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Alexander Ludwig: An expert commission makes sense – but why expert opinion
only after 2025 and clientele policy before?

The coalition agreement between CDU, CSU and SPD for a new federal government stipulates that by
2025 the pension level should be fixed at 48 percent and the contribution rate stabilized at 20 percent. As
the Treaty rightly states, these two objectives are inconsistent with the German pay-as-you-go pension
system, underlying the current assumptions about demographic and employment trends. They can only be
achieved simultaneously if the tax-financed federal subsidy in the statutory pension insurance is increased.

This implicitly shifts the demographic burden to the shoulders of the younger age strata, that is, the
employees who will bear a higher tax burden in the future. For the period after 2025, a commission of
experts should readjust the resulting damage. Why only afterwards?
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The answer is simple: Clientele policy. To recall the brief history of the pension formula of 2003: Back then,
an expert commission introduced the sustainability factor, which was supposed to achieve a balanced
distribution of demographic burdens between employees and pensioners. One key principle of the pension
adjustment formula is very simple: If wages increase, retirement benefits should also increase, if wages fall
too strongly, so the retirement benefits should also decline. In the spring of 2009, when pensions should
have been lowered for the first time according to this pension formula, this mechanism was undermined
under the former Labor Minister Olaf Scholz (SPD). Why? Clientele policy. Intergenerational fairness
applied only up to a bearable level also at that time. A fall in pension payments would have been fair then.
Would. But for all that the pensioners would have been hit. It was similar in 1998 and 1999 when the
federal subsidies were increased - funded by the sales tax and the mineral oil tax.

Now intergenerational fairness will be undermined again, especially burdening the workforce again. The
transparency of the system is reduced by obscuring the true costs. Experts should please readjust it again;
but of course only for the time after 2025, after another two legislature periods. What room will be left for
them? The designated measures create facts, such as the implicit burden of higher taxes. The experts
who are supposed to decide on the future are thus extremely limited in their scope of action. Sure enough,
it will hardly be politically feasible to offset the implied budget gap in the pension system created by the
designated guarantees in the future by a sharp drop in pension levels (and a sharp drop in the
corresponding tax-financed state contribution).

Experts are important because the question of the optimal design of the pension insurance is complex. But
please right away. Until they decide, the pension formula, which was once proposed by experts, should
remain in force with all consequences. Everything else would be inconsistent policy and simply a waste of
taxpayers' money. Eventually, expert commissions must somehow be funded.

After all, the coalition agreement also contains some very important and correct starting points. For
example, the opt-out for the self-employed, a retention of the increase of the retirement age (although
there is still no talk about a meaningful coupling to life expectancy) and a strengthening of the three-pillar
system also in dialogue with the insurance industry.

All of this makes sense, there should be an expert discussion on all of this. But please with the objective of
implementing the results as quickly as possible, and not just after 2025, when the currently proposed
reforms will have already created irreversible facts.

Alexander Ludwig (http://safe-frankfurt.de/research/researchers/researchers-details/showauthor/112-
ludwig.html)is Program Director for „Macro Finance – Monetary Policy and Fiscal Stability“ at the Research
Center SAFE.
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