plans. Providing financial incentives is intended to increase participation in, and contributions to, retirement savings plans in order to complement public provision, increase overall pensions and thus improve pension adequacy. In addition, promoting retirement savings is a way to help people accumulate enough financial resources by the time they retire, thus reducing reliance on the public safety net which helps to rein in public expenditures. 
            

            Finally, public PAYG pension arrangements are generally subject to the “EET” tax regime. In most OECD countries, employees’ social security contributions are deductible from income, the (implicit or explicit) internal rate of return of the PAYG scheme is exempt from personal income tax, and pension benefits are taxed as income (OECD, 2017[2]). Countries may want to treat savings, whether through PAYG or funded pension arrangements, equally, in particular when these are part of the mandatory system.
            

         

         
            1.3. Structure of the monograph
            

            The purpose of this monograph is to review how countries design financial incentives to promote savings for retirement and examine whether there is room for improvement. Given that financial incentives entail a fiscal cost to governments, it is important to verify whether they are effective tools for encouraging people to save for retirement, taking into account different needs across different population subgroups. 

            The monograph first describes how countries currently design financial incentives. It then assesses the overall tax advantages that these incentives provide to individuals, how these incentives affect the way individuals save for retirement and the fiscal cost these incentives entail to governments. The monograph also compares different approaches to designing financial incentives based on their inherent characteristics and using a common framework to assess the different implications for individuals and governments. Finally, it provides policy guidelines to help countries improve the design of their financial incentives with a view to promoting savings for retirement.

            The monograph is organised as follows. Chapter 2 describes the tax treatment of retirement savings in funded private pension arrangements across 42 OECD and selected non-OECD countries.2 It provides details regarding the tax treatment of contributions, returns on investment, funds accumulated and withdrawals. It also describes non-tax financial incentives offered to individuals saving for retirement, mainly matching contributions and fixed nominal subsidies. 
            

            Chapter 3 assesses the extent to which different designs of tax and non-tax incentives translate into a tax advantage when people save for retirement. This assessment requires a common metric to compare the outcome of the different tax and non-tax incentives across countries. The analysis uses the overall tax advantage as the metric. The approach used consists in comparing the tax treatment of a private pension plan to that of a benchmark savings vehicle, i.e. comparing how contributions, returns on investment and withdrawals are taxed in each savings vehicle. The overall tax advantage is then defined as the amount that an individual would save in taxes paid during their working and retirement years by contributing the same pre-tax amount to a private pension plan instead of to a benchmark savings vehicle. Chapter 3 first introduces the overall tax advantage and describes how the metric varies with different parameters. It then calculates the overall tax advantage provided in OECD and selected non-OECD countries when people save for retirement.

            Chapter 4 then examines whether financial incentives are effective tools to promote savings for retirement. It reviews the empirical and non-empirical literature analysing how tax and non-tax financial incentives affect the way individuals save for retirement. In particular, it assesses whether individuals increase their participation in, and contributions to, retirement savings plans as a response to financial incentives, and whether this is achieved through an increase in savings or a reallocation of savings.

            Financial incentives to promote savings for retirement entail a fiscal cost to governments. Chapter 5 therefore assesses the cost of promoting savings for retirement via tax and non-tax financial incentives from the point of view of fiscal policy and the budget. It first defines the concept of tax expenditure and presents how countries report the cost related to financial incentives for retirement savings. It then introduces the net tax expenditure measure to be able to have cross-country comparisons, and calculates that measure for a selection of countries over the period 2015-2060. The analysis and calculation of the net tax expenditure is done for countries that have the appropriate data to be able to make those calculations (e.g. having the breakdown by age in 2015 of the number of contributors, total contributions, total assets, the number of beneficiaries and total withdrawals).

            Chapter 6 assesses alternative approaches to designing financial incentives to promote savings for retirement. The purpose is to see whether there are other approaches that would provide an improvement on the current main approach to providing incentives that taxes only withdrawals and exempts contributions and returns on investment. The analysis measures improvements both through the tax advantage that people may get over their lifetime when saving for retirement, and through the fiscal cost for the treasury. It uses a theoretical framework and illustrative cases to conduct such comparison, abstracting from country-specific parameters, to understand the inherent characteristics and implications of different approaches. 

            Chapter 7 ends by proposing a set of policy guidelines to help countries improve the design of their financial incentives with a view to promoting savings for retirement. These guidelines are based on the analysis of country practices and on the comparison of the inherent characteristics of different approaches to designing financial incentives to promote savings for retirement.

            The annex provides country profiles with detailed information about how OECD and selected non-OECD countries design financial incentives to promote savings for retirement. Each country profile describes: i) the structure of the funded private pension system; ii) the tax treatment of retirement savings (contributions, returns on investment, funds accumulated and withdrawals); iii) non-tax incentives; iv) the social treatment of contributions and benefits; v) the tax treatment of pensioners; and vi) the incentives for employers.
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            Notes

            ← 1.  Social contributions are usually levied on gross salaries and wages to finance among others, health care insurance, unemployment insurance, public pensions and disability pensions
            

            ← 2.  The selected non-OECD countries are the non-OECD EU Member States plus Colombia, which is in the process of joining the OECD.
            

         

      

   
      
         
Chapter 2. The tax treatment of retirement savings in funded private pension arrangements
         

         
            This chapter describes and compares the tax treatment of retirement savings in funded private pension arrangements across 42 OECD and selected non-OECD countries. It provides details regarding the tax treatment of contributions, returns on investment, funds accumulated and withdrawals. It also describes other forms of financial incentives offered to individuals saving for retirement, mainly matching contributions and fixed nominal subsidies. The information refers to 2018 and covers all types of funded private pension plan in each country.

         

         Countries use two types of financial incentive, tax incentives and non-tax incentives, to encourage individuals to save for retirement. Traditional forms of savings are taxed the same way as other income and earnings, with contributions paid from after-tax earnings, the investment income generated taxed, and withdrawals exempted from taxation. This is generally referred to as the “Taxed-Taxed-Exempt” or “TTE” tax regime. Tax incentives for retirement savings arise from deviating from this benchmark. They are indirect subsidies provided through the tax code. By contrast, non-tax incentives, mainly matching contributions and fixed nominal subsidies, are direct government payments. These payments are made by the government directly into the pension account of eligible individuals.

         This chapter describes and compares the tax treatment of retirement savings across 42 OECD and selected non-OECD countries. It also examines the extent to which countries use more direct, non-tax financial incentives to promote savings for retirement. It focuses on retirement savings made through funded private pension arrangements.

         Many countries apply a variant of the “Exempt-Exempt-Taxed” (“EET”) tax regime to retirement savings, where both contributions and returns on investment are exempt from taxation while benefits are treated as taxable income upon withdrawal. Yet a wide range of tax regimes can be found as well, from the “EEE” tax regime, where contributions, returns on investment and pension income are tax exempt, to regimes where two of three flows are taxed. In addition, in a majority of countries, a disparity of tax treatments exists at the national level between different types of plan, contribution (i.e. mandatory or voluntary) and contribution source (i.e. employer or individual). This complexity may prevent individuals to save for retirement. Consequently, some countries have introduced more direct financial incentives, which this chapter reports as well.

         This chapter is organised as follows. Section 2.1 gives a general overview of the tax treatment of retirement savings under the personal income tax system. The following sections then go into more detail regarding the tax treatment of contributions to funded pension plans (Section 2.2), returns on investment and funds accumulated (Section 2.3), and private pension income (Section 2.4). Besides the personal income tax system, social contributions (e.g. those financing public health care insurance, public pensions, unemployment insurance, or disability insurance) may be levied on contributions to funded pension plans and private pension benefits. Section 2.5 therefore describes for each country whether contributions to funded pension plans are excluded from the income base used to calculate social contributions and whether social contributions are levied on private pension income. Section 2.6 presents the different forms of non-tax financial incentives introduced by selected countries to promote savings for retirement. Section 2.7 concludes. 

         
            
2.1. Overview of the taxation of retirement savings
            

            This chapter covers the tax treatment of retirement savings made through all types of funded private pension arrangement, whether mandatory or voluntary, occupational or personal, defined benefit or defined contribution. This section refers to the taxation of retirement savings under the personal income tax system, while Section 2.5 addresses other taxes such as social contributions levied on contributions and pension income. 

            When providing an overview of the taxation of retirement savings (Figure 2.1), for countries where the tax treatment differs across different types of pension plan, the analysis focusses on the tax treatment of the most common plan. Sections 2.2 to 2.4 then address cases when different tax rules apply to different types of plan. Second, the analysis treats contributions in occupational pension plans as taxed to employees if either employee or employer contributions are taxed when these two sources of contributions have a different tax treatment. Third, the tax treatment of pension income assumes a case where individuals take an annuity at their official age of retirement. Section 2.4 looks at how different types of post-retirement product and ages of benefit withdrawal affect the tax treatment of pension income
            

            Half of OECD countries apply a variant of the “Exempt-Exempt-Taxed” (“EET”) tax regime to retirement savings, meaning that both contributions and returns on investment are exempt from taxation, while benefits are treated as taxable income upon withdrawal. Out of 36 OECD countries, 18 follow this tax regime (see Figure 2.1)
            

            
               
Figure 2.1. Overview of the tax treatment of retirement savings in OECD and selected non-OECD countries, 2018
               

[image: graphic]Note: Main pension plan in each country. “E” stands for exempt and “T” for taxed. Countries offering tax credits on contributions are considered as taxing contributions, as the tax credit may not cover the full amount of tax paid on those contributions. 
               

               1.  Note by Turkey: The information in this document with reference to “Cyprus” relates to the southern part of the Island. There is no single authority representing both Turkish and Greek Cypriot people in the Island. Turkey recognizes the Turkish Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the context of United Nations, Turkey shall preserve its position concerning the “Cyprus” issue.
               

               2.  Note by all the European Union Member States of the OECD and the European Union: The Republic of Cyprus is recognised by all members of the United Nations with the exception of Turkey. The information in this document relates to the area under the effective control of the Government of the Republic of Cyprus.
               

            

            Six other tax regimes can be found among the other countries. Occupational pension plans in Austria, Belgium, France, Korea, Portugal and Malta are taxed according to a “TET” regime, usually with part of the contributions exempt from taxation.1 The Czech Republic, Hungary, Israel, Lithuania and Luxembourg follow a “TEE” regime, where part or all of individuals’ contributions are taxed.
            

            Returns on investment are taxed in three groups of countries. In Denmark, Italy and Sweden, contributions are tax exempt but returns on investment and pension income are taxed. Returns on investment are however not subject to progressive income tax rates but rather to fixed tax rates. In the case of Italy, returns on investment are not subject to double taxation during the accumulation phase and at withdrawal. Only the part of pension income that has not been already taxed during the accumulation phase is taxed at withdrawal. In Australia, New Zealand and Turkey, only pension income is tax exempt.2 In Cyprus, interest income earned by provident funds is taxed at the fixed rate of 3% (special contribution for defence). 
            

            Finally, four countries have more favourable taxation regimes for pension funds. In Mexico, the Slovak Republic, Bulgaria and Colombia, mandatory contributions to personal pension plans enjoy an “EEE” tax regime, meaning that contributions, returns on investment and pension income are tax-exempt.3

            Table 2.1 provides more detailed information by country about the tax treatment of contributions, returns on investment and pension income. It disaggregates information between different types of plan, different types of contribution (i.e. mandatory or voluntary) and different sources of contribution (i.e. employer or individual) when these are subject to different tax treatments. Sections 2.2 to 2.4 explain further the information provided in Table 2.1.
            

            
               
                  
                     
                        	
                           
Table 2.1. General tax treatment of retirement savings in funded private pensions, 2018
                           

                        
                     

                  
                  
                     
                        	
                           Country

                        
                        	
                           Type of plan / contribution

                        
                        	
                           Source of contribution

                        
                        	
                           Tax treatment

                        
                     

                     
                        	
                           Contributions

                        
                        	
                           Returns

                        
                        	
                           Withdrawals

                        
                     

                  
                  
                     
                        	
                           Australia

                        
                        	
                           Concessional contributions

                           Non-concessional contributions

                        
                        	
                           All

                           Individual

                        
                        	
                           0%/15%/30%

                           T

                        
                        	
                           0%/15%

                           0%/15%

                        
                        	
                           E

                           E

                        
                     

                     
                        	
                           Austria

                        
                        	
                           Occupational plans

                           Occupational plans

                           Personal plans

                           State-sponsored retirement provision plans

                        
                        	
                           Individual

                           Employer

                           Individual

                           Individual

                        
                        	
                           T

                           E

                           T

                           T

                        
                        	
                           E

                           E

                           E

                           E

                        
                        	
                           T/PE

                           T

                           T/PE

                           E

                        
                     

                     
                        	
                           Belgium

                        
                        	
                           Pension savings accounts

                           Occupational plans

                           “VAPZ” (self-employed)

                           IPT (self-employed with a company)

                           POZ (self-employed without a company)

                        
                        	
                           Individual

                           Employer

                           Individual

                           Individual

                           Individual

                        
                        	
                           30% credit

                           E

                           E

                           E

                           30% credit

                        
                        	
                           E

                           9.25%

                           9.25%

                           9.25%

                           9.25%

                        
                        	
                           8% of assets

                           10% - 16.5%

                           T

                           10% - 16.5%

                           10%

                        
                     

                     
                        	
                           Canada

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           15% credit

                        
                     

                     
                        	
                           Chile

                        
                        	
                           Mandatory contributions

                           Voluntary contributions, regime A

                           Other voluntary contributions

                        
                        	
                           Individual

                           Individual

                           Individual

                        
                        	
                           E

                           T

                           E

                        
                        	
                           E

                           E

                           E

                        
                        	
                           T

                           E

                           T

                        
                     

                     
                        	
                           Czech Republic

                        
                        	
                           Supplementary plans

                           Supplementary plans

                        
                        	
                           Individual

                           Employer

                        
                        	
                           T/PE

                           E

                        
                        	
                           E

                           E

                        
                        	
                           E

                           E

                        
                     

                     
                        	
                           Denmark

                        
                        	
                           Age savings plans

                           Other plans

                        
                        	
                           All

                           All

                        
                        	
                           T

                           E

                        
                        	
                           15.3%

                           15.3%

                        
                        	
                           E

                           T

                        
                     

                     
                        	
                           Estonia

                        
                        	
                           Mandatory contributions

                           Voluntary contributions

                        
                        	
                           All

                           Individual

                        
                        	
                           E

                           20% credit

                        
                        	
                           E

                           E

                        
                        	
                           T

                           E

                        
                     

                     
                        	
                           Finland

                        
                        	
                           Voluntary personal plans set up by

                           individual

                           Other plans

                        
                        	
                           Individual

                           All

                        
                        	
                           30% credit

                           E

                        
                        	
                           E

                           E

                        
                        	
                           30% - 34%

                           T

                        
                     

                     
                        	
                           France

                        
                        	
                           Article 82

                           Other occupational plans

                           PERCO plans

                           Other plans

                        
                        	
                           All

                           Employer

                           Individual

                           Individual

                        
                        	
                           T

                           T/PE

                           T

                           T/PE

                        
                        	
                           T/PE

                           E

                           T/PE

                           E

                        
                        	
                           T/PE

                           T/PE

                           T/PE

                           T/PE

                        
                     

                     
                        	
                           Germany

                        
                        	
                           Private pension insurance

                           Other plans

                        
                        	
                           Individual

                           All

                        
                        	
                           T

                           E

                        
                        	
                           E

                           E

                        
                        	
                           T/PE

                           T

                        
                     

                     
                        	
                           Greece

                        
                        	
                           Occupational plans and group contracts

                           Other plans

                        
                        	
                           All

                           All

                        
                        	
                           E

                           T

                        
                        	
                           E

                           E

                        
                        	
                           T

                           E

                        
                     

                     
                        	
                           Hungary

                        
                        	
                           All

                           All

                        
                        	
                           Individual

                           Employer

                        
                        	
                           T

                           17.7%

                        
                        	
                           E

                           E

                        
                        	
                           E

                           E

                        
                     

                     
                        	
                           Iceland

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T

                        
                     

                     
                        	
                           Ireland

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T/PE

                        
                     

                     
                        	
                           Israel

                        
                        	
                           All

                           All

                        
                        	
                           Individual

                           Employer

                        
                        	
                           35% credit

                           E

                        
                        	
                           E

                           E

                        
                        	
                           E

                           E

                        
                     

                     
                        	
                           Italy

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           12.5%/20%

                        
                        	
                           T/PE

                        
                     

                     
                        	
                           Japan

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T/PE

                        
                     

                     
                        	
                           Korea

                        
                        	
                           Occupational plans

                           All

                        
                        	
                           Employer

                           Individual

                        
                        	
                           E

                           13.2%/16.5% credit

                        
                        	
                           E

                           E

                        
                        	
                           T/PE

                           T/PE

                        
                     

                     
                        	
                           Latvia

                        
                        	
                           Mandatory contributions

                           Voluntary contributions

                           Voluntary contributions

                        
                        	
                           Individual

                           Individual

                           Employer

                        
                        	
                           E

                           E

                           E

                        
                        	
                           E

                           10%

                           10%

                        
                        	
                           T

                           E

                           T

                        
                     

                     
                        	
                           Lithuania

                        
                        	
                           “Pillar 2” plans

                           “Pillar 3” plans

                        
                        	
                           All

                           Individual

                        
                        	
                           T

                           E

                        
                        	
                           E

                           E

                        
                        	
                           E

                           E

                        
                     

                     
                        	
                           Luxembourg

                        
                        	
                           Occupational plans

                           All

                        
                        	
                           Employer

                           Individual

                        
                        	
                           20%

                           E

                        
                        	
                           E

                           E

                        
                        	
                           E

                           T/PE

                        
                     

                     
                        	
                           Mexico

                        
                        	
                           Mandatory contributions

                           Long-term voluntary contributions

                           Short-term voluntary contributions

                        
                        	
                           All

                           Individual

                           Individual

                        
                        	
                           E

                           E

                           T

                        
                        	
                           E

                           E

                           T

                        
                        	
                           E

                           E

                           E

                        
                     

                     
                        	
                           Netherlands

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T

                        
                     

                     
                        	
                           New Zealand

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           T

                        
                        	
                           10.5% - 28%

                        
                        	
                           E

                        
                     

                     
                        	
                           Norway

                        
                        	
                           Occupational DC plans

                           Occupational DC plans

                           Individual pension saving

                           Occupational plans for the self-employed

                        
                        	
                           Individual

                           Employer

                           Individual

                           Individual

                        
                        	
                           T/PE

                           E

                           T/PE

                           E

                        
                        	
                           E

                           E

                           E

                           E

                        
                        	
                           T

                           T

                           T/PE

                           T

                        
                     

                     
                        	
                           Poland

                        
                        	
                           OFE plans

                           IKZE plans

                           PPE and IKE plans

                        
                        	
                           Individual

                           Individual

                           All

                        
                        	
                           E

                           E

                           T

                        
                        	
                           E

                           E

                           E

                        
                        	
                           T

                           10%

                           E

                        
                     

                     
                        	
                           Portugal

                        
                        	
                           Occupational plans

                           All

                        
                        	
                           Employer

                           Individual

                        
                        	
                           E

                           T/PE

                        
                        	
                           E

                           E

                        
                        	
                           T

                           T/PE

                        
                     

                     
                        	
                           Slovak Republic

                        
                        	
                           “Pillar 2” plans

                           “Pillar 2” plans

                           “Pillar 3” plans

                        
                        	
                           Employer

                           Individual

                           All

                        
                        	
                           E

                           T

                           T/PE

                        
                        	
                           E

                           E

                           19%

                        
                        	
                           E

                           E

                           E

                        
                     

                     
                        	
                           Slovenia

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T

                        
                     

                     
                        	
                           Spain

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T

                        
                     

                     
                        	
                           Sweden

                        
                        	
                           Premium Pension

                           Other plans

                        
                        	
                           Individual

                           All

                        
                        	
                           E

                           E

                        
                        	
                           E

                           15%

                        
                        	
                           T

                           T

                        
                     

                     
                        	
                           Switzerland

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T

                        
                     

                     
                        	
                           Turkey

                        
                        	
                           Personal plans

                        
                        	
                           All

                        
                        	
                           T

                        
                        	
                           T

                        
                        	
                           E

                        
                     

                     
                        	
                           United Kingdom

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T/PE

                        
                     

                     
                        	
                           United States

                        
                        	
                           Roth contributions

                           Other contributions

                        
                        	
                           Individual

                           All

                        
                        	
                           T + credit (0% - 50%)

                           E + credit (0% - 50%)

                        
                        	
                           E

                           E

                        
                        	
                           E

                           T

                        
                     

                     
                        	
                           Selected non-OECD countries

                        
                     

                     
                        	
                           Bulgaria

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           E

                        
                     

                     
                        	
                           Colombia

                        
                        	
                           Mandatory contributions

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           E

                        
                     

                     
                        	
                           Croatia

                        
                        	
                           Mandatory contributions

                           Voluntary contributions

                           Voluntary contributions

                        
                        	
                           Individual

                           Individual

                           Employer

                        
                        	
                           E

                           T

                           E

                        
                        	
                           E

                           E

                           E

                        
                        	
                           T/PE

                           E

                           E

                        
                     

                     
                        	
                           Cyprus

                        
                        	
                           Provident funds

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           3%

                        
                        	
                           E

                        
                     

                     
                        	
                           Malta

                        
                        	
                           All

                           Occupational plans

                        
                        	
                           Individual

                           Employer

                        
                        	
                           15% credit

                           E

                        
                        	
                           E

                           E

                        
                        	
                           T

                           T

                        
                     

                     
                        	
                           Romania

                        
                        	
                           All

                        
                        	
                           All

                        
                        	
                           E

                        
                        	
                           E

                        
                        	
                           T/PE

                        
                     

                  
                  
                     
                        	
                           Note: T = Taxed; E = Exempt (usually up to a limit); T/PE = Taxed but partially exempt; credit = Tax credit.
                           

                        
                     

                  
               

            

         

         
            
2.2. Taxation of contributions to funded private pension plans
            

            This section provides more details on the tax treatment of contributions to private pension plans. It reviews cases when the tax treatment varies for different types of plan, different types of contribution (i.e. mandatory or voluntary) or different sources of contribution (i.e. employer or individual). It also reports the limits that apply on contributions attracting tax relief or on the tax deductibility of contributions, as well as the tax treatment of contributions above those limits. Finally, it examines the requirements that must be met in certain countries to become eligible for tax relief on contributions.

            Disparity of tax treatments across different types of contribution
            

            Only a minority of OECD countries apply an identical tax treatment across all types of contribution and pension plan. This is the case in 12 OECD countries (Canada, Iceland, Ireland, Italy, Japan, the Netherlands, New Zealand, Slovenia, Spain, Switzerland, Turkey and the United Kingdom) and 4 non-OECD countries (Bulgaria, Colombia, Cyprus and Romania). In these countries, employee and employer contributions, whether voluntary or mandatory, are subject to the same tax treatment. Contributing to a personal or occupational plan does not modify the general tax treatment either, even though different limits may apply to the amount of contributions attracting tax relief. 

            In Chile, all types of contributions can be deducted from income but workers making voluntary contributions can actually decide whether or not to deduct these contributions from their taxable income. If they do, benefits are considered income for the year the withdrawals are made and are subject to a special additional tax. If they do not deduct contributions, the individual does not have to pay further taxes when the funds are used to complement the mandatory pension.

            As shown in Table 2.1, contributions from employers and individuals within the same type of plan are treated differently in the income tax system of Austria, the Czech Republic, France, Hungary, Israel, Korea, Latvia, Luxembourg, Norway, Portugal, the Slovak Republic, Croatia, and Malta. In most of these countries, employer contributions to private pension plans are not considered as taxable income for the individual.4 By contrast, individuals’ contributions are made from after-tax income and may only enjoy a partial tax exemption (for example, 20% of overall employee contributions to private pension plans in Portugal are tax deductible) or a tax credit (for example, employee contributions in Israel are subject to a 35% non-refundable tax credit). In Luxembourg, employer contributions are taxed at a fixed rate of 20%, while employee contributions are tax-deductible. In Latvia, employer and employee voluntary contributions are tax deductible, but upon withdrawal, employer contributions are taxed while employee contributions are tax exempt
            

            The tax treatment may also vary according to the type of plan in which the individual is a member. This is the case in Austria, Belgium, Denmark, Finland, France, Germany, Greece, Lithuania, Norway, Poland, the Slovak Republic, Sweden and the United States. In the Slovak Republic, plans receiving part of the social security contributions attract a different tax treatment than other plans. In Sweden, all plans follow an “ETT” tax regime, except the mandatory personal pension plan system (PPM) in which returns on investment are tax exempt. In the other countries, the difference in the tax treatment is not related to any plan category (occupational or personal, mandatory or voluntary). For example, Poland has two types of supplementary personal pension plan (IKE and IKZE) with two different tax regimes applying (“TEE” and “EET” respectively). 

            In Australia, Estonia, Latvia, Mexico and Croatia, the important criterion to determine the tax treatment of contributions is whether these contributions are mandatory or voluntary. In Australia, non-concessional contributions are usually voluntary contributions and paid from after-tax income, while concessional contributions are usually mandatory contributions (either paid by the employer or by the individual in case of self-employed workers) and generally taxed at a fixed rate of 15%. In Estonia and Croatia, contributions are tax-exempt in plans receiving part of the social security contributions, while they are taxed in supplementary voluntary personal plans. 

            The tax rate applied to contributions may depend on the income level of the individual. In the Netherlands, the...
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