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1. Economic Background 

Ireland, with a population of 3.5 million, is a small open economy which is heavily 

dependent on foreign trade. Its Gross National Product in 1993 amounted to IRE27.943 

billion (US$40.5 billion) and showed a net increase in value terms of 3%% over 1992 

Our status as a member of the European Union (EU) and as a participant in the European 

Exchange Rate Mechanism places constraints on our freedom to pursue independent 

monetary, fiscal or trade policies and links our economic prospects very directly to our 

European partners - particularly the United Kingdom which, despite considerable 

diversification in the pattern of lrish Trade, still accounts for one third of our total exports. 

The past two years have been characterised by low inflation (1.5% in 1993), relatively low 

nominal interest rates (with the exception of measures taken to counteract speculative 

pressures on the lrish Punt prior to its 10% devaluation in January 1993) and consequent 

high real interest rates - particularly during 1993.. 

The following table of key economic variables for 1993 places lrish economic 

performance in an international context. 
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The greatest challenge facing the Irish economy is the unacceptably high level of 

unemployment. Ireland's demographic profile poses particular difficulties in this 

respect. Because of birth rate patterns over the past 20 years (as illustrated by the 

following graph) 44% of our population is aged under 25 and the net increase in the 

labour force for the next decade is likely to exceed the capacity of the economy to 

create new jobs. The prospects for a significant improvement in the unemployment 

position are therefore somewhat bleak in the short to medium term but after the year 

2000 the likelihood is that the new intake to the labour force will reduce quite 

dramatically as a direct result of our demographic profile derived from the birth rate 

pattern. 

2. Pensions 

(i) National Pensions Board - Final Report 

The most significant development in relation to pensions in the recent past 

has been the publication in December 1993 of the Final Report of a 

Government appointed pensions advisory body - the National Pensions 

Board. 

This Report focuses on the future development of an overall national 

pensions policy involving each of the elements - social welfare pensions, 



occupational pension schemes and personal savings. The Report considers 

the roles which should be played by the various parties involved namely, 

employees, employers, the self employed and the State. 

The R e ~ o r t  contains:. 

(a) a detailed review of the way in which the various elements in the 

national pensions system operate at present and proposals to ensure 

that these can be made more efficient within current resources, and 

(b) an assessment of the options available for improving pension 

provision and the likely impact of these in economic and social 

terms. 

Ireland's Social Welfare benefits are fundamentally of a flat rate nature (as 

opposed to earnings related). For a single person retiring at age 65 the 

State provides a basic pension equivalent to about 50% of the average 

industrial wage with supplementary benefits for dependants. The National 

Pensions Board Report takes a close look at the cost of Social Welfare 

pensions at their present levels and identifies the impact on future costs 

derived from Ireland's demographic profile. 

The Report noted that in 1992 there were 251.000 people receiving pensions 

under the Social Insurance system costing IRE957 million and there were a 

further 135.000 people receiving Social Assistance pensions (which are 

subject to a means test) costing IRE379 million. 

The Report identified that the cost of Social Welfare pensions would remain 

reasonably stable in real terms up to the year 2011 but thereafter would 

increase quite dramatically because of the progressive ageing of the 

population. By the year 2036 there would be 660,000 people aged over 65 

or 67% more than existed within this age group in 1991. The Report also 

predicts that by this time the number of people in the working age groups for 

each person aged over 65 will have dropped from 5.4 to 3. These trends 



will mean that over the next 40 years the cost of Ireland's modest flat rate 

Social Welfare pensions will more than double in real terms. 

Against this background of demographic trends the Repott concluded with 

the following primary recommendations:- 

It would not be appropriate to make sweeping changes to Ireland's 

social Welfare system which would impose unacceptable costs on an 

already overstretched economy and would have particular 

implications for industrial competitiveness. 

There should be a periodic actuarial review of Social Welfare 

pension costs on a rolling five year basis with a view to stabilising 

cost increases in anticipation of a changing demographic profile. 

Men and women should be treated equally for contingent pensions 

on the death of an income provider but after one year of widowhood 

continuity of benefit for those in working age groups should be 

determined on the basis of an earnings test - subject to existing 

expectations being protected for current beneficiaries and women 

aged over 40 at the date of change. 

In recognition of changing work patterns, insured pensons who leave 

the work force temporarily to care for family should have their Social 

Welfare entitlements protected by being credited with a continuous 

Social Insurance record during such time. 

Optional early retirement with actuarially reduced benefits should 

become a feature of the Social Welfare system. 

The three pillared approach to pension provision encompassing:- 

(i) a basic Social Welfare pension, 

(ii) occupational pension coverage providing income related 

benefits, and 

(iii) personal savings, 



should continue with funded occupational pension coverage being 

encouraged through continuity of tax reliefs on contributions and 

investment income and capital gains. 

7. The scale of occupational pension coverage should be kept under 

review with possible compulsory coverage being considered at some 

future date if widespread coverage is not achieved voluntarily. 

8. The quality of occupational pension coverage should also be kept 

under review, particularly as regards early leavers' entitlements. 

pension indexation and coverage for ill health and death benefits. 

Future legal requirements under these headings may be considered 

if unacceptable gaps in the overall umbrella of coverage persist. 

(ii) Pensions Act, 1990 

The Pensions Act, 1990 is now in full force and sets out a regulatory 

framework within which occupational pension schemes must operate. The 

Act requires:- 

Disclosure of specific information to members and beneficiaries, 

Compulsory preservation of benefits related to post 1st January 1961 

service for early leaven - with revaluation equal to price inflation 

subject to a yearly ceiling of 4%) up to Normal Retirement Date from 

1st January 1996 

A statutory minimum funding standard for defined benefit schemes 

Equal Treatment of Men and Women - with a 25 year moratorium in 

relation to retrospective application for differing Normal Retirement 

Ages. 

Member participation in the appointment of Trustees. 

The Statutory Minimum Funding Standard is based on the principle of 

adequate funding to meet discontinuance liabilities in the event of wind up. 

Full solvency at a discontinuance level (allowing for future revaluation of 



compulsory preserved benefits) must be achieved by 1st January 2001 (ten 

years from the Commencement Date of the Act) and in the interim benefits 

related to pre 1991 service must not fall below their funded status at the first 

Effective Date of the required Actuarial Funding Certificate. 

All defined benefit schemes which commenced prior to 1st January 1991 

must submit their first actuarial funding certificate not later than 30th 

September 1994 and this must relate to an Effective Date not later than 31sl 

December 1993. 

Following a submission made by the Society of Actuaries in Ireland it is 

permissible for an Actuary in signing a funding certificate to base his 

calculations on his assessment of the equivalent cash value of accrued 

benefits - rather than on the cost of purchasing the benefit outright as a 

guaranteed deferred annuity. 

It is expected that during 1994 Regulations will be issued requiring that a 

signatory of a Statutory Funding Certificate must be a Fellow Member of the 

Society of Actuaries in Ireland. This is in recognition of the fact that 

although the Society is not an examining body, it does have specific 

Guidance Notes covering areas of professional practice and also a formal 

Code of Conduct and Disciplinary Procedure. 

The Regulations governing Member Trustees came into effect on 1st 

January 1994. Essentially they give members and current beneficiaries the 

right to have representation equivalent to 50% of the Trustees (subject to a 

minimum of two representatives) if they so desire. The Chairman may be 

nominated by the Employer. 

The process may be initiated by:- 

(a) trade union(s) representing at least 50% of employed members, or 

(b) at least 15% of members and current beneficiaries, or 

(c) the employer 



Members and current beneficiaries may vote for a "Standard Arrangement" 

whereby representatives are directly elected or for an "Alternative 

Arrangement" described by the Employer. 

The employer has considerable flexibility in the design of an "Alternative 

Arrangement" but it must include:- 

- the names of the persons (if any) whom the members and current 

beneficiaries are being asked to approve as member trustees 

- the number of other persons (but not necessarily their names) who will also 

be appointed as trustees 

- the name of the chairperson or the procedure for selecting a chairperson. 

3. Life Assurance 

The past two years has seen a degree of rationalisation in a somewhat crowded Life 

Assurance Market in Ireland with the number of companies actively writing new 

business having reduced from 23 to 20 through mergers and acquisitions. 

The life assurance industry in Ireland is going through a transition period as the 

heyday of the 1980's with its boom time for sales of savings policies and the massive 

increase in the number of life assurance companies, has given way to the 1990's and 

an increasingly aware consumerist society and a tougher time for products which 

can't offer 'value for money'. the actuarial profession in Ireland can't avoid the 

changes it must make to keep pace with the industry changes. 

Distribution is, of course, the key. The entry of the two main banks (80% of bank 

business) into the life market through the establishment of their own life companies 

has brought added pressures to the traditional life companies. The 1989 Insurance 

Companies Act is formalising the position of independent broken. Some companies 

are moving into tied agencies and direct sales. The increasingly tough UK 

regulatory system is exposing poor selling practices among all types of companies 

and there is a spillover to Ireland, especially from the consumer angle. 



The other significant focus is on costs, especially relative to competitors outside the 

industry. Commission levels and structures have changed resulting broadly in lower 

commission payments. Stafl have been laid off as offices reorganise their business 

processes and reflect lower levels of Mure growth in the business. 

Life assurance actuaries are under pressure from many fronts. The need to write 

business is putting pricing margins and possibly resewing levels under closer scrutiny. 

Increasingly loud demands from customers for their expectations to be met highlights the 

way in which the expectations have been set in the first place and the actuary's role in 

this. The actuary is having to become more involved in this area The extension of the 

Appointed Actuary's role, to include certification of compliance with professional 

standards and guidance notes, and (under the Third Life Directive issued by the European 

Union) the certification of the sufficiency of premium rates, underline the need for the 

actuary to ensure that his voice is heard at the highest levels in the company. 

Close links have been built up between the actuarial profession in Ireland and the 

regulatory authorities. This has culminated in regulations being framed which will 

require Appointed Actuaries to be Fellow Members of the Society of Actuaries in Ireland 

and to certify compliance with the Society's guidance notes. 

4. Health Care 

Actuaries are likely to play an active role in the major changes during 1994 which may 

have a profound effect on the Mure of health care in Ireland. 

At present there is universal entiilement in Ireland to a basic level of health care covering 

hospitalisation in public wards of hospitals within the jurisdiction of the Department of 

Health. lnsurance for supplementary care at varying levels up to full private hospital 

accommodation and specialist consultant treatment may be obtained through a 

Government Agency - the Voluntary Health lnsurance Board (the WI). 

The VHI provides health insurance on a community rated basis - everybody, regardless of 

age/sexlmedical history, pays the same for the same level of cover. The WI is in a 

monopoly position as no other insurer is licensed by the Government to offer health 

insurance to the general public. 



However, in July 1994 by a European Directive we must open our doors to overseas 

insurers who will compete directiy with the VHI for Health Care Insurance. On the face of 

it this sounds like good news for the consumer but there is a serious downside. In 

principle the VHI has sewed the community well by keeping the lid on health care costs 

through negotiated consultants' fees and hospital charges. Opening up the market to 

external insurers may put upward pressure on health care costs by breaking the 

negotiating monopoly of the VHI. The community rating principle may also come under 

threat if insurers were allowed to compete for segments of the market. 

- The Government, however, is committed to preserving the principle of community rating. 

This is a critically important issue for the Mure of health care costs to the consumer. Its 

importance can be illustrated by simply pointing to the fact that the true cost of health care 

for a 50 year old is three times that of a 20 year old and a 70 year old costs about twice 

that of a 50 year old or nearly seven times that of a 20 year old. 

The community rating system evens out these cost disparities over the entire community 

and the government is taking actuarial advice as to how this principle can be'presewed in 

an open market environment. 

5. Investment 

The calendar years of 1992 and 1993 have been quite remarkable for Irish institutional 

investment Occupational pension schemes at the end of 1993 had cumulative assel 

values of about IRE12 billion having achieved investment returns averaging 43% wer the 

calendar year. 

Typical asset distributions and sectoral returns from 313 December 1991 to 31st 

December 1993 were as follows: 
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The above numbers show an increasing tendency towards overseas investment on the 

part of lrish pension funds. 

During 1993 the Minister for Finance strongly advocated his preference for a greater 

emphasis on support for venture capital projects on the pad of lrish Pension Funds in an 

effort to obtain institutional investment support for job creation in Ireland. This initiative 

contained a veiled threat of padial loss of tax reliefs in the event of an inadequate 

response. The industly commissioned a study to identify the realistic market for venture 

capital in Ireland and there is now general support for the creation of a fund of about 



IRflO million per annum over h e  years to support venture capital projects. This is 

extremely modest relative to asset values of lrish Pension Funds - being less than 0.1% - 

but is generally regarded by the Minister as a step in the right direction. 

A further initiative with significant potential was the creation of the lrish Forestry Unit Trust 

involving the lrish Forestry Board, lrish Life Assurance Company and Allied lrish 

Investment Managers. The objective is to pool the forestry investments of lrish Life and 

Allied lrish lnvestment Managers with significant resources and expertise from the lrish 

Forestry Board so as to create a credible level of investment in forestry on the part of lrish 

pension funds. The target is to attract at least 2% of pension fund asset values into 

forestry. 

6. Personal Injury/Fatal Accidents - Actuarial Assessment of Damages 

As mentioned in previous Reports, where there is an element of Mure loss of income 

arising from a personal injury to be compensated in litigation by an award of a capital 

sum, it is mandatory in the lrish Courts that such capital sum shall be calculated by an 

actuary. 

The income arising from the investment of any award h& always been subject to income 

tax. However, under the Finance Act 1990, an exemption from income tax is provided 

where (a) the individual is totally and permanently incapacitated from maintaining himsel 

by reason of the physical or mental infirmity and (b) the "exempt income" is the sole or 

main income of the individual. 

It is by no means clear whether the granting of such exemption is a matter to be decided 

by the Courts or by the Revenue Commissioners. 

It is interesting that the introduction of such legislation arose from a complete 

misunderstanding by the Government of the day, in that they did not appreciate that 

previous actuarial valuations included a specific allowance for the incidence of income 

tax! 



In addiion such "exempt individuals" may, if they so wish, invest their award in 

Government guaranteed Index-Linked Stock, which were hiherto confined to Pension 

Funds, Charities and similar tax-exempt bodies. 

7. The Actuarial Profession -The Challenge of Change 

The Society of Actuaries in Ireland has 150 Fellow Members resident in Ireland, 100 

Fellow Members resident overseas (predominantly in the United Kingdom) who have 

business connections in Ireland. Having regard to the growing numbers of student 

members it is likely that supply will exceed demand for qualified actuaries in the near 

future. This challenge heightens the need for the profession to diversify its skills and 

resources into areas beyond the traditional actuarial activities. The profession in Ireland 

is actively raising the awareness of the Financial Services lndustry generally to the 

availability of highly skilled and highly educated graduate actuaries in the interest of 

broadening the base of the profession thereby increasing employment opportunities both 

at home and abroad. 

The Society is a strong supporter of the initiative on the part of Paul McCrossan (the past 

President of the Canadian Institute of Actuaries) to create an International Federation of 

Actuarial Associations in the interest of giving the profession a global voice and of 

maintaining high levels of education and professional standards on a world wide basis. 

The Society views the profession as seriously underrepresented within the General 

Insurance (Non Lie) Industry in Ireland. This is a challenge which has been taken on 

board in a very pragmatic way by Seminars and Functions designed to raise the level of 

awareness within this important industry of what actuaries have to offer. 


