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About PensionsEurope 
 

PensionsEurope represents national associations of pension funds 
and similar institutions for workplace pensions. Some members 
operate purely individual pension schemes. 
 
PensionsEurope has 23 member associations in EU Member States 
and other European countries with significant – in size and relevance 
– workplace pension systems1.  
 
PensionsEurope has established a Central & Eastern European 
Countries Forum (CEEC Forum) to discuss issues common to 
pension systems in that region.  
 
PensionsEurope member organisations cover the workplace pensions 
of about 80 million European citizens. Through its Member 
Associations PensionsEurope represents approximately € 3.5 trillion 
of assets managed for future pension payments. 
 
PensionsEurope Members are large institutional investors 
representing the buy-side on the financial markets.  
 
 
 
 
 
 
 
 
 
 
Contact: 
Mr. Matti LEPPÄLÄ, Secretary General/CEO 
Koningsstraat 97 rue Royale – 1000 Brussels 
Belgium 
Tel: +32 (0)2 289 14 14 / Fax: +32 2 289 14 15 
matti.leppala@pensionseurope.eu 
www.pensionseurope.eu 

 

                                                           
1
 EU Member States: Austria, Belgium, Finland, France, Germany, Hungary, Ireland, Italy, Luxembourg, 

Netherlands, Portugal, Romania, Spain, Sweden, UK, Croatia. Non-EU Member States: Guernsey, Iceland, 
Norway, Switzerland. 
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Introduction 

PensionsEurope is keeping a close eye on the negotiations between the Member States 

that form a part of the ‘enhanced co-operation procedure’2 in relation to the European 

Commission’s proposal on the financial transaction tax (FTT), dated 14 February 20133. 

By means of this paper, PensionsEurope would like to repeat its general views on the 

FTT as well as respond to the Commission’s statements on the FTT in relation to 

pension funds. 

 

General statements  

PensionsEurope hereby repeatedly expresses its deep concern about the ratio behind 

and contents of the FTT proposal, as it would severely hit pension beneficiaries. If the 

proposal will be applied in its current form, pension funds will be badly affected by this 

tax, even when not being located within the FTT-zone. The consequent increase of costs 

will ultimately be borne by beneficiaries - in terms of higher premiums or reduced 

benefits. Pension beneficiaries, who are already severely affected by the crisis, should 

not pay for a financial crisis that neither they nor the pension funds caused. 

 

One should not forget some fundamental differences between pension funds and other 

financial institutions. Indeed, pension funds are generally regulated by the social and 

labour laws of the EU Members States and fulfil a social function: they are generally 

independent and not-for-profit, controlled by employee and employers organisations, with 

the sole purpose of providing an adequate retirement income to the beneficiaries. 

Moreover, pension funds are not speculating investors: they are financial markets 

participants, but they are creditworthy, non-commercial investors on financial markets 

with a focus on the long-term. 

 

We would like to recall that the Commission itself acknowledged that pension funds did 

not experience the same problems as other financial institutions during the crisis4: 

pension funds did not require any support in terms of funding from public finances. On 

the contrary, pension funds paid the costs of the crisis, in terms of lower investment 

                                                           

 
2
 Currently: Austria, Belgium, Estonia, France, Germany, Greece, Italy, Portugal, Slovakia, 

Slovenia and Spain. 
3
 Proposal for a Council Directive implementing enhanced cooperation in the area of financial 

transaction tax, COM(2013)71/final [Link]. 
4
 EC, Economic crisis and pensions, MEMO, 09/99 [Link] 

http://ec.europa.eu/taxation_customs/resources/documents/taxation/com_2013_71_en.pdf
http://europa.eu/rapid/press-release_MEMO-09-99_en.htm
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returns. Furthermore, they contributed to water down the crisis, by keeping their long-

term liabilities in the financial markets. 

 

Pension funds’ exemption 

Debates take place about whether or not pension funds should be exempted from the 

FTT. We certainly consider that pension funds and financial institutions managing assets 

on their behalf should be exempted. However, it is important to realize that even if 

pension funds will, in the end, be exempted, the introduction of an FTT will still have 

major consequences for them. This is due to the fact that under the proposal, the tax 

needs to be paid in case of (i) transacting with parties in the FTT zone, (ii) dealing in 

financial instruments issued by an entity established in the FTT zone, (iii) being a 

corporate that is registered or acting through a branch in a participating Member State as 

well as (iv) being a party to a transaction in a derivative/structured product that is issued 

by an entity which has its registered seat in a participating Member State and when the 

derivative is traded on an organised platform. And then another important question is if a 

pension funds’ exemption would or would not include the pension funds’ asset managers 

and/or the possible collective investment vehicles under their management. In case of an 

exemption not also covering said entities, it’s effects will be limited to a large extent, as in 

some countries, pension funds outsource their investment activities and asset 

management. 

 

In addition, the FTT that eventually will have to be paid will be much higher than only as 

based upon the rates included in the proposal, as no intermediary exemptions are 

included therein (‘cascade effect’). This will also affect pension funds, whether being 

exempted or not, since although the taxes will be paid by the dealers, the latter will most 

likely be passed on to end users such as pension funds through wider bid-ask spreads. 

 

Commission’s views on FTT and pension funds 

The European Commission has made explicit statements about the FTT in relation to 

pension funds5. The Commission is of the opinion that pension funds should simply 

change their investment behaviour in order to mitigate the effects of an FTT.  

 

 

 

                                                           
5
 See the Technical fiche on (private) pension funds in the context of the FTT proposal and the 

Commission Staff Working Document Impact Assessment accompanying the Proposal - Analysis 
of policy options and impacts. 
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Rebalancing vs. buy-and-hold investment strategy  

Basically, the Commission wants pension funds to pursue a ‘buy-and-hold’ investment 

strategy, simply stating that less transacting will result in a lower FTT burden. The 

Commission also thinks that from a risk and management costs perspective such 

strategies are to anyhow be preferred.  

 

Such statements are simply ill-founded and not based on academic evidence. In order to 

manage risk as prudent investors, many European pension funds opt for a strategic 

asset allocation policy by means of which they typically (periodically) rebalance their 

portfolios. Due to changed market circumstances, the characteristics of portfolios change 

over time. As a result thereof, pension funds may rebalance their portfolios in order to 

prevent or mitigate negative market effects. Rebalancing implies engaging in financial 

instruments transactions (purchase/sale). Also, pension funds control interest rate risks 

and currency risks by means of hedging activities. Hedging also implies engaging in 

derivatives transactions.  

 

Therefore, contrary to what the Commission states, transactions in financial instruments 

are needed for the purpose of risk reduction. Only holding financial instruments for a very 

long period of time, i.e. the ‘buy-and-hold’ strategy, neither results in stable portfolio risk 

nor generates adequate returns for pension beneficiaries.  

 

Short dated vs. (only) long dated instruments 

Contrary to the Commission’s (rather populist and at least very simplified) views, long-

term investors such as pension funds also need to use short-dated financial instruments 

as well. Primary reason is that pension funds do not operate in an asset-only context, but 

also manage liabilities versus the assets under management.  

 

The scope of the FTT does not only include equities, which pension funds typically hold 

for a longer period of time, but also (government and corporate) bonds, derivatives and 

repurchase agreements. These are all short dated financial instruments - all serving their 

own specific purposes. Derivatives are, for instance, used by pension funds for 

hedging/risk mitigation purposes only. Repurchase agreements may be used for optimal 

cash management and collateral transformation purposes. The impact of the FTT in its 

current form on these short dated instruments will be very substantial and damaging. 
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For pension funds, short duration thus has nothing to do with speculation; pension funds 

simply need such instruments for (cautious) portfolio management. The high trading 

intensity that naturally comes with short dated instruments, will result in an even more 

severe FTT burden for pension funds (and their dedicated asset managers). The 

Commission should acknowledge this impact, rather than stating that pension funds are 

indeed not long term investors and are speculating by using these instruments. 

 

Secondary markets vs. (only) primary markets 

Also other than the Commission states, pension funds cannot trade on primary markets 

only, they need secondary markets as well. Pension funds need the liquid, secondary 

markets to build and maintain diversified portfolios and to provide for the required 

risk/return profiles. Primary markets transactions in equities are limited and often not all 

that much an attractive investment option, also according to academic evidence. Primary 

markets transactions in bonds, equities and other investment instruments fluctuate 

strongly both in value and composition, which is not what pension funds always seek 

from a risk management perspective. To restrict the investment opportunities of pension 

funds to primary markets instruments only, would result in lower expected returns and 

thus in lower pensions, as well as increased risks. Also in this respect, the fact that 

primary market transactions would not be subject to FTT, it not a reason to force pension 

funds to change their investment behaviour. The Commission should engage in (fair) 

policy making and should not direct pension funds how to invest - thereby significantly, 

and in an experimental way, changing how European capital markets work and 

influencing the cost of capital for European companies. 

 

Pension returns vs costs 

Finally, other than the Commission implies, an active investment strategy is not to be 

associated with (lower) pension returns due to higher operating or management costs. 

The investment activity of pension funds has a direct link with the transaction costs 

incurred, not with pension funds’ returns, as investments are based on a sound analysis 

of costs and benefits for the fund. An FTT will certainly raise the transaction costs for 

pension funds, both indirectly (i.e. by intermediaries in transaction chains, for instance 

banks, additionally passing on their raised transaction costs; the ‘cascade effect’) and 

directly. 
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Conclusions 

 PensionsEurope strongly opposes to the introduction of an FTT and invites the 11 

participating Member States to dismiss the Proposal. However, should the tax be 

introduced, then pension funds and financial institutions managing assets on their 

behalf should be exempted from its application. Pension beneficiaries, who are 

already severely affected by the crisis, should not pay for a financial crisis that 

neither they nor the pension funds caused. 

 

 Other than the Commission states, an FTT will raise the trading costs of all 

affected financial instruments and will impact pension funds’ trading behaviour in 

a negative way, rather than having positive (side-) effects on portfolio risks. Short 

dated instruments need to be used as well as longer dated instruments and 

secondary markets should remain as much accessible as primary markets. All 

current investment behaviour of, and instruments used by, pension funds serve 

their own, unique functions. These are all vital for the proper management of 

pensioners’ monies. Neither the FTT nor the Commission should force pension 

funds to change their investment behaviour, as this will be very detrimental for, 

ultimately, the beneficiaries and participants.  

 

 If the Commission wants to justify the FTT applying to pension funds, it should not 

do so by means of making (false and unfounded) statements about pension 

funds’ (desired) investment behaviour. As there is no justification for the FTT 

applying to pension funds at all, the FTT should either not be taken forward or the 

negative effects for pension funds thereof, both direct and indirect, should be fully 

mitigated by means of a much more balanced and fair proposal. 


