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French pension reform: Greater fairness would boost financial sustainability
by Tullia Bucco, Economist (UniCredit Bank, Milan)

■

■

■

In France, the high commissioner in charge of drafting the
pension reform promised by President Emmanuel
Macron, Jean-Paul Delevoye, has presented his
recommendations
to
the
government.
These
recommendations represent a step in the right direction
towards establishing a pension system that is in line with
best practices in Europe.
In this paper, we look at the key features of France’s
current pension system in an international comparison,
the main goals of the reform and the main challenges it
faces. Currently, the French system offers excellent
protection, although this causes its financial balance to
often be in deficit. The coexistence of multiple schemes
with different rules undermines labor mobility, contributes
to inequities and fosters a sense of mistrust in the system.

The current pension system in an
international comparison
The French pension system offers excellent protection.
The net average replacement rate (i.e. retirement net income
relative to net earnings) granted to its beneficiaries is equal
to 75%, compared to 71% and 67% at the eurozone and
European levels, respectively. This partly explains why
France is the only EU country, along with Luxembourg,
where the average income of people over 65 years of age is
slightly higher than that of the whole population (by 3%,
compared to an average of -12% at the European level).
CHART 1: THE FRENCH SYSTEM GRANTS GENEROUS BENEFITS
Pension replacement rate (% of earnings): average earners
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The system proposed by Mr. Delevoye has several merits.
Unifying the rules for calculating pensions and making
them depend on demographic and economic variables
should reduce inequalities in pension entitlements that are
currently corrected at high cost to public finances and
should also balance the system in a sustainable way.

During his electoral campaign, Mr. Macron pledged to reform
France’s pension system by transforming it into a universal
system, “where one euro of contribution gives the same
pension rights, whenever it has been paid, whatever the
status of the person”. He presented the reform as part of his
broader plan to promote a more equitable and inclusive
society, in which workers and retirees are treated fairly and
there is neutrality with regard to labor-mobility choices.
This marks a clear break with past pension reforms, where
the main objective was to contain the system’s deficit and
improve its financial sustainability.
Mr. Delevoye’s recommendations to the government are
broadly in line with what he had indicated to workers’ and
employers’ representatives in meetings, which lasted more
than a year. His recommendations represent a step in the
right direction towards establishing a universal pension
system based on rules that adapt to demographic and
economic fluctuations, while preserving a high level of
solidarity. A draft law is then expected to be presented to
France’s Council of Ministers, most likely in December
(rather than in September as originally scheduled), and to be
submitted to a parliamentary vote after the March 2020
municipal elections (so that it enters into effect in 2025).
This is a good time to look at France’s current pension
system in an international comparison, the main goals of the
reform and the main challenges it faces.
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Moreover, given that French people exit the labor market
relatively young (their average effective retirement age is 60,
three years earlier than their European peers), they spend a
comparatively larger part of their lifetime in retirement, while
their residual life expectancy at the average age at which
they leave the labor market is the highest among OECD
countries after Japan. It is equal to 28 years for women and
24 years for men, compared to 24 years and 19 years for
women and men respectively across the whole of Europe
(see Chart 2 on the next page).
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CHART 4: THE SYSTEM’S MEDIUM-TERM FINANCIAL BALANCE IS
BROADLY IN CHECK BUT DEPENDENT ON REAL GDP GROWTH

CHART 2: LIFE EXPECTANCY AT THE AVERAGE AGE WHEN
WORKERS EXIT THE LABOR MARKET

Annual financial balance, actual and forecasts values on the basis of
different assumptions concerning GDP growth
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growth rate of the active population is expected to remain weak.
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The favorable conditions offered to French retirees comes at
a high cost to French public finances. Public expenditure on
pensions, at 14% of GDP, is among the highest in Europe –
only Greece and Italy spend more.

Source: COR, UniCredit Research

Unlike other countries, France has so far relied on changes
to the main parameters of its pension system (i.e. the length
of the contribution period, the benefit level, the age at which
a full-rate pension [i.e. without penalty] is awarded) to restore
the system’s financial balance rather than on changes to its
nature. In technical terms, France is said to have relied on
parametric rather than systemic reforms. One of the
disadvantages of these parametric reforms is that they
require repeated adjustments to cope with unexpected
changes in demographic and economic fluctuations that
cause pension expenditures to exceed expectations.

CHART 3: GOOD PROTECTION COMES AT A HIGH COST
Public spending on pension (% of GDP)
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BOX 1: THE FRENCH PUBLIC PENSION SYSTEM FOR
PRIVATE-SECTOR EMPLOYEES. A BRIEF OVERVIEW
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France’s general public pension system, which is the focus of
this piece, is based on two mandatory schemes:

Source: OECD, UniCredit Research

1. The scheme managed by the state (régime de base) is a
defined-benefit régime in which pension is determined as
a function of a worker’s history of earnings. Almost 70% of
French workers are affiliated with it. Under this scheme, a fullrate pension can be obtained at the minimum legal retirement
age of 62 but with an additional condition concerning the
number of years of contribution. This condition varies
according to the insured person’s year of birth (42 years for
those born in 1963, increasing to 43 years for those born in
1973). On average, a full-rate pension is thus effectively
attained at the age of 64. The earnings reference, on which
contributions are levied, is based on the average of the 25
best years, with salaried earnings valorized in line with
inflation. This earnings measure is truncated to the socialsecurity ceiling, i.e. PASS, equal to EUR 40,524 in 2019.

One mitigating factor is that the financial sustainability of the
French system is not a pressing issue. Past reforms have
ensured that the system’s deficit will remain manageable in the
medium-to-longer term provided that real GDP growth hovers
around 1.5% (see Chart 4). Moreover, the European
Commission estimates that public pension expenditure as a
percentage of GDP will remain broadly unchanged from current
levels in 2060 and that it will moderately decline thereafter.
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This choice sought to contain the continuing growth of
pension entitlements given that real wages usually grow
faster than prices due to productivity gains. Given that
pensioners do not share productivity gains with workers, the
current system generates an amount of savings that is
correlated directly with the degree to which wage growth
exceeds inflation. This has not so far had a major impact on
the average income of retirees relative to that of workers,
which remains high. However, this is expected to change
when the number of baby boomers retiring eases in the
2020s, as baby boomers tended to enjoy better careers and
higher salaries than their parents’ generation.

Leaving before the age of automatic entitlement to a full
pension without having fulfilled full-contribution conditions is
penalized (a 5% reduction per missing year), while working
additional years increases benefits (by a same amount).
Pensions in payment are indexed to prices.
2. The mandatory occupational plan (régime complémentaire) is a point-based scheme managed by workers’
and employers’ representatives. Contributions to this
scheme are used to buy points at a certain purchase value,
and the pension level is determined by the number of
accumulated points, multiplied by the servicing value of one
point at the time the pension is calculated. The purchase and
servicing value of the point are fixed each year by social
partners. Benefits are earned with a 6.2% contribution rate
levied on earnings beneath the PASS and 17% above that
ceiling, up to eight times the PASS. The pension amount is
proportional to lifetime salaried earnings rather than the 25
best years as applicable in the main public scheme. During
the past few years, the cost of a pension point has been
upgraded in line with average wage growth, while the
servicing value of the point has been indexed at inflation.

CHART 5: RETIREES FACE A DECLINE IN STANDARDS OF
LIVING RELATIVE TO WORKERS
Average net pension of all retirees relative to average net activity income - actual
and forecasts values on the basis of different assumptions concerning GDP growth
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with prices.
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Note: The COR assumes that, from 2030, GDP growth will be mainly driven by
productivity gains as the growth rate of the active population will remain weak.

The main weaknesses of the current system

Source: COR, UniCredit Research

If the financial equilibrium of the system is not a pressing issue,
the current pension system suffers from several weaknesses:

3. Regressive distributional effects: In the main public
scheme, only the best 25 years of a career are taken into
account in the pension calculation. The contributions of flat
and long careers are still poorly valued by the current
system, and this leads to regressive pension profiles.
A private-sector employee whose income has remained
stable during his/her career will receive lower pension
entitlements than an employee who has seen his/her income
increase. In general, the system induces redistribution from
workers with usually uniform and long careers (notably
farmers, craftsmen) to those with shorter, and growing,
careers paths. This unintended redistribution in favor of the
better-off is reinforced by differences in life expectancy,
which usually increase with education level.

1. Complexity: France’s pension system features an
unusually complex structure. It is made up of 42 mandatory
schemes, almost all of which operate on a pay-as-you-go
basis (current contributions pay for current benefits) but with
different rules for calculating pensions: the best 25 years for
the main public scheme for private-sector employees, the
last six months for the public-sector scheme and the entire
career for the private-sector supplementary scheme (see
Box 1). This complexity feeds the impression that some
groups are treated more favorably than others. Moreover,
uncertainty about entitlements prevents people from taking
the appropriate consumption-saving decisions over their
lifecycles and is detrimental to trust in the system.

4. Limited portability: France’s pension system is insufficiently
suited to increasingly mobile careers. Portability rules are
complex and poorly take into account changes in working
sector (public/private), status (managers/non-managers/nonemployees) or mobility within the EU.

2. Sensitivity to economic trends: The financial balance of
the system is highly dependent on real wage growth and,
therefore, over time, on productivity gains. This dependence
reflects the choice made by the legislator in 1993 (with the
Balladur reform) to upgrade salaried earnings according to
the evolution of consumer prices rather than according to
average real wages or the economy-wide real wage bill.
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Nonetheless, the calibration of the rules of the new system can
contribute to significantly improving its financial sustainability.
While several pension schemes within the pay-as-you-go
universe would have achieved this goal, the government has
chosen to use a point-based scheme (henceforth referred to
as a point scheme or simply points). Under a generic point
scheme, contributions are used to purchase points. Upon a
worker’s retirement, the sum of the points accumulated is
multiplied by a point value and converted into regular
pension payments in euros. It is worth emphasizing that,
within this context, all contributions generate pension
entitlements, which is not the case today1.

BOX 2: TERMINOLOGY
Pension plans designed to achieve some target standard of
living in retirement comparable to that enjoyed during
working life can be grouped into four main schemes based
on the way benefits are determined.
Defined benefit schemes offer their beneficiaries the
guarantee of receiving a monthly pension of a predefined
amount at retirement. The pension benefit depends on the
number of years of contribution, an individual’s pensionable
earnings and the percentage of earnings that each individual
plan intends to replace.
Point-based schemes work as follows. Workers earn
pension points based on their salaried earnings each year.
Upon retirement, the sum of pension points is multiplied by a
pension-point value to convert them into a regular pension
payment.
In defined contribution (DC) schemes, contributions are
paid into individual accounts and invested over the long term
to deliver a pension upon retirement. For a given level of
contributions, the level of retirement wealth accumulated
depends on the net investment returns accrued in the
account, and hence on the performance of the investments
in financial markets.

The choice of a point scheme over a NDC scheme, similar to
that implemented in Sweden, which is regarded as a benchmark
for its strengths, is mainly explained by the fact that French
workers are more familiar with point schemes. This familiarity
derives from the fact that French private-sector supplementary
plans have been using a variant of a generic point scheme for
decades. Furthermore, the alleged higher capacity of NDC
systems to adapt to demographic and economic fluctuations
compared to point systems is not an intrinsic characteristic of
NDC systems. The strengths of an NDC scheme can be coded
in a point system, provided that the latter introduces rules to
adjust its key variables according to the evolution of
demographic and economic fluctuations (the adjustment to
which is automatic under NDC schemes, see Box 2).

Notional-account plans record contributions in an individual
account and apply a rate of return to the balances (fixed by a
fund manager). The accounts are notional in that the
balances exist only on the books of the managing institution.
Upon a worker’s retirement, the accumulated notional capital
is converted into a stream of pension payments according to
a conversion factor. This factor depends in particular on the
effective retirement age and life expectancy of the generation
to which the insured belongs. The latter is determined in
such a way that the sum of the pensions received by each
generation is always equal to the sum of the contributions it
has paid. Since this is designed to mimic DC schemes,
notional accounts plans are often called notional definedcontribution plans (NDC).

TABLE 1: SYSTEMIC REFORMS IMPLEMENTING POINTS OR
NDC PENSIONS SINCE THE EARLY 1990S
Country

Type

Legislated year

Estonia

points

1997-1998

Germany

points

1989

NDC

1995 and 2011

Italy

The reform currently being discussed

Latvia

1. The principles underpinning good policy design

Lithuania

The reform currently being discussed is a significant departure
from the parametric approach (i.e. based on changes to the
system’s key variables) of those reforms that preceded it (in
1993, 2003, 2010 and 2014). The primary goal of the reform is
to remodel the current system into a “system that it is universal,
fair, transparent and reliable [Mr. Macron]”. Generating savings
beyond those that could be derived indirectly from better
management of resources is not a stated objective.

NDC

1995

points

2016-2017

Norway

NDC

2009

Poland

NDC

1996-1998

points

2003

NDC

1998

Slovak Republic
Sweden

Source: OECD, UniCredit Research

1

Under the occupational pension plan, 21% of contributions does not generate
rights, according to a mechanism called taux d’appel.
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Mr. Delevoye’s recommendations offer a preliminary
indication about the content of the current reform, given that
many issues remain open for discussion. However, the
government’s firm commitment to improving the fairness of
the system while ensuring its financial equilibrium is
maintained has important implications in terms of the rules
that should govern the new system.

3. The more generous the indexation of the pension during
the retirement period, the lower the initial pension. There is
flexibility in the choice of how a pension is revalued during the
retirement period. However, this choice entails a trade-off
between the generosity with which pensions are revalued over
time and the initial level of pensions that can be consistently
offered in compliance with actuarial principles (see Chart 6).
The challenge is thus to find possible ways in which the terms
of the trade-off can be improved.

In the following, we list the principles that would underpin
good policy design, based on best practices of pension
reform implemented in Europe. Our focus is on the public
schemes covering private-sector employees, i.e. régime de
base and régime complémentaire, which absorb the largest
amount of public expenditure (64% of the total).

CHART 6:
IMPLICIT TRADE-OFF IN THE CHOICE OF PENSION REVALUATION

1. The cost of a point should be adjusted to the growth
rate of the wage bill for the whole economy, rather than at
inflation. This valorization allows retirees to preserve the
relative value of their past contributions as these evolve with
the contribution base. This rule underpins Macron’s
commitment to ensure that each euro contributed will give
access to the same rights to everyone regardless of when it
was paid. Alternatively, the French legislator could use an
indexation based on average wage growth as the growth rate
of the working-age population is rather stable in France and
it is expected to remain so in the longer-term – this is Mr.
Delevoye’s recent proposal. However, this would expose the
system’s financial equilibrium to unexpected changes in
employment trends.

Source: Bozio&alii (2019), UniCredit Research

One possibility could be to boost the initial pension by
issuing an advance on future pension benefits and then
indexing pension benefits in a less-generous manner3. This
indexing is the same used in the current system. However,
the current system grants a significant advance on future
pensions to the detriment of revaluations with very poor
dynamics (this is also explained by governments that have
often increased benefits at a rate that was less than inflation
in order to generate savings). One of the advantages of this
approach is that people who are expected to have a shorter
retirement period would benefit from a higher pension, which
would partly compensate for inequalities associated with
their shorter life expectancy. However, this would come at
the risk that, if growth expectations on which the advance is
based turn out to be too conservative, this may lead to
revaluations that can be less than inflation to preserve the
long-term stability of the system4. Mr. Delevoye has
proposed to maintain “the current indexation to inflation”, but
it is not clear whether this will be combined with a higher
starting benefit.

2. Pension calculations should take into account the
growth in life expectancy. This principle is key to ensuring
equal treatment among generations while preserving the
system’s financial equilibrium. According to the OECD, this
requires “the value of the point to vary at the individual level
depending on the cohort and the effective age of retirement
based on actuarial principles to take into account remaining
life expectancy”2. One advantage is that two workers of
different ages who retire in the same year with an equal
number of points would not receive the same pension. The
older worker, who is likely to have a shorter retirement
period, would benefit from having a higher pension. This is a
sensitive issue, particularly in France, where life expectancy
is high on average but mortality differentials can be large
across social groups. The OECD has remarked that, at
present, no country uses such an age-cohort approach, and
France could be the first to introduce this innovation.
Germany adjusts the point value for demographic changes,
but it does so regardless of the generation and the retirement
age of the retiree. Mr. Delevoye has assured that the new
system will better take into account life expectancy.
However, he did not elaborate on how this will be built into
the system.

3

The lesser degree of generosity derives from the fact that the advance
granted will have to be subtracted from the revaluation process.
4
In order to mitigate the shortcomings associated with inadequate pension
revaluations, Mr. Delevoye supported the idea of establishing a dedicated
reserve fund to guarantee the financial equilibrium of the system and the value
of the point in the face of demographic end-economic shocks. This would add
a further layer of complexity to ongoing negotiations. This is why the OECD
suggested that the French government should rather deal with it at a later
stage, as Sweden did.

2

In practice, this means that the age-cohort point value should be indexed at the
wage-bill growth rate minus 0.4%, which corresponds to life-expectancy growth.
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2. The pivotal age

3. Will the new system be less redistributive?

Within the framework of a point-based scheme, no single
retirement age ensures the financial equilibrium of the
system. There are multiple combinations of retirement ages
and replacement rates that play this role. They evolve along
with the evolution of life expectancy. In principle, everyone
can decide to retire when he or she considers it most
appropriate, although early departures come with the cost of
receiving a lower pension. However, this can lead many
people to underestimate their future financial needs and exit
the labor market at too young an age. This has a twofold
implication: pensions risk proving inadequate, while the
financial sustainability of the system risks being threatened
by an increase in the ratio of pensioners to workers .

The current pension system is generally redistributive.
It reduces inequalities in salaried earnings over the life
cycles of workers: the ratio between the richest 10% and of
the poorest 10% is reduced from 6 in terms of earnings to 4
in terms of pensions. However, what is generally little
appreciated is that this redistribution is mainly achieved via
solidarity mechanisms, given that the current rules applied to
calculating pensions are regressive and increase income
inequality that derives from poor careers.
Switching to new rules based on lifetime earnings and indexlinking the cost of the point to wage-bill growth should
remove these perverse redistributive effects and improve the
efficiency of France’s pension system. Nonetheless, the
changes will inevitably generate winners and losers, even
among workers belonging to the same socio-professional
group – i.e. people who have long, flat careers, who started
working early, who have long contributed to the system and,
in general, those who are at the bottom of the income
distribution will be the most advantaged as their contributions
will be better upgraded than they are now.

These risks argue in favor of maintaining a minimum age at
which people become eligible to retire. The government has
indeed pledged to keep the minimum retirement age fixed at
62 years from the start of reform talks. We think this is
sensible, as any change to the minimum age risks creating
confusion about the aim of the reform and stifling
relationships with the social partners. The French
Democratic Confederation of Labour (CFDT), France’s
largest pro-reform union, firmly said that it would never
support an increase in the statutory retirement age.

CHART 7: LOW-INCOME RETIREES SHOULD BENEFIT THE
MOST FROM THE NEW RULES

As consultations with social partners have progressed,
discussions have increasingly focused on the introduction of a
reference age along with penalties (bonuses) for those who
retire earlier (after) in order to induce people to work longer
and thus retire with higher pensions. Mr. Delevoye
proposed that this pivotal age be set at 64, which is the age at
which a full-rate pension is currently eligible, in line with
previous indications.

Share of winners and losers in each decile of cumulated salaried earnings
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32%

33%
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The main change to the current set of rules governing
France’s pension system is that the effective retirement age
will evolve according to cohort-specific estimates of life
expectancy (at the pivotal age) instead of estimates of life
expectancy based on the total population (as per 2014’s
reforms). This proposal has, however, sparked a lot of
controversy. Many interpreted it as a veiled attempt by Mr.
Macron to backpedal on his electoral promise to keep the
legal retirement age fixed at 62 years. In fact, the
establishment of a pivotal age at 64 years will simply make
explicit one of the basic tenets of the current system: leaving
the labor market before 64 years of age implies a pension
that is weaker than the full rate. This will result in greater
transparency and could potentially influence people to
gradually leave the labor market beyond that age. Economic
evidence suggests that people's behavior is indeed strongly
influenced by social norms in addition to financial constraints.
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The elimination of the negative redistributive effects
embedded in the current system will allow the granting of more
solidarity for a given level of expenditure (spending on
solidarity mechanisms amounts to EUR 61bn or EUR 94bn, if
survivors pensions are included, i.e. 2.6% or 3.4% of GDP). In
principle, the closer link between contributions and benefits
under the new system would imply no redistribution. This is
why many fear that the reform will reduce redistribution.
However, in practice, any type of redistributive mechanisms
(i.e. survivor pensions, minimum pensions) can be added to a
generic point scheme. Moreover, extra points can also be
granted for any breaks taken in a career (i.e. due to
unemployment, sickness or parental leave) that otherwise
would weigh on an individual’s financial prospects at
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retirement – Mr. Delevoye suggested following this road. This
approach offers the advantage of making redistribution more
5
transparent and gives rise to effectively new entitlements .
The key question is whether redistributive instruments should
be financed by contributions or by general taxation. At
present, they are primarily financed by contributions (80% of
the total), and this causes the contribution rate6 to be high
(28%), with negative consequences for the supply and
demand of labor.
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6
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