Actuarial Review of the
SocialInsurance Fund
as at 31December 2020

28 September 2022




REVIEW OF THE SOCIAL INSURANGE FUND 31DEGEMBER 2020 | Cover Letter

To: The Minister for Social Protection 28 September 2022
Department of Social Protection

Aras Mhic Dhiarmada

Store Street

Dublin 1

Actuarial Review of the Social Insurance Fund 2020
Dear Minister

We have pleasure in enclosing our report setting out our findings on the Actuarial Review of
the Social Insurance Fund 2020.

The objective of the review is set out in section 10 of the Social Welfare Consolidation Act
2005.

“The Minister shall cause (a) actuarial reviews to be made of the financial condition of the
Social Insurance Fund by the persons the Minister may decide for the purpose of determining
the extent to which the Fund may be expected, in the longer term, to meet the demands in
respect of payment of benefits and other payments, having regard, in particular, to the
adequacy or otherwise of the contributions to support benefits and other payments and any
other matters the Minister considers to be relevant as affecting the current and future financial
condition of the Fund.”

Our conclusions relating to the fifth such actuarial review with an effective date of 31 December
2020, are provided in the attached report.

The team would like to acknowledge the unwavering assistance given by officials of the
Department of Social Protection throughout the project.

Yours faithfully,

Brian Morrissey Joanne Roche
FSAI, Partner, KPMG FSAI, Director, KPMG
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1 Executive Summary

The Social Welfare Consolidation Act, 2005 makes provision for the carrying out of actuarial
reviews of the Social Insurance Fund (“Fund”) at five yearly intervals. Following a competitive
tender process, KPMG was appointed by the Department of Social Protection (“the
Department”) to carry out this fifth actuarial review (“Review”) of the Social Insurance Fund
with an effective date of 31 December 2020. Our findings build on the results of the previous
four reviews.

The scope of the Review is set out in Chapter 2 and the original scope from the Request for
Tender issued by the Department is included in Appendix 9.

The main social insurance benefits paid by the Fund relate to retirement, iliness, incapacity,
unemployment, maternity and bereavement. It is funded by PRSI contributions from
employees, employers, the self-employed and voluntary contributions, with a subvention from
the Exchequer where there is a gap between income and expenditure. A description of how
the Fund works is set out in Appendix 1.

Before commenting on the results, it is important to emphasise that long-term projections are,
by their nature, unlikely to be borne out in practice. We would encourage readers to focus on
the trends which emerge over the period and on the relativities between projected incomes
and expenditures under the base case and the various scenarios, rather than on the results
for individual years. Reliances and limitations are described in Appendix 11.

1.1 Base case results at this 2020 Review

Base Case

Year . . Surplus / Net as a Net as a % of Projected Balance
R Expend P J

end eceipts | Expenditure | - g o ifallyt | % of GDP GNI* of Fund?
2020 10.6 14.1 (3.5) (0.99% 1.7% 0.5
2021~ 11.8 14.9 (3.2) (0.7% (1.3)% 0.0
2022/ 14.2 11.5 2.7 0.6% 1.1% 2.7
2023 14.8 12.0 2.8 0.6% 1.1% 5.4
2024 15.4 12.7 2.7 0.5% 1.1% 8.1
2025 16.0 13.3 2.6 0.5% 1.0% 10.8
2026 16.4 13.9 2.4 0.5% 0.9% 13.2
2027 16.8 14.8 2.0 0.4% 0.7% 15.2
2028 17.1 15.2 1.9 0.4% 0.7% 17.1
2029 17.5 15.8 1.6 0.3% 0.6% 18.8
2030 17.8 16.5 1.3 0.2% 0.5% 20.1

1 The surplus / shortfall amounts may differ slightly to the differences in receipts and expenditure due to rounding. For example, in 2025 receipts are projected
at €15.97, expenditure at €13.32bn giving a shortfall of €2.65bn where €2.6bn is shown (being €15.9bn less €13.3bn).
2 The Projected Balance of Fund figures are in 2022 real price terms. In performing the projection we have implicitly assumed that any returns earned will be

broadly in line with the assumed inflation rate in the base case.
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Base Case

2031 18.2 17.2 1.0 0.2% 0.3% 21.1

2032 185 18.1 0.4 0.1% 0.1% 215

2033 18.9 18.6 0.3 0.1% 0.1% 21.9

2034 19.3 19.3 (0.0 (0.0)% (0.0)% 21.8

2035 19.6 20.1 (0.5) (0.1)% (0.1)% 21.4

2040 215 24.5 (3.0 (0.4)% (0.99% 114

2045 23.3 29.5 (6.1) (0.8)% (1.6)% (13.2)
2050 25.3 34.9 (9.6) (1.2)% (2.4)% (55.1)
2055 27.4 40.4 (13.0) (1.5)% (3.00% (112.4)
2060 29.8 45.3 (15.6) Q.7% (3.3)% (182.5)
2065 32.3 49.8 (17.5) Q.7% 3.4)% (264.6)
2070 34.8 55.0 (20.2) (1.99% (3.6)% (361.1)
2076 38.1 63.0 (24.9) 2.1)% 4.1)% (498.5)

Table 1.1: Progression of total income and expenditure (€ billions) and deficit as percentage of GDP and GNI*

A2021 figures are provisional outturn from the Department of Social Protection

72022 figures reflect official revised estimates for expenditure and estimates for PRSI contributions based on Department of
Finance fiscal data to end July 2022.

A number of observations in relation to the projections:

— There is an opening deficit effective 31 December 2020, which is largely due to Covid-
related payments, with a projected surplus in 2022, the start of the projection period.

— Small annual surpluses are projected to continue to materialise up to 2033, after which
the Fund is projected to experience a small annual shortfall, increasing thereafter.

— In the absence of any changes to PRSI rates or subventions from the State, annual
projected expenditure in excess of income is anticipated to reach €0.5 billion by 2035
and €3.0 billion by 2040 in real 2022 price terms, increasing markedly thereafter.

— We anticipate that the annual shortfall will continue to grow to 2.4% of GNI* by 2050
and to 3.3% of GNI* in 2060 thereafter increasing to 4.1% by 2076.

— Note that despite annual shortfalls materialising from 2034 / 2035 onward the
accumulated Fund at year end 2035 is projected to be of the order of €21.4 billion.3

1.1.1 Discounted value of future shortfalls

We have set out the present value of the accumulated Fund shortfalls (i.e. the difference
between projected contribution income and expenditure) over the 55 year projection period to
2076 in Table 1.2.

It is important to realise that the discounted value of the future shortfalls is a hypothetical figure
reflecting the “pay as you go” nature of the system. It is however a useful measure (expressed
in 2022 real price terms). The values are highly sensitive to the discount rate assumption.

3 In projecting the Fund we have implicitly assumed that any returns earned will be broadly in line with the assumed inflation rate in the base case.

I
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A 1.5% real discount rate (consistent with that adopted for the 2015 Review) was chosen
reflecting the long-term view at 31 December 2020 which gives a resulting net present value
of future shortfalls of €271 billion. The 1.5% real discount rate is also within a range of plausible
real discount rates, reflecting current September 2022 conditions despite very high short term
inflation expectations (which in the main feed through to higher long term government bond
yields albeit the relationship is not fully linear). Further discussion on the real discount rate is
included in Chapter 7 and Appendix 6.

Discounted value of future surpluses / (shortfalls) - Base Case ‘

Period "Real" discount rate assumptions (p.a.)

0% 1.2% 1.5% 2% 3%
5 years to 2028 12,5 12.1 12.0 11.9 11.5
10 years to 2033 18.9 17.9 17.7 17.3 16.6
20 years to 2043 1.0 3.5 4.0 4.8 6.1
30 years to 2053 (78.8) (54.9) (50.1) (42.8) (30.8)
Full period to 2076 (501.1) (305.6) (270.5) (221.0) (148.2)

Table 1.2: Discounted value of future surplus / shortfalls (€ billions) from 2023
1.1.2 Age- related expenditure pressure challenges

The pensioner support ratio underpinning the population projections used for the purpose for
this Review is expected to reduce from 4.4 in 2020 to 3.6 by 2030 and 2.9 by 2040. The
challenge with the increasing number of upcoming pensioners against a backdrop of a smaller
cohort of contributors is that the State pension continues to be paid at a level so as to ensure
recipients maintain a standard of living, cognisant of “at risk of poverty” thresholds.

The progression of the pensioner support ratio is shown at Figure 1.1. A steep decline is
projected between 2020 and 2050, thereafter reducing more gradually.

Population ('000)
olrey 1Uoddns Jauoisuad

2020 2030 2040 2050 2060 2070 2076
mmmm Children (0-19) Working age (20 - 65)
Pension age (66+) —e— Pensioner support ratio

Figure 1.1: Projected age structure of the population and pensioner support ratio (2020-2076)



REVIEW OF THE SOCIAL INSURANGE FUND 31 DECEMBER 2020 | EXECUTIVE SUMMARY

Political decisions are being planned, considered and/or made in order to meet these
challenges. A Pensions Commission was established in 2020 and reported in 2021. At this
Review we were instructed to provide an update and refinement to a number of sustainability
package recommendations made by the Commission in light of updated 2022 data and
reflecting the debate post publication. The full analysis is reflected in Chapter 10.

1.2 Reform packages to address fiscal sustainability

On foot of publication of the report of the Commission on Pensions* in October 2021 and
subsequent debate, the Department requested us to analyse a number of scenarios. The
scenarios were such as to result in a projected elimination of the actuarial shortfalls as
assessed at this 2020 Review by 2040. The Policy Options analysed all reflect the same
“agreed changes” to benefits as described in Appendix 8 and the “smoothed earnings”
approach to indexation described in Appendix 7, coupled with PRSI rate increases. The only
difference between each option is the population on which the incremental PRSI is levied.

Policy Option 1 reflects a modified version of the Pensions Commission package 1 which
envisaged material PRSI rate increases for Class S. Policy Option 1 reflects calculation of
PRSI rates targeting an elimination of the annual actuarial surplus / deficit by 2030 (if
applicable) and again by 2040. Under Policy Option 1 Class S is assumed to increase gradually
such that it reaches the average of the Class A employee and employer rate by 2040. Policy
Option 1(a) is as per Policy Option 1 but with Class A increases commencing in 2024 rather
than 2031.

Policy Option 2 differs in that the Class S rate increases are lower than under Policy Option 1
and remain in sync with the Class A employee rate. Policy Option 2(a) is as per Policy Option
2 but with a proposed lifting of the PRSI age exemption limit to age 70°. Policy Option 3 is as
per Policy Option 1, but the Class S rate is assumed to increase linearly from its current rate
starting in 2024 such that it reaches the Class A employer rate by 2040.

An alternative option was also examined reflecting a “full projection period” scenario and a
linear progression of PRSI rate increases over the full projection period commencing in 2024.
The rates are calculated such that the “accumulated deficit™ is zero at the end of the projection
period taking account of the opening surplus. Rate increases under the “full projection period”
scenario are such that equal percentage point increases are applied to Class S, Class A
employee and employer rates.

4 gov.ie - Report of the Commission on Pensions (www.gov.ie)
5 Any PRSI levied on over 66s will not apply to social welfare payments and all recognised types of pension income.
6 The “accumulated deficit” targeted is the opening projected surplus at year end 2022 and a summuation of the annual surplus/shortfalls anticipated to arise

discounted at a real discount rate of 0%. The target includes an implicit assumption of Fund returns in line with the inflation assumption.


https://www.gov.ie/en/publication/6cb6d-report-of-the-commission-on-pensions/
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Outline of resulting incremental PRSI under the Policy Options analysed — base case

Summary of resulting incremental PRSI requirements for various Policy Options
Phase out of the yearly average approach for calculation

SPC increases in line with the “smoothed earnings” approach to indexation
Policy Option 1: A modified version of Pensions Commission package 1 with material Class S increases’
Increase from 4% to the average of the then Class A employee and employer rate by
2040. Class S increases assumed to commence from 2024+

Main benefit considerations for SPC

Self-employed (Class S)

Class A Employer and employees No increase by 2030; 0.75 percentage point increase by 20408

Policy Option 1(a): As per Policy Option 1 but with Class A rate increases commencing from 2024

Self-employed (Class S) As per Policy Option 1.

Class A Employer and employees 0.15 percentage point increase by 2030; 0.60 percentage point increase by 2040.

Policy Option 2: PRSI rate increases where Class S increases in sync with the Class A employee rate

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees No increase by 2030; 0.99 percentage point increase by 2040.

Policy Option 2(a): As per Policy Option 2 but also reflecting an increase in the age exemption limit to age 70

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees No increase by 2030; 0.75 percentage point increase by 2040.

Policy Option 3: As Policy Option 1 but with Class S rate increasing to Class A employer rate by 2040
Self-employed (Class S) Increase from 4% to Class A employer rate by 2040

Class A Employer and employees No increase by 2030; 0.51 percentage point increase by 2040

Self-employed (Class S) Class S in sync with Class A employee rate

A linear 0.0775 percentage point increase per annum

Class A Employer and employees
Table 1.3: Summary of the Impact on PRSI under each Policy Option examined — base case

In tables 1.4 -1.6 that follow we have outlined the resulting impact on a year-by-year basis of
the Policy Options for each of Class A employees, employers and Class S in turn, highlighting
years 2030 and 2040 for easy comparability with the Pensions Commission recommendations.

Impact on PRSI Class A (employees) of various policy options on a yearly basis

Year Base case Policleption Polici/(ao)ption PolicyZOption Polic;/(g))ption PoIicy3Option FI):eurIiIOFO’Irg:’;z:nt‘;orino
2022 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
2023 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
2024 4.00% 4.00% 4.02% 4.00% 4.00% 4.00% 4.08%
2025 4.00% 4.00% 4.04% 4.00% 4.00% 4.00% 4.16%
2026 4.00% 4.00% 4.06% 4.00% 4.00% 4.00% 4.23%
2027 4.00% 4.00% 4.09% 4.00% 4.00% 4.00% 4.31%
2028 4.00% 4.00% 4.11% 4.00% 4.00% 4.00% 4.39%
2029 4.00% 4.00% 4.13% 4.00% 4.00% 4.00% 4.47%
2030 4.00% 4.00% 4.15% 4.00% 4.00% 4.00% 4.54%
2031 4.00% 4.08% 4.21% 4.10% 4.07% 4.05% 4.62%

7 The Pensions Commisson recommended that the Class S rate would increase from 4% to 10% by 2030 and thereafter to the higher Class A Employer rate.
8 In Policy options 1, 2, 2(a),3 the percentage point increase for Class A is assumed to occur linearly over the period 2031 — 2040. For example under Policy
Optlon 1 the resulting 0.75 percentage point increase needed by 2040 means that a 0.075 increase occurs in each year 2031 — 2040 inclusive. The Class A

increases in all cases apply to both the Class A employee and the Class A employer rates.
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Impact on PRSI Class A (employees) of various policy options on a yearly basis

2032 4.00% 4.15% 4.27% 4.20% 4.15% 4.10% 4.70%
2033 4.00% 4.23% 4.33% 4.30% 4.22% 4.15% 4.78%
2034 4.00% 4.30% 4.39% 4.40% 4.30% 4.21% 4.85%
2035 4.00% 4.38% 4.45% 4.50% 4.37% 4.26% 4.93%
2036 4.00% 4.45% 4.51% 4.60% 4.45% 4.31% 5.01%
2037 4.00% 4.53% 4.57% 4.70% 4.52% 4.36% 5.09%
2038 4.00% 4.60% 4.63% 4.79% 4.60% 4.41% 5.16%
2039 4.00% 4.68% 4.69% 4.89% 4.67% 4.46% 5.24%
2040 4.00% 4.75% 4.75% 4.99% 4.75% 4.51% 5.32%

Table 1.4: Impact on PRSI Class A (employees) of various policy options on a yearly basis

Impact on PRSI Class A (employers) of various policy options on a yearly basis

Year Base case Policyloption Polic])f(e(l))ption PolicyZOption Policg(;))ption Policysoption FI):;rIiIOI:jrzizc;;?ino
2022 10.05% 10.05% 10.05% 10.05% 10.05% 10.05% 10.05%
2023 10.05% 10.05% 10.05% 10.05% 10.05% 10.05% 10.05%
2024 10.05% 10.05% 10.07% 10.05% 10.05% 10.05% 10.13%
2025 10.05% 10.05% 10.09% 10.05% 10.05% 10.05% 10.21%
2026 10.05% 10.05% 10.11% 10.05% 10.05% 10.05% 10.28%
2027 10.05% 10.05% 10.14% 10.05% 10.05% 10.05% 10.36%
2028 10.05% 10.05% 10.16% 10.05% 10.05% 10.05% 10.44%
2029 10.05% 10.05% 10.18% 10.05% 10.05% 10.05% 10.52%
2030 10.05% 10.05% 10.20% 10.05% 10.05% 10.05% 10.59%
2031 10.05% 10.13% 10.26% 10.15% 10.12% 10.10% 10.67%
2032 10.05% 10.20% 10.32% 10.25% 10.20% 10.15% 10.75%
2033 10.05% 10.28% 10.38% 10.35% 10.27% 10.20% 10.83%
2034 10.05% 10.35% 10.44% 10.45% 10.35% 10.26% 10.90%
2035 10.05% 10.43% 10.50% 10.55% 10.42% 10.31% 10.98%
2036 10.05% 10.50% 10.56% 10.65% 10.50% 10.36% 11.06%
2037 10.05% 10.58% 10.62% 10.75% 10.57% 10.41% 11.14%
2038 10.05% 10.65% 10.68% 10.84% 10.65% 10.46% 11.21%
2039 10.05% 10.73% 10.74% 10.94% 10.72% 10.51% 11.29%
2040 10.05% 10.80% 10.80% 11.04% 10.80% 10.56% 11.37%

Table 1.5: Impact on PRSI Class A (employers) of various policy options on a yearly basis

Impact on PRSI Class S of various policy options on a yearly basis

Year Base case Policleption Polici/(ao)ption PoIicyZOption Polic;/(g))ption Policy3Option ;eurliloF;r:Licntiac:ino
2022 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
2023 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%
2024 4.00% 4.22% 4.22% 4.00% 4.00% 4.39% 4.08%
2025 4.00% 4.44% 4.44% 4.00% 4.00% 4.77% 4.16%
2026 4.00% 4.67% 4.67% 4.00% 4.00% 5.16% 4.23%
2027 4.00% 4.89% 4.89% 4.00% 4.00% 5.54% 4.31%
2028 4.00% 5.11% 5.11% 4.00% 4.00% 5.93% 4.39%
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Impact on PRSI Class S of various policy options on a yearly basis

2029 4.00% 5.33% 5.33% 4.00% 4.00% 6.32% 4.47%
2030 4.00% 5.56% 5.56% 4.00% 4.00% 6.70% 4.54%
2031 4.00% 5.78% 5.78% 4.10% 4.07% 7.09% 4.62%
2032 4.00% 6.00% 6.00% 4.20% 4.15% 7.47% 4.70%
2033 4.00% 6.22% 6.22% 4.30% 4.22% 7.86% 4.78%
2034 4.00% 6.44% 6.44% 4.40% 4.30% 8.25% 4.85%
2035 4.00% 6.67% 6.67% 4.50% 4.37% 8.63% 4.93%
2036 4.00% 6.89% 6.89% 4.60% 4.45% 9.02% 5.01%
2037 4.00% 7.11% 7.11% 4.70% 4.52% 9.40% 5.09%
2038 4.00% 7.33% 7.33% 4.79% 4.60% 9.79% 5.16%
2039 4.00% 7.56% 7.56% 4.89% 4.67% 10.18% 5.24%
2040 4.00% 7.78% 7.78% 4.99% 4.75% 10.56% 5.32%

Table 1.6: Impact on PRSI Class S of various policy options on a yearly basis

1.3 Other Policy Impacts — SPC indexation at varying levels

Projected (surplus) / shortfall (as a % GNI*) reflecting varying indexation levels for SPC is set
out in Figure 1.2.

Projected Shortfall as percentage of GNI*

6.0% -
5.0%
4.0%

= 3.0%

=

220%

[7)]

1.0%

(1.0)%
(2.0)%

(3.0)% -
2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070 2075

(a) Average earnings (base case) —— (b) CPI

(c) Smoothed earnings approach ——(d) Ave earnings incl irregular & OT

Figure 1.2: Projected (surplus) / shortfall as a % GNI% - varying indexation levels

Under the base case assumption, (the blue line in the chart above), a small shortfall arises by
year 2034, rising to 0.9% of GNI* in 2040 and to 4.1% of GNI* by the end of the projection
period in 2076. By contrast, under the “smoothed earnings” approach, (the orange line in the
chart above) slightly higher shortfalls arise reflecting the fact that the SPC is anticipated to
increase from 32% to 34% of average earnings excluding irregular and overtime. The increase
is expected to have occurred by 2024 and persist thereafter. The shortfall is expected to rise
to 1.1% of GNI* in 2040 and to 4.4% of GNI* by the end of the projection period in 2076.
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If benefits are projected to increase in line with CPI or HICP measures of price inflation in the
long term rather than real earnings growth, the Fund remains in surplus throughout the
projection period. Indexing SPC in line with price inflation which is assumed to be less than
average earnings growth throughout the period (by circa 1.5% p.a.), would result in an increase
in the “at risk of poverty” threshold measure for those over SPA. Further analysis is included
in Chapter 10.

1.4 Value for money

Value for money was assessed for a variety of different populations, based on the class of
contributions and the earnings of individuals, and further discussed in Chapter 11. Some
observations in relation to value for money from the Fund:

— For those at the higher end of the income distribution, the Fund is re-distributive and
these individuals generally get back less than they pay in.

— Class S individuals receive materially better value for money from the Fund as
compared with their Class A counterparts despite not having access to some short-
term benefits such as lliness Benefit, as the PRSI rate is much lower than the combined
employee and employer PRSI rate for Class A.

— Those who join the PRSI system later in life achieve better value for money under the
“yearly average” approach given the design of the rate bands

— Receiving a high number of credited contributions increases value for money markedly,
as additional benefits are earned without the requirement to pay PRSI for the duration
of the credited period.

1.5 Macroeconomic environment September 2022 and uncertainty

The results in this Review were produced at a time of high macroeconomic uncertainty. While
the effective date of the review is 31 December 2020, we have placed significant weight on
changes between the effective date and date of signing the report.

PRSI receipts are materially ahead of expectations despite the Covid-19 pandemic reflecting
the strong growth in the labour market to 2.55 million people as per CSO data from the Labour
Force Survey Quarter 2 2022 and the current unemployment rate of 4.5%. Cashflow figures
reflect the unanticipated recovery post the Covid 19 pandemic and reflect an estimate for PRSI
for 2022 based on Department of Finance fiscal data to end July 2022 as reported in August.
Overall, the Fund is projected to have a material surplus in 2022, currently estimated at circa
€2.7 billion.

The emergence of inflation and heightened inflation risk has been a major theme since 2021.
We would point out that price inflation itself does not impact on the overall funding position of
the Fund in instances where PRSI receipts and benefits increase broadly in line. The position

10
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can deteriorate in the short term in instances where for example price inflation exceeds
earnings inflation and the higher price inflation feeds through to benefit inflation.

Projections are highly sensitive to the finances of the Fund in the base year of the projection
in addition to the assumptions made. Macro-economic assumptions adopted reflect those set
out in the Stability Programme Update 2022 for the years 2023 — 2025, thereafter reverting to
the long-term assumptions used for the purposes of the 2021 Ageing Report.

1.6 Adverse scenarios / shocks

We have illustrated in Tables 1.7 and 1.8 the impact on the Fund finances of the scenario
where the conflict in the Ukraine continues coupled with a multi-year recession and
permanently lower long term growth. This scenario is described more fully at subsection 9.6.7.

This particularly adverse scenario is highlighted as an example of the difference such shocks
can make to the Fund finances and on the potential incremental PRSI requirements.

Impact of adverse scenario due to Multi-Year Recession, Ukrainian conflict continuing, lower growth (versus base case)

Base Case Very adverse scenario
Year Receipts Expenditure Net aéslz/o BZIuar:cj:e Receipts | Expenditure Net aésliﬁ) BZIuar:ie
2020 10.6 14.1 (3.5) @.7)% 0.5 10.6 14.1 35 | @)% 0.5
2021 11.8 14.9 (3.1) (1.3)% 0.0 11.8 14.9 (3.1) (1.3)% 0.0
2022 14.2 115 2.7 1.1% 2.7 14.2 115 2.7 1.1% 2.7
2023 14.8 12.0 2.8 1.1% 5.4 12.2 12.9 (0.7) (0.3)% 2.0
2024 15.4 12.7 2.7 1.1% 8.1 11.1 14.2 31 | 16)% 1.2)
2025 16.0 13.3 2.6 1.0% 10.8 11.8 145 2.7) (1.3)% (3.9)
2026 16.4 13.9 2.4 0.9% 13.2 10.4 15.0 (4.6) (2.3)% (8.5)
2027 16.8 14.8 2.0 0.7% 15.2 10.7 15.7 (5.0 (2.5)% (13.5)
2028 17.1 15.2 1.9 0.7% 17.1 10.9 16.0 (5.0 (2.5)% (18.5)
2029 17.5 15.8 1.6 0.6% 18.8 111 16.5 (5.3) (2.6)% (23.9)
2030 17.8 16.5 1.3 0.5% 20.1 11.4 17.0 5.6 | 7% (29.5)
! [/ ! [ |

2035 19.6 20.1 (0.5) 0.1)% 21.4 12.5 20.3 7.7 | 34% (63.4)
2040 215 245 (3.0 (0.9)% 11.4 13.7 24.7 (11.0) | @4.4% | (111.8)
2045 23.3 29.5 (6.1) (1.6)% (13.2) 14.9 29.7 (14.8) | G.4o% | (178.4)
2050 25.3 34.9 (9.6) (2.4)% (55.1) 16.1 35.1 (19.0) (6.4)% (265.7)
2055 27.4 40.4 (13.0) | (3.0)% (112.4) 17.5 40.6 (232 | 72% | (372.1)
2060 29.8 45.3 (15.6) (3.3)% (182.5) 19.0 45.6 (26.6) 7.7)% (495.5)
2065 323 49.8 (17.5) (3.4)% (264.6) 20.6 50.1 (29.5) (7.8)% (635.5)
2070 34.8 55.0 (20.2) (3.6)% (361.1) 22.2 55.5 (33.3) (8.2)% (795.2)
2076 38.1 63.0 (24.9) (4.1)% (498.5) 24.3 63.6 (39.3) (8.8)% | (1,015.7)

Table 1.7: Adverse scenario due to multi-year recession, conflict in Ukraine continues, permanently lower growth v base case
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Resulting incremental PRSI requirements for various Policy Options — very adverse scenario

Phase out of the yearly average approach for calculation.
SPC increases in line with the “smoothed earnings” approach to indexation.

Policy Option 1: A modified version of Pensions Commission package 1 with material Class S increases

Increase from 4% to the average of the then Class A employee and employer rate by
2040. Class S increases assumed to commence from 2024+

Main benefit considerations for SPC

Self-employed (Class S)

Class A Employer and employees 1.48 percentage point increase by 2030; 3.41 percentage point increase by 2040.

Policy Option 1(a): As per Policy Option 1 but with Class A rate increases commencing from 2024
Increase from 4% to the average of the then Class A employee and employer rate by
2040. Class S increases assumed to commence from 2024+

Self-employed (Class S)

Class A Employer and employees As Policy Option 1 as Class A increases commence earlier in this scenario at any rate

Policy Option 2: PRSI rate increases where Class S increases in sync with the Class A employee rate \

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees 1.62 percentage point increase by 2030; 3.51 percentage point increase by 2040.

Policy Option 2(a): As per Policy Option 2 but also reflecting an increase in the age exemption limit to age 70

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees 1.41 percentage point increase by 2030; 3.35 percentage point increase by 2040.

Policy Option 3: As Policy Option 1 but with Class S rate increasing to Class A employer rate by 2040

Self-employed (Class S) Increase from 4% to Class A employer rate by 2040

Class A Employer and employees 1.38 percentage point increase by 2030; 3.27 percentage point increase by 2040

Table 1.8 Impact on PRSI under each Policy Option examined —scenario of multi-year recession, conflict in Ukraine continues,
permanently lower growth

The PRSI implications for the less severe Ukrainian conflict scenario continuing (in the
absence of permanently lower growth) as described more fully at subsection 9.6.1 is shown at
Table 1.9.

Resulting incremental PRSI requirements for various Policy Options — Ukrainian conflict continues

Phase out of the yearly average approach for calculation
SPC increases in line with the “smoothed earnings” approach to indexation.

Policy Option 1: A modified version of Pensions Commission package 1 with material Class S increases

Increase from 4% to the average of the then Class A employee and employer rate by
2040. Class S increases assumed to commence from 2024+

Main benefit considerations for SPC

Self-employed (Class S)

Class A Employer and employees No increase by 2030; 1.07 percentage point increase by 2040

Policy Option 1(a): As per Policy Option 1 but with Class A rate increases commencing from 2024
Increase from 4% to the average of the then Class A employee and employer rate by
2040. Class S increases assumed to commence from 2024+

Self-employed (Class S)

Class A Employer and employees 0.22 percentage point increase by 2030; 0.85 percentage point increase by 2040.

Policy Option 2: PRSI rate increases where Class S increases in sync with the Class A employee rate

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees No increase by 2030; 1.32 percentage point increase by 2040.

Policy Option 2(a): As per Policy Option 2 but also reflecting an increase in the age exemption limit to age 70

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Class A Employer and employees No increase by 2030; 1.07 percentage point increase by 2040.

Policy Option 3: As Policy Option 1 but with Class S rate increasing to Class A employer rate by 2040

Self-employed (Class S) Increase from 4% to Class A employer rate by 2040

Class A Employer and employees No increase by 2030; 0.83 percentage point increase by 2040
Table 1.9 Impact on PRSI under each Policy Option examined — scenario of Ukrainian conflict continuing

12
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In tables 1.10 and 1.11 we have summarised the potential impact of shocks on the Fund
reflecting a shock against (i) the “base case” i.e. existing legislative basis and (ii) the base case
reflecting “agreed changes” recently announced by the Minister and described in Appendix 8
coupled with the “smoothed earnings” approach to indexation. The “smoothed earnings”
approach to indexation is anticipated to result in SPC increasing from its current 32% of
average earnings (excluding irregular earnings and overtime) to 34% by 2024. The
“accumulated deficits” in Table 1.10 is the summation of the opening surplus plus annual
surplus / shortfalls each year. It is equivalent to the projected surplus by year end 2022 of €2.7
billion plus the net present value of the future shortfalls at a 0% real discount rate.

Option ‘
Agreed Changes & Agreed Changes &
No change/As-is “smo_othe’::i smoothed earni“ngs

earnings approach plus “full
indexation projection period”
approach PRSI Rate Increases

@ Base Case (498.5) (475.5) 0.0

= Base Case plus Ukraine

% Shock (536.8) (513.8) (48.9)

- Base Case p_Ius multi- (526.7) (503.9) (29.0)

o year Recession

‘s Base Case plus Ukraine

= and Multi-Year (566.1) (543.3) (79.0)

S Recession

w Base Case plus

= Ukraine, Multi-Year

3 Recession and lower (1,015.7) (993.0) (689.6)

= long term growth

Table 1.10: Accumulated deficits (€ billions) at the end of the projection period (2076)

Further detail on the potential impact of shocks on the Fund in terms of accumulated deficits
and years in which the Fund is projected to enter deficit is included at 9.6.10.

Option ‘
Agreed Changes & Agreed Changes &
No change/As-is smo'othe’fi smoothed earnl“ngs

earnings approach plus “full
indexation projection period”
approach PRSI Rate Increases

a Base Case 2043 2032 2077

E Base Case plus Ukraine 2041 2031 2042

S Shock

> Base Case p_Ius multi- 2024 2023 2023

o year Recession

= Base Case plus Ukraine

g and Multi-Year 2024 2023 2023

S Recession

w Base Case plus

(@] i i-

S Ukralne_, Multi-Year 2024 2023 2023

IS Recession and lower

= long term growth

Table 1.11: First year in which the Fund enters deficit / the surplus is depleted

A wide variety of stress tests and scenarios have been analysed and summarised in Chapter
9 and Appendix 8.
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2 Introduction and Scope

This chapter includes:
e Legislative background and scope of the Review
e Contents of the Review

e Explanation of the projected figures in this Review

2.1 Background to this Review

The Social Welfare Consolidation Act, 2005 makes provision for the carrying out of actuarial
reviews of the Social Insurance Fund at five yearly intervals.

The first Actuarial Review of the Social Insurance Fund (“Fund”) was completed in 2002 (with
an effective date of 2000), with the most recent review carried out in 2017 with an effective
date of 2015.

Following a public tender process, the Department requested KPMG to prepare the fifth
actuarial review (“2020 Review”). It is anticipated that this Review will provide information to
the Department to assist short, medium and long-term policy development in relation to the
social insurance system generally.

The 2020 Review builds on the findings of the 2000, 2005, 2010 and 2015 Reviews and
incorporates all legislated changes expected to impact on the Fund over the course of the
projection period (the 55-year period from 2021 to 2076).

The 2015 Review base case reflected legislated for reforms at that time and this approach
was taken for consistency with the new EU reporting requirements of Social Security benefits.
At this review we were requested to examine the base case reflecting the current legislative
environment but also a second scenario reflecting anticipated reforms arising on foot of the
outcome of the Pensions Commission report and the subsequent debate arising.

A report is required to be made to the Minister for Social Protection on completion of each
Review, and a copy of the report is to be laid before each house of the Oireachtas within 6
months of the completion of the Review.

2.2 Challenges facing the Social Insurance Fund

The challenges facing the Fund and in particular the pension related expenditures are mirrored
by many social security programs internationally and have been well documented. The age
structure of the Irish population (similar to many countries in the EU) is projected to
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dramatically change in the coming decades due to the dynamics of fertility, life expectancy,
and migration rates. The pensioner support ratio underpinning the population projections used
for the purpose for this Review is expected to reduce from 4.4 at 2020 to 3.6 by 2030 and 2.9
by 2040. The challenge with the increasing number of upcoming pensioners against a
backdrop of a smaller cohort of contributors is that the State pension continues to be paid at
a level so as to ensure recipients maintain a standard of living, cognisant of “at risk of poverty”
thresholds.

Political decisions are being planned, considered and/or made in order to meet these
challenges. A Commission on Pensions was established in 2020 which reported in 2021. At
this Review we were instructed to provide an update and refinement to a number of
sustainability package recommendations made by the Pensions Commission in light of
updated 2022 data and reflecting the debate post publication.

2.3 Scope of work

The full scope of work was set out in the Request for Tender (“RFT”) document issued by the
Department in January 2022. Our Review addresses each of the requirements therein.

The principal output of the Review relates to projections of income and expenditure of the
Fund over the short, medium, and long term (up to 2076). The projections were carried out
using a principal or “base case” set of assumptions about the future (reflecting current
legislative requirements and alternative Pensions Commission scenarios), and also a wide
range of alternative assumptions.

Other policy scenarios examined included an extension of illness and other benefits to the
self-employed and the costings associated with increasing benefits payments at varying
indexation levels.

As with previous reviews, a key component of the exercise involved the calculation and impact
of:

— “breakeven contribution rates” (multiples of current PRSI contributions required to
balance income and expenditure);

— varying subvention (transfers from the Exchequer) amounts;

— combination of multiples of current PRSI contributions and Exchequer subvention
amounts.

In addition to the core income and expenditure projections, the Review examines a range of
“value for money” indicators for a number of different contributors to the Fund.
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2.4 Guide to this Review

A guide to the remainder of this Review is set out in Table 2.1 below.

Chapter Title

Recent developments

Chapter 3

in relation to the Fund

Description

Outlines effected and proposed changes to the income
and benefits paid by the Fund and the timeframe for the
introduction of these changes

Chapter 4

Data used in the
Review

Main categories and sources of data used in the
Review

Chapter 5

Methodology and
Assumptions

Introduction to the methodology and assumptions
employed in our assessment of the projected income
and expenditure of the Fund

Description of how individual contribution and
expenditure items were modelled as part of this Review

Chapter 6

Population and Labour
Force Projections

Population Projections — information received and
analysis

Assumptions underlying the population projections
Labour Force Projections — information received and
analysis

Changes to the population projections since 2015
Review

Observations relating to the ageing of the population

Chapter 7

Base Case Results

Projections of the level of income and expenditure up to
2076. We highlight the shortfall that arises in 2022 real
terms and as a percentage of GDP, GNI*

Break-even contribution rates needed to meet the total
expenditure for a range of future time periods
Comparison over the projection period of overall
expenditure of the long and short-term benefits
Discounted value of the sum of the future projected
shortfalls of the Fund

Comment on sustainability

Chapter 8

Comparison with 2015
Review

Principal differences between this Review and the 2015
Review in the areas of assumptions, data, and enacted
changes to benefit entittements and PRSI rates.

Chapter 9

Sensitivity and
Scenario analysis

Projections on variant demographic assumptions
Projections on variant economic assumptions
Projections on variant labour market assumptions
Impact of various shocks as compared with base case
including due to prolonged fall-out from conflict in
Ukraine

Summary of accumulated deficits in the Fund and the
year in which the Fund enters deficit under a variety of
shocks

Chapter 10

Policy Impacts

Pensions Commission analysis

Pensions Commission package 1 updated and with
small modifications (“Policy Option 1”)
Policy Option 2, Policy Option 2(a), Policy Option 3

Full projection period scenario

A linear progression of PRSI rates over the full
projection period which allows for opening surplus and
calculated such that accumulated deficit is zero in 2076
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Title

Chapter Description
Policy Options for benefit indexation
— In line with Consumer prices (CPI)
— Inline with real earnings growth index
— Inline with “smoothed earnings” approach
— Average earnings with and without irregular earnings
Class S (self-employed) costings / options
— Extension of lliness Benefit to Class S
— Extension of lliness and other ancillary benefits to
Class S.
— VFM differences by age, gender, early / late entrant,
Chapter 11 Value for money income band
analysis — Case studies / VFM impact on a variety of contributors
Appendix 1 How the Social
Insurance Fund works — Benefits and contributions to the Fund
Appendix 2 Accounts and short — Accounts of the Fund (2016 - 2020) with Department
term estimates (further) revised estimates included for 2021 and 2022
Appendix 3 Summary data received
and checks performed — Data provided and high-level checks performed
Appendix 4 Details on Homemaking — Review of allowance made for homemaking and Home
and Home Caring Caring periods assumptions
allowance
Appendix 5 Detailed projections on — Detailed individual expenditure and income projections
base case assumptions under the base scenario
Appendix 6 Choice of discount rate — Choice of discount rate for the actuarial review
assumption
Appendix 7 Smoothed earnings — DSP paper setting out smoothed earnings approach
approach to indexation
Appendix 8 Additional shocks — Shocks against the “alternative base case” reflecting
current PRSI rates
— Shocks against the “alternative base case” reflecting
PRSI rates calculated under the “full projection period”
scenario
Appendix 9 Scope of Services — Detailed scope as set out in the RFT
Appendix 10 Glossary — Glossary of Terms used
Appendix 11 Reliances and — Reliance and Limitations
Limitations

Table 2.1: Guide to the report
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Notes in relation to this Review

The projections are based on a wide range of assumptions about the future which are unlikely
to be borne out in reality. We would encourage readers to focus on the trends which emerge
over the projection period of the Review and on the relativities between various items of income
and expenditure rather than on the results for individual years.

In practice, actual experience is likely to differ from best estimates due to factors such as
changes in the economic environment, demographics, regulation, economic, operational, and
other factors. It must therefore be recognised that actual results will differ, perhaps materially,
from those inherent in the values given.

The assumptions are described in Chapters 5 and 6. Sensitivities to the key assumptions are
set out in Chapter 9. Policy impacts are considered in Chapter 10.

All figures are in 2022 real price® terms (i.e. net of Consumer Price Index inflation after 2022),
except for the 2021 figures which are provisional outturn actual cash amounts.

This Review complies with ASP PA-2%° version 1.2 effective March 2022 and with ISAP 211,

This Review should be read in its entirety, as individual sections, if read in isolation, may be
misleading.

Reliances and limitations are set out in Appendix 11.

9 Real price terms rather than real earnings terms were chosen having considered the merits / demerits of the two. Real price terms was used at the previous
review and therefore allows a straightforward comparison between reviews. ‘Real price’ terms is a more commonly adopted measure and more intuitive — it
reflects the purchasing power of a given monetary sum in the future.

10 Actuarial standard of practice PA-2, General actuarial practice.

11 International Standard of Actuarial Practice 2 relating to financial analysis of social security programs reflecting conformance changes adopted 1

December 2018.
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3 Recent developments in relation to the Fund

This chapter includes:
— Background to the Fund
— Recent changes to Fund expenditure, contributions, and payment rates

— Recent reforms and Government commitments to pension changes

3.1 Background to the Social Insurance Fund

The Fund is a pay-as-you-go (PAYG) social insurance scheme that is financed by contributions
from employees, employers, the self-employed, voluntary contributions and by a contribution
or “subvention” from the Exchequer when the cost of the benefits exceeds the contribution
income.

PRSI contributions are paid into the Fund. This Fund helps to finance the wide range of
contributory social insurance benefits, pensions and other payments. The primary long term
benefit from the Fund is the SPC, which is payable to persons who reach the State Pension
Age (currently age 66) and who satisfy the social insurance contribution conditions.

Legally the Exchequer is the residual financier of the Fund and Exchequer subventions were
the norm for over 40 years — for example in 1967 the Exchequer subvention was 38% of Fund
expenditure. However, no Exchequer contribution was required between 1997 and 2009 as
the Fund was in surplus on foot of contributions from employers, workers and the self-
employed in those years. In 2008, the current operating balance of the Fund moved into deficit
and the deficit accelerated rapidly in 2009 (€2.5 billion) and 2010 (€2.75 billion) as the
recession took hold. This meant that the accumulated surplus built up over 11 years was
exhausted in less than 3 years. In the years 2010-2013 inclusive sizeable Exchequer
subventions were made (averaging €1.7 billion over the period or just under 20% of
expenditure). The subvention fell significantly in 2014 and 2015. The Fund returned to a
surplus in 2016.

The Fund remained in surplus from 2016 to 2020 and no exchequer subventions were
necessary. However, in 2020 the Fund surplus reduced from €3.9 billion to €0.5 billion in a
year when Covid-related expenditure amounted to €3.7 billion. By 2021, the Fund was in deficit
again and a subvention of €3.8 billion was made with direct Covid-related expenditure in that
year estimated at €3.4 billion. In 2022, it is expected that the Fund will have a material surplus
of circa €2.7 billion based on the Revised Estimates for Public Services 2022 and reflecting
higher than expected PRSI receipts. The PRSI estimate reflects analysis of fiscal data “Monthly
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revenues and expenditures of all subsectors of general government” published by the
Department of Finance for each month in 2022 up to and including July. The estimate which
is subject to uncertainty given volatility in PRSI receipts month on month anticipates the
seasonal increase in PRSI observed in November as in previous years.

The vast majority (circa 65%) of PRSI contributors pay at Class A, with another circa 10%
paying at Class S (i.e. the self-employed) and circa 25% paying into the remaining PRSI
Classes. At a glance, Table 3.1 provides details of the benefit entittements available to each
of the PRSI Classes.

Benefit Entitlements by PRSI Class
S

PRSI Classes B C D I K M P Voluntary
Contributions

Adoptive Benefit

Carer’s Benefit

Guardian’s Payment (Contributory)
Health and Safety Benefit

lliness Benefit

Invalidity Pension

Jobseeker's Benefit

Jobseeker's Benefit (Self-Employed)

v

v v
v v v

N N N N
LR m
NN N N N

‘/*

Benefit Payment for 65 Year Olds

\

<S
<\

ANRNEN

Maternity Benefit
Occupational Injuries Benefit
Parent’s Benefit

v'* v v Vk*

\
<
<
<
<

Partial Capacity Benefit
Paternity Benefit

State Pension (Contributory)
Treatment Benefit

Widows’, Widowers’ and Surviving v v v v
Civil Partner’s (Contributory) Pension

Table 3.1: Benefits available by Class of PRSI Contributor
* Class B and P - limited benefit; ** Class M - limited circumstances; *** Not applicable to former Class B, C and D contributors.

‘/***

AN N N NN NN

ASRNRNEN
ASRNRNEN
AENENENENAN

v

3.2 Key legislative changes impacting since 2015 Review

Establishment of Pensions Commission

The 2020 Programme for Government provided for the establishment of a Commission on
Pensions: “to examine sustainability and eligibility issues with State Pensions and the Social
Insurance Fund. The Commission will outline options for Government to address issues
including qualifying age, contribution rates, total contributions and eligibility requirements.”

The Pensions Commission was established in November 2020 and submitted a report on its
work, findings, options and recommendations to the Minister in Autumn 2021.
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Unwinding of the SPA increase change in Social Welfare Act 2020

The Social Welfare and Pensions Act 2011 provided for the abolition of the State Pension
(Transition) at age 65 with effect from 2014. The legislation also provided that the State
Pension Age would increase from age 66 to age 67 in 2021 and to age 68 in 2028.

The Social Welfare Act 2020 repealed the legislative provisions increasing the State Pension
Age (“SPA”). The increase in the SPA, previously planned to take effect on 1st January 2021,
was deferred and remains at 66.

Social Welfare, Pensions, and Civil Registration Act 2018

Section 9 of the Social Welfare, Pensions, and Civil Registration Act 2018 introduced a Total
Contributions Approach (“TCA”) including new “Home Caring Periods” of up to 20 years in
order to address anomalies from the yearly averaging system.

The TCA calculation option with substantial Home Caring Periods is currently available to all
people who reach state pension age after 1st September 2012, when the revised rate bands
took effect, and the "better of” the TCA and “yearly average” entitlement is paid.

3.3 Further detail on changes to benefit entitlements

New approach for calculating SPC — TCA approach

The intention per the National Pensions Framework published in March 2010 was that a TCA
approach which ensures that a person’s pension payments reflect more fully and fairly a
person’s lifetime contributions history, would replace the “yearly average” approach for all new
State Pension (Contributory) applicants from around 2020 onwards.

Under the TCA, subject to satisfiying the minimum qualification conditions?, a person who has
accumulated 40 years of paid and credited social insurance contributions will qualify for the
maximum rate of SPC with proportionally lower rates payable to people with fewer
contributions. Home Caring Periods of up to 20 years (including periods prior to 1994) can be
applied for under the TCA. The TCA calculation is based on the totality of a person’s paid and
credited social insurance contributions history prior to SPA, including the Home Caring
Periods. Credited contributions are capped at 520 (10 years) and the aggregate of Home
Caring Periods and credited contributions cannot exceed 1,040 (20 years).

12 Other qualifying conditions for the scheme are unchanged e.g.a person must have commenced paying PRSI before age 56 and for those reaching SPA

after 6 April 2012 there remains a requirement to have 520 paid PRSI contributions (10 years’ contributions). The requirement to have commenced

paying PRSI by no later than age 56 also remains.
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The option of applying for a means tested non-contributory pension, which can pay up to 95%
of the maximum contributory rate remains in place. Currently, over 70% of all non-contributory
pensions are paid at the maximum rate.

“Better of” formula which can apply to all those reaching SPA on / after September 2012

The level of benefits awarded on application for SPC is broadly determined by paid and
credited contributions. For the State Pension (Contributory), on application at State Pension
Age, applicants satisfying the qualifying conditions are awarded some proportion of the
maximum rate of State Pension (Contributory), currently €253.30 per week (2022).

Prior to the introduction of the “better of” formula, a person’s pension entitlement on reaching
SPA was calculated using a “yearly average” approach (only).

Under the “yearly average” approach, the total number of contributions paid/credited at
pension age is divided by the number of years between entering insurable employment and
the last full year before pension age is reached. Entire calendar years with absence of
contributions due to homemaking (after 1994) can be disregarded in the calculation of state
pension rates, up to a maximum of 20 years. Entitlement is then banded with a yearly average
of 48 required for a full rate pension. (Separate arrangements apply for those who reach
pension age while on a Widow's, Widower's or Surviving Civil Partner's (Contributory) Pension
or Invalidity Pension.) There are a number of pro-rata pensions, which were introduced
because of the exclusion of some people from the social insurance system at particular times.

Table 3.2 shows the relationship between the yearly average number of contributions and pro-
rata pensions for applicants after 1 September 2012:

48 or more 100%
40-47 98%
30-39 90%
20-29 85%
15-19 65%
10to 14 40%

Table 3.2: Relationship between yearly average contributions and pension rates for post 2012 SPC applicants

The rate of SPC payable is the greater of that person’s entitlement under the “yearly average”
and their entitlement under the TCA as described above.

Benefit Payment for 65 Year Olds

From 25 January 2021 a benefit payment for 65 Year Olds!® is available for people between
65 and 66 years who are no longer engaged in employment or self-employment. Eligibility for

13 gov.ie - Benefit Payment for 65 Year Olds (www.gov.ie)
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the payment is determined by a person’s PRSI contributions. The rate of payment is €208 per
week (the same rate as Jobseeker’s Benefit) with an increase for qualified adults/children, if
eligible.

Invalidity Pension — extension to Class S

From 1 December 2017 those paying PRSI at Class S have the option of applying for Invalidity
Pension on a similar basis to those who are employees. The measure gives the self-employed
access to the safety-net of State income supports if they have a serious illness or injury that
prevents them from working. To qualify for an Invalidity Pension, a self-employed person or
employee must have:

— 260 PRSI paid contributions (Class A, E, H or S) since they started paying social
insurance and

— 48 PRSI paid or credited contributions (Class A, E, H or S) in the last complete
contribution year or the second last contribution year before the start date of a person’s
permanent incapacity for work.

Other benefits introduced / extended

A number of other benefits were introduced /extended since the 2015 Review was conducted
including Jobseeker's Benefit (Self-Employed), Parent's Benefit and Paternity Benefit. In
addition to the introduction of additional benefits, the qualifying criteria for the Treatment
Benefit Scheme has been adjusted to encompass more contributors to the Fund.

3.4 Changes to PRSI in recent years

There were a number of changes made to PRSI since the 2015 Review (which reflected the
position up to date of signing in 2017).

PRSI changes over Budgets 2018 — 2022 are summarised below:
2018

From 1 January 2018 the National Training Fund Levy (NTFL) increased and as it is collected
as part of the employer PRSI contribution, the employer PRSI rates increased as follows:

— 8.5% increased to 8.6%
— 10.75% increased to 10.85%
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2019

From 1 January 2019, employer PRSI contribution rates under Class A and Class H increased
by 0.1% to fund increases in the NTFL. The employer PRSI rates increased to 8.7% and
10.95% respectively. The Class A employee earnings threshold for charging the 10.95% rate
of employer PRSI increased to €386.

2020

From 1 January 2020, a further 0.1% increase in the NTFL increased employers PRSI rates
to 8.8% and 11.05%, respectively. From the 1 February 2020, the Class A employee earnings
threshold for charging the 11.05% rate of employer PRSI increased to €395.

2021

From 1 January 2021 the Class A employee earnings threshold for charging the 11.05% rate
of employer PRSI increased to €398.

2022

From 1 January 2022, the Class A employee earnings threshold for charging the 11.05% rate
of employer PRSI increased to €410.
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4 Data used in the Review

This chapter sets out the main categories and sources of data used in the Review.

4.1 Overview of data provided to perform Review

The data provided to us for the purposes of performing the Review can be categorised broadly
as follows:

— Information on contributions and benefits from the Department’s operational computer
systems, in particular the central records system.
— Financial data from:
- The Fund Accounts 2016-2020.
- Summary data provided in the “Statistical Information on Social Welfare Services
Annual report 2020” (“the Statistics Report”) and equivalent historic reports for 2016 to
2020;
- 2022 Revised Estimates and the provisional financial outturn for 2021 supplied by the
Department4,
— Macroeconomic and demographic data:
- Short term macroeconomic and demographic assumptions up to and including 2025
produced as part of the Stability Programme Update published in April 2022*°;
- Long term macroeconomic and demographic data used by the European Commission
as part of its 2021 Ageing Report®
— Benefit and contribution data for each line item in the SIF (discussed further below).

4.2 Utilisation of the data

The data is used in three main areas:

— As the starting point of the projections, the data, comprising population data, benefit
expenditure information and PRSI contribution information is summarised further in
Sections 4.3 t0 4.5.

— To assist in the choice of appropriate assumptions (although allowance is also made
for expected future trends which may not yet be reflected in statistics). Assumptions
are discussed further in Chapter 5.

14 2021 Provisional Financial Outturn and 2022 revised estimates included at this link: https:/assets.qov.ie/134267/96a8af61-
53f4-4fel-baab-4fa84aeel4f6.pdf

15 Assumptions included in the Stability Programme Update April 2022 at this link: https://assets.gov.ie/222651/994836b7-c9a9-
4557-9ecc-b66f8b0e23c4.pdf

16 2021 Ageing Report: https://ec.europa.eufinfo/sites/default/files/economy-finance/ip148_en.pdf
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— For comparison with the projections made at the previous Review with a view to
reconciling actual versus expected amounts.

4.3 Benefit data

For the SPC & WPC, we received the total number of recipients, claimants and beneficiaries
split by age, gender and scheme component type and rate band (where appropriate) for 2020.
We received granular data on new entries to SPC in 2018, 2019, and 2020, showing
entitlement by age / gender / SPC percentage rate.

For other benefits such as the Invalidity Pension, we received data but for each year from 2016
up to and including 2020. Details on total benefit payments from 2016-2020 were accessed
from the Statistics Reports.

For all the significant benefits we received details of recipients at each age and gender and
appropriate rate band in 2020 and a 3, 4, or 5-year history. In addition:

— For Jobseeker’'s Benefit, we received data which was broken down into sub-headings
of scheme (e.g. Credits Only), duration, age, gender, and weekly average rate.
Included in this dataset was data relating to the Pandemic Unemployment Payment.

— For lliness Benefit, we received the total population of recipients in each year from 2016
to 2020, broken down by age and gender. For the year 2020, there was a further
disaggregation provided to reflect those in receipt of the ‘Continuous Duration’ lliness
Benefit (reflecting a closed and declining population) and those receiving lliness Benefit
for a maximum of 2 years.

4.4 Population and Labour Force data
4.4.1 Population data

Data for the population projections was taken from the 2019 based population projections
produced by Eurostat. These are the population projections which form the basis of the
published 2021 Ageing Report.

We assembled the following demographic data provided as part of the projections produced
by Eurostat for each individual year from 2019 and split by age and gender:

— Population projections;

— Migration numbers;

— Fertility rates;

— Mortality rates and resulting life expectancies.
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It was important to replicate the projections produced by Eurostat from one period to the next
in order to allow individual items (e.g. net migration) to be analysed and stress tested in our
alternative scenarios covered in Chapter 9.

In the 2015 Review, we overlaid the population data received with the population data from the
Census in 2016. As Census 2021 was deferred to 2022 due to Covid-19, in the absence of
revised population data from the CSO we have performed no similar overlay for this Review.

As part of the 2015 Review, we also made an adjustment to mortality and population
projections reflecting the CSO’s most recent projections. After considering the CSO’s most
recent projections (population and labour force projection study 2017-2051), it was decided to
utilise the data reflecting the Eurostat 2019 study only (which forms the basis for the
demographic assumptions of the 2021 Ageing Report), given the similarity between the two
data sources. Further discussion of mortality and analysis on sensitivity to this assumption is
included in Chapters 6 and 9.

4.4.2 Labour Force Data

Data for the labour force projections was taken from the 2019 labour force projections?'’
produced by the European Commission for the purposes of the 2021 Ageing Working Group
report.

The following demographic data split by age and gender was provided at individual years:

— Labour force numbers;
— Labour force participation rates;
— Employment and unemployment rates and numbers.

Further detail is provided in Chapter 6.

4.5 Contribution Data

Contribution data was provided by the Department. This data came in the following format:

4 5.1 PRSI Contribution Data

— Total PRSI contributions paid, total earnings and weeks of insurable employment in 2016,
2017, 2018, 2019 and 2020. The data was split by PRSI Class in order to allow us visibility

17 The end of the projection period for the labour force projections was 2070. In order to project to the end of the projection period
for the core actuarial review (i.e. 2076) we assumed that the rates in force in 2070 would remain constant thereafter. The
population projections on the other hand were available out to 2080 and therefore no assumption or extrapolation was required.

27



REVIEW OF THE SOCIAL INSURANGE FUND 31 DEGEMBER 2020 | Data used in the Review

of the breakdown across Class A, Class S, and Other. This data was used as the starting
point to project the PRSI contribution base into the future.

— Contribution history of datasets of contributors to the PRSI system reaching SPA in a range
of future sample years.

- Datasets using pseudonymised IDs for those who reached or are expected to reach
SPA in each year 2018-2030 including age, gender, PRSI Class, and earnings.

Each dataset of those reaching SPA within a given year included a summary of PRSI history
(contributions and credits) for each individual along with the start year of contributions. The
data received enabled us to quantify the SPC entitlement using the yearly average (“YA”), the
TCA entitlement and also the “better of” the two, as was used for the purposes of the base
case calculations and reflected in the modelling.

4.5.2 Home Caring Periods Data

We received datasets for those reaching SPA in each year 2018-2030. These datasets
contained a detailed contribution and credit history of individuals by year of contribution with a
data point for each year of contribution. Age, gender, number and class of contribution and
credits by year, along with an additional indicator for caring period was included in these
datasets.

4.6 Verification of the data

A summary of key data received and a high-level description of checks performed is set out in
Appendix 3. KPMG performed a variety of reasonableness checks on the data for consistency
with other sources. However, KPMG does not accept responsibility for any inaccuracies in the
data supplied.
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5 Methodology and Assumptions

This chapter looks at the methodology used at this Review for the various line items
with a focus on the most material items

5.1 Methodology

The starting point for the expenditure projections was the 2021 and 2022 estimates of income
and expenditure based on the data contained in “Further Revised Estimates for Public
Services” provided by the Department. The starting point for the income projections was an
estimate of overall PRSI for 2022 reflecting information in monthly fiscal data published by the
Department of Finance up to and including July 2022.

From 2023 onwards the approach to projecting future income and expenditure was as follows:

— Macroeconomic and demographic assumptions were analysed and agreed with the
Department to form the basis of our projections for the population, labour force and
macroeconomic variables affecting the Fund (e.g. real earnings growth).

— We gathered the relevant data on the Fund and analysed and cross-checked this data
with various sources of information for consistency. (Details of the variety of checks
performed on the data are included in Appendix 3).

— We developed a detailed projection model to project the future population structure as
well as the future expenditure on benefits (both long term and short term) and
contributions to the Fund.

— For each benefit category we separately modelled the expected number of recipients
(taking account of our modelled population structure) and associated benefit
expenditure.

— We aggregated the results of each benefit by category and compared with projected
PRSI contributions in each future year to provide an overall picture of the costs
emerging through time

Chapter 6 provides more detail on the population and labour force projection methodology.

5.2 Assumptions

5.2.1 Introduction

A significant number of assumptions were required to project the future development of the
Fund over a 55-year period.
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The base case macroeconomic assumptions are consistent with the assumptions used by the
Department of Finance for current projection purposes and public policy.

For the base case, we have used the 2022 estimates for income and expenditure as described
at section 5.1 and 2023 - 2025 short term projections set out by the Department of Finance in
the Stability Programme Update (“SPU”) of April 2022. The assumptions underpinning the
long-term projections (2026+) were based on projections by the European Commission and
forming the basis of the 2021 Ageing Report.

Thereafter, the demographic assumptions and macroeconomic assumptions from 2026
onwards are as per those used in the Ageing Report. Further detail on all demographic
assumptions is set out in Chapter 6.

We have considered the reasonableness of the assumptions as a whole and consider the base
case assumptions to be reasonable for the purposes of the Review.

5.2.2 Assumptions required
The main categories of assumptions used in the Review are as follows:

— Demographic and labour force assumptions
— Macroeconomic assumptions

— Assumptions about the rules and rates prevailing (e.g. ceilings and thresholds for PRSI
purposes)

— Scheme specific assumptions e.g. the numbers qualifying for SPC and at varying rate
bands for each future year, which in turn requires an assumption about the typical PRSI
contribution record at SPA (i.e. a total number of paid and “credited” contributions
historically and into the future).

The following sections deal with each of these in turn.
5.2.3 Demographic and Labour Force Assumptions

The demographic assumptions coincide with those used for the purposes of the 2021 Ageing
Report with an overlay of employment growth rates for the years 2023 - 2025 as set out in the
SPU. Full details are provided in Chapter 6.

30



REVIEW OF THE SOCIAL INSURANGE FUND 31 DEGEMBER 2020 | Methodology and Assumptions

5.2.4 Macroeconomic Assumptions

Table 5.1 summaries the main macroeconomic assumptions used in the base case:

Assumption (%)

Year Real GDP gﬁ?l Pr.ice Real Earnings Unemployment Employment

Growth Inflation Growth Rate Growth

Growth

2023 4.4 3.1 3.0 23 5.4 21
2024 4.0 3.2 2.2 2.2 5.2 1.7
2025 3.8 3.3 21 21 4.9 1.7
2026-2030 1.7 1.7 2.0 1.3 6.6 0.9
2031-2035 1.8 1.8 2.0 1.2 6.8 0.7
2036-2040 1.8 1.8 2.0 15 6.7 0.3
2041-2045 1.7 17 2.0 15 6.6 0.1
2046-2050 1.6 1.6 2.0 15 6.4 0.0
2051-2055 1.6 1.6 2.0 15 6.4 0.1
2056-2060 1.7 17 2.0 15 6.4 0.1
2061-2065 1.6 1.6 2.0 15 6.4 0.1
2066-2070 15 15 2.0 15 6.4 0.0
2071-2076 15 15 2.0 15 6.4 0.0

Table 5.1: Assumptions used for the base case reflecting SPU 2022 for short term, 2021 Ageing report thereafter

Notes:

The price inflation assumption shown above 2021-2025 corresponds with the harmonised index of consumer prices (HICP) metric,
CPI thereafter.

The figures from 2026 onward are grouped in 5-year age bands (in the main — apart from last band which includes 6 years)

Real earnings growth is assumed to coincide with labour productivity per worker.

Unemployment rate shown for AWG relates to 20-64-year-old.

Employment growth rate refers to the growth in total employment numbers for both SPU and 2021 Ageing report projections.
Source: Department of Finance and European Commission.

5.2.5 Adverse scenarios

The Department of Finance’s central scenario set out in the SPU document is calibrated on
the assumption that the fallout from the conflict in Ukraine slows, rather than de-rails, the
economic recovery triggered by the full-elimination of pandemic-related restrictions. In relation
to the latter, a key building block of the projections is the assumption that the pandemic remains
in check.

As can be seen from table 5.1, there is a significant step change in the assumptions before
and after 2026. This is the point at which the short and medium-term assumptions in the SPU
are replaced by the longer-term projections of the Commission forming the basis of the 2021
Ageing Report.

Impact of conflict in Ukraine

The ESRI, in their Spring update of 2022, identified the ongoing crisis in Ukraine as a major
concern to the Irish economy.
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“The fallout from the recent invasion of Ukraine by Russia will, amongst other issues, further
exacerbate inflationary pressures, which have already been evident in the economy. Any rise
in inflation will pose significant challenges for households in terms of the cost of living. It also
poses major questions concerning the future sources of energy used across Europe.”

We have looked at the possible implications of the conflict and the implications of a multi-year
recession to the Fund through scenario testing discussed further in Chapter 9.

5.3 Receipts Projections

For the projection of PRSI contribution income, the actual 2020 PRSI database was used in
respect of Class A contributions and 2019 PRSI database was reflected in the projections for
the Class S. In general, self-assessed tax returns for a given year are due on the 31st of
October of the following year and processing of these returns is not fully completed by Revenue
until several months later. This meant that self-assessed 2020 data was not fully available at
the time of conducting the principal data analysis for this Review. In addition, the Department
provided us with the 2021 and 2022 estimates of PRSI receipts. The following steps were
performed in order to project future PRSI income:

— A split of PRSI contribution income by Class and gender, age and earnings band was
provided.

— New contributors in the future are assumed to join either PRSI Class A (employed) or
Class S (self-employed). From the 3.6 million records in the 2020 PRSI database we
note the numbers in these two Classes account for 65% (2.4 million) and 10%
(>350,000) respectively of the total PRSI contributors.

— We have assumed that for any given age and gender the proportion in Class A and
Class S will remain constant.

— PRSI Classes B, C, and D (public servants employed prior to the 6th of April 1995)
were grouped together and as there are no new entrants joining this category are
expected to decline in number gradually until 2037 (the youngest joining in 1995 were
assumed to be 18 reaching retirement age of 60 by 2037). [New hires in the public
sector since 1995 are PRSI Class A contributors.]

— A number of financially immaterial social insurance Classes were grouped with PRSI
Class A contributors for simplicity.

— In projecting future contributions, average earnings within each band, contribution
ceilings and thresholds were increased annually at the assumed earnings growth rate.

The current PRSI contribution rates were assumed to remain constant throughout the
projection period in the base case. Projections of income arising from alternative PRSI rates
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which the Department requested us to model, reflecting on the recommendations from the
Commission on Pensions, are outlined in Chapter 10.

5.4 Benefit Projections

5.4.1 Introduction

For each of the main benefit types the benefit amount and number of claimants were projected
separately — there is detailed commentary below for each benefit category. Benefits are
projected to increase in line with assumed real earnings growth from a base reflecting the rates
in force in 2022.

As instructed, we have analysed alternative indexation options for benefits in Chapter 10.

Our modelling reflects all legislated for policy changes affecting expenditure including the
repeal of the 2011 measure intended to increase the SPA from 66 to 67 in 2021 and 68 in
2028.

Figure 5.1 illustrates the proportion of total 2019 SIF expenditure represented by each major
expenditure category'®. We have used the 2019 data to illustrate the following proportions due
to the distortions caused by the Pandemic Unemployment Payment (“PUP”) in the 2020 and
2021 data.

Breakdown of SIF Expenditure
by Expenditure Type

m Administration
Non-Pension Schemes

m Pension Schemes

Figure 5.1: Expenditure by type; Source: Social Insurance Fund accounts 2021 and KPMG analysis

18 “pension expenditure” for this purpose includes SPC, WPC, Household Benefits Package
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In order to contextualise the modelling and the level of detail reflected for some of the bigger
expenditure types we have set out in the following table the expenditure items in 2019 in
descending order of magnitude.

Largest Fund schemes by type 2019

. % of Total SIF
Scheme Expenditure (€Bns) Expenditure
State Pension (Contributory) 5.603 56.0%
Widow(er)’s or Surviving Civil Partner’s (Contributory) Pension 1.559 15.6%
Invalidity Pension 0.728 7.3%
lliness Benefit 0.606 6.1%
Jobseeker's Benefit 0.346 3.5%
Household Benefit Package 0.275 2.7%
Maternity Benefit 0.267 2.7%
Administration Expenses 0.230 2.3%
Treatment Benefit 0.101 1.0%
Disablement Benefit 0.073 0.7%
Deserted Wife's Benefit 0.072 0.7%
Carer's Benefit 0.043 0.4%
Other 0.112 1.0%
Total 10.015 100%

Table 5.2: Largest SIF schemes by type based on 2019 data included in the Fund accounts

5.4.2 Pension Benefits

State Pension (Contributory) (circa 56% of the 2019 Fund expenditure)
Existing 2020 pensioners and expected future new beneficiaries were modelled separately.
Existing Recipients

The Department provided us with the number of recipients of SPC payments during 2020
(across the entire SPC scheme and in respect of new entries). This was split by age and
gender and rate band. We were also provided with the number of claimants and the associated
total expenditure for each rate band at the end of 2020 which allowed us to calculate the overall
weighted average annual pension payment for 2020.

The number of future claimants at each age for each year was projected based on the number
of claimants at the end of the previous year and allowing for the probability of survival.
Combining the number of claimants and the projected future average annual benefit amounts,
allowed us to project the expenditure for existing pensioners for each future year.

New Pensioners

In order to project the cost of future new claimants, we estimated (i) the numbers qualifying for
SPC in each future retiring year and (ii) the amount of SPC each new claimant would qualify
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for based on PRSI record history. The amount of SPC each new claimant would qualify for
was modelled reflecting the “better of” formula.

Numbers qualifying / claiming SPC

To estimate the numbers claiming SPC, we examined our retiring samples at each future year
(e.g. for those reaching SPA in 2025 we examined all those with date of birth 1959 in the PRSI
database who were due to reach SPA in 2025, aged 66). We then checked to ascertain how
many individuals in this sample would have firstly qualified for SPC (at any level) — in the main
this involved checking for the numbers with at least 520 “paid” contributions. An adjustment
was also made for those who qualify but instead claim from schemes, such as Widow (er’s)
Contributory Pension, making them ineligible for SPC. Overall, we found that in 2020, 95.4%
of males and 90.5% of females qualifying for SPC actually claimed the benefit. We retained
the assumption of 95.4% and 90.5% of potential qualifiers actually claiming the benefit for
future years.

Reaching SPA in each year 2020 2025 2030 2040%°

Population male = SPA 23,772 26,418 28,917 34,989
Male Claimants 18,842 21,519 26,503 32,016
Claimants (as % of male population) 79% 81% 92% 92%
Population female = SPA 24,342 27,418 30,051 36,266
Female Claimants 14,939 17,979 21,845 26,474
Claimants (as % of female population) 61% 66% 73% 73%
Population total = SPA 48,114 53,836 58,968 71,255
Total Cl_aimants (as a % of total 70% 73% 82% 82%
population)

Table 5.3: Projected SPC claimants (as a % of population) at various spot years. Population of 66 year-olds in a given year is
approximated by taking 65 year olds at 1 January of a given year.

Numbers qualifying at varying SPC rate levels

To estimate the numbers in receipt of SPC at varying levels we used the full contribution history
provided by the Department for each cohort reaching SPA to estimate the projected total
pension entittements. An assumption was needed about contribution careers (the level of
contributions and credits which individuals would likely make between the Review date and
State Pension Age) and here we assumed that individuals would continue to contribute/receive
credits in line with the average rate of contributions they had made over their career to date.
This allowed the calculation of a projection of the total contributions and yearly average

19 In Table 5.3, the number of male claimants from 2040+ is assumed to remain constant at 92% of the 66 year old male population which reflects the
number of potential qualifiers times the 95.4% rate of claim. Similarly for females, the number of female claimants from 2040+ is assumed to remain constant

at 82% of the 66 year old female population which reflects the number of potential qualifiers times the 90.5% rate of claim.
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contributions in respect of each member which then allowed us to calculate the corresponding
rate of SPC entitlement.

The pension entitlement of each sample member for a given retiring year was then used to
estimate the weighted average pension entitlement for the entire retiring sample for each (spot)
year split by gender. We calculated rates of pension for each retiring individual for each of the
first 10 years of the projection period (2021-2030) and thereafter at 10 year spot years
interpolating between yeatrs.

For each future year, we looked at the new claimants reaching pensionable age in that year.
In the first year of pension payment, the cost of benefits is the number of projected claimants
at pensionable age in that year (see Table 5.3) multiplied by the weighted average pension
payment. Allowance has been made for those on Invalidity Pension on the day before reaching
SPA to transfer across to SPC at the 100% level.

The number of these claimants in receipt of this pension in each future year reflects the
probability of survival from one year to the next. Average pension payments are increased in
line with real earnings growth which when multiplied by the number of projected claimants
gives the total expenditure for each future year.

Homemaking data and associated assumptions made

Given the introduction of the TCA formula for calculating SPC entitlements since the 2015
Review, Home Caring periods now form an important part of the entitlement for some. A full
description of the approach to assumptions made for Home Caring periods is set out in
Appendix 4.

Increase for qualified adult (“IQA”)

We have maintained the same methodology as the 2015 Review for this increase and reflect
declining proportions expected to qualify for IQA in the future. This reflects the expectation that
as increasing numbers of individuals qualify for SPC in their own right given improving records
fewer will have a need for the means tested IQA. The rate of assumed decline in the increase
for a qualified adult is equal to the inverse of the improvement seen in the proportion of females
qualifying for SPC. Updated data following a control survey by the Department was received
for this variable which showed the IQA was lower than indicated at the 2015 Review.

Widow(er)’s and Surviving Civil Partner’s (Contributory) Pension

We were provided with the number of recipients of this pension split by age and gender for
2020. This was used to calculate distribution rates of those in receipt of Widow(er)’s pension
at each age, i.e. the number of people receiving the pension at each age and gender, divided
by the total population level for that gender in 2020. These distribution rates were assumed to
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be constant for each future year and were applied to projected population levels giving the
number of claimants in each year by age and gender.

An estimate of the number of recipients at each rate group was also provided. This was given
for personal rate claimants and qualified children. An estimate of the number of qualified
children and the average rate for a qualified child was also provided. From this we derived the
weighted average personal pension amount.

For each future year, we combined the future claimant numbers with the average personal rate
for each age and gender to calculate the total projected expenditure.

5.4.3 Working Age - Employment Supports

Detailed analysis was performed given the number of changes in the working age income
support expenditure of the Fund in recent years primarily driven by the reduced number of
Jobseeker’'s as compared with the 2015 Review.

Jobseeker’s Benefit (Circa 4% of the total expenditure of the Fund in 2019)

To calculate the expenditure for each year we modelled the number of claimants and the
amount of this benefit over the projection period.

We were provided with the number of recipients of this benefit split by age and gender and
also duration for 2021 and the preceding six years. This was used to calculate incidence rates
of those in receipt of Jobseeker’s Benefit at each age, i.e. the number of people receiving the
benefit at each age and gender, divided by the total unemployment numbers for that age and
gender.

For each future year, we combined the future claimant numbers with the average personal
benefit for each age and gender to calculate the total projected expenditure.

Deserted Wife’s Benefit (<1% of the total expenditure of the Fund in 2019)

This benefit is no longer available to new claimants, so it is expected that the total costs for
this benefit will decline over time. The number of future claimants at each age for each year
was projected based on the number of claimants at the end of the previous year and allowing
for the probability of survival.

Maternity Benefit (Circa 3% of the total expenditure of the Fund in 2019)

Future recipients were projected by reference to the expected number of births to female labour
force participants based on 2020 incidence rates. The average benefit payable was estimated
from the 2020 data and projected through time in line with real earnings growth assumption.
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lliness, Disability and Carers Benefits
lliness Benefit (Circa 6% of the total expenditure of the Fund in 2019)

We were provided with projected lliness Benefit amounts by the Department from 2016-2020
and were given statistics on the number of claimants who were in receipt of the benefit for
more than 2 years. For those in receipt of lliness Benefit for longer than 2 years we assumed
that this was a closed population, declining over time. We therefore projected the number of
recipients allowing for the probability of survival of this group of claimants.

For the individuals with claims of less than 2 years duration we were provided with the number
of recipients of this benefit split by age and gender for 2016-2020. The average number of
claimants by year over the years 2017-2020 was used to calculate incidence rates (as a
proportion of the labour force reflecting the qualification requirements) of those in receipt of
lliness Benefit at each age, i.e. the number of people receiving the benefit at each age and
gender, divided by the total labour force for that gender in 2020. The average incidence rate
was used to offset any slight variations or distortions in a normalised rate of expenditure due
to the Covid-19 pandemic. These incidence rates were assumed to be constant for each future
year and were applied to projected labour force levels giving the number of claimants in each
year by age and gender.

Invalidity Pension (Circa 7% of the total expenditure of the Fund in 2019)

The number of recipients of Invalidity Pension by age and gender was projected to increase
each year in line with labour force population changes (given the qualification conditions) times
real earnings growth rates.

We separately considered the remaining lliness Benefit beneficiaries with greater than 2-year
duration i.e. those that had been on lliness Benefit pre 2014. On balance we decided not to
include them as additional entries to Invalidity Pension in future years as we expect that most
of them will transition into SPC and would have already transferred to Invalidity Pension where
this was a viable alternative.

Other smaller benefits
Other smaller benefits were generally projected in line with labour force growth rates times real

earnings growth.

5.5 Administration Costs
Administration Costs (2% of the total expenditure of the Fund in 2019)

As administration costs are a relatively small proportion of the total expenditure we have
assumed as a practical expedient that they will increase in line with real earnings growth.
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6 Population and Labour Force Projections

This chapter:

— describes population projections - information received and analysis

— outlines the assumptions underlying the population projections

— describes the labour force information received and analysis

— provides commentary on a range of matters associated with the ageing of
the population

6.1 Population Projections

6.1.1 Assumptions

The principal assumptions we used for the base case and for developing population projections
are those adopted in in the 2021 Ageing Report prepared by the Ageing Working Group
(“AWG”), a Report prepared by the European Commission (DG ECFIN) and the Economic
Policy Committee (EPC). The AWG report reflects economic and budgetary projections for the
EU Member states (2019-2070). The latest Eurostat population projections (EUROPOP 2019)
underpin the assumptions feeding into the AWG. Key inputs into the population projections are
fertility rates, mortality assumptions, migration assumptions and we comment on each in turn.

In the 2015 Review the population projections were overlaid with the results of the Census
2016. However, the 2021 census was deferred to 2022 due to the COVID-19 pandemic and
therefore no such population overlay will be employed at this Review due to lack of availability
of updated data. In some of the tables that follow figures are provided to 2070 rather than 2076
being the end of the projection period reflecting the source data in the 2021 Ageing Report.

6.1.2 Analysis of the Population Projections

Based on these assumptions, we present in Table 6.1 some summary details of the projected
population and its structure out to 2076. Note that the projection from 2020 to 2070 is based
on the 2021 Ageing Report (“AWG”) projections and the projection from 2070 to 2076 is taken
from the base case projections. The overall population is forecast to rise from 5 million in 2020
to 6.57 million in 2076, an increase of 31% over 2020 levels.
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Age Group 2020 2030 2040 2050 2060 2070 2076
0-19 1,331 1,305 1,316 1,367 1,356 1,339 1,348
20 - 65 2,990 3,300 3,424 3,389 3,437 3,449 3,433
66 + 680 922 1,183 1,469 1,613 1,712 1,793
Total 5,001 5,527 5,923 6,225 6,406 6,500 6,574
I I I R I

0-19 27% 24% 22% 22% 21% 21% 21%
20 - 65 60% 60% 58% 54% 54% 53% 52%
66 + 14% 17% 20% 24% 25% 26% 27%
Pensioner Support Ratio 4.4 3.6 29 2.3 2.1 2.0 1.9

Total Support Ratio 15 15 1.4 1.2 1.2 11 11

Table 6.1: Population Structure 2020 to 2076 (000s); base case assumptions. Note the population projection for 2020-2070 are
taken from 2021 AWG projections and the projection from 2070 to 2076 are taken from base case projections

6.1.3 Changing population structure

The age-structure of the population is projected to dramatically change in the coming decades.
The population is projected to be much larger than it is now, it is also expected to be much
older.

The proportion of the population aged 66 and over is projected to rise from 14% in 2020 to
24% in 2050. In 2020 there were circa 4.4 workers for every individual over age 66 and this
reduces to circa 2.3 workers for every individual over age 66 by 2050, further declining to 1.9
workers by 2076.

The pensioner support ratio is a key measure of the ability of the Fund to meet its obligations
in the future as contributions by and on behalf of the working population plus general taxation
are necessary to finance the benefits paid to those over SPA in the absence of any material
level of prior funding.

Number of people of working age

Pensioner Support ratio =
pp Number of people over pension age

Figure 6.1 gives a more detailed breakdown of the actual 2020 and 2050 projected populations
by gender and age category. A population “bulge” at the age groups 35-50 can be clearly seen
in the 2020 chart and explains the dramatic reduction in the projected pensioner support ratio
between now and 2050, thereafter expected to decline more gradually.
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Figure 6.1: Comparison of the 2020 and 2050 population by gender and age category

6.1.4 Support ratios and dependency ratios

A chart of the progression of the pensioner support ratio can be seen in Figure 6.2. A steep
decline is observed between 2020 and 2050 thereafter reducing more gradually.
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Figure 6.2: Projected age structure of the population and pensioner support ratio (2020-2076)

41



REVIEW OF THE SOCIAL INSURANGE FUND 31 DEGEMBER 2020 | Population and Labour Force Projections

6.2 Mortality Rates and associated Life Expectancy Assumptions

The projected changes in life expectancy at birth and at the age of 65 for males and females
underlying the 2019-based population projections used by AWG and quoted in the 2021
Ageing Report are shown in the tables that follow. The projections assume that increases in
life expectancy at birth are sustained during the projection period.

Life expectancy rates implied by the mortality rates used in the 2020 Review

Irish life expectancy rates at birth in the projection:

Projection of life expectancy at birth (2019-2070)2°

Males Females
change change
AWG 2021 2019 2050 2070 2019-70 2019 2050 2070 2019-70
81.1 84.6 86.8 5.7 84.8 88.3 90.4 5.6

Table 6.2: Life expectancy 2019 to 2070; Source: 2021 Ageing Report

Irish life expectancy rates at 65 in the projection:
Projection of life expectancy at 65 (2019-2070)

Males Females
change change
AWG 2021 2019 2050 2070 2019-70 2019 2050 2070 2019-70
19.6 22.1 23.8 4.2 22.1 24.9 26.7 4.6

Table 6.3: Life expectancy at age 65 - 2019 to 2070; Source: 2021 Ageing Report

In Ireland, life expectancy at birth for males is expected to increase by 5.7 years over the
projection period, from 81.1 in 2019 to 86.8 in 2070. Female life expectancy at birth would rise
by 5.6 years, from 84.8 in 2019 to 90.4 in 2070, leading to a further convergence between
genders.

When looking at the remaining life expectancy at the age of 65, average increases of 4.2 and
4.6 years are expected respectively for males and females in Ireland over the projection period,
implying a more modest narrowing of the gender gap than for the life expectancy at birth.

There is no consensus among demographers on very long-term trends, e.g., whether there is
a natural biological limit to longevity, the impact of future medical breakthroughs, and the long-
term effect of public health programmes and societal behaviour such as the reduction of
smoking rates or a higher prevalence of obesity. Past population projections have, however,
generally underestimated the gains in life expectancy at birth as the reduction of mortality was
not assumed to continue at the same pace in the long run.

Most official demographic projections by international and national statistical institutes
nevertheless still assume that gains in life expectancy at birth will slow down compared with

20 Analysis in these tables is to the year 2070 rather than 2076 reflecting analysis performed for the 2021 Ageing Report
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historical trends. This is because mortality rates at younger ages are already very low and
future gains in life expectancy would require improvements in mortality rates at older ages,
which statistically have a smaller impact on life expectancy at birth.

6.3 Fertility Rate Assumptions

Eurostat in their 2019 based population projection also produce assumptions of the future
fertility rates of the population.

Irish fertility rates in the projection:
Projection of total Irish fertility rates (2019-2076)

change average
AWG 2021 2019 2030 2050 2076 2019-2076 2019-2076
1.78 1.80 1.80 1.81 0.03 1.8

Table 6.4: Fertility rates 2019 to 2076

As can be seen from Table 6.4, the total fertility rate in Ireland is projected to be broadly
unchanged throughout the period, gradually rising from 1.78 in 2019 to 1.81 by 2076.

Fertility rates in Ireland are projected to remain below the natural replacement rate (2.1 births)
over the period to 2076.

Past Trends

Irish fertility rates in the past are in Table 6.5 below. From a rate of 3.78 in 1960, the number
of births per woman declined steadily in Ireland to 3.21 children on average in 1980. In 2000,
fertility rates were 1.89, further decreasing to 1.75 by 2018.

Irish fertility rates past trends:

Past trends in total Irish fertility rates (1960-2018)

1960 1980 2000 2018 1960-2018 2000-2018

AWG 2021 3.78 3.21 1.89 1.75 -2.0 -0.1
Table 6.5: Historic fertility rates 1960 to 2018; Source: 2021 Ageing Report
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6.4 Migration

Because of high historical volatility over time and between countries, assumptions on migration
are methodologically the most difficult when preparing demographic projections.

Irish net migration assumed in the projection is as follows:

Projection of net migration flows (2019-2070)

Net migration (‘000) Net migration (% of population)
cum. change
2019 2030 2050 | 2070 2019 2030 2050 | 2070 2019-76
(%2019)
AWG 2021 33 19 14 10 0.7 0.3 0.2 0.2 18

Table 6.6: Migration numbers (000s) 2019 to 2070; 2021 Ageing Report

The table above presents the net migration flows for Ireland in the EUROPOP2019 projections.
The methodology underlying the net migration projections is summarised below.

For Ireland, annual net flows are expected to decrease from 33,000 people in 2019 to around
19,000 in 2030. By 2070 the net migration is expected to be 10,000 people or 0.2% of the
population.

Methodology for the migration assumptions in the EUROPOP 2019 projections

The models used by Eurostat to produce immigration and emigration projections, which
combine into net migration, take account of past migration trends, the most recent data,
underlying demographic factors as well as assumptions about future developments in
migration flows. The models reflect a long-term convergence module.

6.5 Labour Force
6.5.1 Information received and extrapolated

Assumptions on labour force participation rates and employed, unemployed numbers for the
purposes of this Review are as per those used in the 2021 Ageing Report with an overlay of
short-term employment growth rates and unemployment rates as set out in the SPU.

The base position reflects the current fundamentals as summarised in the CSO’s Labour Force
Survey Quarter 2 2022 and the sharp improvement in the labour market post the pandemic:

— 2.674 million in the Labour Force of which 2.55 million (aged 15-89) are employed

— The labour market participation of people of working age (20-64) was 81.8% as of Q2
2022, an increase from the pre-pandemic rate of 79% in Q4 2019.

— An unemployment rate of 4.5% (amongst those aged 15-74).
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For the early years of the projection, we allow for growth in employed numbers as set out in
the SPU (i.e. 2.1% in 2023, 1.7% in 2024, 1.7% in 2025), thereafter allowing for growth rates
in line with the 2021 Ageing Report.

6.5.2 Projection of labour force

The projection of the labour force involves multiplying labour force participation rates (by age
and gender) at each future year by the projected population. Similar to the population
projections, age and gender-specific labour force participation rates for each year to 2076 were
adopted.

The projections reveal an upward shift in the age profile of both male and female participation
rates. For female patrticipation, there is a general upward shift. These broad trends reflect the
combined effect of pension reforms and the rising attachment of younger generations of
women to the labour market.

Total labour supply in Ireland is expected to increase substantially over the projection horizon
The average annual increase in the labour force over the projection period is an average
annual increase of 0.4%.

6.5.3 Employment Projections

The 2021 Ageing Report methodology calculates employment as a residual variable. It is
determined on the basis of the population projections from Eurostat, future participation rates
and the unemployment rate assumptions.

Mainly as a result of the ageing process, the age structure of the working population will
undergo a number of significant changes. The share of older workers (aged 55 to 64) in
employment in Ireland is projected to rise. The share of the older workers rises generally more
for women than men.

6.5.4 Assumptions on Unemployment

The unemployment rate assumptions used in the projection are summarised in Table 6.4 and
reflect the unemployment rate per the SPU in the short term, reverting to a longer term average
set out in the 2021 Ageing Report thereafter.

Unemployment rate assumptions (20-64 year olds)

2022 (Q1) 2030 2040 2050 2076

SPU in early years,
thereafter AWG 2021 4.7 6.8 6.7 6.4 6.4
Table 6.8: Unemployment numbers used in the projection
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6.6 Mortality — consideration of CSO’s most recent study

We have updated the assumptions used for the 2015 Review to reflect revised mortality base
tables and mortality improvement rates as per the latest Eurostat population projections
(EUROPOP 2019) underpinning the assumptions feeding into the 2021 Ageing report.

In forming a judgement on which assumptions to use at the outset, we considered whether to
apply further updates for projected improvements in life expectancy in line with Irish specific
mortality rates as set out in the CSOs’ most recent study, “CSO Population and Labour Force
Projections 2017 — 2051”, published June 2018.

Having compared the resulting life expectancies from the CSO with those resulting from the
EUROPOP 2019 study we decided to allow for the EUROPOP study only (which forms the
basis for the demographic assumptions of the Ageing Report 2021), given the similarity
between the two resulting life expectancies. For example in 2051 the difference between the
CSO and the AWG male life exectapncies is 0.9 years and for females it is (0.1 years).

Life Expectancies from birth at spot years — Males (CSO, 2021 Ageing Report comparison)

2021 2026 2031 2036 2041 2046 2051%
CSO study 80.8 81.8 82.7 83.6 84.3 84.9 85.6
AWG 2021 80.9 81.6 82.2 82.9 83.5 84.1 84.7
Difference 0.1 -0.2 -0.5 -0.7 -0.8 -0.8 -0.9

Table 6.15: Male life expectancies CSO study compared with those used in base case of the 2020 Review

Life Expectancies from birth at spot years - Females (CSO, 2021 Ageing Report comparison)

2021 2026 2031 2036 2041 2046 2051
CSO study 84.3 85.1 85.9 86.5 87.1 87.7 88.3
AWG 2021 84.6 85.3 85.9 86.6 87.2 87.8 88.4
Difference 0.3 0.2 0 0.1 0.1 0.1 0.1

Table 6.16: Female life expectancies CSO study compared with those used in base case of the 2020 Rev

21 2051 is the final year used in the comparison at tables 6.15 and 6.16 given that this is the end point of the CSO projections in
their publication “Population and Labour Force Projections 2017 — 2051”.
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7 Base Case Results

This chapter provides an overview of the core results from the Review as follows:

— Projections of the level of income and expenditure up to 2076. We highlight the
annual surplus / shortfall arising in real (2022 price) terms and as a percentage of
GN|*22

— The break-even contribution rates needed to meet the total expenditure

— Comparison of pension and non-pension related expenditure over the projection
period

— The discounted present value of future expected shortfalls

7.1 Income and Expenditure Projections — base case

Reflecting the methodology described in Chapters 5 and 6, we have projected the future
income and expenditure of the Fund for the projection term to 2076. Each of the tables in this
chapter show results under the base case scenario.

Table 7.1 shows the projected income and expenditure for each year up to 2035 and for spot
years thereafter, up to 2076. All figures shown are in 2022 real price terms. The receipts and
expenditure are both exclusive of the National Training Fund Levy?3.

Base Case

Year Receipts | Expenditure Surplus / Net as a Net as a % of Projected Balance
end (Shortfall)®** | % of GDP GNI* of Fund™n
2020 10.6 14.1 (3.5) (0.9)% (1.7)% 0.5
20217 11.8 14.9 (3.1) (0.7)% (1.3)% 0.0
2022 14.2 115 2.7 0.6% 1.1% 2.7
2023 14.8 12.0 2.8 0.6% 1.1% 54
2024 15.4 12.7 2.7 0.5% 1.1% 8.1
2025 16.0 13.3 2.6 0.5% 1.0% 10.8
2026 16.4 13.9 2.4 0.5% 0.9% 13.2
2027 16.8 14.8 2.0 0.4% 0.7% 15.2
2028 17.1 15.2 1.9 0.4% 0.7% 17.1
2029 17.5 15.8 1.6 0.3% 0.6% 18.8
2030 17.8 16.5 1.3 0.2% 0.5% 20.1
2031 18.2 17.2 1.0 0.2% 0.3% 21.1

22 New Irish-specific measures of activity — most notably ‘modified Gross National Income’ otherwise known as GNI*— attempt to control for (part of) the impact
of globalisation on Irish macro-economic statistics. We have used this metric as it is commonly used for official estimates by the Department of Finance.

23 The National training fund levy currently comprises 1% of employer’s contribution for Classes A and H. This levy on employers is used to fund the
development and raising of skills amongst those in or seeking employment. The figure for the national training fund levy is estimated at c. €850m in 2022.

24 The surplus / shortfall amounts may differ slightly to the differences in receipts and expenditure due to rounding. For example, in 2025 receipts are projected
at €15.97bn, expenditure at €13.32bn giving a shortfall of €2.65bn where €2.6bn is shown (being €15.9bn less €13.3bn).
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2032 185 18.1 0.4 0.1% 0.1% 21.5
2033 18.9 18.6 0.3 0.1% 0.1% 21.9
2034 19.3 19.3 (0.0) (0.0)% (0.0)% 21.8
2035 19.6 20.1 (0.5) 0.1)% 0.1)% 21.4
I N

2040 215 245 (3.0) (0.4)% (0.9)% 11.4 |
2045 233 295 (6.1) (0.8)% 1.6)% (13.2)
2050 25.3 34.9 (9.6) 1.2)% Q.5% (55.1)
2055 274 40.4 (13.0) (1.5)% (3.0)% (112.4)
2060 29.8 453 (15.6) 1.7)% (3.3)% (182.5)
2065 323 49.8 (17.5) 1.7)% (3.4)% (264.6)
2070 34.8 55.0 (20.2) 1.9)% (3.6)% (361.1)
2076 38.1 63.0 (24.9) 1% @.1)% (498.5)

Table 7.1: Progression of total income and expenditure (€ billions) and deficit as percentage of GDP and GNI*
A2021 figures are provisional outturn from the Department of Social Protection

2022 figures reflect official provisional estimates for expenditure and estimates for PRSI contributions based on Department of

Finance fiscal data to end July 2022.

~MAThe Projected Balance of Fund figures are in 2022 real price terms. In performing the projection we have implicitly assumed

that any returns earned will be broadly in line with the assumed inflation rate in the base case.

A number of observations in relation to the projections:

There is an opening deficit effective 31 December 2020, which is largely due to Covid-
related payments, with a projected surplus in 2022, the start of the projection period.
Small annual surpluses are projected to continue to materialise up to 2033, after which
the Fund is projected to experience a small annual shortfall, increasing thereafter.

In the absence of any changes to PRSI rates or subventions from the State, annual
projected expenditure in excess of income is anticipated to reach €0.5 billion by 2035
and €3.0 billion by 2040 in real 2022 price terms, increasing markedly thereafter.

We anticipate that the annual shortfall will continue to grow to 2.4% of GNI* by 2050
and to 3.3% of GNI* in 2060 thereafter increasing to 4.1% by 2076.

Note that despite annual shortfalls materialising from 2034 / 2035 onward the
accumulated Fund at year end 2035 is projected to be of the order of €21.4 billion.?®
The first year the Fund is projected to enter into deficit is 2034 at which point State
subventions would be anticipated to materialise such that the projected balance in the
Fund would be broadly nil in practice (save for any small surplus needed for cashflow
purposes).

We would point out that the base case differs as follows, compared with the 2015 Review:

— The assumptions adopted have been updated to reflect the current economic outlook.

25 In projecting the Fund we have implicitly assumed that any returns earned will be broadly in line with the assumed inflation rate in the base case.
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— Anticipated expenditure includes a projected/ assumed continuation of the Christmas
bonus at 100% of one week’s payment on the long-term schemes for each year into
the future.

— The short-term projections and the anticipated surpluses arising reflect the markedly
higher 2022 PRSI base as compared with the previous Review.

— The State Pension Age is assumed to remain at 66 as compared with an assumption
of an increase to age 67 in 2021 and to age 68 in 2028 in the 2015 Review.

— Over the long term the overall expenditure projections continue to be driven by the
ageing of the population and the steep progression in expected pensioner numbers.

A range of expenditure projections reflecting a variety of different policy scenarios is included
in Chapter 10. An analysis of the reasons for the differences in income and expenditure
between this Review and the 2015 Review is described in Chapter 8. Detailed projections of
income and expenditure by line item are included in Appendix 5.

7.2 Break-Even Contribution Rates

We have calculated the break-even rates needed to meet the expenditure levels over a range
of future time periods. These rates are expressed as a multiple of the projected contribution
income in each future time period i.e. the increase of revenue in that period needed to meet
the shortfall. We calculate these rates over a range of time periods.

Table 7.2 shows the calculated break-even rates for the base case on the basis of no
Exchequer subventions. Table 7.3 shows the calculated break-even rate on the basis of:

— No Exchequer subvention;
— With an annual Exchequer subvention of 10%, 25% or 33% of the expenditure.

Equalised contribution rates (base case)

Year

SPC Expenditure only

All Expenditure

2020

55%

133%

2021

52%

126%

2022

45%

81%

2023

46%

81%

2024

47%

82%

2025

48%

83%

2026

50%

85%

2027

53%

88%

2028

53%

89%

2029

55%

91%

2030
2035

57%
66%

92%

102%

2040

76%

114%

2045

87%

126%

2050

98%

138%
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Equalised contribution rates (base case)

2055 106% 148%
2060 110% 152%
2065 112% 154%
2070 115% 158%
2076 122% 165%

Table 7.2: Contribution rate required to equalise the deficit, as a % of base.

The individual years equalised contribution rates commence at 81% in 2022 (reflecting the
surplus) and increase to circa 165% in 2076. More immediately, the above figures show that
by 2040 the PRSI yield would need to be 14% higher, and if this was carried through to PRSI
rates as currently structured then rates would need to increase by 14% also (for example Class
A employee rate would need to increase from 4% to 4% x 1.14 = 4.56%) in order to balance
income and expenditure (where no Exchequer subventions are made).

Equalised Contribution Rates over 5, 10, 20 years and whole projection period

Equalised contribution rates to fund SIF expenditure — base case

No Subvention 10% Subvention | 25% Subvention | 33% Subvention

Equalised Contributions for 5-year period

2023 83% 74% 62% 55%
Equalised Contributions for 10-year period

2023 87% 78% 65% 58%
2033 107% 96% 80% 71%
2043 131% 118% 98% 87%
2053 147% 132% 110% 99%
2063 156% 140% 117% 104%
Equalised Contributions for 20-year period

2023 98% 88% 73% 66%
2043 140% 126% 105% 93%
2063 158% 143% 119% 106%
Equalised Contributions for period to 2076

2023 | 136% 122% 102% 91%

Table 7.3: Equalised Contribution Rates required to fund all Fund related expenditure

Referring to Table 7.3, where only five or indeed ten years’ worth of Fund-related expenditure
is considered, there is a surplus in income over the period.

However, in the longer term, more significant step changes in income would be required — the
corresponding increase for the ten-year period 2033 - 2043 is 7% as highlighted.

By way of explanation, the 126% highlighted for the 20-year period in Table 7.3 indicates that
PRSI receipts of 26% higher than is currently projected based on current rates in force, coupled
with state subventions of 10% of expenditure each year would be necessary to keep the Fund
in balance for the 20-year period commencing in 2043.
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Over the entire projection period, an increase of 36% of PRSI rates or significant reductions in
expenditure or substantial Exchequer subventions (or a combination of approaches) will be
required to balance income and expenditure.

In summary the table demonstrates that either substantial state subventions, increased PRSI
receipts, reduced expenditure or a combination will be needed to keep the Fund in balance in
the long term.

Equalised contribution rates to fund SPC expenditure — base case

Year No Subvention 10% Subvention 25% Subvention | 33% Subvention
Equalised Contributions for 5-year period

2023 47% 43% 36% 32%
Equalised Contributions for 10-year period

2023 52% 46% 39% 35%
2033 69% 62% 52% 46%
2043 91% 82% 68% 61%
2053 106% 95% 79% 71%
2063 113% 102% 85% 76%
Equalised Contributions for 20-year period

2023 61% 55% 46% 41%
2043 99% 89% 74% 66%
2063 115% 104% 87% 77%
Equalised Contributions for period to 2076

2023 | 95% 86% 71% 64%

Table 7.4: Equalised Contribution Rates for SPC expenditure only

Table 7.4 above shows the contribution rates to hypothetically be assigned to SPC expenditure
in order to balance the income and expenditure for SPC expenditure only. Early on in the
projection period the required PRSI rate is a multiple less than 100% reflecting the fact that the
Fund is in surplus and the SPC expenditure is materially less than overall PRSI receipts.
However later on in the projection period the higher SPC expenditure than total projected PRSI
income results in a requirement for PRSI increases to fund the SPC on its own e.g. in 2053
the equalised rates to cover the 10 year period 2053 would be 6% higher than currently
resulting in a class A rate of 4% x 1.06% or 4.2%.
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7.3 Comparison of Pension and Non-Pension Benefits

Table 7.5 shows the projected expenditure of the Fund split by pension and non-pension
benefits for each year to 2030 and at spot years thereafter.

Projections of pension and non-pension related expenditure (base case)

Pension expenditure as a % of
Year Receipts Pens_ion Othgr Tota_l Tota}l Receipts
end Expenditure®® expenditure Expenditure expenditure
2020 10.6 7.7 6.4 14.1 55% 73%
2021 11.8 8.1 6.8 14.9 54% 68%
2022 14.2 8.4 3.1 11.5 73% 59%
2023 14.8 8.9 3.1 12.0 74% 60%
2024 15.4 9.5 3.2 12.7 75% 62%
2025 16.0 10.0 3.3 13.3 75% 63%
2026 16.4 10.6 3.4 13.9 76% 64%
2027 16.8 11.3 35 14.8 76% 67%
2028 17.1 11.6 35 15.2 77% 68%
2029 17.5 12.2 3.6 15.8 77% 70%
2030 17.8 12.8 3.7 16.5 78% 72%
2031 18.2 13.4 3.8 17.2 78% 74%
2032 18.5 14.3 3.8 18.1 79% 77%
2033 18.9 14.7 3.9 18.6 79% 78%
2034 19.3 15.3 4.0 19.3 79% 79%
2035 19.6 16.0 4.1 20.1 80% 81%
(A SR SR (S (R S A—
2040 21.5 19.9 4.6 24.5 81% 93%
2045 23.3 245 5.0 295 83% 105%
2050 25.3 29.6 5.3 34.9 85% 117%
2055 27.4 34.6 5.8 40.4 86% 127%
2060 29.8 39.0 6.3 45.3 86% 131%
2065 32.3 42.9 6.9 49.8 86% 133%
2070 34.8 47.7 7.3 55.0 87% 137%
2076 38.1 55.1 7.9 63.0 87% 145%

Table 7.5: Pension and non-pension related expenditure (€ billions) under base case assumptions

We have compared the SPC and other benefits as a percentage of both contribution income

and benefit outgo.

The results indicate that pension expenditure as a proportion of total social insurance

expenditure would rise from roughly 73% in 2022 to 80% by 2035 and 85% by 2050.

26 ‘Pension expenditure’ for this purpose includes SPC, WPC, Household Benefit Package / Fuel Allowance.
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Similarly, although contributions have not been explicitly hypothecated to different benefits,
pension related expenditure as a proportion of total PRSI receipts is projected to rise from 59%
in 2022 to 81% by 2035 and 117% by 2050.

7.4 Discounted value of future shortfalls in the Fund

Table 7.6 shows the discounted value at the date of this Review of the accumulated Fund
shortfalls. It is €271 billion using a real discount rate of 1.5% p.a. €335 billion was the assessed
value (also reflecting a real discount rate of 1.5% p.a.) at the 2015 Review based on 2015 data
and the macro-economic and demographic outlook at that point.

This is defined as the present value of the Fund shortfalls (i.e. the difference between projected
contribution income and expenditure) over the 55 year period in question. It reflects the current
legislative basis for calculating benefits and PRSI rates in force.

It is important to realise that the discounted value of the future shortfalls is a hypothetical figure
reflecting the “pay as you go” nature of the system. It is however a useful measure (expressed
in 2022 real price terms) of the shortfalls expected to build up in the Fund, all else being equal.

Discount rate used in the calculation of the present value of future shortfalls
A “real” discount rate is required for the calculation of the present value of future shortfalls.

There are a number of approaches which could be used in setting the discount rate to value
the shortfalls. These are described further in Appendix 6.

Ultimately, we have chosen a 1.5% p.a. “real” discount rate in the long term for the calculation
of the shortfalls at the effective date of the Review. Based on analysis a real discount rate of
between 1.5% p.a. and 2.5% p.a. would represent a best estimate at date of signing. While a
number of approaches are valid we have chosen a “smoothed” discount rate which could
otherwise be plausibly used for funding purposes of a typical pension scheme at the effective
date of the Review, reflecting market-implied measures of inflation and long term government
bond yields.

The results are very sensitive to the real discount rate chosen as can be seen from Table 7.6.

If, for example, a real discount rate of 2% p.a. was chosen, the €271 billion would reduce to
€221 billion. If a real discount rate of 3% p.a. was used the figure would reduce further to €148
billion. The (€501.1 billion) number at a real discount rate of 0% less the opening (estimated)
surplus of €2.7 billion at year end 2022 equates to the accumulated Fund balance in 2076 of
(€498.5 billon) as per Table 7.1.27

27 Differences relate to rounding.
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Discounted value of future surplus / (shortfalls) - Base Case

Period "Real" discount rate assumptions (p.a.)

0% 1.2% 1.5% 2% 3%
5 years to 2028 12.5 12.1 12.0 11.9 115
10 years to 2033 18.9 17.9 17.7 17.3 16.6
20 years to 2043 1.0 3.5 4.0 4.8 6.1
30 years to 2053 (78.8) (54.9) (50.1) (42.8) (30.8)
Full period to 2076 (501.1) (305.6) (270.5) (221.0) (148.2)

Table 7.6: Discounted value of future surplus / (shortfalls) (€ billions)

7.5 Balance sheet (high level)

The split out of the above-mentioned shortfalls across present value of future income and
present value of future expenditure is shown at Table 7.7. This represents a high level “balance
sheet” of the Fund.

Balance sheet (discounted income and expenditure) — Base Case

Period "Real" discount rate assumptions (p.a.)

0% 1.2% 1.5% 2% 3%
Full period to 2076
Income 1,387.5 968.8 890.8 778.6 606.2
Expenditure 1,888.6 1,274.3 1,161.3 999.6 754.4
Surplus / (Shortfall) (501.1) (305.6) (270.5) (221.0) (148.2)

Table 7.7: Distribution of Income and Expenditure over the entire projection period (€ billions) from 2023 to 2076

Sustainability or fiscal gap

The present value of future shortfalls is an important and relevant figure arising from the 2020
Review in terms of any attempt to ascertain the sustainability of the Fund.

It is only possible to draw conclusions about the sustainability of a social insurance scheme by
comparing pension and indeed other social insurance obligations with the respective assets
(in the case of the Irish system the present value of future PRSI receipts). The resulting residual
amount of obligations and assets represents the sustainability or fiscal gap. It represents the
stock which has to be set aside today to sustain the present social insurance expenditure
system (in its legal status quo) into the long term.

The present value of the shortfalls represents the present value of the amounts which will need
to be paid by way of Exchequer subvention to sustain the social insurance expenditure system
over the 55-year projection period. The €271 billion is the present value of the balances
projected to be required from future Exchequer subventions and is circa 1.1 times estimated
GNI* for 2022.
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8 Comparison with 2015 Review

This chapter sets out the principal differences between this Review and the 2015
Review. These differences include:

— Comparison of Results between Reviews - Overview
— Actual versus Expected experience between Reviews
— Revised outlook for projections

— The effect of assumptions changes (macro-economic)

— Walk of shortfalls between 2015 Review and 2020 Review

8.1 Comparison of results between Reviews - Overview

We have compared the results of the 2015 and 2020 Reviews in this chapter.

We start with a comparison of actual to expected, in terms of overall income, expenditure, and
shortfall, followed by a review of actual versus expected expenditure split into pension and
non-pension components. In comparing actuals to expected we allowed for the impact of CPI
between 2017 and the relevant reporting year on expected numbers in order to give a like for
like comparison.

To convert projected numbers at the 2015 Review to 2022 real price terms we allowed for the
impact of CPI over the five year period June 2017 to June 2022 i.e. 11.98%. The 11.98% is
similar to the CPI emerging if we took annual CPI reported for each year 2018 — 2021 and
made an assumption about average CPI for 2022 reflecting CPI data reported to July 2022.

We then analysed the change in the projections of income, expenditure, and shortfall and the
main components feeding into these elements.

At a high level the main changes between Reviews were as follows with a further attribution
included in the walk illustrated at Figure 8.3:

— The repeal of the planned SPA change from 66 to 67 and 68

— Impact of CPI over the preceding 5 years and therefore all cashflows re-expressed in
2022 real price terms

— Notwithstanding the Covid-19 pandemic, materially higher PRSI receipts than expected
at the 2015 Review.
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Actual?® Expected at 2015 Review (unadjusted Expected at 2015 Review (adjusted for

for CPI) CPI%)

. Excess / : :
Year Income Expenditure (Shortfall) Income Expenditure Net Income Expenditure Net
2016 9.22 8.76 0.45 9.22 8.76 0.45 9.22 8.76 0.45
2017 9.82 9.09 0.73 9.60 9.13 0.47 9.60 9.13 0.47
2018 10.63 9.49 1.14 9.75 9.51 0.24 9.80 9.56 0.24
2019 11.58 10.02 1.57 9.93 9.89 0.05 10.07 10.02 0.05
2020 10.64 14.11 -3.46 10.05 10.29 -0.24 10.16 10.40 -0.24

Table 8.1: Actual cash-flows (€ billions) during inter-review period versus expected at 2015 Review (adjusted for CPI)

The 2015 Review was carried out in 2017. Since then, there has been a significant variance in
what was expected at the time of the Review versus the actual outcomes reflecting the onset
of the coronavirus pandemic and the subsequent strong and unanticipated labour market
recovery.

Actuals vs Expected Excess / Shortfall

1,750

750 ~

-250

-1,250

€ millions

-2,250

-3,250

-4,250
2017 2018 2019 2020 2021 2022

mActual mExpected 2015

Figure 8.1: Chart of actual excess / shortfall (€ millions) of income over expenditure versus expected (after allowance for CPI)

As can be seen in Figure 8.1, the shortfall in 2020 and 2021 was significantly above what had
been expected in the 2015 Review. This was mainly due to higher expenditure as a result of
Covid-19 and in particular due to the Pandemic Unemployment Payment which amounted to
€3.7bn in 2020 and €3.3bn in 2021.

28 Actuals reflect figures appearing in the Fund accounts for the years 2016 - 2020 inclusive.
29 To adjust expected cashflows from 2017 real price terms to 2022 real price terms we used annual average CPI from 2018+. For example, 2019 expected

cashflows adjusted for CPI reflect the cumulative impact of annual average CPI in 2018 (0.5%) and annul average CPI in 2019 (0.9%) or 1.4%.
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8.2 Actual versus Expected expenditure (2016 to 2020)

Table 8.2 compares the actual expenditure by type over the period since the 2015 Review
(2016 to 2020 inclusive) with projected expenditure.

Expected at 2015 Review (unadjusted

Expected at 2015 Review (adjusted

Actual for CPI) for CPI)

. Total Pension Total Pension Total
Year FaiEE Ol Expenditure related Other Expenditure related Ol Expenditure
2016 6.33 2.44 8.76 6.33 2.44 8.76 6.33 2.44 8.76
2017 6.61 2.48 9.09 6.52 2.61 9.13 6.52 2.61 9.13
2018 6.97 2.52 9.49 6.84 2.67 9.51 6.87 2.69 9.56
2019 7.44 2.58 10.02 7.15 2.73 9.89 7.25 2.77 10.02
2020 7.73 6.38 14.11 7.46 2.82 10.29 7.54 2.85 10.40

Table 8.2: Actual expenditure (€ billions) by type (pension and non-pension) during inter-review period versus expected at 2015

Review

8.2.1 Pension benefits expenditure

Overall, the projected pension related expenditure in 2020 was €7.54 billion as adjusted for
CPI, whereas €7.73 billion materialised.

8.2.2 Non-pensions benefits expenditure

Projected 2020 non-pension benefits expenditure was €2.85 billion compared with the actual
€6.38 billion that materialised in that year. 2020 (and indeed 2021) were exceptional years for
non-pension benefit related expenditure given the impact of the Covid 19 pandemic and
outlays due to the Pandemic Unemployment Payment.

8.3 Revised outlook for Cash-flow Projections

Table 8.3 sets out a comparison of selected results from the 2015 Review and the 2020
Review.

Comparison of surplus / (shortfalls) (€ bn) at 2015 and 2020 Reviews - spot years

Shortfall 2022 2025 2030 2040 2050 2060 2070

2015 Review -0.61 -1.71 -3.28 -8.44 | -14.44 | -19.31 -21.84
2015 Review (CPI adjusted)3 -0.68 -1.91 -3.67 -9.45 | -16.17 -21.62 -24.46
2020 Review 2.66 2.64 1.35 -2.98 -9.62 -15.56 -20.22

Table 8.3: Projected cash-flows (€ billions) expected at 2015 and 2020 Reviews

30 Cumulative CPI over the period June 2017 to June 2022 was 11.98%. We compared the 11.98% figure the with cumulative impact of annual average CPI
for 2018-2021 with an estimate for 2022 based on data to August 2022 and arrived at a similar figure for the 5-year period. Expected cashflows from the 2017

review were re-expressed in 2022 real price terms in the above tables for comparability with the 2022 figures.

57



REVIEW OF THE SOCIAL INSURANGE FUND 31 DECEMBER 2020 | Gomparison with 2016 Review

The annual shortfall in 2070 is expected to be smaller at this Review - a shortfall of €20.2 billion
versus a CPI adjusted projected shortfall of €24.5 billion at the previous Review.

Comparison of PRSI (€ bn) at 2015 and 2020 Reviews - various spot years

Shortfall 2022 2025 2030 2040 2050 2060 2070
2015 Review 10.25 10.72 11.33 | 13.04 15.47 18.48 22.11
2015 Review (CPI adjusted) 11.48 12.00 12.69 14.60 17.32 20.69 24.76
2020 Review 14.17 15.97 17.83 | 21.50 25.26 29.75 34.80

Table 8.4: Projected PRSI (€ billions) expected at 2015 and 2020 Reviews

Projected PRSI income starts out materially ahead of expectations at the 2020 Review. PRSI
income in 2022 is 23% ahead of the expected amount at the last review.

It continues ahead of expectations for the entire projection period up to 2070. By 2070 the
projected PRSI income is ¢ 40% higher than projected at the previous Review.

Comparison of expenditure (€ bn) at 2015 and 2020 Reviews - various spot years

Shortfall 2022 2025 2030 2040 2050 2060 2070
2015 Review 10.86 12.43 14.61 21.48 29.91 37.79 43.95
2015 Review (CPI adjusted) 12.16 13.92 16.36 | 24.05 33.49 42.32 49.22
2020 Review 11.51 13.33 16.48 | 24.49 34.88 45.31 55.01

Table 8.5: Projected expenditure (€ billions) expected at 2015 and 2020 Reviews

In terms of overall expenditure projections, the cash flows are slightly below expectation at
2022 compared with the 2015 Review. In 2022, the expenditure is approximately 5% below
the expectation at the last review.

However, by 2025 the overall expenditure is ahead of expectation and remains above for the
rest of the projection period to 2070. By 2070 the expenditure is 20% above expectation.

Comparison of SPC expenditure (€ bn) at 2015 and 2020 Reviews - spot years

Shortfall 2022 2025 2030 2040 2050 2060 2070
2015 Review 5.69 6.7 7.94 12.91 19.85 26.04 29.69
2015 Review (CPI adjusted) 6.37 7.50 8.89 14.46 | 22.23 29.16 33.25
2020 Review 6.38 7.74 10.11 16.28 | 24.68 32.77 40.10

Table 8.6: Projected State Pension (Contributory) expenditure (€ billions) expected at 2015 and 2020 Reviews

SPC is one of the main components of total expenditure. In the 2020 Review the projected
expenditure on the SPC payment is broadly similar to that projected at the 2015 Review.
However at the 2015 Review the SPA had been anticipated to increase to 67 in 2021.

SPC expenditure continues ahead of expectations for the projection period up to 2070. By
2070 the projected expenditure is 21% higher than at the 2015 Review. This is in part due to
the fact that the 2015 Review had assumed the SPA to additionally increase to 68 in 2028,
where the current review assumes the SPA to remain at 66 for the entire projection period.
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8.4 Assumptions changes between Reviews
8.4.1 Macroeconomic Assumptions

Figure 8.2 below compares the differences between assumptions used in the 2020 and 2015
Reviews.

Economic Assumptions Comparison from 2021
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Figure 8.2: Differences in key economic assumptions 2015 and 2020 reviews from year 2021
Observations as follows:

— The price inflation is broadly in line with the assumption from the 2015 Review apart
from the first 5 years (2021 - 2026) when it is expected to be ahead at this Review
reflecting short term estimates made in the SPU 2022.

— Real earnings are higher at this Review in the short term (2021 - 2026) at 1.9% versus
1.6% per annum previously. Over the longer-term assumptions (from 2031+) at both
Reviews also coincide at 1.5% per annum.

— Real GDP growth is expected to be higher in the short term as compared with the last
Review. However, in the medium and longer term it is expected to be slightly lower
than the 2015 Review (1.8% vs 1.7% in the medium term and longer term).

8.4.2 Demographic Assumptions

Differences at various spot years into the future as compared with 2015 Review are set out
below. The revised life expectancies adopted for the 2020 Review are not materially different
to those adopted for the 2015 Review and result in a circa 0.3 year addition to life expectancies
for males and a 0.1 year addition for females
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Life expectancies from age 65 at interval years - Males

2025 2030 2035 2040 2045 2050 2055 20603!
AWG 2018 194 19.9 204 20.9 21.3 21.8 22.3 22.7
AWG 2021 19.8 20.3 20.7 21.2 21.7 221 22.6 23.0
Difference 0.4 0.4 0.3 0.3 0.4 0.3 0.3 0.3

Table 8.6 (a): Life expectancies from age 65 at interval years - Males

Life expectancies from age 65 at interval years - Females

2025 2030 2035 2040 2045 2050 2055 2060
AWG 2018 222 22.7 23.2 23.8 24.3 24.8 25.2 25.7
AWG 2021 224 229 234 23.9 24.4 24.9 254 25.8
Difference 0.2 0.2 0.2 0.1 0.1 0.1 0.2 0.1

Table 8.6 (b): Life expectancies from age 65 at interval years - Females

8.5 Legislative changes impacting results

The modelling reflects a number of recent legislative changes impacting results, most notably
the repeal of the 2011 measure to increase the State pension age to 67 in 2021 and to 68 in
2028. To a lesser extent the introduction of the “better of” formula in 2018 for calculating SPC
for new claimants from that point onward.

State pension age remaining at 66

The Social Welfare and Pensions Act 2011 provided for the standardisation of State pension
to age 66 with effect from 2014. The legislation also provided that State Pension Age would
further increase to age 67 in 2021 and to age 68 in 2028.

We unwound the effect of this 2011 legislative measure and found that overall, the €335bn
(the net present value of future shortfalls) identified in the 2015 Review would increase to
€377bn. Further detail of the impact on year-by-year expenditure and on the projected future
shortfalls at various spot years is shown at Table 8.7.

31 Data to 2060 was readily available from the 2018 Ageing Report and we therefore used this as final year in the comparison.
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SIF 2015 Base Case

Shortfall

Total Total
S Receipts Expenditure Net

Total

Total

Scenario— SPA 66 throughout

Surplus /

Shortfall ‘

% of GDP Receipts Expenditure Shortfall % of GDP

2015 8.5 8.6 -0.1 N/A 8.5 8.6 -0.1 N/A

2016 9.2 8.8 0.5 -0.2% 9.2 8.8 0.5 -0.2%
2017 9.6 9.1 0.5 -0.2% 9.6 9.1 0.5 -0.2%
2018 9.8 9.5 0.2 -0.1% 9.8 9.5 0.2 -0.1%
2019 9.9 9.9 0 0.0% 9.9 9.9 0 0.0%
2020 10 10.3 -0.2 0.1% 10 10.3 -0.2 0.1%
2025 10.7 124 -1.7 0.5% 10.7 12.8 2.1 0.6%
2030 11.3 14.6 -3.3 0.9% 11.3 155 -4.2 1.1%

... .. | |

2035 12.1 17.8 -5.6 1.4% 12.0 18.8 -6.8 1.7%
2045 14.2 25.6 -11.4 2.4% 141 27.1 -13.0 2.7%
2055 16.9 34.2 -17.3 3.1% 16.8 35.8 -19.0 3.4%
2071 22.5 44.7 -22.2 2.9% 22.4 46.6 -24.2 3.2%

Table 8.7: Impact of repeal of the planned change to the SPA from 67, 68 in 2021 and 2028 to 66

Table 8.7 shows that by 2071 overall expenditure would increase from €44.7bn to €46.6bn
which is driven by an increase of €2.7bn in SPC (from €30.1bn to €32.8bn) but a reduction of
circa€0.8bn in Jobseekers, lliness and Invalidity expenditure. There is a small downward effect
on incoming PRSI given the low humbers of contributors at ages 66+ in any event.

8.6 Bridging chart between 2015 Review and 2020 Review

Figure 8.3 shows a walk between the net present value (“NPV”) of the shortfalls at the 2015
Review (€335.4 bn at a 1.5% real discount rate) and the 2020 Review (€271 bn at a 1.5% real
discount rate).

The chart shows that the main items contributing to the changed position include:

— The unwinding of the 2011 legislative measure to increase the SPA = +€42 bn

— The impact of CPI over the period (12% cumulative five years to June 2022) which
contribute to revised shortfalls expressed in 2022 real price terms = + €45 bn

— A reduction due to the PRSI base materially ahead of expectations = (€169 bn)

— The introduction of new benefits/ extensions to various benefits®? = + €15 bn.

32 Benefits extended included Jobseeker’s Benefit for the self-employed and Invalidity Pension extended to Class S. The treatment scheme was extensively

extended, and other payments were introduced including Paternity Benefit, Parents Benefit, and the Benefit payment for 65 year olds.
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Walk NPV Shortfalls at 2015 Review to NPV Shortfalls at 2020 Review
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Figure 8.3: Walk of the NPV of the shortfalls in € Billions at 2015 Review to NPV of the shortfalls at 2020 Review.
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9 Sensitivity and Scenario analysis

This chapter looks at sensitivities of the base case results to a range of alternative
macroeconomic and demographic scenarios and key modelling assumptions as
follows:

— Fertility changes

— Longevity changes and in particular the risk of continuing unforeseen
improvements

— Migration changes

— Labour market changes

— Changes to real earnings growth rates

— Adverse scenarios and shocks

9.1 Introduction

Given the uncertainty surrounding assumptions underpinning long-run projections, a number
of sensitivity tests were carried out in addition to the base case, so as to quantify the
responsiveness of projection results to changes in key underlying assumptions.

The scenarios analysed are intended to allow an informed reader to understand the impact on
the Fund of various alternative scenarios as compared with the base case.

9.2 Alternative stresses

The alternative stress tests can be categorised across variant demographic, labour force,

macroeconomic and finally a short-term shock scenario.

9.3 Variant demographic stresses and impacts
9.3.1 Fertility rates

— Higher fertility: A total fertility rate ("TFR") which is 20% higher than the baseline over the
entire projection period;

— Lower fertility: A total fertility rate ("TFR") which is 20% lower than the baseline over the
entire projection period.
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Shortfall / (surplus) in € millions under variant Fertility scenarios

Year Base case Fertility up Fertility down
2020 3,462 3,462 3,462
2030 -1,347 -1,255 -1,428
2040 2,984 3,019 2,960
2050 9,616 8,822 10,299
2060 15,555 13,438 17,297
2070 20,216 16,031 23,447
2076 24,892 19,047 29,567

Table 9.1: Shortfall / (surplus) in € millions under base case and variant fertility scenarios; 2022 real price terms

Higher fertility rates impact on Fund finances in terms of higher PRSI income reflecting
increased numbers in the labour force starting in circa 20 years’ time and increasing with time
thereafter. Whilst higher fertility rates also impact Fund expenditure (with a lag as individuals
are generally net contributors earlier on in their careers) the overall net impact of higher fertility
rates is positive. The impact by 2076 is a revised shortfall of €19 billion rather than the €24.9
billion assumed in the base case.

9.3.2 Life expectancy

— Higher life expectancy: Increase in life expectancy at birth by 1 year by 2076 compared
with baseline

— Lower life expectancy: Reduction in life expectancy at birth by 2 years by 2076 compared
with baseline

Life expectancy at 65

2020 2030 2040 2050 2060 2076
Base Case 19.0 19.9 20.8 21.7 22.6 23.4
Life expectancy up 19.9 20.8 21.7 22.6 23.4 24.2
Life expectancy down 18.1 19.0 20.0 20.9 21.8 22.6

Table 9.2: Male life expectancy at 65 base case and alternative scenarios

Life expectancy at 65 ‘ ‘ ‘

2020 2030 2040 2050 2060 2076
Base Case 215 225 235 245 25.3 26.2
Life expectancy up 225 23.6 245 25.4 26.2 27.0
Life expectancy down 20.5 21.6 22.6 235 245 25.3

Table 9.3: Female life expectancy at 65 base case and alternative scenario
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Shortfall / (surplus) in € millions under variant life expectancy scenarios

Year Base case Higher LE Lower LE
2020 3,462 3,462 3,462
2030 -1,347 -1,094 -1,213
2040 2,984 3,591 2,952
2050 9,616 10,558 9,321
2060 15,555 16,813 14,924
2070 20,216 21,497 19,289
2076 24,892 27,024 22,800

Table 9.4: Shortfall / (surplus) in € millions under variant mortality scenarios; 2022 real price terms

The different life expectancy scenarios examined are projected to have a reasonably material
impact on shortfalls in later years of the projection period with the shortfall in 2076 anticipated
to increase from €24.89 billion to €27.02 billion under a scenario whereby life expectancy at
birth is assumed to be 2 years greater (by the end of the projection period) compared with the
baseline. This is because life expectancy impacts on the length of time for which the SPC
payments (the most material benefits of the SIF) are expected to be paid.

For the lower life expectancy scenario the shortfall in 2076 anticipated to reduce from €24.89
billion to €22.80 billion whereby life expectancy at birth is assumed to be 1 year less (by the
end of the projection period) compared with the baseline.

9.3.3 Migration

— Rebase to 2019 levels (this baseline does not include any distorting effects due to the
pandemic), scaled for population changes through time up to the end of the projection
period;

— Higher migration: 50% higher than base case;

— Lower migration: 50% lower than base case;

Shortfall / (surplus) (€ millions) under variant Migration scenarios

Year Base case Migration up Migration down
2020 3,462 3,462 3,462
2030 -1,347 -2,054 -1,027
2040 2,984 479 3,405
2050 9,616 5,040 10,230
2060 15,555 8,624 15,679
2070 20,216 13,873 20,219
2076 24,892 19,888 28,280

Table 9.5: Shortfall / (surplus) in € millions under base case and variant migration scenarios; 2022 real price terms

Migration impacts both income and expenditure in the same direction albeit impacts on
expenditure with a lag as typically individuals are net contributors to the Fund during their
working lives before becoming net beneficiaries. The higher migration scenario (50% higher
than the rebased scenario) has a larger impact with the shortfall being €19.9 billion versus the
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€24.9 billion shortfall in the base case. In the lower migration scenario, the shortfall is projected
to be €28.3 billion by 2076.

9.4 Variant labour force stress and impact

Higher employment rate (all ages): A scenario with the employment rate being 2 percentage
points higher compared with the baseline projection for the age group 20-64. The increase is
introduced linearly over a 10 year period and remains 2 percentage points higher thereafter.
The higher employment rate is assumed to be achieved by lowering the structural
unemployment rate.

Higher employment rate (older ages): Employment rate being 10 percentage points higher
compared with the baseline projection at older ages (55-74). The 10% higher rate is phased in
linearly over a 10 year period and remains 10 percentage points higher thereafter.

Lower employment rate (all ages): A scenario with the employment rate being 2 percentage
points lower compared with the baseline projection for the age group 20-64. The increase is
introduced linearly over a 10-year period and remains 2 percentage points lower thereafter.
The lower employment rate is assumed to be achieved by increasing the structural
unemployment rate.

Year Base case | Lower employmentrate | Higher employment rate | Higher ER (older workers)
2020 3,462 3,462 3,462 3,462
2030 -1,347 =737 -1,957 -1,860
2040 2,984 3,722 2,245 2,111
2050 9,616 10,456 8,776 8,615
2060 15,555 16,515 14,596 14,406
2070 20,216 21,149 19,284 18,997
2076 24,892 25,764 24,020 23,669

Table 9.6: Shortfall / (surplus) in € millions under base case and variant employment scenarios; 2022 real price terms

With regard to the labour force stresses the corollary also holds true. Higher employment leads
to lower shortfalls as indicated above whereas a similar and opposite effect would be observed
for lower employment / higher unemployment scenarios. Higher employment feeds through to
higher PRSI receipts and results in lower expenditure on working age supports such as
Jobseeker’'s Benefit and Jobseeker’'s Benefit (Self-Employed).

9.5 Variant macro-economic stresses and impact
9.5.1 Real earnings growth sensitivities

Whereas the base case assumes that real earnings growth increase to 1.5% per annum in the
long term (from 2036 onward) we examine the following scenarios:

— Lower earnings growth scenario: 0.5% lower per annum throughout;
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— Higher earnings growth scenario: 0.5% higher per annum throughout.

Shortfall / (surplus) (€ millions) under lower real earnings growth scenario

Base case Lower earnings growth
Year Base case As % of GNI* Lower earnings Growth As % of GNI*
2020 3,462 1.7% 3,462 1.7%
2030 -1,347 -0.5% -1,253 -0.5%
2040 2,984 0.9% 2,721 0.9%
2050 9,616 2.4% 8,294 2.4%
2060 15,555 3.3% 12,757 3.3%
2070 20,216 3.6% 15,778 3.6%
2076 24,892 4.1% 18,854 4.1%

Table 9.7 (a): Shortfall / (surplus) in € millions under base case and lower real earnings growth; 2022 real price terms

Shortfall / (surplus) (€ millions) under higher real earnings growth scenario

Base case Higher earnings growth
Year Base case As % of GNI* Higher earnings Growth As % of GNI*
2020 3,462 1.7% 3,462 1.7%
2030 -1,347 -0.5% -1,358 -0.5%
2040 2,984 0.9% 3,248 0.9%
2050 9,616 2.4% 10,928 2.4%
2060 15,555 3.3% 18,549 3.3%
2070 20,216 3.6% 25,315 3.6%
2076 24,892 4.1% 32,092 4.1%

Table 9.7 (b): Shortfall / (surplus) in € millions under base case and higher real earnings growth; 2022 real price terms

The varying real earnings growth scenarios have the biggest impact on the Fund finances (in
2022 real price terms), with the scenario reflecting a 0.5% higher real growth rate giving rise
to a shortfall of €32.1 billion as compared with the base case of €24.9 billion.

Real earnings growth impacts on the increase in projected benefit expenditure as well as PRSI
receipts (reflecting the policy that the SPC will be maintained in line with Average Earnings).
Given the projected increase in the number of projected pension beneficiaries in the future, a
year-on-year cumulative increase / decrease in this variable has a significant knock-on impact
in terms of the overall pension expenditure by the end of the projection period and the related
shortfall arising.

However, whilst the real earnings growth scenarios have the biggest absolute impact the
impact relative to the size of the overall economy is unchanged as growth in GDP and GNI*
commensurately increase/decrease in line with labour force productivity / real earnings growth.
This can be observed in Tables 9.7 (a) and (b). While the absolute shortfall amounts change
in 2022 real price terms, there is no projected change to the deficit as a percentage of GNI*.
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9.6 Adverse scenarios / shocks
9.6.1 Impact of conflict in Ukraine on Fund finances

The Stability Programme Update 2022 published by the Department of Finance discusses the
uncertainty surrounding the central scenario contained within that update.

The Department of Finance’s central scenario is calibrated on the assumption that the fallout
from the conflict in Ukraine slows, rather than de-rails, the economic recovery triggered by the
full-elimination of pandemic-related restrictions. In relation to the latter, a key building block of
the projections is the assumption that the pandemic remains in check.

That department conducted a scenario whereby consumer price inflation is higher in the short
term due to wholesale energy price increases. That department observes that the impact of
higher oil and gas prices would not only affect inflation, but would also have broader
macroeconomic implications, for instance consumption and production would be expected to
be lower. The economic impact of an increase in world oil prices consistent with the above
scenario resulting in a circa 2 percentage points increase in inflation in the year of the shock
(i.e. year T) was calibrated and lower growth in GDP was forecast.

This energy price shock transmits throughout the economy via the real income shock to
households, with consumer spending and production lower. Because of this, the demand for
labour falls, and this is reflected in a higher level of unemployment (0.2 percentage points
higher in the year following the shock). The results outlined above could be considered a
minimum rather than a maximum, with several reasons to suspect the impact could be more
severe. This is because of other channels that are not directly accounted for in this simulation:
these include a decrease in world demand for Irish exports (decreasing output in Ireland’s
traded sector in the near-term) and higher prices for other energy intensive inputs (such as
fertiliser) which would indirectly impact on production.

Impact on variables due to energy price shock following shock year T

Year T T+1 T+2 T+3 T+4 T+5
Inflation / CPI 1.9 0.7 0.7 0.6 0.6 0.5
Unemployment 0.1 0.2 0.3 0.4 0.5 0.5
GDP growth -0.1 -0.2 -0.3 -0.4 -0.5 -0.5

Table 9.8: SPU 2022 adverse scenario initiated by energy price shock
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Impact of adverse scenario due to Ukrainian conflict (as compared with base case)

Base Case Adverse scenario due to Ukrainian conflict
Year Receipts Expenditure Net aéslz/o BZIuar:S:e Receipts | Expenditure Net aéﬁliﬂ) lelj:;?:e
2020 10.6 14.1 (3.5) @Q.7% 0.5 10.6 14.1 (3.5) Q.7% 0.5
2021 11.8 14.9 3.1) (1.3)% 0.0 11.8 14.9 3.1) (1.5)% 0.0
2022 14.2 11.5 2.7 1.1% 2.7 14.2 11.5 2.7 1.1% 2.7
2023 14.8 12.0 2.8 1.1% 5.4 14.7 12.0 2.7 1.1% 5.3
2024 15.4 12.7 2.7 1.1% 8.1 15.2 12.7 25 1.0% 7.9
2025 16.0 13.3 2.6 1.0% 10.8 15.7 13.3 2.4 0.9% 10.2
2026 16.4 13.9 2.4 0.9% 13.2 16.0 13.9 2.1 0.8% 12.3
2027 16.8 14.8 2.0 0.7% 15.2 16.4 14.8 1.6 0.6% 14.0
2028 17.1 15.2 1.9 0.7% 17.1 16.8 15.2 1.6 0.6% 15.5
2029 17.5 15.8 1.6 0.6% 18.8 17.1 15.9 1.2 0.4% 16.7
2030 17.8 16.5 1.3 0.5% 20.1 17.4 16.6 0.9 0.3% 17.6
AN N ) [ N A P N

2035 19.6 20.1 (0.5) (0.1)% 21.4 19.2 20.2 (2.0) (0.3)% 16.4
2040 215 245 (3.0) (0.9)% 11.4 21.0 24.6 (3.6) (1.1)% 3.7
2045 23.3 29.5 (6.1) (1.6)% (13.2) 22.8 29.6 (6.8) (1.8)% (23.9)
2050 25.3 34.9 (9.6) (2.4)% (55.1) 24.7 35.0 (10.3) (2.6)% (69.2)
2055 27.4 40.4 (13.0) (3.0)0% (112.4) 26.8 40.5 (13.7) 3.2)% (130.0)
2060 29.8 45.3 (15.6) (3.3)% (182.5) 29.1 45.4 (16.3) (3.5)% (203.8)
2065 32.3 49.8 (17.5) 3.4)% (264.6) 31.6 50.0 (18.4) (3.6)% (290.1)
2070 34.8 55.0 (20.2) (3.6)% (361.1) 34.0 55.4 (21.3) (3.9)% (391.6)
2076 38.1 63.0 (24.9) 4.1)% (498.5) 37.2 63.5 (26.3) (4.4)% (536.8)

Table 9.9: Impact of adverse scenario due to Ukrainian conflict as compared with base case. Figures shown in € billions.

The impact of this scenario on the Fund finances is muted for the following reasons:

— Higher inflation doesn’t impact as it is assumed to impact both income and receipts equally
and in any event the amounts shown are discounted back to 2022 real price terms;

— Higher unemployment has some impact on the finances as it affects PRSI receipts and
Jobseeker's expenditure, but it does not have a direct impact on other more material
expenditure items including pension related expenditure;

— Lower GDP and GNI* growth for a few years at outset mean that the projected deficits are
expressed as a % of lower GNI* (circa 2% cumulative impact) in future years.

9.6.2 Impact of conflict in Ukraine on incremental PRSI requirements

We explain in Chapter 10 what each of Policy Option 1, 1(a), 2, 2(a), 3 and the “full projection
period” scenario represent. We calculate the incremental PRSI required to eliminate the
projected actuarial shortfall by 2040 under each of these options reflecting base case
assumptions and present the results in Chapter 10. In this subsection we have calculated the
incremental PRSI required under each of these options reflecting the Ukrainian conflict
scenario as described at subsection 9.6.1.

Expenditure under the policy options in this subsection differs from that in Table 9.9 as it
reflects the phase out of the yearly average approach over the ten year period commencing in
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2024+ and indeed other changes impacting SPC including the “smoothed earnings” approach
to indexation outlined in Appendix 7 with further analysis of its impact at 10.3.4.

Figures reflecting Policy Option 1 — Ukrainian conflict scenario

PRSI rate increases coupled with better of SPC formula phase out; “Policy Option 1” — Ukrainian conflict scenario

Main Benefit considerations for
SPC

SPC increases in line with the “smoothed earnings” approach to indexation
Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S)

Increase from 4% to average of Class A employee and employer rate by 2040

Employer and employees each
(Class A)

No increase by 2030; 1.07 percentage point increase by 2040

Table 9.10: Headline impacts on PRSI by class and employer / employee of Policy Option 1 under Ukrainian conflict scenario

Impact of Pensions Commission modified package 1 “Policy Option 1” - Ukrainian conflict scenario

Ukrainian conflict scenario - existing legislative basis Ukrainian conflict scenario - Policy Option 1
Year Receipts Expenditure Net3® Receipts Expenditure Net
2020 10.6 141 (3.5) 10.6 141 (3.5)
2021 11.8 14.9 (3.1) 11.8 14.9 (3.1)
2022 14.2 115 2.7 14.2 11.5 2.7
2023 14.7 12.0 2.7 14.7 12.4 2.3
2024 15.2 12.7 2.5 15.3 13.5 1.8
2025 15.7 13.3 2.4 15.8 14.1 1.6
2026 16.0 13.9 2.1 16.2 14.8 1.4
2027 16.4 14.8 1.6 16.6 15.6 0.9
2028 16.8 15.2 1.6 17.0 16.1 0.9
2029 17.1 15.9 1.2 17.4 16.8 0.6
2030 17.4 16.6 0.9 17.8 17.4 0.4
2035 19.2 20.2 (1.0) 21.2 20.9 0.3
2040 21.0 24.6 (3.6) 25.1 25.1 0.0

Table 9.11: Income and expenditure - Ukrainian conflict scenario on the existing legislative basis and Policy Option 1

Impact by PRSI Class of Pensions Commission modified package 1" Policy Option 1" - Ukrainian conflict scenario

Class A employee Class A employer Class S
vear | Basecase | [P ON G | Basecase | ol onticr | %% €25 | Girmian confic
2020 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2021 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
|
2030 4.00% 4.00% 10.05% 10.05% 4.00% 5.69%
2031 4.00% 4.11% 10.05% 10.16% 4.00% 5.93%
2032 4.00% 4.21% 10.05% 10.26% 4.00% 6.17%
2033 4.00% 4.32% 10.05% 10.37% 4.00% 6.41%

33 As mentioned in chapter 7, the surplus / shortfall amounts in base case may differ to the shown differences in receipts and expenditure due to rounding.
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Impact by PRSI Class of Pensions Commission modified package 1 " Policy Option 1" - Ukrainian conflict scenario

2034 4.00% 4.43% 10.05% 10.48% 4.00% 6.65%
2035 4.00% 4.54% 10.05% 10.59% 4.00% 6.89%
2036 4.00% 4.64% 10.05% 10.69% 4.00% 7.14%
2037 4.00% 4.75% 10.05% 10.80% 4.00% 7.38%
2038 4.00% 4.86% 10.05% 10.91% 4.00% 7.62%
2039 4.00% 4.97% 10.05% 11.02% 4.00% 7.86%
2040 4.00% 5.07% 10.05% 11.12% 4.00% 8.10%

Table 9.12: PRSI rate by Class reflecting Policy Option 1 — Ukrainian conflict scenario

Figures reflecting Policy Option 1(a) - Ukrainian conflict scenario

“Policy Option 1(a)”: As per Policy Option 1 but with both Class A and S increases commencing in 2024

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase from 4% to average of Class A employee and employer rate by 2040

Employer and employees each
(Class A)
Table 9.13: Headline impacts on PRSI by class and employer / employee of Policy Option 1(a) — Ukrainian conflict scenario

0.22 percentage point increase by 2030; 0.85 percentage point increase by 2040

Impact on PRSI Class of “Policy Option 1(a)" — Class A and S increases commencing in 2024

Class A employee Class A employer Class S
vear | Base case | (Gt DV | Basecase | U O Contier | B25eCae | ot confiot
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.03% 10.05% 10.08% 4.00% 4.24%
2025 4.00% 4.06% 10.05% 10.11% 4.00% 4.48%
2026 4.00% 4.09% 10.05% 10.14% 4.00% 4.72%
2027 4.00% 4.13% 10.05% 10.18% 4.00% 4.96%
2028 4.00% 4.16% 10.05% 10.21% 4.00% 5.21%
2029 4.00% 4.19% 10.05% 10.24% 4.00% 5.45%
2030 4.00% 4.22% 10.05% 10.27% 4.00% 5.69%
2031 4.00% 4.31% 10.05% 10.36% 4.00% 5.93%
2032 4.00% 4.39% 10.05% 10.44% 4.00% 6.17%
2033 4.00% 4.48% 10.05% 10.53% 4.00% 6.41%
2034 4.00% 4.56% 10.05% 10.61% 4.00% 6.65%
2035 4.00% 4.65% 10.05% 10.70% 4.00% 6.89%
2036 4.00% 4.73% 10.05% 10.78% 4.00% 7.14%
2037 4.00% 4.82% 10.05% 10.87% 4.00% 7.38%
2038 4.00% 4.90% 10.05% 10.95% 4.00% 7.62%
2039 4.00% 4.99% 10.05% 11.04% 4.00% 7.86%
2040 4.00% 5.07% 10.05% 11.12% 4.00% 8.10%

Table 9.14: PRSI rate by Class reflecting Policy Option 1(a) — Ukrainian conflict scenario
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The increase in the Class A rate commences earlier in Policy Option 1(a) as compared with
Policy Option 1 — i.e. rate increases commence in 2024 rather than in 2031. Smaller
incremental increases are required but over a longer period — a 0.22 percentage point increase
by 2030 followed by a 0.85 percentage point increase by 2040. The incremental increase in
Class S to 2040 is unchanged from that under Policy Option 1.

Figures reflecting Policy Option 2 - Ukrainian conflict scenario

Policy Option 2: PRSI rate increases (Class S in sync with Class A employee rate)

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Employer and employees each
(Class A)
Table 9.15: Headline impacts on PRSI by class and employer / employee of Policy Option 2 — Ukrainian conflict scenario

No increase by 2030; 1.32 percentage point increase by 2040

Impact on PRSI Class of “Policy Option 2" — Class S increases in line with Class A employee rate

Class A employee Class A employer Class S
vear | BaseCase SE:;)r/ugr? tti:?)rr;ffiti Base Case Sﬁlﬁﬁ.gﬁ tci:(()Jrr:f?if; Base Case Eck)lri;)r: igrl? tci:c())rrlllei(i
2020 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2021 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
. ! - |
2030 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2031 4.00% 4.13% 10.05% 10.18% 4.00% 4.13%
2032 4.00% 4.26% 10.05% 10.31% 4.00% 4.26%
2033 4.00% 4.39% 10.05% 10.44% 4.00% 4.39%
2034 4.00% 4.53% 10.05% 10.58% 4.00% 4.53%
2035 4.00% 4.66% 10.05% 10.71% 4.00% 4.66%
2036 4.00% 4.79% 10.05% 10.84% 4.00% 4.79%
2037 4.00% 4.92% 10.05% 10.97% 4.00% 4.92%
2038 4.00% 5.05% 10.05% 11.10% 4.00% 5.05%
2039 4.00% 5.18% 10.05% 11.23% 4.00% 5.18%
2040 4.00% 5.32% 10.05% 11.37% 4.00% 5.32%

Table 9.16: PRSI rate by Class reflecting Policy Option 2 — Ukrainian conflict scenario

As Class S does not increase by as much as Policy Option 1 throughout the period, there is
an overall increase required of 1.32 percentage points on Class A employee contributions by
2040, compared to 1.07 percentage points in Policy Option 1. The required PRSI rate at an
individual level for Class S is much lower than was observed in Policy Option 1. There is an
overall increase of 1.32 percentage points on Class S employee contributions by 2040 required
to offset the then shortfall (same as Class A by design), compared to 4.10 percentage points
in Policy Option 1.
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Figures reflecting Policy Option 2(a) — Ukrainian conflict scenario

Policy Option 2(a): As per Policy Option 2 but with a lifting of the PRSI age exemption limit from 66 to 70

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Employer and employees each
(Class A)
Table 9.17: Headline impacts on PRSI by class and employer / employee of Policy Option 2(a) — Ukrainian conflict scenario

No increase by 2030; 1.07 percentage point increase by 2040

The impact of the lifting of the age exemption limit from age 66 to age 70 and the larger PRSI
base (which includes those in the 66 — 69 year old age range) reduces the required incremental
PRSI rate increases projected to eliminate shortfalls.

Impact on PRSI Class of “Policy Option 2(a)" — As per Policy Option 2 and a lifting of the age exemption limit

Class A employee Class A employer Class S
2020 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2021 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
S O [ o s D
2030 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2031 4.00% 4.11% 10.05% 10.16% 4.00% 4.11%
2032 4.00% 4.21% 10.05% 10.26% 4.00% 4.21%
2033 4.00% 4.32% 10.05% 10.37% 4.00% 4.32%
2034 4.00% 4.43% 10.05% 10.48% 4.00% 4.43%
2035 4.00% 4.53% 10.05% 10.58% 4.00% 4.53%
2036 4.00% 4.64% 10.05% 10.69% 4.00% 4.64%
2037 4.00% 4.75% 10.05% 10.80% 4.00% 4.75%
2038 4.00% 4.85% 10.05% 10.90% 4.00% 4.85%
2039 4.00% 4.96% 10.05% 11.01% 4.00% 4.96%
2040 4.00% 5.07% 10.05% 11.12% 4.00% 5.07%

Table 9.18: PRSI rate by Class reflecting Policy Option 2(a) — Ukrainian conflict scenario

Figures reflecting Policy Option 3 — Ukrainian conflict scenario

Policy Option 3 \

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase from 4% to Class A employer rate by 2040

Employer and employees each
(Class A)
Table 9.19: Headline impacts on PRSI by class and employer / employee of Policy Option 3 — Ukrainian conflict scenario

No increase by 2030; 0.83 percentage point increase by 2040

The impact on PRSI rates of the Ukrainian conflict and Policy Option 3 on a year by year basis
is shown in Table 9.20. The impact is similar to Policy Option 1 except the class A rate
increases by 0.83 percentage point increases by 2040 rather than 1.07 percentage point

73



REVIEW OF THE SOCGIAL INSURANGE FUND 31 DECEMBER 2020 | Sensitvity and Scenario Analysis

increases under Policy Option 1. Class S increases significantly more materially under Policy
Option 3 from 4% to 10.88% as compared with an increase to 8.1% under Policy Option 1.

Impact on PRSI Class of Policy Option 3

Class A employee Class A employer Class S
vear | BaseCase | [yt oM e | BaseCae | Uiraion contier | B2 | Uiranian confi
2020 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2021 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
../ _________|
2030 4.00% 4.00% 10.05% 10.05% 4.00% 6.83%
2031 4.00% 4.08% 10.05% 10.13% 4.00% 7.24%
2032 4.00% 4.17% 10.05% 10.22% 4.00% 7.64%
2033 4.00% 4.25% 10.05% 10.30% 4.00% 8.05%
2034 4.00% 4.33% 10.05% 10.38% 4.00% 8.45%
2035 4.00% 4.42% 10.05% 10.47% 4.00% 8.86%
2036 4.00% 4.50% 10.05% 10.55% 4.00% 9.26%
2037 4.00% 4.58% 10.05% 10.63% 4.00% 9.67%
2038 4.00% 4.67% 10.05% 10.72% 4.00% 10.07%
2039 4.00% 4.75% 10.05% 10.80% 4.00% 10.48%
2040 4.00% 4.83% 10.05% 10.88% 4.00% 10.88%

Table 9.20: PRSI rate by Class reflecting Policy Option 3 — Ukrainian conflict scenario

9.6.3 Impact of a multi-year recession

Shock to PRSI receipts and GDP / GNI* growth, higher Jobseeker’s Benefit payments similar
to 2009 - 2013, yet benefit inflation continues. The shock assumed to occur in 2023 — 2027 as
highlighted in Table 9.21.

— Stunted economic growth over a number of years leading to lower GDP/GNI* growth;

— Lower demand for goods and services which in turn mean lower employment rates and
higher unemployment;

— Contraction in PRSI similar to that seen in 2009-2013 occurring hypothetically in 2023-
2027 with the subsequent recovery that also took place thereafter due to measures taken

(implicitly assuming similar measures would be taken again);

— Assume that benefit inflationary pressure continue in the face of high sustained inflation/
cost of living pressures. We have assumed for the purposes of this scenario that benefit
inflation is such that the SPC increases by 9% above base case in 2023 and stays at that
level for the duration of the shock to 2027 thereafter reducing gradually over 5 years, other
benefits increase in tandem.
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Impact of adverse scenario due to multi-year recession (as compared with base case)

Base Case Adverse scenario due to multi-year recession
Year Receipts | Expenditure Net asa% Fund Receipts | Expenditure Net asa% Fund
GNI* Balance GNI* Balance
2020 10.6 141 (3.5) 1.7)% 0.5 10.6 14.1 (3.5) 1.7)% 0.5
2021 11.8 14.9 (3.1) (1.3)% 0.0 11.8 14.9 (3.1) (1.3)% 0.0
2022 14.2 115 2.7 1.1% 2.7 14.2 115 2.7 1.1% 2.7
2023 14.8 12.0 2.8 1.1% 5.4 12.3 12.9 (0.6) (0.3)% 2.1
2024 15.4 12.7 2.7 1.1% 8.1 11.3 143 (3.0) (1.5)% (0.9)
2025 16.0 13.3 2.6 1.0% 10.8 12.2 14.6 (2.3) (1.1)% (3.2)
2026 16.4 13.9 24 0.9% 13.2 11.0 15.0 (4.0) (2.0)% (7.2)
2027 16.8 14.8 2.0 0.7% 15.2 11.6 15.6 (4.0) (2.0)% (11.3)

Table 9.21: Impact of adverse scenario due to multi-year recession as compared with base case. Figures shown in € billions.

The shock is short and sharp with a reduction in projected receipts by year 5 of the shock of
30% compared with the base case projection. The multi-year recession coupled with benefit
inflationary pressure results in higher expenditure across all benefit types including SPC and
Jobseeker’'s Benefit, Jobseeker’s (Self-Employed) Benefit. The net position is a shortfall, and
the shortfall is expressed as a % of the then projected lower GNI* due to the contraction.

9.6.4 Impact of multi-year recession on incremental PRSI requirements

We have assumed that PRSI receipts, the economy and expenditure will recover post the
multi-year recession. The incremental PRSI rates calculated under this scenario (which are
designed to eliminate the actuarial shortfall by 2040) are no different than under the base case
scenario described in Chapter 10, given the assumed recovery after this shock.

9.6.5 Impact of a multi-year recession and conflict in Ukraine continues

As per the multi-year recession scenario as described at 9.6.3 plus incrementally adverse
growth in GNI* and incrementally higher unemployment / lower employment growth due to
ongoing Ukrainian conflict as per scenario summarised in subsection 9.6.1.

Impact of adverse scenario due to Multi-Year Recession and Ukrainian conflict continuing (as compared with base case)

Base Case Adverse scenario (recession & Ukrainian conflict)
Year | Receipts | Expenditure Net aésliA) leuar:ie Receipts | Expenditure Net aéSIZA) BZIuar;l(ie
2020 10.6 14.1 (3.5) 1.7)% 0.5 10.6 14.1 (3.5) 1.7)% 0.5
2021 11.8 14.9 (3.1) (1.3)% 0.0 11.8 14.9 (3.1) 1.3)% 0.0
2022 14.2 115 2.7 1.1% 2.7 14.2 115 2.7 1.1% 2.7
2023 14.8 12.0 2.8 1.1% 5.4 12.2 12.9 0.7) (0.3)% 2.0
2024 15.4 12.7 2.7 1.1% 8.1 11.1 14.2 (3.1) (1.6)% 1.2)
2025 16.0 13.3 2.6 1.0% 10.8 11.8 145 (2.7) 1.3)% (3.9)
2026 16.4 13.9 24 0.9% 13.2 10.4 15.0 (4.6) (2.3)% (8.5)
2027 16.8 14.8 2.0 0.7% 15.2 10.7 15.7 (5.0) (2.5)% (13.5)

Table 9.22: Impact of adverse scenario due to multi-year recession, conflict in Ukraine continues as compared with base case.
Cashflows in € billions

75




REVIEW OF THE SOCGIAL INSURANGE FUND 31 DECEMBER 2020 | Sensitvity and Scenario Analysis

9.6.6 Incremental PRSI requirements in the scenario of a multi-year recession
and conflict in Ukraine continuing

The incremental PRSI in this scenario is as shown at 9.6.2 reflecting the effect of the conflict
in the Ukraine continuing. There is no further incremental PRSI required in respect of the multi-
year recession between 2023 — 2027 as the economy is assumed to recover from the shock
shortly thereafter and otherwise continue the trajectory as per the Ukrainian conflict scenario

described at 9.6.1.

9.6.7 Impact of a multi-year recession, conflict in Ukraine continues, lower long
term growth

— Lower permanent growth in employment due to stagflation. Shock as per 9.6.5 but
thereafter reflecting permanently lower growth;
— This scenario assumes that benefit inflationary pressure continue in the face of high
sustained inflation/ cost of living pressures. We have assumed that benefit inflation is such
that the SPC increases by 9% above base case in 2023 and stays at that level for the
duration of the shock to 2027 thereafter reducing gradually over 5 years, other benefits
increase in tandem;
— Deficits are larger in both absolute terms and expressed as a proportion of GNI* given that
in this scenario the economy does not recover from the shock of 2023 - 2027.

Impact of adverse scenario due to Multi-Year Recession, Ukrainian conflict continuing, lower growth (versus base case)

Base Case Very adverse scenario
Year Receipts Expenditure Net aézliA) leuar:]dce Receipts | Expenditure Net aésliﬂ] BZIual:ie
2020 10.6 14.1 (3.5) @.7)% 0.5 10.6 14.1 35 | @)% 0.5
2021 11.8 14.9 (3.2) (1.3)% 0.0 11.8 14.9 3.1) (1.3)% 0.0
2022 14.2 115 2.7 1.1% 2.7 14.2 115 2.7 1.1% 2.7
2023 14.8 12.0 2.8 1.1% 5.4 12.2 12.9 (0.7) (0.3)% 2.0
2024 15.4 12.7 2.7 1.1% 8.1 11.1 14.2 31) | 1.6)% 1.2)
2025 16.0 13.3 2.6 1.0% 10.8 11.8 145 2.7) (1.3)% (3.9)
2026 16.4 13.9 2.4 0.9% 13.2 10.4 15.0 (4.6) (2.3)% (8.5)
2027 16.8 14.8 2.0 0.7% 15.2 10.7 15.7 5.0 | 5% (13.5)
2028 17.1 15.2 1.9 0.7% 17.1 10.9 16.0 (5.0 (2.5)% (18.5)
2029 17.5 15.8 1.6 0.6% 18.8 111 16.5 (5.3) (2.6)% (23.9)
2030 17.8 16.5 1.3 0.5% 20.1 11.4 17.0 5.6) | 7% (29.5)
! [/ ! [ |

2035 19.6 20.1 (0.5) 0.1)% 21.4 12.5 20.3 7.7 | 34% (63.4)
2040 215 245 (3.0 (0.9)% 11.4 13.7 24.7 (11.0) | (44% | (111.8)
2045 23.3 29.5 (6.1) (1.6)% (13.2) 14.9 29.7 (14.8) | G4H% | (178.4)
2050 25.3 34.9 (9.6) (2.4)% (55.1) 16.1 35.1 (19.0) (6.4)% (265.7)
2055 27.4 40.4 (13.0) | (3.0)% (112.4) 17.5 40.6 232 | 7.2% | (372.1)
2060 29.8 45.3 (15.6) (3.3)% (182.5) 19.0 45.6 (26.6) (7.7)% (495.5)
2065 32.3 49.8 (17.5) (3.4)% (264.6) 20.6 50.1 (29.5) (7.8)% (635.5)
2070 34.8 55.0 (20.2) (3.6)% (361.1) 22.2 55.5 (33.3) (8.2)% (795.2)
2076 38.1 63.0 (24.9) (4.1)% (498.5) 24.3 63.6 (39.3) (8.8)% | (1,015.7)

Table 9.23: Adverse scenario due to multi-year recession, conflict in Ukraine continues, permanently lower growth v base case
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9.6.8 Impact of multi-year recession, conflict in Ukraine continues, lower long
term growth on incremental PRSI requirements

In this subsection we have calculated the incremental PRSI required under each of Policy
Options 1, 1(a), 2, 2(a), 3 and the “full projection period” scenario (further described in Chapter
10), reflecting the very adverse scenario of a multi-year recession, ongoing conflict in Ukraine
and lower long-term growth prospects for the economy.

Figures reflecting Policy Option 1 — multi-year recession, conflict in Ukraine continues, lower
long term growth scenario

PRSI rate increases coupled with better of SPC formula phase out; “Policy Option 1” — very adverse scenario

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase from 4% to average of Class A employee and employer rate by 2040

Employer and employees each
(Class A)

Table 9.24: Headline impacts on PRSI by class of Policy Option 1 — multi-year recession, conflict in Ukraine continues and
lower long term growth scenario

1.48 percentage point increase by 2030; 3.41 percentage point increase by 2040

Impact of Pensions Commission modified package 1 “Policy Option 1” - very adverse scenario

Very adverse scenario - existing legislative basis Very adverse scenario - Policy Option 1
Year Receipts Expenditure Net®* Receipts Expenditure Net
2020 10.6 141 (3.5) 10.6 141 (3.5)
2021 11.8 14.9 (3.1) 11.8 14.9 (3.1)
2022 14.2 11.5 2.7 14.2 11.5 2.7
2023 12.2 12.9 0.7) 12.2 13.3 (1.1)
2024 111 14.2 3.1) 13.3 151 1.9)
2025 11.8 14.5 2.7) 16.1 15.4 0.6
2026 10.4 15.0 (4.6) 13.7 15.9 (2.2)
2027 10.7 15.7 (5.0) 16.6 16.6 0.0
2028 10.9 16.0 (5.0) 16.9 16.9 0.0
2029 111 16.5 (5.3) 17.3 17.4 (0.0)
2030 11.4 17.0 (5.6) 17.9 17.9 0.0
2035 125 20.3 (7.7) 21.5 21.0 0.5
2040 13.7 24.7 (11.0) 25.1 25.1 0.0

Table 9.25: Income and expenditure as per scenario of multi-year recession, conflict in Ukraine continues and lower long term
growth scenario - existing legislative basis and Policy Option 1

34 As mentioned in chapter 7, the surplus / shortfall amounts in base case may differ to the shown differences in receipts and expenditure due to rounding.
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Impact by PRSI Class of Pensions Commission modified package 1 " Policy Option 1" - very adverse scenario

Class A employee Class A employer Class S
Year Base Policy Option 1 & very Base Policy Option 1 & very Base Policy Option 1 & very
Case adverse scenario Case adverse scenario Case adverse scenario
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.21% 10.05% 10.26% 4.00% 4.47%
2025 4.00% 4.42% 10.05% 10.47% 4.00% 4.93%
2026 4.00% 4.63% 10.05% 10.68% 4.00% 5.40%
2027 4.00% 4.84% 10.05% 10.89% 4.00% 5.86%
2028 4.00% 5.06% 10.05% 11.11% 4.00% 6.33%
2029 4.00% 5.27% 10.05% 11.32% 4.00% 6.79%
2030 4.00% 5.48% 10.05% 11.53% 4.00% 7.26%
2031 4.00% 5.82% 10.05% 11.87% 4.00% 7.73%
2032 4.00% 6.16% 10.05% 12.21% 4.00% 8.19%
2033 4.00% 6.50% 10.05% 12.55% 4.00% 8.66%
2034 4.00% 6.84% 10.05% 12.89% 4.00% 9.12%
2035 4.00% 7.18% 10.05% 13.23% 4.00% 9.59%
2036 4.00% 7.53% 10.05% 13.58% 4.00% 10.05%
2037 4.00% 7.87% 10.05% 13.92% 4.00% 10.52%
2038 4.00% 8.21% 10.05% 14.26% 4.00% 10.98%
2039 4.00% 8.55% 10.05% 14.60% 4.00% 11.45%
2040 4.00% 8.89% 10.05% 14.94% 4.00% 11.92%

Table 9.26: PRSI rate by Class reflecting Policy Option 1 — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario

Figures reflecting Policy Option 1(a) — multi-year recession, conflict in Ukraine continues, lower
long term growth scenario

In the very adverse scenario described in this subsection the incremental PRSI required under
Policy Option 1(a) is the same as under Policy Option 1. Incremental PRSI for class A
commences from year 2024 under both options.

Figures reflecting Policy Option 2 — multi-year recession, conflict in Ukraine continues, lower
long term growth scenario

Policy Option 2: PRSI rate increases (Class S in sync with Class A employee rate) ‘

Main Benefit considerations for SPC increases in line with the “smoothed earnings” approach to indexation
SPC Phase out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase in line with Class A Employee contribution rate

Employer and employees each
(Class A)

Table 9.27: Headline impacts on PRSI of Policy Option 2 — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario

1.62 percentage point increase by 2030; 3.51 percentage point increase by 2040
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Impact on PRSI Class of “Policy Option 2" — Class S increases in line with Class A employee rate

Class A employee Class A employer Class S
Year Base Policy Option 2 &_ Base Policy Option 2 & very Base Policy Option 2 & very
Case very adverse scenario Case adverse scenario Case adverse scenario
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.23% 10.05% 10.28% 4.00% 4.23%
2025 4.00% 4.46% 10.05% 10.51% 4.00% 4.46%
2026 4.00% 4.69% 10.05% 10.74% 4.00% 4.69%
2027 4.00% 4.92% 10.05% 10.97% 4.00% 4.92%
2028 4.00% 5.16% 10.05% 11.21% 4.00% 5.16%
2029 4.00% 5.39% 10.05% 11.44% 4.00% 5.39%
2030 4.00% 5.62% 10.05% 11.67% 4.00% 5.62%
2031 4.00% 5.97% 10.05% 12.02% 4.00% 5.97%
2032 4.00% 6.32% 10.05% 12.37% 4.00% 6.32%
2033 4.00% 6.67% 10.05% 12.72% 4.00% 6.67%
2034 4.00% 7.02% 10.05% 13.07% 4.00% 7.02%
2035 4.00% 7.37% 10.05% 13.42% 4.00% 7.37%
2036 4.00% 7.73% 10.05% 13.78% 4.00% 7.73%
2037 4.00% 8.08% 10.05% 14.13% 4.00% 8.08%
2038 4.00% 8.43% 10.05% 14.48% 4.00% 8.43%
2039 4.00% 8.78% 10.05% 14.83% 4.00% 8.78%
2040 4.00% 9.13% 10.05% 15.18% 4.00% 9.13%

Table 9.28: PRSI rate by Class reflecting Policy Option 2 — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario

As Class S does not increase by as much as Policy Option 1 throughout the period, there is
an overall increase required of 5.13 percentage points on Class A employee contributions by
2040, compared to 4.89 percentage points in Policy Option 1. The required PRSI rate at an
individual level for Class S is much lower than was observed in Policy Option 1. There is an
overall increase of 5.13 percentage points on Class S employee contributions by 2040 required
to offset the then shortfall (same as Class A by design), compared to 7.92 percentage points
in Policy Option 1.

Figures reflecting Policy Option 2(a) — multi-year recession, conflict in Ukraine continues, lower
long term growth scenario

Policy Option 2(a): As per Policy Option 2 but with a lifting of the PRSI age exemption limit from 66 to 70

SPC increases in line with the “smoothed earnings” approach to indexation
Phase out of “yearly average” approach for calculating SPC from 2024+
Self-employed (Class S) Increase in line with Class A Employee contribution rate

Main Benefit considerations for SPC

Class A — Employer and employees 1.41 percentage point increase by 2030; 3.35 percentage point increase by 2040

Table 9.29: Headline impacts on PRSI of Policy Option 2(a) — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario
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The impact of the lifting of the age exemption limit from age 66 to age 70 and the larger PRSI
base (which includes those in the 66 — 69 year old age range) reduces the required incremental
PRSI rate increases projected to eliminate shortfalls.

Impact on PRSI Class of “Policy Option 2(a)" — As per Policy Option 2 and a lifting of the age exemption limit

Class A employee Class A employer Class S
vear Base Policy Option 2a &' Base Policy Option 2a &_ Base Policy Option 2a &_
Case very adverse scenario Case very adverse scenario Case | very adverse scenario
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.20% 10.05% 10.25% 4.00% 4.20%
2025 4.00% 4.40% 10.05% 10.45% 4.00% 4.40%
2026 4.00% 4.60% 10.05% 10.65% 4.00% 4.60%
2027 4.00% 4.81% 10.05% 10.86% 4.00% 4.81%
2028 4.00% 5.01% 10.05% 11.06% 4.00% 5.01%
2029 4.00% 5.21% 10.05% 11.26% 4.00% 5.21%
2030 4.00% 5.41% 10.05% 11.46% 4.00% 5.41%
2031 4.00% 5.75% 10.05% 11.80% 4.00% 5.75%
2032 4.00% 6.08% 10.05% 12.13% 4.00% 6.08%
2033 4.00% 6.42% 10.05% 12.47% 4.00% 6.42%
2034 4.00% 6.75% 10.05% 12.80% 4.00% 6.75%
2035 4.00% 7.09% 10.05% 13.14% 4.00% 7.09%
2036 4.00% 7.42% 10.05% 13.47% 4.00% 7.42%
2037 4.00% 7.76% 10.05% 13.81% 4.00% 7.76%
2038 4.00% 8.09% 10.05% 14.14% 4.00% 8.09%
2039 4.00% 8.43% 10.05% 14.48% 4.00% 8.43%
2040 4.00% 8.77% 10.05% 14.82% 4.00% 8.77%

Table 9.30: PRSI rate by Class reflecting Policy Option 2(a) — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario

Figures reflecting Policy Option 3 — multi-year recession, conflict in Ukraine continues, lower
long term growth scenario

Policy Option 3 \

SPC increases in line with the “smoothed earnings” approach to indexation
Phase out of “yearly average” approach for calculating SPC from 2024+
Self-employed (Class S) Increase from 4% to Class A employer rate by 2040

Main Benefit considerations for SPC

Class A — Employer and employees | 1.38 percentage point increase by 2030; 3.27 percentage point increase by 2040

Table 9.31: Headline impacts on PRSI of Policy Option 3 — multi-year recession, conflict in Ukraine continues and lower long term
growth scenario

Policy Option 3 is similar to Policy Option 1 other than the Class S rate increases more steeply
such that it is projected to reach 8.41% by 2030 and 14.70% by 2040 as compared with 7.26%
by 2030 and 11.92% by 2040 under Policy Option 1. The corollary is that Class A rates for
employees and employers are lower under Policy Option 3 than Policy Option 1. For example,
the Class A employee rate will increase from 4.00% to 8.65% by 2040 under Policy Option 3
whereas it will increase to 8.89% by 2040 under Policy Option 1.
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Impact on PRSI Class of Policy Option 3 ‘

Class A employee Class A employer Class S
Year Base Policy Option 3 &' Base Policy Option 3 & very Base Policy Option 3 & very
Case very adverse scenario Case adverse scenario Case adverse scenario
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.20% 10.05% 10.25% 4.00% 4.63%
2025 4.00% 4.40% 10.05% 10.45% 4.00% 5.26%
2026 4.00% 4.59% 10.05% 10.64% 4.00% 5.89%
2027 4.00% 4.79% 10.05% 10.84% 4.00% 6.52%
2028 4.00% 4.99% 10.05% 11.04% 4.00% 7.15%
2029 4.00% 5.19% 10.05% 11.24% 4.00% 7.78%
2030 4.00% 5.38% 10.05% 11.43% 4.00% 8.41%
2031 4.00% 5.71% 10.05% 11.76% 4.00% 9.04%
2032 4.00% 6.04% 10.05% 12.09% 4.00% 9.67%
2033 4.00% 6.36% 10.05% 12.41% 4.00% 10.29%
2034 4.00% 6.69% 10.05% 12.74% 4.00% 10.92%
2035 4.00% 7.02% 10.05% 13.07% 4.00% 11.55%
2036 4.00% 7.34% 10.05% 13.39% 4.00% 12.18%
2037 4.00% 7.67% 10.05% 13.72% 4.00% 12.81%
2038 4.00% 8.00% 10.05% 14.05% 4.00% 13.44%
2039 4.00% 8.32% 10.05% 14.37% 4.00% 14.07%
2040 4.00% 8.65% 10.05% 14.70% 4.00% 14.70%

Table 9.32: PRSI rate by Class reflecting Policy Opton 3 — multi-year recession, conflict in Ukraine continues and lower long
term growth scenario

9.6.9 Shocks against base case and additional shocks against the base case
plus agreed changes

In sections 9.6.1 to 9.6.8 we examined the impact of the various shocks against the base case
i.e. the existing legislative basis. In Appendix 8, we analyse the impact of these shocks against
the alternative base case i.e. the existing legislative basis and reflecting recently agreed
changes as announced by the Minister for Social Protection in September 2022. The detail of
the announced changes is also reflected in Appendix 8.

9.6.10 Summarised impact of shocks on the Fund

In the tables that follow we have summarised the potential impact of shocks on the Fund
reflecting a shock against (i) the “base case” i.e. existing legislative basis and (ii) the base case
incorporating recently announced changes by the Minister. The “accumulated deficits” shown
in Table 9.33 is the summation of the opening surplus plus annual surplus / shortfalls each
year. It is equivalent to the projected surplus by year end 2022 of €2.7 billion plus the net
present value of the future shortfalls at a 0% real discount rate. Interest on the Fund is implicitly
assumed to accrue in line with the inflation assumption i.e. at a 0% “real” interest rate.
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@) (b) (c)
Agreed Changes &
No change/As-is Agreed Changes & smoothed earnings
smoothed earnings approach plus “full
indexation projection period”
PRSI Rate Increases
" Base Case (498.5) (475.5) 0.0
o .
= Base Case plus Ukraine
g Shock (536.8) (513.8) (48.9)
() .
3 Base Case p_Ius multi- (526.7) (503.9) (29.0)
- year Recession
£ Base Case plus Ukraine
S and Multi-Year (566.1) (543.3) (79.0)
T Recession
) Base Case plus Ukraine
o and Multi-Year
©
b= Recession and lower (1,015.7) (993.0) (689.6)
long term growth

Table 9.33: Accumulated deficits (€ billions) at the end of the projection period (2076); equivalent to NPV of opening surplus
and future surplus / shortfalls at a 0% “real” discount rate

As can be seen from Table 9.33, the accumulated deficit under the base case is €498.5 billion
which allows for the projected surplus of €2.7 billion at the end of 2022 plus the summation of
the projected annual surpluses / shortfalls over the projection period. Moving down the table
and as the severity of the shocks increase the accumulated deficits increase, materially so in
the adverse scenario.

The figures in column (@) illustrate the impact on the accumulated deficit of a variety of shock
scenarios as compared with base case. Column (b) represents the revised figures reflecting
the “agreed changes” announced by the Minister in September 2022 (see Appendix 8), plus
the addition of the “smoothed earnings” approach to indexation. The “smoothed earnings”
approach to indexation is anticipated to result in SPC increasing from its current 32% of
average earnings (excluding irregular earnings and overtime) level to 34% by 2024 and remain
at the higher level throughout the projection period. The slight difference in overall accumulated
deficits between columns (a) and (b) arises due to the lower projected SPC expenditure in the
later years of the projection when the phasing out the “yearly average” underpin has an impact.

The figures in column (c) reflect expenditure as per column (b) but reflecting the higher PRSI
rates as calculated under the “full projection period” scenario. The PRSI rates under the “full
projection period” scenario involve a material increase from current levels. For a Class A
employee the PRSI rate increase required is from 4% to 4.54% by 2030, 5.32% by 2040, 6.09%
by 2050 and 8.11% by 2076.
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(@) (b) (c)
Agreed Changes &
No change/As-is Agreed Changt_es & smoothed earnl“ngs
smoothed earnings approach plus “full
indexation projection period”
PRSI Rate Increases
" Base Case 2043 2032 2077
o "
= Base Case plus Ukraine
3 Shock 2041 2031 2042
()
3 Base Case p_Ius multi- 2024 2023 2023
= year Recession
g Base Case plus Ukraine
5 and Multi-Year 2024 2023 2023
i Recession
é Base Case plus Ukraine
R ond Multi-vear 2024 2023 2023
= Recession and lower
long term growth

Table 9.34: First year in which the Fund enters deficit

As observed in Chapter 7, the first year the Fund is projected to enter deficit in the base case
scenario is 2043. This would be accelerated to 2032 on implementation of the smoothed
earnings approach to indexation coupled with the various agreed changes approach coupled
with the changes announced by the Minister in September 2022. By design the first year the
Fund is projected to enter deficit under the “full projection period” scenario is 2077 i.e. the year
after the end of the projection period.

The impact of the shocks in terms of acceleration of the year in which the Fund enters deficit
can be seen in Table 9.34. The short term multi-year recessionary shock will push the Fund
into deficit by 2023 under any of the options. However the Fund is projected to recover more
quickly in the “agreed changes plus PRSI rate increases” scenarios and for example in the
multi-year recessionary scenario the Fund is projected to return to surplus before re-entering
deficit in 2053.

9.6.11 Ongoing Fund exposure to shocks

In the past number of years there have been shocks due to the financial crisis of 2008, the
Covid-19 pandemic in 2020-2021 and the conflict in the Ukraine in 2022. It is likely that the
Fund will continue to experience shocks into the future.
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10 Policy Impacts

This chapter addresses a variety of different proposed policy measures.

The first section addresses proposed changes to PRSI and benefit packages to
address fiscal sustainability as requested by the Department having reflected on the
Pensions Commission report and recommendations and the debate arising post
publication.

The second section addresses:

— a variety of different indexation approaches and impact on expenditure and
shortfalls as compared with the base case

— costings associated with extending additional benefits to Class S

10.1 Pensions Commission Package 1 modified and updated

The Department requested us to provide figures reflecting the Report of the Commission
on Pensions published in Autumn 2021 updated for the position at this Review.

The projections broadly reflected an update of the Pensions Commission’s Package 1
figures to allow for the most up to date data at this Review, coupled with SPC expenditure
reflecting the “better of’ formula for the calculations being tapered off over 10 years
commencing in 2024 described further in Box 10.1.

In addition to the phase out of the “better of” formula the SPC is assumed to increase in
line with a smoothed earnings approach as described in Appendix 7 to this Review. The
impact of the latter is discussed at 10.3.4. For each policy option analysed the indexation
on SPC payments is also assumed to apply to IQA payments and WPC payments, which
are linked to the same maximum rate, and this effect has been captured in the above
projections.

The calculations produced under each of the policy options reflect PRSI increases across
Class A and Class S required to meet the assessed actuarial shortfalls by 2040. The
Class S increases are assumed to commence from 2024+. Class A increases commence
from 2031+.

Optionality and flexibility impacts

In terms of SPC expenditure there would be an option to defer uptake of the State pension
beyond SPA of 66 to one of age 67 through 70 on actuarially neutral terms. Whilst the
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overall values are expected to be the same this option will defer some of the cashflows
compared with otherwise.

We have reflected the Pensions Commission recommendation with respect to Carers,
discussed further in Box 10.2.

In terms of modelling of SPC cashflows, we assume the deferment option will be
actuarially equivalent (in broad terms). We have therefore not explicitly allowed for the
impact given the immaterial effect on cash flows as observed at the 2015 Review (tables
12.18 and 12.19 of that report). We are cognisant that there will be some deferment of
cash flow due to this option. Working in the opposite direction is the impact of the Carers
recommendation which will increase expenditure (estimated to be marginal reflecting
analysis performed for the Pensions Commission).

Proposed Policy Options 1, 1(a), 2, 2(a), 3

For each proposed policy options the objective is to remove the actuarial shortfall as
assessed at this Review by 2040. The proposed benefit changes are the same in each
case and are described above. The only difference between policy option 1, 1(a), 2, 2(a)
and 3 is in terms of which population the increased PRSI requirement is to be levied on.

Policy Option 1

As outlined in terms of benefits e.g. the phase out of the yearly average approach from
2024+. The Class S rate is assumed to increase linearly from its current rate starting in
2024 such that it reaches the average of the then Class A employee and employer rate
by 20403 . The remaining actuarial shortfall (having reflected benefit changes as
described earlier) is assumed to be removed by the incremental Class A rate increases
which are calculated to be required between 2031 and 2040.

Policy Option 1(a)

Policy Option 1(a) is as per Policy Option 1 but with the Class A rate increases
commencing from 2024 to coincide with the commencement of the increases on Class S.

Policy Option 2

As outlined in terms of benefits e.g. the phase out of the yearly average approach from
2024+. Policy Option 2 is as per Policy Option 1 except in this scenario Class S increases

35 The Pensions Commission recommendation with respect to Class S was that the rate would increase from its current level to 10% initially by

2030 and thereafter to the higher Class A employer rate.
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in sync with the Class A employee rate commencing in 2024+. The level of incremental
PRSI is calculated such that the actuarial shortfall is removed by 2040.

Policy Option 2(a)

Policy Option 2(a) is as per Policy Option 2 but reflecting enhanced yield for Class A and
S given the possibility of lifting the PRSI exemption for those aged 66 and older to age
70 and older. This exemption increase will not apply to social welfare payments and all
recognised types of pension income.

Policy Option 3

Policy Option 3 is as per Policy Option 1 but the Class S rate is assumed to increase
linearly from its current rate starting in 2024 such that it reaches the Class A employer
rate by 2040.

Phase out over a 10 year period of “better of” formula for calculating SPC

Better of TCA, YA to be tapered off over 10 years commencing 2024

2023 2024 2025 2026 2027 | 2028 2029 2030 2031 2032 2033+

100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
Note: Where YA is better than TCA this is the % of the difference taken in a given year.

Illustrative calculations

Year ‘ Yearly average TCA Resulting SPC ‘ Formula used ‘

2023 €253.30 €190 €253.30 100% x (YA - TCA) + TCA
2024 €253.30 €190 €246.97 90% x (YA - TCA) + TCA
2025 €253.30 €190 €240.64 80% x (YA - TCA) + TCA
2026 €253.30 €190 €234.31 70% x (YA - TCA) + TCA
2027 €253.30 €190 €227.98 60% x (YA - TCA) + TCA
2028 €253.30 €190 €221.65 50% x (YA - TCA) + TCA
2029 €253.30 €190 €215.32 40% x (YA - TCA) + TCA
2030 €253.30 €190 €208.99 30% x (YA - TCA) + TCA
2031 €253.30 €190 €202.66 20% x (YA - TCA) + TCA
2032 €253.30 €190 €196.33 10% x (YA - TCA) + TCA
2033 €253.30 €190 €190.00 100% TCA

Box 10.1: Phase out of the “better of formula” on a year by year basis commencing in 2024

10.1.1 Alternative approach reflecting a “full projection period” scenario

An alternative approach reflecting changes to SPC and other optionality and flexibility
impacts as described earlier plus a linear progression of PRSI rate increases over the full
projection period commencing in 2024. The rates are calculated such that the
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accumulated deficit is zero at the end of the projection period taking account of the
opening surplus. Rate increases are such that equal percentage point increases are
applied to Class S, Class A employee and employer rates.

10.2 Impact on finances and PRSI payable for Policy Options

In this section 10.2 we have illustrated the impact on the Fund finances of a variety of
different policy options. To provide context to the options we have firstly reworked table
7.1 reflecting no change to PRSI rates to illustrating the impact of the agreed policy
changes described at section 10.1 and includes the impact of moving to the smoothed
earnings approach to indexation.

Agreed Policy changes on expenditure, no impact on PRSI

Year Receipts | Expenditure Surplus / Netas a% | Netas a% | Projected Balance
end (Shortfall) of GDP of GNI* of Fund™n»
2020 10.6 14.1 (3.5) (0.9)% (1.7)% 0.5
20217 11.8 14.9 (3.1) (0.7)% (1.3)% 0.7
2022\ 14.2 11.5 2.7 0.6% 1.1% 2.7
2023 14.8 12.3 25 0.5% 1.0% 5.2
2024 154 13.2 21 0.4% 0.8% 7.3
2025 16.0 13.9 2.0 0.4% 0.8% 9.3
2026 16.4 14.6 1.8 0.3% 0.7% 11.2
2027 16.8 15.4 1.3 0.3% 0.5% 12.5
2028 17.1 15.8 1.3 0.2% 0.5% 13.8
2029 17.5 16.4 1.0 0.2% 0.4% 14.8
2030 17.8 17.1 0.7 0.1% 0.3% 15.6
2031 18.2 17.7 0.4 0.1% 0.1% 16.0
2032 18.5 18.7 (0.1) (0.0)% (0.0)% 15.9
2033 18.9 19.1 (0.2) (0.0)% (0.1)% 15.7
2034 19.3 19.8 (0.5) (0.1)% (0.2)% 15.2
2035 19.6 20.5 (0.9) (0.1)% (0.3)% 14.3
(S G I SO I I S
2040 215 24.6 (3.1) (0.5)% (0.9)% 3.3
2045 23.3 29.3 (5.9) (0.8)% (1.6)% (20.9)
2050 25.3 34.3 (9.1) (1.1)% (2.2)% (60.7)
2055 27.4 39.6 (12.2) (1.4)% (2.8)% (114.4)
2060 29.8 44.3 (14.5) (1.6)% (3.0)% (179.8)
2065 32.3 48.6 (16.4) (1.6)% (3.2)% (256.3)
2070 34.8 53.7 (18.9) (1.7)% (3.4)% (346.6)
2076 38.1 61.5 (23.4) (2.0)% (3.8)% (475.5)

Table 10.1: Progression of total income and expenditure (€ billions) and deficit as percentage of GDP and GNI*

A2021 figures are provisional outturn from the Department of Social Protection

M2022 figures reflect official provisional estimates for expenditure and estimates for PRSI contributions based on
Department of Finance fiscal data to end July 2022.

"MAThe Projected Balance of Fund figures are in 2022 real price terms. In performing the projection we have implicitly
assumed that any returns earned will be broadly in line with the assumed inflation rate in the base case.
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Comparing tables 10.1 and 7.1 it can be seen that expenditure under the agreed changes
incorporating the smoothed earnings approach is higher than under the base case for
years out to 2041. The higher expenditure in these years arises due to the impact of
indexation under the smoothed earnings approach increasing SPC to 34% of average
earnings (excluding irregular and overtime) where SPC is assumed to remain at 32% of
average earnings (excluding irregular and overtime) under the base case. For years 2042
and after the projected expenditure under the agreed changes approach is less than
under the base case expenditure reflecting the impact of the phase out of the “better of”
approach.

The change in formula for calculating SPC rates (to slowly phase out the “better of”
method) has a relatively small impact in the early years of the projection period as the
scheme would not be fully phased out to new claimants until 2033. In any event most of
the expenditure on SPC relates to the existing claimants who are unaffected by the
proposed changes.

Under the agreed benefit policy changes scenario above, the equalised contribution rate
where there is no additional subvention to fund SIF expenditure over the projection period
is 134%. In other words, over the entire projection period, an increase of 34% in PRSI
rates or significant reductions in expenditure or substantial Exchequer subventions (or a
combination of approaches) will be required to balance income and expenditure. The
134% compares with the 136% calculated for the purposes of Table 7.3 for the base case.

Impacts on PRSI for Class S and Class A of Policy Option 1

Package 1 modified - PRSI rate increases coupled with better of SPC formula phase out; “Policy Option 1”

Main Benefit considerations
for SPC

SPC increases in line with the “smoothed earnings” approach to indexation Phase
out of “yearly average” approach for calculating SPC from 2024+

Self-employed (Class S) Increase from 4% to average of Class A employee and employer rate by 2040

Employer and employees
each (Class A)
Table 10.2: Headline impacts on PRSI by class and employer / employee of Policy Option 1

No increase by 2030; 0.75 percentage point increase by 2040

Impact of Pensions Commission modified package 1 “Policy Option 1”

Base case — existing legislative basis Policy Option 1
Projected Projected
Year Receipts Expenditure Net® Fund Receipts Expenditure Net Fund
Balance Balance
2020 10.6 14.1 (3.5) 0.5 10.6 14.1 (3.5) 0.5
2021 11.8 14.9 (3.1) 0.0 11.8 14.9 (3.1) 0.0
2022 14.2 11.5 2.7 2.7 14.2 11.5 2.7 2.7

36 As mentioned in chapter 7, the surplus / shortfall amounts in base case may differ to the shown differences in receipts and expenditure due to

rounding.
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Impact of Pensions Commission modified package 1 “Policy Option 1”

2023 14.8 12.0 2.8 5.4 14.8 12.3 25 5.2
2024 15.4 12.7 2.7 8.1 15.4 13.2 2.2 7.3
2025 16.0 13.3 2.6 10.8 16.1 13.9 2.1 95
2026 16.4 13.9 2.4 13.2 16.5 14.6 1.9 11.4
2027 16.8 14.8 2.0 15.2 16.9 15.4 15 12.9
2028 17.1 15.2 1.9 17.1 17.3 15.8 15 14.5
2029 17.5 15.8 1.6 18.8 17.7 16.4 1.3 15.7
2030 17.8 16.5 1.3 20.1 18.2 17.1 1.1 16.8
2035 19.6 20.1 (0.5) 21.4 21.2 20.5 0.7 20.9
2040 21.5 24.5 (3.0) 11.4 24.6 24.6 0.0 22.1
2045 23.3 29.5 (6.1) (13.2) 26.7 29.3 (2.6) 14.2
2050 25.3 34.9 (9.6) (55.1) 28.9 34.3 (5.4) (8.0)
2055 27.4 40.4 (13.0) (112.4) 31.3 39.6 (8.3) (42.6)
2060 29.8 45.3 (15.6) (182.5) 34.0 44.3 (10.2) (87.2)
2065 32.3 49.8 (17.5) (264.6) 36.9 48.6 (117 | @a1.3)
2070 34.8 55.0 (20.2) (361.1) 39.8 53.7 (13.9) | (207.2)
2076 38.1 63.0 (24.9) (498.5) 436 61.5 (17.9) | (304.4)

Table 10.3: Income and expenditure, Projected Fund Balance as per base case and in Policy Option 1 projected to year
2076.

Policy Option 1 is designed to eliminate the shortfall by 2040 reflecting a combination of
reduced expenditure and calculated PRSI increases.

Under Policy Option 1, there is an increase in expenditure of €0.6 billion in 2030 and €0.1
billion in 2040 compared to the base case due to the change in basis for calculating SPC
indexation i.e. the smoothed earnings approach coupled with the phase out of the “better
of” approach. Overall, there is a requirement for an increase in receipts as projected under
the base case of €3.1 billion to offset the shortfall in 2040 reflecting revised expenditure.

Impacts on PRSI for Class S and Class A of Policy Option 1

In all scenarios, the headline Class A employer rate is assumed to increase in line with
the Class A employee rate, that is every 1 percentage point increase in the employee’s
contribution rate also results in a 1 percentage point increase in the employer’s
contribution rate. The increases between 2031 and 2040 are assumed to be phased in
linearly over the period.
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Impact by PRSI Class of Pensions Commission modified package 1 " Policy Option 1"

Class A employee Class A employer Class S
Year Base Case Policy Option 1 Base Case Policy Option 1 Base Case Policy Option 1
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.00% 10.05% 10.05% 4.00% 4.22%
2025 4.00% 4.00% 10.05% 10.05% 4.00% 4.44%
2026 4.00% 4.00% 10.05% 10.05% 4.00% 4.67%
2027 4.00% 4.00% 10.05% 10.05% 4.00% 4.89%
2028 4.00% 4.00% 10.05% 10.05% 4.00% 5.11%
2029 4.00% 4.00% 10.05% 10.05% 4.00% 5.33%
2030 4.00% 4.00% 10.05% 10.05% 4.00% 5.56%
2031 4.00% 4.08% 10.05% 10.13% 4.00% 5.78%
2032 4.00% 4.15% 10.05% 10.20% 4.00% 6.00%
2033 4.00% 4.23% 10.05% 10.28% 4.00% 6.22%
2034 4.00% 4.30% 10.05% 10.35% 4.00% 6.44%
2035 4.00% 4.38% 10.05% 10.43% 4.00% 6.67%
2036 4.00% 4.45% 10.05% 10.50% 4.00% 6.89%
2037 4.00% 4.53% 10.05% 10.58% 4.00% 7.11%
2038 4.00% 4.60% 10.05% 10.65% 4.00% 7.33%
2039 4.00% 4.68% 10.05% 10.73% 4.00% 7.56%
2040 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2050 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2060 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2070 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2076 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%

Table 10.4: PRSI rate by Class required to eliminate the projected shortfall in 2040 reflecting Policy Option 1

Although the headline rates for employer and employees increase by the same amount,
there is a slight difference in effective rate due to the lower income entry level for the
payment of employer PRSI and the existence of a PRSI credit for low-income individuals.

In Policy Option 1 the Class S rate increases by 1.56 percentage points by 2030, while
no increase is levied on Class A over the same period. Under Policy Options 2 and 2(a)
the Class S rate is assumed to increase in line with the Class A employee rate.
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Figures reflecting Policy Option 1(a)

“Policy Option 1(a)”: As per Policy Option 1 but with both Class A and S increases commencing in 2024

Main Benefit considerations SPC increases in line with the “smoothed earnings” approach to indexation Phase
for SPC out of “yearly average” approach for calculating SPC from 2024+
Self-employed (Class S) Increase from 4% to average of Class A employee and employer rate by 2040

Employer and employees
each (Class A)

0.15 percentage point increase by 2030; 0.60 percentage point increase by 2040

Table 10.5: Headline impacts on PRSI by class and employer / employee of Policy Option 1(a)

Impact on PRSI Class of “Policy Option 1(a)" — Class A and S increases commencing in 2024

Class A employee Class A employer Class S
Year Base Case | Policy Option 1la | Base Case Policy Option 1a | Base Case Policy Option 1la
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2023 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2024 4.00% 4.02% 10.05% 10.07% 4.00% 4.22%
2025 4.00% 4.04% 10.05% 10.09% 4.00% 4.44%
2026 4.00% 4.06% 10.05% 10.11% 4.00% 4.67%
2027 4.00% 4.09% 10.05% 10.14% 4.00% 4.89%
2028 4.00% 4.11% 10.05% 10.16% 4.00% 5.11%
2029 4.00% 4.13% 10.05% 10.18% 4.00% 5.33%
2030 4.00% 4.15% 10.05% 10.20% 4.00% 5.56%
2031 4.00% 4.21% 10.05% 10.26% 4.00% 5.78%
2032 4.00% 4.27% 10.05% 10.32% 4.00% 6.00%
2033 4.00% 4.33% 10.05% 10.38% 4.00% 6.22%
2034 4.00% 4.39% 10.05% 10.44% 4.00% 6.44%
2035 4.00% 4.45% 10.05% 10.50% 4.00% 6.67%
2036 4.00% 4.51% 10.05% 10.56% 4.00% 6.89%
2037 4.00% 4.57% 10.05% 10.62% 4.00% 7.11%
2038 4.00% 4.63% 10.05% 10.68% 4.00% 7.33%
2039 4.00% 4.69% 10.05% 10.74% 4.00% 7.56%
2040 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2050 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2060 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2070 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%
2076 4.00% 4.75% 10.05% 10.80% 4.00% 7.78%

Table 10.6: PRSI rate by Class required to eliminate the projected shortfall in 2040 reflecting Policy Option 1(a)

The increase in the Class A rate commences earlier in Policy Option 1(a) as compared
with Policy Option 1 —i.e. rate increases commence in 2024 rather than in 2031. Smaller
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incremental increases are required but over a longer period — a 0.15 percentage point
increase by 2030 followed by a 0.60 percentage point increase by 2040. The incremental
increase in Class S to 2040 is unchanged from that under Policy Option 1.

Figures reflecting Policy Option 2

Policy Option 2: PRSI rate increases (Class S in sync with Class A employee rate)

Main Benefit considerations SPC increases in line with the “smoothed earnings” approach to indexation
for SPC Phase out of “yearly average” approach for calculating SPC from 2024+
Self-employed (Class S) Increase in line with Class A Employee contribution rate

Employer and employees
each (Class A)
Table 10.7: Headline impacts on PRSI by class and employer / employee of Policy Option 2

No increase by 2030; 0.99 percentage point increase by 2040

Impact on PRSI Class of “Policy Option 2" — Class S increases in line with Class A employee rate

Class A employee Class A employer Class S
Year Base Case Policy Option 2 Base Case Policy Option 2 Base Case Policy Option 2
2022 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2025 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2030 4.00% 4.00% 10.05% 10.05% 4.00% 4.00%
2031 4.00% 4.10% 10.05% 10.15% 4.00% 4.10%
2032 4.00% 4.20% 10.05% 10.25% 4.00% 4.20%
2033 4.00% 4.30% 10.05% 10.35% 4.00% 4.30%
2034 4.00% 4.40% 10.05% 10.45% 4.00% 4.40%
2035 4.00% 4.50% 10.05% 10.55% 4.00% 4.50%
2036 4.00% 4.60% 10.05% 10.65% 4.00% 4.60%
2037 4.00% 4.70% 10.05% 10.75% 4.00% 4.70%
2038 4.00% 4.79% 10.05% 10.84% 4.00% 4.79%
2039 4.00% 4.89% 10.05% 10.94% 4.00% 4.89%
2040 4.00% 4.99% 10.05% 11.04% 4.00% 4.99%
2050 4.00% 4.99% 10.05% 11.04% 4.00% 4.99%
2060 4.00% 4.99% 10.05% 11.04% 4.00% 4.99%
2070 4.00% 4.99% 10.05% 11.04% 4.00% 4.99%
2076 4.00% 4.99% 10.05% 11.04% 4.00% 4.99%

Table 10.8: PRSI rate by Class required to eliminate the projected shortfall in 2040 reflecting Policy Option 2

As Class S does not increase by as much as Policy Option 1 throughout the period, there
is an overall increase required of 0.99 percentage points on Class A employee
contributions by 2040, compared to 0.75 percentage points in Policy Option 1. The
required PRSI rate at an individual level for Class S is much lower than was observed in
Policy Option 1. There is an overall increase of 0.99 percentage points on Class S
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employee contributions by 2040 required to offset the then shortfall (same as Class A by
design), compared to 3.78 percentage points in Policy Option 1.

Figures reflecting Policy Option 2(a)

Policy Option 2(a): As per Policy Option 2 but with a lifting of the PRSI age exemption limit from 66 to 70

Main Benefit considerations SPC increases in line with the “smoothed earnings” approach to indexation
for SPC Phase out of “yearly average” approach for calcul