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Estonia Enacts Individual Account 
Program Reforms After Court Ruling
On October 20, Estonia’s president enacted a law that 
reforms the country’s individual account program 
after the Estonian Supreme Court ruled earlier in the 
day that the law was constitutional. Among other 
things, the law will make participation in the program 
voluntary for all workers, allow participants to manage 
their own investments, and introduce a lump-sum 
payment option. Estonia’s parliament had approved 
the law two times—first on January 29 and again on 
March 11—but the president refused to sign it because 
of concerns about its constitutionality and referred 
it to the Supreme Court for review. (Under Estonia’s 
constitution, the president can refuse to sign legisla-
tion if he or she has concerns about its constitution-
ality; however, if the parliament passes the rejected 
legislation a second time without making significant 
changes, the president must either sign the legisla-
tion or refer it to the Supreme Court for constitutional 
review.) Although the Supreme Court found that the 
law violated certain rights and freedoms, it ruled that 
these violations were not severe enough to render the 
law unconstitutional. Now that the law can be imple-
mented as originally planned, a recent survey of the 
individual account program’s participants found that 
51 percent of participants are planning to remain in the 
program, 21 percent intend to leave, and 20 percent are 
unsure about what they will do.

The key provisions of the new law include:
• Making participation voluntary for all workers: 

Effective January 1, participation in the individual 
account program will become voluntary for all 
workers. (Currently, all workers born after 1982 
must participate in the program; workers born from 
1970 to 1982 can voluntarily participate in the pro-
gram.) At that time, participants can suspend their 
individual accounts or withdraw from the program 
entirely. If they choose to suspend their accounts, 
participants will stop contributing to their indi-
vidual accounts, but their accumulated savings will 

remain invested and fund their old-age pensions. If 
they choose to withdraw from the program, partici-
pants must withdraw their entire account balances 
and pay a 20-percent income tax on the funds. 
(There are no restrictions on how these funds can 
be used after they are withdrawn.) Participants who 
suspend or withdraw their accounts can resume par-
ticipation in the individual account program after 
10 years of inactivity.

• Allowing participants to manage their own invest-
ments: Starting in September 2021, participants can 
open pension investment accounts under the indi-
vidual account program, which will allow them to 
manage their own investments. (Currently, individ-
ual account savings are exclusively held in pension 
funds managed by professional fund managers.) 
Participants will be able to transfer savings held in 
pension funds to their pension investment accounts 
(and vice versa) and direct new contributions to these 
accounts. It will be possible to have savings in both 
pension funds and pension investment accounts.

• Introducing a lump-sum payment option: At retire-
ment, participants will have the option of receiving 
their entire account balances as lump-sum payments. 
Currently, participants must either use their account 
balances to purchase lifetime annuities or make 
programmed withdrawals based on their life expec-
tancies at retirement. The lump-sum payments 
are subject to a 10-percent income tax, while the 
periodic payments are not taxed.
As of October 1, the individual account program 

had 760,020 participants (approximately 65 percent of 
Estonia’s population aged 15 or older) with €5.04 bil-
lion (US$5.92 billion) in assets under management. 
The individual account program was created to 
supplement Estonia’s social insurance program. To 
receive old-age pensions from the individual account 
and social insurance programs, an individual normally 
must have reached age 63 and 9 months (rising gradu-
ally to age 65 by 2026) and have at least 15 years of 
service. (Retirement before the normal retirement age 
is possible under certain conditions.) Individuals who 
have reached the normal retirement age but do not 
qualify for the social insurance pension can qualify for 
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a government-financed flat-rate pension if they meet 
certain residency requirements and have financial 
resources below certain limits.
Sources: Social Security Programs Throughout the 
World: Europe, 2018, U.S. Social Security Administration, 
September 2018; “Estonia Reaches Pension Reform Agreement,” 
International Update, U.S. Social Security Administration, 
August 2019; “Estonia Allows Certain Workers to Join Individual 
Account Pension Program,” International Update, U.S. Social 
Security Administration, January 2020; “Restructuring of the 
Second Pillar of the Funded Pension,” Rahandusministeerium, 
February 20, 2020; “Estonia Approves Suspension of 
Contributions to Individual Account Program,” International 
Update, U.S. Social Security Administration, May 2020; 
“Estonian President Promulgates Law on Reform of Mandatory 
Funded Pensions,” Baltic Times, October 20, 2020; “Minister 
of Finance: Second Pillar Pension Reform to Be Launched as 
Planned,” ERR, October 20, 2020; “Prime Minister: Supreme 
Court Ruling Brings Legal Clarity to Pension Reform,” ERR, 
October 20, 2020; “Supreme Court Rejects President’s Pension 
Reform Bill Appeal,” ERR, October 20, 2020; “Survey: 20 Percent 
of People to Withdraw Money from Second Pillar,” ERR, 
October 20, 2020; “Statistics,” Pensionikeskus, October 22, 2020.

United Kingdom Increases 
State Pension Age
On October 6, the United Kingdom increased the state 
pension age (SPA) under the country’s social insur-
ance program to age 66. (The SPA is the earliest age a 
person can claim the state pension and depends on the 
person’s date of birth. The new SPA applies to indi-
viduals born from October 6, 1954, to April 5, 1960; 
it is lower for those born before October 6, 1954, and 
will be higher for those born after April 5, 1960.) The 
increase is the latest in a series of SPA increases stipu-
lated by the Pensions Act 1995 and its amendments. 
Previously, the SPA for women gradually increased 
from age 60 in April 2010 to age 65 in November 2018 
so that it matched the SPA for men. Going forward, the 
SPA for both men and women will gradually increase 
to age 67 from 2026 to 2028 and then to age 68 
from 2044 to 2046. According to the government, 
SPA increases are necessary to ensure the economic 
security of pensioners and the financial sustainability 
of the pension system in the face of rising life expec-
tancy. An SPA review is mandated by law at least once 
every 6 years to determine if additional changes are 
needed (with the next review due in 2023).

The United Kingdom’s public pension system 
consists of a single-tier state pension (STP) program 
for workers retiring on or after April 6, 2016. The 
STP provides a full flat-rate benefit at the SPA with 
at least 35 years of paid or credited contributions; 

a partial benefit is paid with at least 10 years but less 
than 35 years of contributions. (As of October 2020, 
the full STP benefit is £175.20 [US$226.95] a week, 
or £9,100 [US$11,790] per year.) The STP benefit 
may be deferred beyond the SPA for an increase of 
1 percent for every 9 weeks (approximately 5.8 per-
cent per year) of deferral. In addition to the STP, 
the public pension system includes a means-tested 
Pension Credit for low-income pensioners aged 65 or 
older and an income-tested social assistance benefit 
for pensioners aged 80 or older who are entitled to 
less than 60 percent of the full STP benefit and meet 
a residency requirement. (Workers who retired before 
April 6, 2016, are covered by the former two-part state 
pension program, which provides a flat-rate pension 
and an earnings-related pension.) An auto-enrollment 
program of qualified workplace pension plans comple-
ments the public pension system.
Sources: “State Pension Age Timetables,” Department for Work 
and Pensions, May 15, 2014; “United Kingdom Equalizes State 
Pension Age for Men and Women,” International Update, U.S. 
Social Security Administration, November 2018; “Factsheet 19: 
State Pension,” Age UK, April 2020; “State Pension Age 
Timetable: What Age Do You Get Your State Pension? Major 
Update,” express.co.uk, July 1, 2020; “State Pension Age to 
Increase Next Month—More Retirees than Usual to Be Affected,” 
Daily Express, September 18, 2020; “State Pension Age Increases 
for Women Born in the 1950s,” House of Commons Library 
Briefing Paper, September 18, 2020; “State Pension Age Rises 
to 66 Today: Should People Be Allowed to State Pension Early 
but…,” thisismoney.co.uk, October 6, 2020; “All the State Pension 
Changes This Month You Should Know—Age, Payment Dates, 
and Amounts,” express.co.uk, October 20, 2020.

Asia and the Pacific

Australia Announces Additional 
Lump-Sum Payments for Social 
Security Beneficiaries
As part of its 2020–2021 federal budget, Australia’s 
government recently announced two additional 
Economic Support Payments for beneficiaries of 
the country’s social security programs, including 
the Age Pension, Disability Support Pension, and 
Widow Allowance. Once passed into law, benefi-
ciaries will receive two tax-free payments of A$250 
(US$180.04)—the first in December and the second in 
March. The payments, which are aimed at providing 
financial relief to vulnerable beneficiaries during the 
COVID-19 pandemic, follow two earlier Economic 
Support Payments of A$750 (US$540.11) that were 
made in April and July this year.
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In addition to the Economic Support Payments, 
the Australian government has adopted a series of 
temporary measures in recent months to lessen the 
pandemic’s economic impact. Other measures include:
• A temporary reduction in the required minimum 

annual withdrawal under the country’s mandatory 
occupational pension program (superannuation) 
by 50 percent for the 2019–2020 and 2020–2021 
financial years. (The Australian financial year 
begins on July 1 and ends on June 30 the follow-
ing year.) The reduced withdrawal requirement 
is calculated as a percentage (based on age) of a 
participant’s account balance.

• Allowing superannuation participants experienc-
ing severe hardship to withdraw up to A$10,000 
(US$7,201.42) of their account balances tax free 
in both the 2019–2020 and 2020–2021 financial 
years. To be eligible, an individual must either: 
(1) be unemployed; (2) be eligible to receive certain 
benefits, such as a JobSeeker Payment or Parenting 
Payment; or (3) on or after January 1, have been 
made redundant, had working hours reduced by 
at least 20 percent, or be a sole proprietor whose 
business was suspended or met certain other 
requirements.
The main components of Australia’s old-age pension 

system are the superannuation program and the 
means-tested Age Pension. Participation in superan-
nuation is mandatory for employed persons aged 18 
to 69 with gross monthly earnings of at least A$450 
(US$324.06). To finance the program, employers 
are required to contribute 9.5 percent of employees’ 
earnings (gradually rising by 0.5 percentage points 
a year from 2021 until reaching 12 percent in 2025) 
to private superannuation funds. Employees are not 

required to contribute, but the government offers 
tax incentives and matching funds to encourage 
voluntary contributions, particularly from low- and 
middle-income workers. To receive superannuation 
retirement benefits, a participant must have reached 
age 58 (gradually rising to age 60 by July 2024) and be 
permanently retired (or participating in the Transition 
to Retirement program). Individuals aged 66 or older 
(gradually rising to age 67 by July 2023) who meet 
certain asset, income, and residency requirements may 
also qualify for the Age Pension, which is funded and 
administered by the Australian government.
Sources: Social Security Programs Throughout the World: 
Asia and the Pacific, 2018, U.S. Social Security Administration, 
March 2019; Budget 2020-21: Economic Recovery Plan for 
Australia, Commonwealth of Australia, 2020; “Focus on 
International COVID-19 Induced Reforms,” International 
Update, U.S. Social Security Administration, April 2020; 
“Australia Temporarily Reduces Superannuation’s Required 
Minimum Withdrawal,” International Update, U.S. Social 
Security Administration, July 2020. 
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