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Preface

Yun Suk‐myung

Fellow, Korea Institute of Health and Social Affairs

Adjunct Professor of Korea University

Korea has experienced dramatic demographic change relatively in a short 

period of time, which has not been seen in any other countries before. This 

change is largely attributed to the country’s fertility rate. Total fertility rate 

(TFR) of Korea was high in 1960 reaching 6 children per woman, but the 

rate dropped to the order of the replacement level by 1983 and it marked 

1.08 in 2005. Since then, the fertility rate has been hovering around 1.2. 

The situation of Korea is quite unique and different comparing with other 

countries. The average total fertility rate of OECD countries bottomed out 

at 1.60 in 2002, and then rose to 1.73 in 2009. Some of OECD countries 

including the United States, France, Sweden and the United Kingdom, have 

the fertility rates close to the replacement level. Korea is one of the few 

countries with TFR below the threshold of 1.2.

While the TFR has greatly dropped in Korea, average life expectancy has 

increased by twenty years over the last forty years, from 61.9 years in 1970 

to 80.6 years in 2009 due to improvement of healthcare, nutrition and 

lifestyle. If such increase continues in Korea, the average life expectancy is 

expected to close to 100 years before the end of this century. The low 

fertility and increasing life expectancy in Korea are likely to have severe 

socioeconomic impact on the future of the country. If the fertility rate 

remains low, it will lead to the decrease of economically active population 
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placing mounting pressure on the pension schemes, health insurance and 

welfare services for the elderly. In addition, the base of tax revenue will 

shrink with the decline of child and youth population.

Along with the demographic change, the potential growth rate of Korea 

is expected to decline in the future. The average potential growth rate of 

Korea stayed at 5.8 percent between 2006 and 2010, but it is projected to 

drop to 1.0 percent between 2061 and 2075. All of these changes will 

weaken the national competitiveness, threaten sustainable development of 

the society and eventually risk the quality of life of individuals. Therefore, 

there should be policy measures to respond sufficiently to the demographic 

changes in order to achieve sustainable social development in the future.

Under the abovementioned circumstances, the Korean government has 

made an effort to deal with population aging by establishing multi‐pillar old

‐age income support system, which includes National Pension Scheme 

(NPS), Basic Old Age pension, retirement pension and personal pension. 

NPS was first introduced in 1988 and achieved universal coverage in 1999. 

However, quite a few people may not benefit from NPS after retirement 

because they are excluded from subscription of NPS or they are not making 

contributions even though they are insured.

While the establishment of NPS is relatively recent, population aging in 

Korea has progressed with ever fast pace and NPS is getting to be mature 

in near future. As a result, it becomes urgent issue of NPS to maintain the 

financial sustainability in the long term. In response to this problem, the 

reform has been done two times, but the problem is still prevalent imposing 

a burden on the future. As part of pension reform, the replacement rate of 

NPS was decreased and under the multi‐pillar income security system 

retirement pensions and personal pensions are supposed to supplement NPS. 

However, the current subscribers of retirement pensions or personal 

pensions are limited, especially to people with higher income. 
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Basic Old Age Pension was implemented in 2007 to relieve the poverty 

of current elderly who has not prepared for after‐retirement through social 

insurance scheme, but it also has limitation in resolving the poverty of the 

elderly due to low benefit level. Currently, policy direction is not clear over 

who should be the target of the scheme. In addition, Basic Old Age 

Pension is exposed to the problem of sustainability in the long term.

Seemingly, Korea has built the multi‐pillar old age income system, but it 

is not working properly to achieve income security after retirement. 

Therefore, there is urgent need to implement policy measures to improve 

the system. Deliberating policy options, the cases of Scandinavian welfare 

states are worth to reflect on. Nordic countries like Finland, Norway, and 

Sweden recognized the issues faced by aging population beforehand and 

have conducted the reform in their pension systems. Therefore, this book 

collects the papers from the experts on pension systems in Nordic Countries 

and examines their current situation of old age income security system, the 

process of pension reform and future policy trend.

To make a comparison of Korea to Nordic countries, the book also 

includes the paper about old‐age income security system in Korea. This 

paper examines the old‐age incomes security of Korea through the survey 

on 3,000 households. It is expected that lessons from the Nordic countries 

with comparison of Korea will shed a light on policy development of 

Korea.



Preparation for population ageing in the 

Nordic countries

Ismo Risku & Mika Vidlund

Introduction1)

Demographically, the European countries appear to be “burning the 

candle at both ends” – both the decline in fertility and the increase in 

longevity are unprecedented in European history. Lengthening the working 

careers, postponing pensionable age and increasing the fertility rates have 

become crucial issues in all the developed countries. The Nordic countries 

have remarkably high employment rates of mothers and high fertility rates 

compared to other western countries. In addition Nordic countries have 

managed to keep the employment of older employees (aged 55‐64) at 

relatively high level and have been capable even to increase it in recent 

years. Thus, the Nordic countries seem to be better prepared to tackle the 

challenges for future welfare states posed by an ageing population. In 

international comparisons it has become customary to speak of the Nordic, 

or Scandinavian model. Indeed, Nordics share many common features from 

1) This paper is written on the request of the Korea Institute for Health and Social 

Affairs (KIHASA). Ismo Risku works as Development Manager and Mika 

Vidlund as Senior Advisor in the Finnish Centre for Pensions (ETK). We are 

pleased for the interest shown towards Nordic model and thank for the 

opportunity to write this short description of the Nordic welfare policy.
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a welfare state perspective, not to forget other elements of society (geography, 

language, history, politics and economics).

The purpose of this review is to describe the welfare policies in the 

Nordic countries as they prepare for ageing society. There are many 

similarities but also important differences between the Nordic countries with 

respect to the design of pension and family policies.

A closer look to pension policy reveals that Sweden, Norway and Finland 

share many similarities in their pension reforms and thus in preparation for 

ageing society. All these countries have made during the first decade of 

2000s the largest pension reform since establishment of the schemes. In 

Sweden the reform was made already in the initial years of this 

millennium. Finland established its reform in 2005 and Norway is to follow 

these paths in 2011. Strengthening the incentives for work and stabilizing 

pension expenditure as well as contribution levels have been the main 

principles when countries have renewed their pension schemes.

The reforms will bring a closer connection between life time earnings 

and the pension. Likewise by increasing flexibility and rewarding for later 

retirement people are encouraged to work longer. One of the main factors 

for increasing the sustainability of the pension system is the establishment 

of the life expectancy based pension adjustment. The idea of the automatic 

stabilizer is to adjust the level of the old age pension to reflect the changes 

in the longevity. This method will become effective also in Denmark from 

2030 onwards. However, in Denmark the structure of pension scheme is 

noticeably different from the other Nordic countries (see Annex 1). The 

statutory pension is based on residence based flat‐rate pension and the 

earnings‐related pension is organized by occupational pension contracts. 
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Whereas, in other Nordic countries the statutory pension is based on the 

earnings related pension covering all the employees and self‐employed 

people, and pension‐tested national or guaranteed pension.

As a basis of the task this paper will start describing the current 

demography in the Nordic countries i.e. fertility and mortality rates, as well 

population projections. We shall see that the challenges are basically the 

same between these countries. However, the demographic challenge is 

especially acute in Finland as it is the first country in Europe to meet the 

steep rise in aging population and large post‐war baby boom generations are 

already retiring or at the threshold of retirement age.

In the second part of this paper we concentrate on family policies mainly 

describing the ‘Nordic model’. Last but not least is the description of 

pension policy measures affecting (or trying to affect) career length and 

postponement of retirement age as well as stabilizing pension expenditure. 

Increased dependency ratios are mainly due to ageing population but also 

early retirement, disability pensions have to be taken into account when 

speaking about sustainability of the pension schemes.

Population in the Nordic countries

This section describes the historical population of the Nordic countries 

(Denmark, Finland, Iceland, Sweden and Norway) and likely future trends 

in these countries by means of Eurostat’s 2008 convergence scenario 

(Europop2008 convergence scenario). In this population projection assumptions 

have been developed assuming convergence of demographic values as a result 

of decreasing differences between European states. Iceland was not included 

in Europop2008 population projection. Therefore Icelandic population 

projection is based on Statistics Iceland 2010 projection (medium variant).
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Life expectancy, fertility and migration

Nordic countries have been characterized by high life expectancy at least 

since the Second World War (table 1.1 and figures 1.1‐1.2). Nordic life 

expectancies have been close to the world record levels during the post war 

period, except in Finland. However, mortality rates in Finland have been 

declining at a faster rate than in the other Nordics. Currently female life 

expectancies are close to 83 years in Sweden, Iceland, Norway and Finland, 

while Danish level is approximately two years lower. Iceland was world 

record holder in male life expectancy in 2000 and 2008, Danish and 

Finnish men were behind by 3,5 years (Table 1.1).

The Euorpop2008 “convergence scenario” assumes that the life 

expectancy increases are greater for countries at lower levels of life 

expectancy and smaller for those at higher levels. Therefore the life 

expectancies in 2060 are close to each other between the Nordic countries. 

Furthermore, EU27 life‐expectancy is also close to Nordic level. 

Oeppen and Vaupel (2002) argue convincingly that official population 

projections typically grossly underestimate future gains in life expectancy. 

They show that life expectancy in the record holding country has been 

increasing linearly since 1840. Female life expectancy has been rising at a 

steady space of almost 3 months per year in the record holding country. 

Record life expectancy has also risen linearly for men albeit more slowly 

(0,22 years per year). Table 1.1 contains data on historical record life 

expectancies and assumed continuation of the linear trend. If compared with 

the trends revealed by Oeppen and Vaupel, Europop2008 convergence 

scenario and Statistics Iceland 2010 medium variant indeed take 

conservative stance with respect to future gains in life expectancy.
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Table 1.1. Life expectancy at birth.

 Male Female

1990 2000 2008 2060 1990 2000 2008 2060

EU27    84.5    89.0

Denmark 72.0 74.3 76.3 84.3 77.7 79.0 80.7 88.4

Finland 70.9 74.1 76.3 84.3 78.9 81.0 83.0 89.3

Iceland 75.4 77.8 79.8 85.0 80.5 81.5 83.1 87.1

Sweden 74.8 77.4 79.1 85.4 80.4 82.0 83.2 89.3

Norway 73.4 76.0 78.3 85.2 79.8 81.4 82.9 89.2

World leader 75.9
1

77.8
2

79.8
2

91.4
3

81.8
1

84.6
1

86.0
1

98.7
3

1
Japan

2
Iceland 

3
Assuming continuation of the historical trend (see text).

Sources: Europop2008 convergence scenario, mortality.org, Statistics Iceland and own calculation.

Figure 1.1. Male life expectancy at birth 1880‐2008.

Sources: Oeppen and Vaupel (2002), mortality.org.
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Figure 1.2. Female life expectancy at birth 1880‐2008.

Sources: Oeppen and Vaupel (2002), mortality.org.

Total fertility rates in Nordics are high if compared to other developed 

countries. However, these relatively high fertility rates are still somewhat 

below the replacement rate (2,1 child per woman). Note that after the baby 

boom the total fertility rates dropped, but after 1970’s fertility rates have 

increased slightly.  In the Europop2008 convergence scenario fertility is 

assumed to converge by the year 2150 to levels achieved by Member States 

that are considered as forerunners in demographic transition. By 2060 

Nordic fertility rate is assumed to converge to slightly lower level (Table 

1.2).
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Table 1.2. Total fertility rate2).

 1950 1960 1970 1980 1990 2000 2008 2060

EU27        1.68

Denmark 2.58 2.54 1.95 1.55 1.67 1.77 1.89 1.85

Finland 3.15 2.72 1.83 1.63 1.79 1.73 1.85 1.84

Iceland .. 4.17 2.81 2.48 2.31 2.08 2.14 1.85

Sweden 2.51 2.91 2.50 1.72 1.93 1.85 1.96 1.85

Norway .. 2.20 1.92 1.68 2.14 1.55 1.91 1.88

 

Sources: Nordic statistical yearbook, Europop2008 convergence scenario, Statistics Iceland.

During 1960’s and 1970’s migration in Nordic countries was dominated 

by Finns migrating to Sweden. However, more recently all the Nordic 

countries have absorbed significant migration. If the net migration is 

compared to new born generation in the country Norway is the most 

popular destination country (net migration being 0.63 per each live birth in 

2009). Relative net migration to Finland was on third of that level (Tables 

1.3 and 1.4). 

In the Europop2008 convergence scenario migration is assumed to 

converge to zero net migration in 2150.

2) Total fertility rate (TFR) = The mean number of children that would be born 

alive to a woman during her lifetime if she were to pass through her 

childbearing years conforming to the fertility rates by age of a given year. 

(Eurostat.)
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Table 1.3. Net migration.

 2005
1

2006
1

2007
1

2008
1

2009
1

2008 – 2060
2

Denmark 6.6 10.0 23.1 29.3 22.3 6.5 %

Finland 9.0 10.3 13.6 15.5 14.5 6.1 %

Iceland 3.9 5.3 3.1 1.1 ‐4.8

Sweden 27.1 50.8 54.1 55.9 63.0 11.0 %

Norway 18.4 23.7 39.7 43.3 38.6 11.4 %

1
Thousands.

2
Share of cumulative ne migration over 2008‐2060 in the total population on 1st of 

January 2061.

Sources: Nordic statistical yearbook 2010, Europop2008 convergence scenario.

Table 1.4. Net migration per live births 2005‐2009.

 2005 2006 2007 2008 2009

Denmark 0.10 0.15 0.36 0.45 0.35

Finland 0.16 0.18 0.23 0.26 0.24

Iceland 0.90 1.19 0.68 0.24 ‐0.96

Sweden 0.27 0.48 0.50 0.51 0.56

Norway 0.32 0.41 0.68 0.72 0.63

Sources: Nordic statistical yearbook 2010, own calculation.
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Total population and age structure of the population

Table 1.5. Population on 1st of January for selected years (thousands).

 Aged 15‐64 years Aged 65 or over Total

 2008 2030 2060 2008 2030 2060 2008 2030 2060

Denmark 3 613 3 502 3 475 853 1 325 1 483 5 476 5 808 5 920

Finland 3 530 3 239 3 049 875 1 421 1 503 5 300 5 569 5 402

Iceland 211 230 257 36 71 102 313 372 437

Sweden 6 033 6 180 6 193 1 608 2 313 2 893 9 183 10 270 10 875

Norway 3 137 3 371 3 494 693 1 157 1 534 4 737 5 507 6 037

Source: Europop2008, convergence scenario, Statistics Iceland 2010 medium projection.

Table 1.6. The age structure of the population on 1st of January for selected years.

 
Young age dependency 

ratio (0‐14/15‐64)

Old age dependency 

ratio (65+/15‐64)

Share of the total  

population 80+ yrs 

 2008 2030 2060 2008 2030 2060 2008 2030 2060

EU 27 23.3 23.5 25.1 25.4 38.0 53.5 4.4 6.9 12.1

Denmark 28.0 28.0 27.7 23.6 37.9 42.7 4.1 7.1 10.0

Finland 25.3 28.1 27.9 24.8 43.9 49.3 4.3 8.2 10.8

Iceland 31.2 30.8 30.0 17.2 31.2 39.6 3.2 5.0   8.2

Sweden 25.6 28.8 28.9 26.7 37.4 46.7 5.4 7.6 10.0

Norway 28.9 29.0 28.9 22.1 34.3 43.9 4.6 6.3 10.0

Source: Europop2008, convergence scenario, Statistics Iceland 2010 medium projection.
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Figure 1.3. Old age dependency ratio 1950 – 2060.
Sources: Europop2008 convergence scenario, Nordic statistical year book, Statistics Iceland 

2010 medium projection. (http://ww3.dst.dk/pxwebnordic/Dialog/statfile1.asp)

Family policies in the Nordics

The Nordic countries at the same time exhibit a remarkably high 

participation rate of mothers and rather high (or at least a more moderate 

decline in) fertility rates compared to other Western countries. This has 

been attributed to the fact that the welfare state model and, especially, the 

family friendly policies chosen in the Nordic countries are unique. 

According to OECD (2005) family‐friendly policies are those policies that 

facilitate the reconciliation of work and family life by ensuring the 

adequacy of family resources, enhance child development, facilitate parental 

choice about work and care, and promote gender equality in employment 

opportunities. These policies include access to affordable and quality 
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childcare, financial support to family with children, arrangements that allow 

working parents to take leave to care for children, and flexible workplace 

arrangements (e.g. shortened work‐time).  

Table 3.1. Composition of parental leaves/benefits in the Nordics 2010.

Denmark Finland Iceland Norway Sweden

Length of Leave 

Maternity, maximum 

(weeks)

Mother only

Father only

Either mother or father

Additionally

Father together with 

mother, weeks

leave period from work 

(with job security)

50 (64)
1

18 

‐

32
1

2

44 (48)
2

18

(4)
2

26

3

Until the 

child turns 

3 years 

(fixed 

amount of 

supplement)

39

13 

13

13

–

(46) 56
3

9

10

27 or 37
4

2

1 extra 

year

69 (480 days)

8 (60 days)

8 (60 days)

52 (360 days)

2

Until the child 

turns 1,5 years

Maternity benefit:

Wage Compensation, % 100

usually

90 ‐70
5

80 100/80 80/77,6

Maternity benefit: 

Income ceiling, annual 26 260 – 23 330 e 53 140 e 40 224 e

1
The common leave period of 32 weeks may be extended by 8 or 14 weeks to 40 or 46 

weeks. The total leave period will consequently be 58 or 64 weeks. When a leave period 

is extended, the daily cash benefits will be reduced accordingly, so that the total amount for 

the 40 or 46 weeks equals the amount payable for 32 weeks.
2

Fathers, who receive parental daily cash benefits during the last 12 working days of the 

parental daily cash benefit period, are entitled to paternal daily cash benefits for another 24 

working days (the so‐called bonus days of leave or father’s month).
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3
46weeks at a compensation level of 100 per cent or 56 weeks at a compensation level of 

80 per cent.
4

27 weeks in case of 46 weeks of maternity benefits and 37 weeks in case of 56 weeks of 

daily cash benefits
5

For the first 56 days of the maternal leave the maternity allowance is 90% of earned 

income up to € 50,606 (annual) and 32.5% for an income exceeding this level. For the rest 

of the maternal leave (49 days) the allowance is 70% up to earned income of € 32,892, 

40% between € 32,893 and € 50,606 and 25% of earned income exceeding this latter level.
6

Parent’s cash benefit is payable for a total of 480 days per child. 390 days are paid 

according to the sickness cash benefit rate, the minimum being SEK 180 (€ 18) per day. 

The remaining 90 days are paid according to the minimum amount. From qualifying income 

(in principle income for sickness benefit) 97 % is taken into account, i.e. 80 % of 97% = 

77,6%.

Source: National social insurance authorities; Missoc 2010.

Compared to other OECD countries, the parental leave period is long and 

the coverage of child care is relatively high in the Nordic countries. The 

high rate of women participating in the labour force increases the need for 

child care options during working hours. Thus, most children between the 

ages of 3 and 5 are in day care. Denmark is in the lead with respect to 

providing public child care for especially the youngest children (aged 0‐2 

years). Finland has the lowest share (figure 3.1; table 3.2). In Finland, the 

main thrust has been on allowing a long child care leave period with full 

job security (for either parent) until the youngest child is 3 years old i.e. 

subsidized child care at home, so that publicly provided child care coverage 

has been lower than in other Nordic countries. In Denmark public child 

care coverage has been on high level during the last few decades, while the 

paid parental leave period, until recently, has been fairly short compared to 

the other Nordic countries. In Denmark, maternity leave available to either 

parent was extended from 10 to 32 weeks in 2002, thus expanding the total 

period to 50 weeks (see table 3.1).
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Table 3.2. Children in day care, 2009.

Denmark Finland* Iceland Norway Sweden

Per cent of age group

0 years 15,1 0,9 7,2 4,4 0

1 years 88 29 67,5 69,8 49,5

2 years 92,4 50,3 93,8 85,8 90,9

3 years 97,6 67,1 95,3 96,1 95

4 years 97,5 73,5 95,7 97 97,7

5 years 95,1 77,1 91,4 97,9 98

*Figures include children in publicly subsidised private day care.

Source: Nordic Statistical Yearbook 2010.

Figure 3.1. Children 1‐5 years enrolled in day‐care institutions and publicly 

financed family day care in per cent of the age group, 2000‐2008

Source: Nososco 2009a.



14 � Old‐age Income Security System to Prepare for the Aged Society

In Finland the simultaneous provision of a childcare guarantee3) and 

Home Care Allowance payments to parents who do not use municipal 

childcare support, increases choice to parents with children not yet 3 years 

of age. However, given the level (some municipalities provide additional 

payments) and duration of payments, many parents of very young children, 

usually mothers, are not in paid work. This reduces female earnings profiles 

and hampers the pursuit of gender equity objectives. (OECD 2005.)

An interesting point is how large a proportion of the leave period is 

taken up by the father. More and more men make use of the leave schemes 

in connection with childbirth or adoption. However, the share of the total 

leave which is taken up by the father is still relatively low in all Nordic 

countries, with some variations between the countries. Both the number of 

recipients and the number of days in which maternity benefit is payable 

vary considerably from one country to another. Iceland is in the lead with 

34 per cent of the number of days taken by the father (table 3.3).

Measures have been taken which aim at reducing the differences in the 

use of parental leave between men and women. Iceland has had the most 

radical reform in this respect so far. In Iceland, the leave schemes came 

rather late compared to other Nordic countries. It was not until 1980, when 

mothers became entitled to a 3‐month leave period. Fathers were allowed to 

take up 1 of the 3 months of the leave. The leave period was extended 

further during the 1980s and by 1990 it was 6 months long. In 2000, 

reform was introduced, which allocated a 3 months (13 weeks) leave for 

the mother, a 3 months parental leave period which could be used by either 

3) A childcare guarantee: municipalities have to provide all children not yet of 

school age access to a subsidised childcare place when asked
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Denmark Finland Iceland Norway Sweden

Number of recipients

2000

Men 45 559 42 294 1 421 33 806
166 

661

Women 82 657 97 359 5 097 80 368
275 

214

2008

Men 51 247 54 000 6 672 42 255
288 

716

parent, and a 3 months paternal leave for the father. The reform was 

implemented in three steps: in 2001 the father quota was one month, in 

2002 it increased to two months and in 2003, to three months. If the father 

did not use his 3 months, these months were lost to the family. (Datta 

Gupta et al. 2006.) These changes can be seen from the statistics, which 

reveal that there are significantly more men than before receiving paternity 

benefits.

Other countries have reacted as well. In Finland paternity leave (father’s 

month) was extended by two weeks in 2010. In Norway, the scheme giving 

fathers an exclusive right to part of the benefit period (father quota) was 

extended from four to five weeks in 2005 to six weeks in July 2006 and 

to 10 weeks from 1 July 2009.

Table 3.3. Maternity and paternity day benefits in the event of pregnancy, 

childbirth or adoption
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Women 105 449
101 

174
7 441 85 389

367 

274

Number of days (1 000s) with maternity /paternity day benefits

2000

Total number of days 13 150 15 232 698 11 152 37 100

Days per child 196 268 162 188 410

Percentage taken by men 5,5 4,1 3,3 7,2 13,7

2008

Total number of days 21 475 16 534 1 282 12 647 49 561

Days per child 330 278 265 209 453

Percentage taken by men 7,3 6,7 33,9 11,6 23,1

Source: Nordic Statistical Yearbook 2010 and authors own calculation.

According to OECD (2005, 90–91) the extent to which parents have 

access to affordable high quality childcare is one of the factors that explain 

cross‐country differences in female labour market outcomes. Female 

employment growth increases the need for childminding options. This can 

be clearly seen in Sweden where increasing female labour market 

participation preceded and was a key driver for initiating the development 

of broadly accessible childcare systems.

According to OECD‐statistics child care costs (incl. care of older 

children) in 2005 were clearly higher in the Nordic countries compared to 

other countries. This is mainly because of the high coverage and care of 

very young children, aged less than 3 years (see figure 3.2).
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Figure 3.2. Public expenditure on childcare and early education services, 

per cent of GDP, 2005*

(Public spending on childcare and pre‐primary education, 2005)

Total

Notes: Figures for Austria, Ireland and Spain cannot be disaggregated by educational level.

Public spending on childcare relates to the expenditure on childcare aged under three, 

while pre‐school institutions refers to kindergartens and day‐care centres which usually 

provide an educational content as well as traditional care for children aged from 3 to 

5. In Nordic countries children enter primary school at age 7, while attending pre‐

primary schooling the year beforehand. In OECD‐comparison, expenditure on these 6 

year olds was excluded.

Source: OECD Family database www.oecd.org/els/social/family/database
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Nordic countries have been able to combine high female employment 

participation and family life (figure 3.3). Simple correlations between 

women’s employment rate and fertility in a number of countries indicate 

that family‐friendly policies seem to have had an effect on this relationship. 

In most industrialized countries fertility rates have for years been too low 

to reproduce the population. This is the case also in the Nordic countries, 

although the fertility rates of the Nordic countries are among the highest in 

Europe.

Figure 3.3. Total fertility rate (TFR) in 2010 and female employment rate 

in 2009 in the EU‐countries and Nordics.
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The Nordic countries have fertility rates that are higher than the EU 

average and this can partly be explained by the fact that government 

spending on families also is higher than the EU average. To the extent that 
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family decisions concerning fertility are influenced by economic conditions, 

it is obvious that family policies may impact fertility.

In all the Nordic countries, a child allowance is payable for children. The 

allowance is tax free and independent of parents' income, with the 

exception of Iceland, where the child allowance is income‐tested. However, 

in Iceland a fixed amount is payable irrespective of income for all children 

under the age of seven. In Denmark, Iceland and Norway, the allowance is 

payable until a child reaches the age of 18; in Finland, until a child reaches 

the age of 17; and in Sweden, until a child reaches the age of 16 years 

(another similar allowance is given for children in upper secondary schools 

up to the age of 20 years). The amount of allowance varies depending on 

the number of children and family conditions (see Annex 3). (Nososko 

2009a.)

Expenditure in this area may be connected with the demographic 

challenge where it may be assumed that there is a connection between 

welfare schemes and birth rates. It may also be connected with challenges 

in the labour market in that arrangements for families may contribute to 

increasing the participation rate. From the proportion of the total social 

expenditure this is a relatively prioritized area in the Nordic welfare states, 

and the birth rates are relatively high. But also countries as for example 

Germany, Hungary and Austria have high proportion of expenditure for 

families with children and despite this birth rates in these countries are low. 

(for further information Annex 2; see also Normann et al. 2009.)



20 � Old‐age Income Security System to Prepare for the Aged Society

Figure 3.4. Benefits to family and children as percentage of gross domestic 

product (GDP) 2007.

Source: Eurostat

While it is true that the fertility rates in the Nordics are relatively high, 

the impact of social policies on fertility rates remains to be proven by 

research. There is no single or unambiguous answer to reveal the factors 

affecting fertility rates (see more e.g. Datta Gupta et al. 2006). Naturally, 

the focus in the field of family policy has been to further develop parental 

benefits and day care. Especially increasing participation by fathers in child 

care has long been on the political agenda in the Nordic countries and the 

possibilities for fathers to take leave have also been improved.

The quite recent survey (Flash Eurobarometer 247: Family life and the 

needs of an ageing population) which examined how families felt about 

their life today, the problems faced and their opinions about policies that 
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could help improve the situation (e.g. issues such as the availability of 

childcare) indicate the successfulness of family policy in Nordic countries 

in comparison to EU‐countries. The question4)  measuring the perceptions 

of finding the correct work‐life balance shows Finland is at the top, with 

just 20% finding it difficult to combine work and family life and 69% 

thinking that this was easy. The same results for Denmark were 34% and 

63%; for Sweden 35% and 58%. The results were clearly better than for 

the EU27 average: 51% finding it difficult and 41% easy. Other Nordic 

countries were not covered by the study.

Despite its importance, family policy has not been such a crucial issue in 

recent years as the countries are preparing for the forthcoming ageing 

society. Discussions have revolved more around policy measures which aim 

for extending working careers, e.g. by shortening study times and raising 

the effective retirement age. These are among the key issues for example in 

Finland at the moment in preparation to ease ageing pressures for labour 

markets and sustainability of public finances. Reforms of the pension 

schemes can easily be seen to be the most effective and first step solution 

as countries react to the challenges posed by ageing population. The effects 

of a high fertility rate would only translate into more favorable 

developments after new generations would reach the adulthood. Of course, 

in policy making different policy fields interact with each other like is the 

case with the recent pension reforms in redefining and extending pension 

rights in the case of unpaid care for children.

Pension policy measures affecting longer working careers

4) Question: Do you personally find it very difficult, fairly difficult, fairly easy or 

very easy to combine work and family life?
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Pension reforms and effort to keep people longer at working life have 

been high on agenda in the Nordic countries as well as in any other 

developed countries. This is largely due to the fact that the expenditure on 

the elderly and the disabled forms a substantial part of the total social 

expenditure (see Annex 2).

For increasing the sustainability of the pension schemes Sweden, Finland, 

Norway and Denmark have linked the statutory pension benefits to life 

expectancy.  The three first mentioned countries have also given up the 

elements of a final salary system and after the reform earnings‐related 

pensions are based on life‐time earnings. Sweden and Norway have 

converted the old‐age pension scheme to NDC‐model. Sweden, Finland and 

Norway have also introduced a window of flexible retirement age as part of 

the old‐age reforms. Life‐expectancy adjustment will cut the pension if the 

life expectancy increases, but a person can compensate the cutting by 

working longer and retiring later. In Denmark retirement age is index‐linked 

to life‐expectancy.

There are ‘exit paths’ from employment other than old‐age pension. A 

possibility of early retirement can be provided through pension agreements 

between the social partners, like in Norway for example, and many people 

leave employment early for health or labour market reason. All the 

countries have made changes to early retirement in order to restrict access 

to these schemes.

Early retirement benefits are a key element in the path out of the labour 

market. Disability benefits are one of the main paths of early labour market 

exit. In Sweden and Norway over 10 % of the population aged 16 to 64 

years were receiving disability pensions (table 4.1). 
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The existence of schemes such as the voluntary early‐retirement scheme 

in Denmark and the unemployment pension scheme in Finland has 

contributed to there being fewer disability pensioners than would otherwise 

have been the case in these countries. In Norway, the AFP early retirement 

scheme (pensions fixed by collective agreement) affects the number of 

disability pensioners. Several studies have shown that about 20 per cent of 

the AFP pensioners would have been disability pensioners, had the scheme 

not existed. (Nososco 2009a.)

Table 4.1. Pensioners receiving disability pension by way of 

basic/guaranteed minimum pension and/or employment pension as 

percentage of the respective age group by gender in 2007

Male Female Total

Denmark 

18‐64 5.2 6.1 5.6 

Finland

16‐64 8.2 7.5 7.8

Iceland

16‐64 5.1 8.5 6.8

Norway

18‐64 8.4 12.0 10.2

Sweden

16‐64 8.1 12.3 10.2

Source: Nososco 2009a.
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The disability pensions play a major role in the context of raising the 

average effective retirement age. Especially Sweden has implemented major 

reassessment of its sickness and disability policies in recent years. In other 

countries reforms are not that radical. However, work capacity assessment 

instead of incapacity assessment and rehabilitation before a benefit payment 

has become a common practice in all countries. A pension can also be 

suspended under certain conditions if the recipient wishes to try out a 

return to work.

A shared concern is the increased number of young people ending up on 

disability pensions because of mental health problems. The problems of 

benefits related to mental disorders are accentuated by the fact that the 

benefits tend to become permanent and only few people return to work. 

Besides a decline in well‐being, this means marginalization and a great loss 

in working years for younger beneficiaries in particular. (see e.g. OECD 

2009.) In Denmark and Sweden over 40 per cent; in Finland over 30 per 

cent and in Norway over 20 per cent of new disability benefits are granted 

on the basis of mental disorder. 

In the following short country‐specific descriptions are given from major 

pension reforms established in recent years which seek to promote longer 

working careers.

Denmark

In Denmark the retirement age is 65. Statutory old‐age pension cannot be 

drawn before the official retirement age. However, the voluntary early 

retirement pay scheme may apply from age 60 (provided the person is a 

member of an unemployment insurance fund for a number of years and has 
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paid early retirement pay contribution). Retirement age in the national 

retirement scheme was first lowered from 67 to 65 at the end of June 2004. 

In the reform adopted in 2006, the age of retirement was raised back to 67.  

Retirement age will be raised stepwise over the period 2024–2027. At the 

same time it was decided that retirement age will be made dependent on 

the trend in life expectancy for a 60‐year‐old starting in 2030. Likewise, the 

age for entitlement to voluntary early retirement scheme will be raised 

gradually to 62 from 2019 until 2022.

The disability pension scheme was reformed in 2003 to expand and 

support the already existing active orientation in social policy. The 

disability pension now consists of one single disability pension allowance 

instead of benefits based on several different factors and the assessment of 

disability is now based on an overall work capacity left for any type of 

work. In addition partial benefits were abolished in the 2003 reform. The 

benefits are flat rate.

In Denmark the focus has for years been on active labour market policies 

such as subsidised employment and compensation to disabled people at the 

labour market. The aim is to ensure that everyone with an ability to work 

also has the opportunity to use this ability on the labour market, primarily 

in jobs on normal terms or, if this is impossible, in flex jobs (flexible 

work). Flex jobs are target to people under the age of 65, who suffer from 

a permanent reduced ability to work.

Income security cash benefits are only used to provide for the livelihood 

of the completely incapacitated, while labour market policy measures cover 

those persons who are permanently partly incapacitated (by at least 

50%).The partly incapacitated have a subjective right (however, after 
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rehabilitation) to flex job found on the open labour market and fulfilling the 

criteria of collective agreements but with pay subsidized by the government. 

(Hytti 2008.) Thus, an individual cannot receive a disability pension if he 

or she can cope with a flex job.

One of the focus areas in Denmark has been increasing absenteeism due 

to sickness. The Danish Parliament recently adopted a new Sickness 

Benefits Act, which will enhance efforts to provide people reporting sick 

with the help necessary to retain their jobs and to prevent them from 

becoming excluded from the labour market. The new Act launches a 

number of initiatives to strengthen efforts made by enterprises, 

municipalities, unemployment insurance funds and the sick employees 

themselves to maintain an attachment to the labour market. (see Brix 

Pedersen 2010.)

Finland

In Finland the retirement age is flexible between the ages 62 and 68. 

Both residence‐based national pension and earnings‐related pension can be 

drawn from the age of 62.

The pension reform 2005 is a cornerstone of pension policy promoting 

later retirement. Finland has traditionally had more early retirement options 

than other Nordic countries (with the exception of Denmark). However, 

these (e.g. individual early retirement and unemployment pension) have 

been gradually abolished in the reforms in 1990’s and 2005 together with 

the raising of the qualifying age for an early old‐age pension (from 60 to 

62). The 2005 pension reform abolished an unemployment pension.  Prior 

to 2005 reform an individual had the right to earnings‐related 
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unemployment benefit from the age of 55. After unemployment benefit he 

or she was entitled to unemployment pension. Currently an individual has a 

right to unemployment benefit from the age of 58 after which he is entitled 

to old‐age pension. The conditions for part‐time pensions have also been 

restricted in recent years. The latest reform raised the age‐limit from 58 to 

60 and lowered the old‐age pension accrual earned during part‐time pension. 

In addition changes in pension calculation rules as the pension is 

calculated on the bases of the earnings from the entire working career 

together with adjustment in accrual rates should encourage longer careers. 

The annual pension accrual rate is 1.5% until the age of 52. From 53 years 

of age onwards, it is 1.9% for the following 10 years, and 4.5% between 

63‐68 years of age. These accrual rates replaced the previous rates of 1.5% 

for those under 60 and 2.5% for those 60 or over.

The 2005 pension reform will give more flexibility for older workers to 

decide on their retirement age, while early exits from the labour force will 

be discouraged. The effective method in this respect, so‐called life 

expectancy coefficient was introduced in 2009 and it is designed to curb 

pension expenditure resulting from increased life expectancy.

Currently labour market organizations and the government try to find 

new measures to lengthen working careers. The reasons are twofold, on the 

one hand the public sector seem to poses a long term deficit problem and 

on the other hand gains in life‐expectancy are estimated to be greater than 

what was thought previously. There is a consensus concerning the aim 

(longer work careers and shorter time on pension) but commonly agreed 

means are still lacking. Under consideration are pension legislation and 

measures to enhance job satisfaction.
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Norway

The official retirement age is 67. As part of the Norwegian pension 

reform flexible retirement age will be introduced from 2011. 

Currently statutory old‐age pension cannot be drawn before the official 

retirement age. There is provision for early retirement in Norway from the 

age of 62 through a special scheme based on agreements between the social 

partners, collectively agreed early retirement pension (AFP). People covered 

by the AFP‐scheme, about 60% of the working population, can retire at the 

age of 62 years with little or no reduction in the pension amount (compared 

to the amount the person would receive if retired at the age of 67 years). 

The rationale behind the establishment in 1988 of the AFP was not to 

allow for a combination of work and pension, but to relieve older 

employees who for health reasons wanted to retire earlier than the general 

retirement age of 67. It was not until 1997 that the introduction of the so‐

called ‘partial pension’ opportunity enabled employees to combine pension 

with paid employment in the AFP. On several occasions the scheme has 

been criticised for being too generous in the meaning that too many people 

leave early and that many of the employees who leave could have stayed 

in employment longer. (Risku and Vidlund 2008.)

Starting in 2011 retirement age will be flexible between ages 62 and 75, 

based on the principle of actuarial neutrality. In the future old‐age pension 

will be subject to longevity adjustments. The principle of neutrality implies 

that each individual carries the full costs associated with the timing of 

retirement. Individuals who choose to retire early at age 62 will face a 

reduction in yearly benefits of about 30% compared to the situation when 

retiring at age 67. By postponing retirement to 70 (instead of 67) the gain 
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is approximately 25%. (West Pedersen 2009.) Wide range of options to 

draw a partial (20%, 40%, 50%, 60, 80%) pension will be available. 

The AFP schemes which in their existing form offer a heavily subsidised 

early retirement option, will be completely transformed into a kind of 

(additional) occupational pension scheme paying life long benefits as a 

supplement to National Insurance benefits. Benefits from the new AFP‐

schemes can be drawn from age 62 on flexible and neutral terms just like 

the National Insurance benefits. Also AFP benefits can be drawn alongside 

full‐time or part‐time work. (West Pedersen 2009.)

The rules governing award of disability pension have been tightened.  As 

from 2004, the disability pension scheme in Norway has been divided into 

two benefits, a temporary benefit and a permanent disability pension. 

Temporary disability pension is the primary benefit and it may be granted 

for a period of one to four years, when there is a certain possibility that the 

recipient may get back into the labour market either full time or part time. 

Sweden

In Sweden the earnings‐related old‐age pension can be drawn from the 

age of 61 upwards. Individuals can take pension as a full or only a share 

of their pension whilst continuing to work. The residence based guaranteed 

pension cannot be taken early, and the retirement age is 65.

Sweden has had uniquely long periods of sick leave from an international 

point of view. Recently sickness insurance has been reformed and debated 

much before that. This is due to the fact that there is a high risk of those 

with long periods of absenteeism due to sickness to end up on disability 
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pension. In Sweden sickness absence volumes have been among the highest 

in OECD countries during the major part of the last three decades. This 

long‐standing trend has been broken only in recent years through 

comprehensive structural reforms. The absence due to illness has since 

2002, when the absence was at its highest, been vigorously reduced (figure 

4.1). Between 2002 and 2007, the expenditure on sickness benefits declined 

by one‐third. However, a large part of the reduction in sickness absence 

volumes during the period 2003–2005 was due to an increasing number of 

early retirements of persons on sickness absence (figure 4.2). (Westerlind 

2010.) 

Figure 4.1. The number of sickness absence from work at the end of each 

month from January

1998 to August 2009.

Source: Westerlind 2010
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Figure 4.2. Number of persons on disability pension (incl. sickness and 

activity compensation since 2003) during the period 1980‐2009.

Source: Westerlind 2010

Disability pensions have in principle been abolished in 2003 and replaced 

by a sickness allowance. There are two benefits:  activity compensation for 

persons aged 19–29 years and the sickness compensation for persons aged 

30–64 years. These allowances will, however, be referred to as disability 

pension. On 1 July 2008, comprehensive amendments were made to the 

rules applying to absence due to illness. A rehabilitation plan (“rehabilitation 

chain”) with fixed check dates was introduced, thereby applying measures at 

an earlier stage, which in turn increases people's chances of returning to 

work and reducing the risk of many people becoming marginalized. In 

Sweden, sickness benefits were payable without any time limit, whereas e.g. 

in the other Nordic countries sickness benefits are payable for a maximum 

of one year, with a possibility of prolongation in Denmark, however.
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As of 1 July 2008, sickness benefit can be paid for a maximum period 

of 364 days within a time frame of 450 days (ca. 15 monts). A person 

who, after this period of time, is unable to perform any work offered on 

the labour market may receive an extended sickness benefit (at a slightly 

reduced rate) for another 550 days (ca. 1.5 years). However, exceptions to 

these rules are made in connection with serious illnesses.

There have been a number of measures to change the attitude to sick 

leave, to influence the behaviour of individuals and other actors to reduce  

the number of people going on sick leave and those who do, to stay there 

a for a shorter period of time than before (see e.g. Westerlind 2010). So 

far, the results have been successive. Sickness absence volumes have 

decreased heavily, without of a corresponding overflow e.g. to unemployment.

Iceland

The official retirement age is 67 in Iceland. Earnings‐related pension can 

usually be drawn from the age of 65. Generally speaking, no formal vehicle 

exists in the Icelandic pension system for early retirement before this age, 

except disability pension.

Iceland has the special status as people in Iceland retire much later than 

all the other Europeans. The main reasons that have been presented for this 

long‐term late age of retirement in Iceland are generally low unemployment 

and good job opportunities, a positive attitude to work, relatively small 

pension and an incentive in the pension system for late retirement, since 

those who retire later raise their benefit significantly (Thor Herbertsson 

2001; Ólafsson 2009). Iceland’s challenges in the field of pensions are thus 

somewhat different in comparison to other countries. The main challenges 
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in earlier decades have been on low pension benefits in the statutory 

system, too extensive income‐testing and income‐testing starting at too low 

level of earnings (Ólafsson 2009).

However, there are concerns about growing number of disability 

pensioners (Ólafsson 2009). Iceland has made adjustments to the rules of 

income‐testing and how disability pensioner's own income shall affect to 

disability pension amounts. The aim is to have more disability pensioners 

participate in working life. Moves to reform the disability and rehabilitation 

system, along with increased activation measures, seem also to be likely to 

be very important now that Iceland is being thrust into higher 

unemployment levels than ever before, due to the financial crisis. 

Previously the need for extensive activation measures was generally not felt.

Average effective retirement age in the Nordic countries

The individual Nordic countries have introduced schemes aiming to keep 

older people on the labour market by way of flexible retirement schemes. 

In Sweden everyone has a right to continue working until the age of 67. 

Thereafter the person may continue to work provided the employer and the 

employed person agree. Finland has similar rules as the Swedish ones, 

however right to work continues until the age of 68. In Denmark there are 

no general rules regulating the mandatory retirement age with the exception 

of a few collective and individual agreements on compulsory retirement at 

the age of 70. In Norway age of dismissal is from the age of 70. However, 

in connection with the pension reform where the upper limit for 

withdrawing a pension is 75, a modification of the act is considered. 

(Nososco 2010.) In Iceland employers can make workers redundant at the 

age of 70 according to labor contracts (Thor Herbertsson 2001).
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Total Men Women

EU 27 46,0 54,8 37,8

EU15 48,0 56,2 40,1

Finland 55,5 54,6 56,3

Iceland 80,2 84,3 76

Sweden 70,0 73,2 66,7

Norway 68,7 72,8 64,6

Switzerland 68,4 77,1 59,8

Denmark 57,5 64,1 50,9

UK 57,5 66,2 49,2

Germany 56,2 63,9 48,7

Netherlands 55,1 65,4 44,7

Ireland 51,0 60,9 41

Portugal 49,7 57,5 42,7

Spain 44,1 56,7 32,3

Greece 42,2 57,7 27,7

Mandatory retirement age rarely is a problematic issue in larger respect 

as people tend to retire earlier. The performance of the Nordic countries as 

compared to other European countries is good in terms of the employment 

levels. The employment rate of older workers is relatively high, partly 

because of the high rate of labour force participation of women (table 4.2). 

Table 4.2. Employment rate of older (55–64‐years) workers in 2009, %.
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Total Men Women

Austria 41,1 51 31,7

France 38,9 41,4 36,6

Luxembourg 38,2 46,5 29,4

Italy 35,7 46,7 25,4

Belgium 35,3 42,9 27,7

Eurostat 2007
OECD 

2002‐2007
1 Official retirement 

age

Total Male Female Male Female

EU27 61,2 61,9 60,5
‐ ‐ ‐

EU15 61,5 62 61,1
‐ ‐ ‐

Finland 61,6 62 61,3 60,2 61,0 (62) 63–68

Belgium 61,6 61,2 61,9 59,6 58,3 65

Denmark 60,6 61,4 59,7 63,5 61,3 65

Source: Eurostat

Anyway, the average effective age at which workers withdraw from the 

labour force is well below the official retirement age, both for men and 

women. Iceland, Norway, Sweden are placed among the highest in the 

ranking in cross‐country comparison. Finland is at the EU average whereas 

Denmark lack behind the EU average (table 4.3). 

Table 4.3. Average exit age from the labour force according to Eurostat and 

OECD, 2007.
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Eurostat 2007
OECD 

2002‐2007
1 Official retirement 

age

Total Male Female Male Female

Germany 62 62,6 61,5 62,1 61,0 65

Ireland* 64,1 63,5 64,7 65,6 64,9 65

Greece 61 61,6 60,5 62,4 60,9 65

Spain 62,1 61,8 62,4 61,4 63,1 65

France 59,4 59,4 59,3 58,7 59,5 60

Italy 60,4 61 59,8 60,8 60,8 65 (m)/60(f)

Luxembourg 59,4**
‐ ‐

59,2 60,3 65

Netherlands 63,9 64,2 63,6 61,6 61,3 65

Austria 60,9 62,6 59,4 58,9 57,9 65(m)/60(f)

Portugal 62,6 62,9 62,3 66,6 65,5 65

Sweden 63,9 64,2 63,6 65,7 62,9 61‐

UK 62,6 63,6 61,7 63,2 61,9 65(m)/60(f)

Iceland 64,4***
‐ ‐

68,9 65,3 67

Norway 64,4 64,1 64,7 64,2 63,2 67

Switzerland 63,5 64,6 62,5 65,2 64,1 65(m)/64(f)

* 2006 ; ** 2005; *** 2008. 

1
For OECD‐indicator the age is defined as the average age of exit from the labour force 

during a 5‐year period.

Sources: OECD 2006; Eurostat 2010.
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The average age of exit from the labor force provides a common 

indication of the age at which older workers retire. As such, it does not 

provide a precise measure of the trend in the average retirement age. In 

many cases it is possible both to draw pension and to work. It may also 

happen that a person first leaves employment and then draws pension later 

on. The average age of exit from the labour force may therefore be 

different from the average retirement age.

To provide a more accurate description of the trend in the average age of 

retirement in the Nordics another indicator is needed to complement the 

picture. The expected effective retirement age (expectancy) describes the 

average effective retirement age for insured persons of a specific age on the 

assumption that the age‐specific retirement risk and mortality rate for each 

age group remain at the level of the year of observation (i.e. analogical to 

measurement of life‐expectancy). A main point is that the indicator is not 

affected by the age structure of the population, in contrast to the traditional 

ways of measuring effective retirement age, arithmetic mean and median, 

which are not well‐suited to measuring changes over time5). In the 

following the expected effective retirement age is calculated for 30‐year‐

olds, thus practically describing the retirement of the whole population (for 

a more detailed description of terms and methods of calculation, see 

Finnish Centre for Pensions 2008).

5) The average age of those who will retire in the next 10 years will increase in 

many countries, even though the retirement risk for each age group does not 

change at all. The reason for this is the age structure of the population. In the 

next few years the post‐war baby‐boomers will retire. In different countries the 

postwar baby‐boomers usually constitute exceptionally large age groups 

compared to the age groups which are nowadays being born. There are 

differences between the countries mainly as regards the size of these age groups 

and over how short or long a time period they were born.
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Figure 4.3 shows how average retirement age has developed over the past 

ten years up to 2008 at the latest. As a general observation it can be said 

that the objective of the Nordic pension reforms is to postpone retirement, 

and on the basis of the last few years this is also what seems to happen. 

In Iceland people retire clearly later than in the other Nordic countries. In 

Finland the effective retirement age stayed at the same level for the first 

few years of the 2000s. At the same time a slight trend‐like decrease in 

effective retirement age could be observed in the other Nordic countries, 

which stopped in about 2005. At that time it seems the effective retirement 

age took a turn upwards and rose relatively sharply especially in Iceland 

and Sweden. In Iceland this can be assumed to be largely attributable to the 

good times in the labour market. In Sweden increase has principally 

occurred due to fewer granted disability pensions (Nososco 2009b, 34). In 

the latest year a slight downturn can be observed in Iceland, Sweden and 

Denmark.

Figure 4.3. Expected effective retirement age for 30‐year‐olds in the Nordic 

countries in 1996–2008.

Source: Finnish Centre for Pensions
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Conclusions

Despite the good results so far Nordic countries face the same challenge 

as the developed countries overall do: if pensions are to be both sustainable 

and adequate, more people will need to stay in work for longer. Latest 

pension reforms in the Nordics aim to support higher participation rates of 

older workers by offering economic incentives to increase the effective 

retirement age. Flexibility in retirement age provision is one of the means 

established by the reforms. The impact of flexibility in retirement age on 

employment on older workers also depends to a great extent on other 

factors and notably opportunities on the labour market for older workers. 

The employment growth can mainly be explained on the one hand by the 

strong growth of the economy and on the other hand by the changes of 

pension legislation. The impacts of the pension reforms will be seen 

gradually during the coming decades.

This paper had its focus in pension policy as we described the measures 

affecting longer working careers. However, one must recognize the fact that 

multiple policy responses are required to meet the challenges of population 

ageing. Pension policy easily works as a first step solution when countries 

react to the challenges posed by ageing population. Still, pension reform is 

only one part of the total picture.  Different kind of policies are needed for 

developing measures for young people for entering the labour market and to 

prevent early exit from the labour force in the case of elderly people and 

people with disabilities: employer practices, school system, life‐long 

learning,etc.

Longer working careers must be pursued from both ends of the career 

spectrum. The reforms of disability and sickness insurance in Sweden and 
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Denmark emphasise the importance of early intervention to prevent social 

exclusion. In addition while the public debate often focuses on the 

economic incentives of retirement, there are undoubtedly many qualitative 

matters, things related to working life which affect the attitudes and 

perceptions of both employers and older employees’ retirement views. 

Although Nordic countries are by no means low‐fertility countries by 

international comparison, the ageing population will increase the need for 

policies that help parents combine work and family commitments.
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ANNEX 1. Structure of the old‐age pension systems in the 

Nordic countries 

Chart 1. Structure of the Finnish pension system in 2008.1

1
In the chart 1 and 2, the target level of the total pension has been set at 50% of the wage.

Chart 2. Structure of the Finnish pension system in 2011.2
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2
An Act on Guarantee Pensions will go into effect on 1 March 2011. With the 

introduction of the guarantee pension, minimum pensions for pensioners living in Finland 

will increase to EUR 685 from their current rate of a little over EUR 500 per month. 

An estimated total of 120,000 pensioners will qualify for a guarantee pension. This is a 

little less than 10% of all pensioners. The guarantee pension is payable to persons with 

a total pre‐tax pension income of less than EUR 685 per month. The amount of the 

guarantee pension is affected by any other pension income the recipient may have. Other 

pension income is offset at a rate of 100% from the full amount of the guarantee 

pension.

Chart 3. Structure of the Norwegian pension system in 2008.
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Chart 4. The structure of new (2011) old‐age pension system.
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Chart 5. Structure of the Danish pension system in 2008.3
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3
In Denmark the ATP pension is in practice a flat‐rate benefit and the supplementary 

pension may be determined in many different ways, often it is a defined contribution 

benefit. A pension supplement is not paid, if the single pension recipient’s pension and 

asset incomes exceed approx. 3,300 euros/month. In the chart, the target level of the 

total pension has been set at 60% of the wage/salary. In that case a pension supplement 

is not paid when the wage/salary exceeds approx. 5,500 euros/month. The wage level 

does not in itself show the real situation and the target level may also vary.

Chart 6. Structure of the Icelandic pension system in 2008.4

4
When calculating the supplementary pension the minimum level defined by law has been 

used (target level 56%). In reality the level may vary.
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Chart 7. Structure of the Swedish pension system in 2008.5

5
The guaranteed pension in the chart is not paid when the wage/salary exceeds 1,800 

euros /month, when the target level has been set at 60%. Since the Swedish pension 

scheme is a defined‐contribution scheme, the wage level does not in itself show the real 

situation and the target level may also vary.
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ANNEX 2. Social expenditures in the Nordic countries.

Table 1. Expenditure on social protection as percentages of gross domestic 

product (GDP), 2006

Source: Normann et al. 2009; Eurostat
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Table 2. Old‐age and survivors' benefits as percentages of total social 

protection benefits (TSP) and as percentages of gross domestic product 

(GDP). Europe 2006 

Source: Normann et al. 2009; Eurostat

Table 3. Sickness/Health care as percentages of total social protection benefits 

(TSP) and as percentages of gross domestic product (GDP). Europe 2006

Source: Normann et al. 2009; Eurostat



52 � Old‐age Income Security System to Prepare for the Aged Society

Table 4. Disability as percentages of total social protection benefits (TSP) 

and as percentages of gross domestic product (GDP). Europe 2006

Source: Normann et al. 2009; Eurostat
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Table 5. Benefits to family and children as percentages of total social 

protection benefits (TSP) and as percentages of gross domestic product 

(GDP). Europe 2006

Source: Normann et al. 2009; Eurostat
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Table 6. Unemployment benefits as percentages of total social protection 

benefits (TSP) and as percentages of gross domestic product (GDP). Europe 

2006

Source: Normann et al. 2009; Eurostat
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Table 7. Benefits on housing and social exclusion as percentages of total 

social protection benefits (TSP) and as percentages of gross domestic 

product (GDP). Europe 2006

Source: Normann et al. 2009; Eurostat
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ANNEX 3. Annual amount of child allowance as per December 

2008

1
Calculations were made on the basis of a family allowance for 3‐6‐year‐olds of DKK 3 

198 per quarter to both single parents and couples. The allowance payable for 0‐2‐year‐

olds amounted to DKK 4 039 per quarter and to DKK 2 516 per quarter for 7‐17 year‐

olds.

2
In Iceland, the amount of the allowance is subject both to the number of children in a 

fam‐ily and to the family income. The maximum allowance to a couple with one child 

aged 0‐16 years is ISK 144 116 and ISK 240 034 to single parents. For each child in 

addition to the first one, a maximum of ISK 171 545 is payable to cohabiting couples 

and ISK 246 227 to single paents. Besides, a supplement of ISK 57 891 is payable for 

children between 0 and 6 years irrespective of income. Where a couple's annual income 
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(in 2007) exceeds ISK 2 880 000 and that of a single parent ISK 1 440 000, the 

allowance will be reduced by 2 per cent of the earnings exceeding the maximum 

amount for one child, 5 per cent for two children and 7 per cent for three or more 

children. All calculations in the table were made for one child under 7 years and the 

average annual income for couples with children and for single parents. The average 

amount is for all children between 0 and 16 years (children born in the years 1992‐

2007).

3
The average amount includes the infant supplement to single providers and the 

supplement for Svalbard and Northern Norway. 

4
The average amount per child was calculated by adding the amounts of child allowance, 

multiple‐birth supplement and extended period of child allowance in 2007, divided by the 

number of children receiving child allowance and the number of children with extended 

pe‐riods of receiving child allowance in December 2008.
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Pension projection models of Nordic Countries

General

Nordic countries use different kind of pension models for the projection 

of pension expenditure. Finland has a semi‐aggregated simulation model, 

but Sweden and Norway have dynamic micro simulation models. In the 

semi‐aggregation model the data is partially aggregated and individuals are 

divided to groups that have the same characteristics such as age, gender 

and pension type. The amount of pension and wage are treated as averages 

for each group of individuals. Micro simulation can be defined as a 

modeling technique that operates at the level of individuals units such as 

person and households. 

Both simulation methods have different advantages. Semi‐aggregated 

simulation models are computationally simpler and easier to carry out. But 

they do not produce so much information than micro simulation models. 

For example they cannot generate size distribution of individual pensions. 

Semi‐aggregated models are difficult to apply for countries which have 

implemented pension ceiling such as Sweden and Norway. In the case of 
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those countries micro simulation can be more appropriate method for 

pension projection.

In the following three projection models are reviewed more closely. 

Finland

In Finland the Finnish Centre for Pensions is constantly evaluating the 

development of future pension expenditure, funds and contributions. The 

long‐term projection model (known as a PTS model) is used for making 

projections up until the year 2075. The results of the projections are 

regularly published and the last report is from 2009. The assumptions and 

results presented later in this paper are based on this model (if not 

otherwise stated).

The semi‐aggregated simulation model is suitable for Finnish pension 

system, because Finland's earnings related pension benefits are proportional 

to earnings without ceiling. The model has been developed by Finnish 

Center for Pensions starting in the late 1970’s. The model gives annual 

pension expenditure, contributions and accumulation of funds as an output. 

The length of a pension projection is 70 years and projection is updated in 

every second year.

In the model people are divided to groups according to their age, gender, 

pension act employment status and pension type. In each year people are 

transferred between different states (employed, unemployed, pensioner etc.) 

according to given transition probabilities. These probabilities depend on 

age and gender. While the model is quite simple it can be take account that 

switching between states is related to income and mortality. In the model 
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the low (high) accrued pension is related to high (low) mortality and 

disability risk when age and gender are standardized. Disabled persons have 

also higher mortality risk than non‐disabled persons.

Long‐term projections of Finnish statutory pensions can be produced by 

this model which takes into account earnings‐related and national pensions, 

and pensions for motor liability, workers’ compensation and military 

injuries insurance. The main purpose of the model is to produce a long‐

term projection of pension expenditure and pension contribution under 

employees’ pension act (TyEL) as well as the average benefit level.

Sweden

In Sweden pension projections for example for the European Union’s 

Economic Policy Committee’s Ageing Working Group (AWG) has been 

done by the SESIM ‐microsimulation model developed by Swedish Ministry 

of Finance in the year 19971). Originally it was developed as a tool to 

evaluate the Swedish education financing system. Since 2000 the main 

focus shifted from education to pensions. Nowadays most important purpose 

of the model is to analyze the financial sustainability of the pension system.  

The start year is 1999 and initial sample consists approximately 110 000 

individuals of the Swedish population. Every year individuals' status is 

updated. They can get married, die, give birth, work, retire and etc. The 

model starts with a set of demographic modules (mortality, adoption, 

migration, fertility, household formation, disability and rehabilitation). After 

that the model operate with modules for education and then with the labour 

market. The model generates working income, capital income, wealth and 

1) for more details see e.g.: http://www.sesim.org/
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social assistance for each individuals and households. A more detailed 

description about the SESIM ‐model found in Flood et al. (2005).

The Swedish Pensions Agency (Pensionsmyndigheten) uses internal 

microsimulation models for producing long‐term projections of the 

development of net contribution, size of buffer fund, balance ratio and 

average pension level for new pensioners. The results are published 

annually in the Orange Report – the balance sheet report of the Swedish 

earnings‐related old‐age pension system (see Pensionsmyndigheten 2011). 

The following assumptions for the calculations and results presented later in 

this paper are based on the Orange Report’s base scenario (if not otherwise 

stated). 

Norway

In Norway Directorate of Labour and Welfare (NAV) under the Ministry 

of Labour is a central organ for pension administration. However, it 

basically makes short term forecasts of pension expenditures used in the 

budgetary process, i.e. the focus in these forecasts are in budgetary 

expenses for the next year, or some 4 years ahead. In addition NAV has a 

micro simulation model (called TRIM) which is used for more long term 

forecasts. (Christensen 2011.) However, Statistics Norway has another micro 

simulation model, called MOSART, which is frequently used and was used 

a lot during the pension reform process to analyze budgetary, distributional 

and incentive effects etc. of different reform proposals. The model simulates 

the further life courses for each individual who belong to the initial 

population. The initial population is either entire population or 

representative sample of population. In simulation individuals have subject 

on different events such as migration, deaths, births, household formation, 
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educational activities, retirement, labour force participation, income and 

wealth. The results presented later in this paper are based on the MOSART‐

model (if not otherwise stated).

Demographic assumptions

Finland, Norway and Sweden have used population forecasts of their 

central statistical office for pension projection. Fertility projections of these 

countries are close to each others. The total fertility is assumed to remain 

in current level in the future. However, mortality and migration projections 

are quite different.

According to the Finnish population forecast the life expectancy increases 

faster than in the population forecast of Sweden and Norway. In Finland 

the net migration is assumed to stay current level, but Swedish and 

Norwegian forecasts predict substantial decrease of migration. 

Finland

The total fertility rate is assumed to be 1.85 children per woman in the 

whole projection period. The mortality forecast is calculated according to 

last 20 years age‐specific mortality rate. A linear trend of logarithmic 

mortality rate is projected up to 2060. Thus, relative change of mortality 

rates is assumed to be same in each year up to 2060. Since the year 2060 

the rate of decreasing in age‐specific mortality is halved. The life 

expectancy of 0‐year‐old men and women are 76.3 and 83.0 years in 2008. 

The forecast for same life expectancies in 2050 are 86.1 and 90.4 years. 

For 63‐year‐old life expectancies are in 2008 18.8 years for men and 22.8 

years for women. 
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Decreasing mortality contributes to the old‐age dependency ratio 

(=population aged 65 year or over, divided by population aged 15‐64). The 

old‐age dependency ratio was 0.25 in 2008 and will be according to 

forecast 0.49 in 2050. The rate of increase will be fastest in nearest years 

when cohorts which are born after the Second World War reach age 65. 

According to projections the effective retirement age will rise but no so 

much than life expectancy. Due to the economic recession the increase of 

the retirement age is slow during the first years of the projection. In 2008 

the effective retirement age was 59.4 years.

It will be 61.0 years in 2025 and 61.9 ears in 2050 and after that. In the 

near future the main reason for increase of the retirement age is 

abolishment of the unemployment pension. In the long run more important 

reason is reduction of retirement risk in old‐age and disability pension. 

Net immigration (=immigration‐emmigration) is assumed to be 15 000 in 

each year. The age structure of immigrated people is assumed to be same 

in each year.

Sweden

The demographic development in the pension follows population forecast 

of the Statistics Sweden (2009).The total fertility rate is assumed to be 1.83 

in the long term. In the beginning of the forecast horizon it will be a little 

bit higher. Thus, Finland and Sweden have similar assumption about future 

fertility. The decreasing rate of mortality is assumed to be slower than in 

the Finnish population forecast. The life expectancies for 0‐year‐old men 

and women are 79.0 and 84.2 years in 2009. Life expectancies in 2050 are 

assumed to been 84.2 and 86.5 years.
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Differences between Finnish and Swedish mortality projections can be 

found in different forecasting techniques. Sweden has assumed that the 

reduction rate in the mortality rate will slow down in the future. This 

adjustment has been based on analysis of mortality trends by cause of 

death. Cause of death which has slow reduction rate will be more common 

in the future. This effect slows down reduction rate in the overall mortality.

Instead of statistical model a judgmental method is applied to 

immigration forecast. Net immigration has increased rapidly in past years. 

In 2007 and 2008 it was about 54 000 persons per year which is over two 

times so high than past 20 year average. Historically immigration was 

higher in Sweden than in Finland. Net immigration is assumed to decline in 

the future. It is assumed to stay high until 2015. After that it will decline 

gradually to 18 000 in 2084.

Norway

Demographic assumptions in the pension projection are given by 

Statistics Norway. The total fertility rate is assumed to be higher than in 

other Nordic countries: 1.95 children per woman. The life expectancy for 0‐

year‐old will increase 6‐7 years until 2050. Then it will be 85‐86 years for 

men and 88‐89 years for women. Due to longer life expectancy the 

population above age of 67 more than douple until 2050. Such as in 

Swedish population projection net immigration will decrease substantially in 

the future. According to the Norwegian population projection the net 

immigration will be decrease from 40 000 person in 2009 to 22 000 person 

in 2050.
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Table 1. Summary about demographic assumptions in 2050.

Country Total fertility
Life expectancy, 

male

Life expectancy,

female

Net 

immigration

Finland 1,85 83,0 90,4 15 000

Sweden 1,83 84,2 84,2 18 000

Norway 1,95 85‐86 88‐89 22 000

Economic assumptions

Sweden and Finland have similar assumption about the annual growth 

rate of earning level. Finland assumes 1.75 per cent and Sweden 1.8 per 

cent annual growth rate. In the Norwegian projection the real growth rate is 

somewhat slower: 1.5 per cent. The employment rate in the Swedish 

projection is higher than in the Finnish projection. Sweden assumes that the 

employment rate is 78 per cent. In the Finnish projection the employment 

rate is assumed to be quite low in the beginning of forecasting period due 

to current depression. According this forecast the employment rate is lower 

than 67 per cent in 2010. After that it will rise gradually to 71 per cent. 

The annual real rate of pension investment is 3.25 per cent in the 

projection of Sweden and 4.0 per cent in the projection of Finland and 

Norway (investment return of Government Pension Fund). 

Comparisons of assumptions

Finland and Sweden have similar assumption about total fertility. In the 

Norwegian population projection it will be slightly higher. All countries 

assume that the total fertility rate will stay at current level in the future. 
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Assumptions about mortality development and immigration differ between 

these countries. In Finnish projection life expectancy increases faster 

compared to Swedish projection. In the Finnish projection the net migration 

is assumed to stay at the current level but Sweden and Norway assume that 

the net immigration decreases. 

Finland and Sweden have similar assumption about the annual growth 

rate of earning level. In the Norwegian projection the real earnings growth 

rate is slower. Assumptions about employment and investment returns are 

different. The employment rate of Swedish projection is higher than in 

Finnish projection. In the Finnish projection investment return is higher 

than in Swedish projection. 

Results

Finland

According to the Finnish pension projection the ratio of pension 

recipients to gainfully employed person will increase in the future. Pension 

recipient is a person who receive a full‐time earning ‐related or a national 

pension in his own right. Thus, persons who receive only family or part‐

time pension are excluded. In 2008 there were 2.43 million gainfully 

employed persons and 1.24 million pension recipients. The ratio of pension 

recipients to gainfully employed person was 0.51. The ratio will increase to 

0.73 in 2030 and to 0.84 in 2075.

 

The real average pension will increase under the projection period. The 

growth rate of average pension increases faster than the growth rate of real 

earnings until 2020. After that the average pension increases slower than 



Pension Projections in Finland, Norway and Sweden � 67

the real earning rate. A reason why the pension level increases rapidly until 

2020 is that member of older age group is usually entered to the labour 

market before the pension legislation. Persons who enter pension in 2010s 

have entered to the labour market after pension legislation was 

implemented. After 2020 the pension level increases slower than earnings 

because of decreasing mortality and the life expectancy coefficient. The life 

expectancy coefficient is defined as 1 for the cohort born in 1947. 

According to projection the life expectancy coefficient will be 0,749 for the 

cohort born in 2012, who will reach age 63 in 2075.

In 2008, average total pension was 1250 Euros per month, which is 52 

per cent of the average earnings (2410 Euros per month, computational 

income in the model). In 2020, the average total pension will be 1610 

Euros per month in 2008 prices. In 2075, it will be 3200 Euros per month. 

The ratio of average pension to the average earnings will be 54 per cent in 

2020 and 41 per cent in 2075. The projection of the average real pensions 

and earnings in 2008‐2075 is given in the following table 3.

Table 2. Average pension 2008–2075, all pension recipients and 68‐year‐olds.

* Average income of the insured in the baseline projection.

Source: Elo et al. 2010.
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Due to rapid growth of pension recipients and average pension statutory 

pension expenditures will increase rapidly during the nearest twenty years. 

In 2008 statutory pension expenditures was 10.8 per cent of GDP and it is 

assumed to rise over 15 per cent in the 2030s. After the peak in the 2030s, 

the statutory pension expenditures will gradually decrease to 14 per cent in 

2075.  Earnings‐related pension expenditures were 22.4 per cent of covered 

income in 2008. According to projection it will rise to 33.4 per cent in 

2030 and after peak it will decrease gradually to 30.2 per cent in 2075.

As a consequence of a rapid increase of pension expenditure, the TyEL 

–contribution will also increase. Due to funding it will not increase so 

rapidly than the ratio of earning‐related pension expenditures to covered 

income. The TyEL –contribution will increases, from a current level of 21 

per cent, by about 6 per cent point to 27 per cent until 2025. After that it 

will decreases by about 2 per point until 2075 (Figure 3). Thus, according 

to the projection the TyEL –contribution will reaches a peak earlier than 

the ratio of earning‐related pension expenditures to covered income.
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Figure 1. TyEL contribution rate 2006–2075, total contribution, and 

employer and employee contribution rates.

Source: Elo et al. 2010.

Sweden

Since size of birth cohorts and the employment rate vary over time, net 

contribution (=contribution revenue received minus pension disbursed) also 

varies over time. Due to retirement of large birth cohorts in the near future 

the net contribution will be negative until 2049. After that revenue exceeds 

expenditures. The net contribution reaches the lowest level in 2020´s and 

2030's, when it will be about minus 14 per cent of contribution revenue.

Due to the negative net contribution fund strength which is defined as 

the ratio the size of buffer fund to pension disbursement, will decrease. 

Fund strength shows how many years pension disbursement will financed 

only by the fund. The fund strength was 3.8 years in 2009. According to 

the projection it will gradually decrease until 2046, when it will be about 

1.3 years.
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The balance ratio (=contribution asset + buffer fund/pension liabilities), 

which determines the financial position of the income pension system, will 

fluctuate around the critical value 1.0 until 2035. Since 2035 the balance 

ratio gradually will increases to 1.08 in 2075. The balance ratio will 

strengthen after 2035 because of demographic factors, and because the 

return of the buffer fund will be higher than the growth rate of earnings. 

In terms of sustainability, Swedish pension expenditures will remain 

stable over time, around 9.5% of GDP in 2007 and in 2060. Pension 

adequacy issues are more critical for Sweden. (Baroni et. al 2011; see also 

European Commission and the Economic Policy Committee 2009).

The average national pension benefit at age 65 will increase in real 

terms, but not so fast than the average income. The ratio of the average 

pension benefit at age 65 to the average income was 66 per cent for the 

cohort born in 1944. The same ratio will be 57 per cent for the cohort born 

in 1965 and 53 per cent for the cohort born in 1990. If those born in 1990 

are to have the same monthly pension level as those born in 1944, a 

portion of the anticipated increase in remaining life expectancy at age 65 

must be spent working further.

Table 3. Average Income and Pension, Base Scenario (Price level 2009), 
amounts in SEK.

Year of birth Pension at age 65 Average income Pension level, per cent

1944 12,000 18,300 66

1965 14,400 25,300 57

1990 20,500 38,700 53

Source: Pensionsmyndigheten 2010.
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Norway

Due to increase of life‐expectancy and retirement of baby‐boomers in the 

near future, pension expenditure will increase substantially in the future. In 

2008 there are 2.7 employed per pensioner. This ratio will decrease to 2.0 

in 2060. In the old system the share of statutory pension expenditures of 

GDP (mainland) was estimated to double from 9 per cent to 18 per cent at 

the same time period. The increase of old age pension expenditure alone 

was estimated to increase from 6 per cent to 14 per cent. If the old system 

had been maintained, the contribution rate2), interpreted as the tax rate 

sufficient to finance future old age pensions, would have more than doubled 

from 10.7 per cent in 2010 to 20.8 per cent in 2050. With the new system 

the increase will be more moderate as the contribution rate is projected to 

rise to 16.6 per cent (Figure 4). The life expectancy adjustment is the main 

tightening element of the new system. (Christensen et al. 2011.) 

Due to the advantageous ratio between the number of employed and the 

number of old age pensioners the present contribution rate according to 

2) With the standard Pay‐as‐you‐go formula, the contribution rate (CR) may be 

calculated as the ratio of public pension payments (PP) to labour incomes (LI). 

As gross pensions are taxed in Norway, but more lenient than wage incomes, 

contribution rate is formally defined as: CR = PP / (LI + 0.5 x PP).

The numerator represents nominal public pension expenditures, whereas the 

denominator is the relevant tax base. The parameter (0.5) represents the more 

lenient taxation of pension incomes compared to wage incomes, and is estimated 

to about 50 percent under the current tax regime. The contribution rate can as 

such be interpreted as the tax rate sufficient to finance pension expenditures, 

assuming that the entire tax burden is placed on labour and pension incomes. 

(Christensen et al. 2009.)
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contribution rate definition is much smaller than the estimated pension 

premium of 18.1 per cent. The contribution rate necessary to finance the 

payment of old age pensions in the long run is also lower than 18.1 per 

cent because gross pensions are taxed in Norway and thus included in the 

denominator in the definition of the contribution rate. Furthermore income 

above the ceiling is included in the contribution rate, but does not give 

pension entitlements. (Christensen et al. 2009.)

Figure 2. Contribution rates for old age pension expenditures with the old 

and the new system and different assumptions regarding growth in life 

expectancy.
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The replacement rate after‐tax for person with average salary who was 

born in 1949 (the first cohort that will be fully affected by the new flexible 

retirement age from the age of 62) and who retires at age 67 will be 50.5 

per cent. For the person with average salary, who was born in 1980 and 

who retire at the age of 67, have 44.2 per cent replacement rate after‐tax. 
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(see Table 5.) In order to compensate the effect of life expectation 

adjustment people have to postpone their retirement by about one year for 

every ten cohort.

Table 4. Replacement rate of old age pension before tax at retirement age 

67 before and after the reform

1949 cohort 1980 cohort

AW67 AW100 AW150 AW67 AW100 AW150

Before reform 56.8 % 52.0 % 43.5 % 56.2 % 51.2 % 38.8 %

After reform 55.1 % 50.5 % 42.3 % 48.7 % 44.2 % 34.4 %

Relative change ‐2.9 % ‐2.9 % ‐2.9 % ‐13.5 % ‐13.7 % ‐11.3 %

Note: AW refer to the average wage level in Norway. AW100 will refer to a person that 

has had a fixed annual income of 100 per cent of average wage..

Source: Christensen et al. 2011.

Comparison of old‐age pension expenditures

A descriptive comparison of the trends in pension expenditure up to 2050 

can be found from the calculations that Finland, Norway and Sweden made 

for the Nordic Social‐Statistical Committee (NOSOSCO) in 2008, as shown 

in Figure 5. At that time the major elements of the Norwegian pension 

reform were already decided. The calculations only cover the public, 

statutory old‐age pension systems. Disability pensions, survivor pensions 

and supplementary pensions are thus not included. It has been assumed that 

life expectancy adjustment affects the average amount of pension but that 

the pattern of retirement is largely unchanged over the period i.e. life 
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expectancy adjustment of pensions will not affect average retirement age. 

(Nososco 2008.) As the figure shows the pension payments are calculated 

to increase considerably more sharply in Finland and Norway than in 

Sweden.

Figure 3. Estimated expenditure on old‐age pension from the statutory 

systems as a percentage of GDP 2005‐2050

Note: Basis of calculation: Real wage growth 1.8%, real rate of return 3.25%, inflation 

2%. GDP rises in line with total wage bill. Mainland GDP has been used for Norway. 

Basic pension and work‐based pension from the statutory systems are included, while 

supplementary pension is not.

Source: Nososco 2008.

OECD’s comparison of pension replacement rates

Some further insights can be gained from the OECD publication Pensions 
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at a Glance (2011), where pension systems in OECD member states are 

studied. The base line case in the OECD calculations has the following 

characteristics:

Begin work at 20 years of age in 2008 and work until normal pension 

age; in Sweden and Finland 65 years and in Norway 67 years.

Real earnings growth of 2% per year (nominal 4.55%).

Real rate of return (after administrative charges) on investments of 

pension funds 3.5%.

Individual earnings growth is equal to the growth of economy‐wide 

average earnings

Demographic development from the UN demographic projections for the 

year 2050.

The values of all pension‐system parameters reflect the situation in the 

year 2008. Where reforms have taken place more recently (e.g. Norway), 

parameters have been re‐calculated for 2008 values assuming that the 

changed rules were already in place.

In Sweden the gross replacement rate for an average earner is 39.7% 

from the PAYG (31.1%) and Premium Pension (DC in the figure) (8.5%) 

schemes combined. Together with occupational pension (DC OP in the 

figure) the replacement rate is 53.8%. In Norway the replacement rate from 

the public PAYG is 46.1% and from compulsory occupational pension 

7.0%, i.e. 53.1% taken together.  In Finland the replacement rate is 57.8% 

(no occupational pension is assumed). (See figures 6a‐c.)
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Figure 4a. Gross pension replacement rates from public and mandatory 

occupational pension schemes (OP) in Sweden, percentage of individual 

earnings in different earnings levels (multiple of average).

Source: OECD 2011.

Figure 4b. Gross pension replacement rates from public and mandatory 

occupational pension schemes in Finland, percentage of individual earnings 

in different earnings levels (multiple of average).

Source: OECD 2011.
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Figure4c. Gross pension replacement rates from public and mandatory 

occupational pension schemes in Norway, percentage of individual earnings 

in different earnings levels (multiple of average).

Source: OECD 2011.

Further, table 6 gives some indication of the extra length of work 

required for Finland, Norway and Sweden with a link to life expectancy in 

their mandatory retirement‐income provision. It shows the current normal 

pension age and, using different projections for life expectancy in 2050, the 

age of claiming the pension that would deliver the same benefits.

The extra years needed between 2010 and 2050 from  current normal 

pension age are similar in all three countries reflecting the similar 

significance of elements of the pension package linked to life expectancy. 

Typically, one extra year’s work will deliver the same benefit as 2010 

under the high‐mortality scenario, 1.5 years’ in the median case and around 

three years with the most rapid mortality improvements (for more details 

see OECD 2011).
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Table 5. Pension ages needed to equalise benefits in 2010 and 2050 under 

different mortality scenarios: man on average earnings, selected countries

 Current normal 

pension age

Pension age delivering equal replacement rate in 2050

 Low mortality Median mortality High mortality

Finland 65 68,0 66,3 65,9

Norway 67 69,8 68,3 67,9

Sweden 65 68,2 66,4 66,0

Source: OECD 2011.    

Conclusions

Nordic pension systems are well positioned to manage the challenge of 

longevity. For example in Sweden one intention behind the new old‐age 

pension system is that it should be self‐contained i.e. that no further 

political decisions should be necessary even if it were to become financially 

unsustainable. The fluctuations in the economy and demography should be 

handled automatically in the income pension system. Pension reforms in the 

Nordics and moving towards NDC‐model together with flexible retirement 

age has increased personal responsibility in the decision to retire, to 

continue working or to increase personal savings. Rocha et al. (2011) lift 

up an important fact that it should eliminate the politically sensitive concept 

of the normal retirement age and establishes a more direct link between 

working contributions and retirement benefits.

However, in practice due to e.g. increase in longevity, it is worth 

monitoring whether the actual retirement age is high enough for a pension 

scheme and also for general public sector to be sustainable in the long‐run 
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and for a pensioner to reach a decent pension level and cope with it. In 

Sweden the automatic balancing mechanism shields the scheme from the 

effect of the secular increase in longevity and financial imbalances. The 

question remains, however, what will happen to pension level if the risk is 

carried exclusively by pensioners, will it be politically sustainable? The 

recent changes in Sweden (adjustments made in the balancing mechanism, 

changes made in the taxation for compensating the effect of the indexation) 

already point to the direction that under adverse economic conditions 

politicians may not be willing to live with a sustained activation of the 

automatic balancing producing a growing gap in living standards between 

old age pensioners and the economically active population. 

Future cohorts must work much longer in order to offset the effect of 

longer life expectancies. If people simply continue to retire at the same age 

as present, then benefits will fall as life expectancy grows. It is worth 

noticing that according to e.g. OECD (2011) linking benefit levels to life 

expectancy must have limits. If benefit cuts push low earners onto social‐

assistance and other safety‐net programmes in their retirement, this will 

offset some or all of the savings from the life‐expectancy link in public 

earnings‐related benefits. Financial stability may be improved for parts of 

the pension system, but not for retirement‐income provision as whole.

An NDC system i.e. a system designed to keep the contribution rate 

unchanged – means that, with a continuously aging population, pension 

levels will fall. Basically, the effect can be postponed by the existence or 

creation of a buffer fund and by increasing the level of immigration. All 

the Nordic countries already have substantial pension funds compared to 

many other EU‐ or OECD‐countries. However, these buffer funds will only 

even out the financing of the rising future pension expenditures. The 
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immigration has not played a substantial role in Finland. Historically 

immigration has been higher in Sweden and Norway. However, the official 

projections in Sweden and Norway assume that the net immigration will 

decrease substantially in the future as was described earlier in this paper. 

The lengthening of working careers is the most highlighted factor in all 

the three countries. However, it cannot be solved by means of pension 

policy alone, even though it is an important element in the total picture. Co

‐operation together with employment policy, education policy and other 

different policy measures are needed for increasing the level of 

employment. The strains imposed by societal ageing cannot be avoided. In 

short, an NDC system does not offer simple solution on the challenging 

questions on how to balance pension ages, contributions and benefits, today 

and in the future.
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Pension reform in Norway

Ole Christian Lien 

Introduction

As population ageing becomes a pressing issue in the coming decades, 

Norway is expected to face substantial challenges in its pension system. 

When the public old age pension was first established in 1967, the ratio of 

labour force to pensioner of old age and disability pension was 4, but the 

ratio decreased to 2.7 in 2008 and it is expected to decline to 1.8 by 2050 

with the old pension system that was in function until 2010. Therefore, 

pension reform is inevitable in Norway to maintain sustainable pension 

system.

It is expected that the population above the age of 67 will increase more 

than double until 2050, and an increasing share of elderly people will lead 

to a strong increase in pension expenditure. The expenditure of the old age 

and disability pension is estimated 9 percent of GDP in 2010 and it is 

expected to increase to 18 percent in 2050. The expenditure on old age 

pension alone was estimated to increase from 6 per cent to approximately 

14 per cent of GDP. In addition, the average pension compared to the 

average wage is expected to increase in Norway in the coming years. This 

is partly caused by increasing labour force participation of women leading 

to higher average pensions for new pensioners than for the group of old 

age pensioners as a whole.
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The burden of ageing population is expected to post substantial 

challenges not only in the pension expenditure but also in healthcare. In 

particular, the increase in the number of people 80 years and older will 

contribute to a considerable increase in the health and care expenditure, 

even though a gradual improvement of the health conditions of this age 

group is likely to moderate the increase. A pension reform and other 

measures that stimulate elderly to stay in the labour force can considerably 

contribute to financing pensions and to maintain a good health care system 

in the future. 

Other than ageing population, there was also unfair aspects in the 

Norwegian pension system requiring pension reform since people with the 

same lifetime income could receive very different pensions, while people 

with widely different lifetime income received the same pension. This was 

because the connection between income throughout ones working career and 

the resulting pension was quite weak. A rule of maximum 40 years to 

receive a full pension did for instance imply that people working for more 

than 40 years could not increase their annual pension. In the old system 

people with a number of years in employment could end up with a 

minimum pension like persons who have never had any labour income, 

because the minimum pension for low incomes was income‐tested by 100 

per cent against the income related pension. 

In the old pension system, there was a problem that the opportunity to 

retire before the pensionable age of 67 was unevenly distributed. Large 

groups were covered by the collectively bargained early retirement scheme 

(AFP) paid out from 62 to 66 years, while other groups did not have any 

opportunity for early retirement except on disability pension. For people 

covered by the AFP‐scheme the incentives to continue working after the 
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age of 62 years were rather weak. This is because the annual AFP pension 

was mostly independent of the retirement age between 62 and 66, and was 

thus far from actuarially neutral. In addition the old system did not include 

any actuarial adjustment of the pension for retirement ages above 67 years.

In order to resolve the abovementioned problems in the old pension 

system and improve the sustainability of the pension system, the effort of 

Norwegian pension reform started in 2001 and the Pension Commission 

was established with representatives from the political parties. The report 

about the pension reform by the Pension commission led to two settlements 

in the Parliament in 2005 and 2007. Finally in 2009, the Parliament 

approved the new pension system. The new pension system brought the 

major reforms in the old pension system such as a new model for 

accumulating pension entitlement, introduction of life expectancy 

adjustment, flexible retirement from the age of 62, and the new rules for 

indexation in pension benefits. 

Major reforms in the new pension system

New model for accumulating pension entitlement 

In the reformed system of public old age pension, there are two types of 

pensions; income pension and guarantee pension. While income pension is 

based on contributions, the guarantee pension provides a basic safety net 

ensuring an acceptable minimum pension for people with little or no 

pension earnings. Income pension entitlements are accumulated through 

income from work or through other types of pension earning between the 

ages of 13 and 75. Every year individuals increase their pension 

entitlements corresponding to 18.1 per cent of their pensionable income, up 
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to a ceiling of 7.1 times the basic amount (measurement unit, 1 basic 

amount= NOK74,721 in 2010). Also, the pension entitlements are adjusted 

in line with wage growth every year.

The annual pension is calculated by dividing the accumulated pension 

entitlements by an annuity divisor mainly reflecting remaining life 

expectancy at the time of retirement. The annual pension will increase the 

longer retirement is postponed both as a result of higher pension 

entitlements and a lower annuity divisor. As life expectancy at retirement 

increases, new cohorts will have to remain in the labour force a little 

longer in order to achieve the same replacement rate as earlier cohorts. 

The guarantee pension will be at the same level as our current minimum 

pension and in 2010 the minimum pension was 2 basic amounts for single 

and 1.85 basic amounts for married pensioners. 40 years of residence period 

is required to receive a full guarantee pension. The guarantee pension will 

be income‐tested by 80 per cent of the income pension, implying that 

people with a low income pension will receive a total pension above the 

minimum level. The guarantee pension alone can be drawn only from the 

age of 67. For people that receive both an earnings‐related pension and 

some guarantee pension it is possible to retire from the age of 62, but both 

elements will be actuarially adjusted depending on the age of retirement. 

For people retiring fully or partially before the age of 67 there is a 

requirement that the pension level must exceed the level of the guarantee 

pension at the age of 67. The idea behind this requirement is that 

everybody should receive a pension at least equivalent to the minimum 

pension from the age of 67. 

Adopting new rules in the accumulation of the pension retirement, the 
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new system provides exception to certain age groups by applying 

transitional rules for them. For people born in 1953 or earlier, the pension 

entitlement will be accumulated according to the old rules. For people born 

between 1954 and 1962, the pension entitlements will be accumulated 

partly from the old system and partly from the new system applying a 

gradual increase in the share of pension entitlements for younger cohorts. 

For people born in 1963 and later, only the new rules will be applied in 

the accumulation of their pension entitlements. 

In case of the disability pension, in the old system, the benefit of the 

disability pensioners usually maintained without change when they 

transferred to old age pension at the age of 67. The disability pension was 

indexed in line with wage growth.

As a part of the pension reform the Parliament in December 2011 

approved a new disability scheme, that will be implemented from 2015, and 

a new model for calculating the old age pension for earlier disabled, that 

will be implemented from 2012. In the proposal disability pension will have 

a replacement rate of 66 per cent of former income. The net effect of the 

reform is a slight increase in average disability pensions after tax compared 

to the old system. Disability pensioners will as in the old system be 

transferred to old age pension at the age of 67, and the old age pension 

will have the same indexation as for other old age pensioners.

According to collectively agreed early retirement schemes (AFP), which 

established in 1989 as a result of a tripartite cooperation among 

government, employers and employees, it was possible to retire early 

between the age of 62 and 66 for about 70‐80 percent of wage earners 

including all employees in the public sector and about 60 percent of private 

sector employees although the retirement in the old age pension was fixed 
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at the age of 67.

The annual benefit level was independent of the retirement age and of 

about the same size as the public old age pension.

With pension reform, AFP is paid out as an addition to the public old 

age pension for new pensioners in the private sector from 2011 for the 

entire remaining lifetime. In the public sector no such agreement was made, 

and AFP still remains a pension that is paid out from 62 to 66 years. It 

cannot be combined with the public old age pension. For people that 

combine work and public sector AFP, the AFP pension will be reduced 

proportionally. The incentives to work after the age of 62 for public sector 

employees are therefore weaker than for other employees. On the other 

hand public sector workers may at least in some cases receive a higher 

pension at the age of 62 than private sector workers.  Also public sector 

pensions will be adjusted for life expectancy from the age of 67, and they 

are also indexed in the same way as public old age pensions from 2011. 

Introduction of life expectancy adjustment

Life expectancy adjustment of the pension for new pensioners was 

introduced in 2011.The annuity factors are determined for each cohort, 

based mainly on remaining life expectancy. The factors are determined 

when the cohorts are 61 years, and will not be adjusted later. Each cohort 

receives a separate annuity factor from the age of 62 until the age of 75. 

To mitigate the effects for the cohorts’ reaching retirement soon, there is a 

transitional rule that the life expectancy adjustment will not exceed 0.5 

percent a year for the first cohorts retiring after 2011. The old age pension 

may be drawn wholly or partially from the age of 62 and work and pension 

can be freely combined without an earnings test. If one continues to work 
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after having started to draw a pension, pension earnings will continue.

For disability pensioners, there will be partial compensation for the life 

expectancy adjustment in the short term when they transfer to old age 

pension since they do not have option of working longer to compensate for 

the life expectancy adjustment. Within 2018 the life expectancy adjustment 

of the old age pension for earlier disability pensioners shall be evaluated in 

light of whether the non‐disabled do compensate for the life expectancy 

adjustment by working longer or not. 

Adoption of flexible retirement 

The retirement age was fixed at 67 years in the public old age pension 

scheme until 2010. While most people retired with an old age pension at 

the age of 67, it was possible to postpone retirement until the age of 70. 

From 2011 flexible retirement was applied for the age group 62‐75 years in 

the public old age pension scheme based on actuarial neutrality. An upper 

age limit of 75 was set to avoid very large differences in annual pensions 

paid out. The limit is harmonized with the new age limit for earning of 

income pension. The flexible retirement was introduced both for persons 

who earn their pension entitlements according to the old rules and for 

persons who will be comprised by the new rules.

Application of indexation in pension entitlements and pension payments

The new indexation of the old age pension applies for all old age 

pensioners from 2011. For disability pensioners, the same indexation will be 

applied when they are transferred to old age pension at the age of 67. In 

the accumulating phase of the pension, the entitlements are indexed to wage 

growth. Previously earned pension entitlements consequently retain their 
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value relative to the average wage in society. After retirement the pension 

is indexed to wages, but subtracted a fixed factor of 0.75 per cent a year. 

The level of the minimum/guaranteed pension is adjusted by the growth in 

wages, but then adjusted by the changes in the annual annuity factor at 67 

years. In the long term population projections from Statistics Norway life 

expectancy at 67 is assumed to increase by about 0.5 per cent a year. 

According to the projections the guaranteed pension will be adjusted by 

wage growth, but will then be reduced by a factor of about 0.5 per cent a 

year due to the life expectancy adjustment. 

From 2011, the indexation of the minimum pension is lower than before, 

but it will usually be higher than price indexation. In the long term 

projections of pension expenditures it has often been assumed an annual 

real wage growth of 1.5 per cent, and the guarantee pension could then be 

expected to grow by about 1 per cent a year in real terms. 

Main effects of the pension reform

Relationship between income and pension

One of the main effects of the pension reform can be shown in the 

relationship between average annual income and pension. The calculation of 

pension benefits reflecting the new rules indicates that the income pension 

is linear with annual income up to the ceiling and guarantee pension will 

be provided to those who have no or low pension entitlements. The 

following figure presents the relationship between average annual income 

and pension after the pension reform in case of 43 years of working career. 

The figure assumes a retirement age of 67 without applying adjustments for 

life expectancy changes after 2011. As indicated in the figure, the minimum 
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pension only applies to people with no pension entitlements at all, 

therefore, the pension will exceed the minimum level even for those with 

very modest pension entitlements.

Figure 1. Before‐tax relationship between income and pension in the 

reformed system

Increase of economic incentive to work longer 

Applying the life expectancy adjustment is expected to have strong 

incentive to postpone retirement since the replacements rates of the old age 

pension increase greatly when the retirement is postponed. For example, in 

case of 1949 cohort with average wage, the first cohort fully affected by 

the new flexible retirement, the replacement rate of the pension is 36 

percent when retiring at 62, but the rate can be increased to 61 percent 

when retiring at 70. In comparison, in case of 1980 cohort with average 
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wage, the replacement rate is about 30 percent when retiring at 62 and 

about 55 percent when retiring at 70. The decreased replacement rate of the 

1980 cohort is attributed to the increasing life expectancy.

Economic incentive to postpone the retirement also applies to guarantee 

pension as well as income pension. The guarantee pension can only be 

taken out from the age of 67 in case of people who have no pension 

entitlement or very modest entitlement, but the level of guaranteed pension 

is also adjusted by life expectancy. As a result, the recipients of the 

guaranteed pension are encouraged to postpone retirement to increase the 

benefit level. The guaranteed pension when taken out at the age of 67 will 

constitute 32 per cent of average wage for the 1949 cohort. For the 1980 

cohort this figure is estimated to drop to 27 per cent, as the guaranteed 

pension is indexed somewhat lower than the average wage growth. 

However, those who receive a guaranteed pension will in most cases pay 

no income tax. After tax the guaranteed pension therefore is estimated to 

constitute as much as 45 per cent of average wage for the 1949 cohort and 

37 per cent for the 1980 cohort.

Considering that the postponing retirement not only increases annual 

pensions but also increases pension earnings, the relative magnitude of the two 

effects can be analyzed. Between the age of 62 and 67 the real value of the 

annual pension will increase by about 7.5 per cent for each year retirement is 

postponed. About ⅔ of this increase is due to the actuarial effect whereas 

about ⅓ is due to the pension earnings effect. At higher ages the actuarial 

effect will contribute even more for each year retirement is postponed. This is 

because postponing retirement one year will reduce remaining life expectancy 

at the age of retirement relatively more when already at a high age. When 

postponing retirement from the age of 62 to 75, the actuarial effect therefore 

will contribute to as much as 4/5 of the increase in annual pension.
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Stimulation of labor supply

With the pension reform, the connection between the earlier labour 

incomes and accumulation of entitlements becomes stronger and as a result 

there is an implicit reduction of marginal tax rates and people in working 

age are encouraged to work more. Also, there is a closer connection 

between private incentives and social costs of early retirement according to 

the actuarial design of the new pension system, so that people are 

encouraged to work longer and postpone their retirement. Although it is 

difficult to quantify the effect of pension reform on the labour supply, it 

seems to have huge effect on the retirement decision due to strong 

incentive to work longer. As a result, the labour supply effects from the 

Norwegian pension reform are expected to be large on the extensive 

margin. Smaller effects are expected on the intensive margin. The 

simulations indicate that the reform will reduce marginal tax rates on labour 

incomes on average with about 5 percentage points. 

The new pension system is expected to increase the employment and 

reduce the number of old age pension recipients and this tendency is 

expected to increase with increasing life expectancy. Figure 2 presents the 

projections of the labour force with the old and new pension system in 

addition to a projection based on the growth of the working age population. 

It is estimated that the total labour force will increase by 5.5 percent in 

2050 and the recipients of old age pension will be reduced by the same 

amount.
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Figure 2. Projections of the labour force with the old and the new system

Source: Statistics Norway

Increased sustainability of the pension system

According to Statistics Norway, in the old pension system, the number of 

persons in the labour force relative to the number of old age and disability 

pensioners is expected to decrease from 2.6 in 2010 to 1.7 in 2060 with 

medium demographic assumptions. The decreased ratio is caused by baby 

boomers, born after the Second World War, who are expected to retire in 

the current decade. In addition, longer life expectancy affects the decreased 

maintenance ratio. With pension reform, the maintenance ratio is expected 

to be 2.0 in 2060, 0.3 higher than in the old system, as a result of 

postponed retirement and higher participation rates.

The effect of the reform on increasing the sustainability of the pension 

system also can be shown by comparing the contribution rates in the old 

and new system. Figure 3 shows the contribution rates for old age pension 
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expenditures with the old and new system applying the different 

assumptions on life expectancy. If the old system had been maintained, the 

contribution rate for old age pension expenditures would have almost 

doubled from 10.7 per cent in 2010 to 20.8 per cent in 2050. Due to the 

advantageous ratio between the number of employed and the number of old 

age pensioners, the present contribution rate is much smaller than the 

earning of pension entitlements of 18.1 per cent in the new system. Even 

in the long run with the new system the contribution rate necessary to 

finance the payment of old age pensions is lower because gross pensions 

are taxed in Norway and thus included in the denominator in the definition 

above. Furthermore income above the ceiling is included in the contribution 

rate, but does not give pension entitlements. Financing of the guarantee 

pension for people with low income and entitlements for child care, 

however, works in the opposite direction.

Figure 3. Contribution rates for old age pension expenditures with the old and 

the new system and different assumptions regarding growth in life expectancy.
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Distributional effects of the pension reform

The connection between the former labour earnings and pension benefits 

is strengthened by the new pension accrual; however, there are also 

important distributional elements in the new pension system such as 

guarantee pension and pension accrual for unpaid childcare and conscripts. 

As a result, even with the new system old age pension benefits are more 

equally distributed than former labour incomes. 

Figure 4. Total old age pension benefits relative to total life time earnings 

by gender and with new and old system*

* Benefits are shown for a constant wage level of 2008.

Source: Statistics Norway



Pension reform in Norway � 99

Figure 4 gives a good indication of overall distributional effect by 

illustrating the total old age pension benefits relative to total life time 

earnings by gender in the old and new pension system. The depicted points 

of each graph shows the average life time earnings for different deciles and 

the corresponding old age pension benefits received relative to these 

earnings. The figure indicates that the public old age pension system to a 

large degree redistributes incomes from persons with high earnings to 

persons with low earnings, and from men to women. The ceiling for yearly 

earnings seems to be the main distributional element in addition to the 

minimum/guarantee pension.
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Introduction

During the last decades demographic and economic pressures have put 

pension reform on the political agenda around the globe. Scandinavian 

countries make no exception in this respect. Swedish pension reform at the 

end of the 1990s has gained a large international reputation as an 

innovative reform for how to adjust pension system to population ageing in 

a sustainable way. Swedish model is well known and key features of the 

Swedish pension system have been copied by a number of countries. 

Nowadays, Finland and Norway share many similarities in their pension 

reforms with Sweden and in preparation for ageing society. They have 

made the largest pension reforms since establishment of the schemes. 

Finland established its reform in 2005 and Norway followed these paths in 

2011. Strengthening the incentives for work and stabilizing pension 

expenditure as well as contribution levels have been the main principles 

when countries have renewed their pension schemes. 

The reforms brought a closer connection between life time earnings and 

the pension. Likewise by increasing flexibility and rewarding for later 
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retirement people are encouraged to work longer. One of the main factors 

for increasing the sustainability of the pension system is the establishment 

of the life expectancy based pension adjustment. The idea of the automatic 

stabilizer is to adjust the level of the old age pension to reflect the changes 

in the longevity.

Long‐term pension projections indicate that Nordic countries have 

successfully managed to cap the increase in the pension expenditure. 

Though, due to ageing population and especially in Finland the baby‐

boomers’ effect increases the pension expenditure from the current level. 

The purpose of this paper is to describe and evaluate the Nordic countries’ 

pension systems through comparison of pension projection models and 

projection results. The models used for the projection of pension 

expenditure are developed for country‐specific purposes. In Finland, like in 

most of the EU‐countries1), the projection model is based on a semi‐

aggregated simulation approach, whereas Sweden and Norway apply a 

dynamic micro simulation model, based on individual data.

This paper primarily reviews the public pension schemes and the pension 

models used for the projections in Norway, Finland and Sweden. Denmark 

and Iceland are not included in this review. This is due to institutional 

differences in pension projection settings which reflect the differences in the 

structure of the pension system. In both countries the statutory pension is 

only based on residence based flat‐rate pension and the earnings‐related 

pension is organized through decentralized occupational pension contracts. 

1) See e.g. European Commission.2007. Pensions Schemes and Projection Models 

in EU‐25 Member States. The Economic Policy Committee and Directorate‐

General for Economic and Financial affairs. Number 35. November 2007. 

http://ec.europa.eu/economy_finance/publications/publication_summary10175_en.htm
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Thus, no single model or comprehensive models for describing the system 

are available.

A clear difference to Finland, Norway and Sweden exist. Finnish 

projection model incorporates all the several pension acts and is very 

comprehensive due to the coverage of the earnings‐related pension system, 

e.g. no pension or income ceiling exist in employees’ earnings‐related 

pension system. In contrast to Norway and Sweden, where the earnings 

ceiling exists and supplementary compulsory occupational pensions play an 

important role but are not covered by projection models. Otherwise, the 

statutory pension in all these three counties is based on the earnings related 

pension, covering all the employees and self‐employed people, which is 

supplemented by residence based national or guaranteed pension. Thus, the 

pension projections are more comprehensive and centralized in these three 

Nordic countries than in Denmark and Iceland. Though, differences in 

pension models can be found. 

The paper is structured as follows. First we give a description of the 

structure of the pension schemes in the Nordics. Then, we take a look in 

more detail to the pension models, assumptions behind the models as well 

as the main differences between them. Finally, we will present results of 

the country‐specific projections and end with the conclusions.

2 Structure of the Nordic old‐age pension systems

In the description of the structure of the pension system we concentrate 

on old‐age pensions and our main focus is on the reformed earnings‐related 

pension scheme2). All the Nordics have a residence based minimum or 

2) In Finland the earnings‐related pension is calculated according to reformed rules 
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basic pension. One common feature of the Nordic pension reform is that 

universal basic pension is replaced with a targeted minimum pension 

guarantee that is financed separately out of the general state budget. The 

guaranteed or national pension shall contribute to ensuring a pension for 

people with little or no pensionable earnings. A 40 years residence period 

is required to receive a full pension. It is tested against earnings‐related 

pensions. Only public or statutory pensions are taken into account, thus the 

benefit guarantee does not constitute a negative incentive against private 

and voluntary efforts to save for retirement. 

Structure of the Nordic old‐age pension systems

Minimum pension is price‐indexed in Finland and Sweden. In Norway 

the level of the guaranteed pension will be adjusted by the growth in 

wages, but then adjusted by the annual annuity factor. In the long term 

population projections from Statistics Norway life expectancy at 67 is 

assumed to increase by about 0.5 per cent a year. According to the 

projections the guaranteed pension will be adjusted by wage growth, but 

will then be reduced by a factor of about 0.5 per cent a year due to the life 

expectancy adjustment. (Christensen et al. 2009)

since 2005. In Norway persons born in 1953 or earlier will earn their pension 

entitlements according to the old rules. People born between1954‐1962 will earn 

their pension entitlements partly from the old scheme and partly from the new 

scheme. People born in 1963 or later will earn their pensions according to the 

new scheme. Flexible retirement from the age of 62 was introduced for all new 

pensioners since 2011 and the new indexation of the old age pension has 

applied to all old age pensioners since 2011. In Sweden the transition rules 

affect persons born from 1938 up to 1954. Those born in 1954 or later will earn 

their pensions entirely according the reformed old‐age pension scheme. The new 

indexation has been applied to all old age pensioners.
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NDC‐model – a guiding principle

The pension reforms have strengthened the link between contributions 

and benefit. All the three countries have given up the elements of a final 

salary system and after the reforms earnings related pensions are based on 

life‐time earnings. This includes incomes from employment, as well as 

sickness benefit, parental benefit, unemployment benefit and other social 

welfare benefits as well as taking care of children. In Sweden and Norway 

old‐age pension reform has signified a shift from a defined benefit (DB) 

system to a defined‐contribution (DC) system with a fixed contribution. In 

contrast to Finland where the pension accrues on DB principle, though in 

the end it does not fundamentally differ from the NDC‐model that has been 

established in the Sweden and Norway. A more detailed description about 

the NDC‐model and differences to the traditional PAYG DB‐model can be 

found from Holzmann and Palmer (2006). 

The Swedish old‐age pension entitlement is 18.5% of the annual 

pensionable income up to the pension ceiling, approximately 3 700 Euros 

per month (average wage level). Out of this 16 percentage points goes to 

PAYG and DC earnings‐related pension (i.e. NDC income pension) and 2.5 

p.p. to fully funded DC premium pension. In Norway the individuals will 

each year increase their pension entitlements corresponding to 18.1% of 

their pensionable income, up to a ceiling 5 600 Euros per month. The 

ceiling on pension earnings is approximately 115 per cent of an average 

wage.

In Finland, pension accrues at 1.5% of annual income (without any 

ceiling) for the aged 18–52; 1.9% for the aged 53–62 and 4.5% for those 

who have reached the age of 63 up to age of 68. 
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Flexible retirement age

All the countries have also introduced a window of flexible retirement 

age with a life‐expectancy adjustment as part of the old‐age reforms. In 

Sweden the earnings‐related old‐age pension (both the income pension and 

the premium pension) can be drawn from the age of 61 upwards based on 

the principle of actuarial neutrality. The residence based guaranteed pension 

cannot be taken early, and the retirement age is 65. The principle of 

neutrality implies that each individual carries the full costs associated with 

the timing of retirement. The total amount must be great enough so as not 

to trigger the guarantee at age 65. Individuals can take pension as a full or 

only a share (25%, 50% or 75%) of their pension whilst continuing to 

work.

In Norway retirement age is flexible between ages 62 and 75 on an 

actuarial basis. Individuals who choose to retire early at age 62 will face a 

reduction in yearly benefits of about 30% compared to the situation when 

retiring at age 67. By postponing retirement to 70 (instead of 67) the gain 

is approximately 25%. (West Pedersen 2009.) It is possible to draw a full 

or partial old age pension as long as the pension from age 67 exceeds the 

level of the guaranteed pension. Wide range of options to draw a partial 

(20%, 40%, 50%, 60 or 80%) pension is available. The guarantee pension 

alone can be drawn only from the age of 67. For people that receive both 

earnings‐related pension and some guarantee pension it is possible to retire 

from the age of 62 in the new system, but both elements will be actuarially 

adjusted depending on the age of retirement. (Christensen et al. 2009.)

In Finland the retirement age is flexible between the ages 62 and 68. 

Both residence‐based national pension and earnings‐related pension can be 
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drawn from the age of 62, though pension will then be reduced. If the 

earnings‐related old‐age pension is taken early i.e. before the age of 63, the 

pension will be reduced by 0.6% per month (i.e. maximum of 7.2% for a 

year). On the other hand, if the earnings‐related pension is deferred it will 

be increased by 0.4% per month after the age of 68. In national pension 

these adjustments are vice versa and the adjustments are made from the age 

of 65. Like in many countries with DB schemes these adjustments fall short 

of actuarial neutrality (see e.g. Queisser and Whitehouse 2006). In addition, 

an automatic stabilizer so called life‐expectancy coefficient adjusts the level 

of the old age pension to reflect the changes in the longevity, i.e. it will 

cut the pension at the time of retirement if the life expectancy increases, 

but a person can compensate the cutting by working longer and retiring 

later. Thus, future pensioner cohorts carry the full costs of increases in 

longevity which actually is a typical and an important feature of the NDC‐

model. Although, in Sweden and Norway owing to the interest rate of 1.6 

percent and 0.75 (see indexation for further information), the annuity 

divisor is less than life expectancy, and the initial pension is higher than it 

would have been otherwise. In Norway there is less likelihood of a 

negative trend in purchasing power for pensioners and the starting level of 

pension is lower than in Sweden.

Estimates of life expectancy are based on cross‐sectional data available at 

the time that pensions are calculated and do not take into account likely 

future changes in cohort longevity. As a consequence longevity is 

somewhat underestimated, given continued upward revisions (Holzmann and 

Palmer 2006; Rocha et al. 2011). In Finland the life‐expectancy adjustment 

is based on the actual mortality figures from the five preceding years before 

the age of 62. In Norway 10 preceding years before the age of 61 forms 

the basis. In Sweden statistics are for the five year period preceding the 
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year when the insured reached age 60 in the case of pension withdrawal 

before age 65, and age 64 in the case of withdrawal thereafter. In the 

Swedish premium pension, unlike the income pension, the annuity divisor is 

based on forecasts of future life expectancy and the calculation differs 

somewhat from the above mentioned (see e.g. Pensionsmyndigheten 2011). 

Indexation of the earnings‐related pension scheme

A crucial difference between the countries is that in NDC‐model 

adjustments are made on the benefit side of the system, whereas in the 

Finnish DB‐model the option is to raise the contribution rate to address 

financial imbalances in the system.

In the Swedish NDC‐model in order to guarantee the long‐term financial 

stability of the system a complementary mechanism, the so called automatic 

balancing mechanism is applied if the finances appear insufficient. 

Producing an actuarial balance sheet is a practice that has been carried out 

in Sweden since 2001. The balance mechanism is based on the concept of 

‘balance ratio’ – a ratio of assets to liabilities. When the ratio is below 1 

(liabilities exceed assets), it will act like a brake: it will slow down the 

indexation of notional pension accounts as well as of pension benefits 

(balance index). In such situations pensions in the PAYG system is 

reduced. Any surpluses arising after balancing has been activated are used 

directly to increase indexation to the extent possible and thus to restore the 

value of pensions. 

The balancing ensures that the system’s expenditure in the long term 

does not exceed its income. Each year an accounting report is compiled on 

the assets and liabilities of the income pension system and how these are 
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changing. This annual reporting makes it possible to monitor the trend in 

the economic and demographic factors that impact on the financial position 

of the system and the size of pension. The main data for the period 2001‐

2010 are shown in Table 1 below. For the first time, the balance ratio was 

calculated in 2008 at less than 1.0000 and “the brake” was activated 

affecting the indexation in 2010. This was due to the financial crisis and 

because of the sudden collapse of the value of the buffer funds. For 

smoothing the effect to the pensions the value of the funds for the 

calculation of balance ratio has been evaluated on the basis of three year 

average since 2008. At the end of 2010, assets were 1.40 percent higher 

than the pension liability. Though, due to adjustments made in the 

calculation, the balance ratio of the system is 1.0024 and will raise 

indexation only by 0.24 percent for 2012 (Pensionsmyndigheten 2011).

Table 1. Ten‐Year Review of the financial balance of the Swedish old‐age 

pension scheme (NDC), billions of SEK.

 2010 2009 2008 2007 2006 2005 2004 2003 2002 2001

Buffefund, mean value

Bufferfund

Contribution asset

Total assets

Pension liability

Result

810

895

6 575

7 469

7 367

103

811

827

6 362

7 189

7 512

‐323

821

707

6 477

7 184

7 428

‐243

898

6 116

7 014

6 996

18

858

5 945

6 803

6 703

100

769

5 721

6 490

6 461

28

646

5 607

6 253

6 244

9

577

5 465

6 042

5 984

58

488

5 301

5 789

5 729

60

565

5 046

5 611

5 432

179

Balance ratio*

Financial position

1.0024

1.0140

0.9549

0.9570

0.9826

0.9672 1.0026 1.0149 1.0044 1.0014 1.0097 1.0105 1.03
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* The balance ratio according to the previous definition (through 2007), that is, it is 

calculated solely on the basis of the market value of the buffer funds as of December 

31 of the respective year.

Source: Pensionsmyndigheten 2011

Otherwise, NDC‐pension is calculated annually with the change in 

income index less 1.6 percentage points (an imputed real rate of return), the 

interest that has already been credited in the annuity divisor when the 

pension amount is calculated at the time of retirement. The indexation 

method is known as adjustment indexation. Basically, negative real 

indexation will occur any time the real growth is lower than 1.6%. 

Adjustment indexation is not used for pension entitlements which are 

indexed in line with the income index.

Similarly, in Norway a fixed factor of 0.75 percentage points is reduced 

from general wage level development3). However, the benefit indexation 

formula gives neither reference to the economic position (e.g. number of 

employed persons) nor the demographics of the system. The same argument 

stands for Finland as well, where the pension rights are index linked with 

80% weight on wages and 20% on consumer prices during working years 

and benefits respectively with 20% and 80% weights after retirement. 

In the Swedish premium pension system changes in the value of fund 

shares result in direct changes in the system assets of pension savers. At 

the retirement indexation depends on the product (fund or conventional 

insurance) the insured chooses to take. 

3) The pension entitlements are each year adjusted in line with average wages.
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The financial structure of the reformed systems

In Sweden the DC old‐age pension is self‐financing and autonomous in 

relation to the central government budget. Old‐age pension fund assets (AP‐

funds) were approximately 40% of GDP in 2010.  However, disability 

pensions or benefits4) and survivor pensions are part of the government 

budget. The insured pays an individual pension contribution to the national 

public pension of 7% of her/his earnings and any benefits received from the 

social insurance and/or unemployment insurance schemes up to the ceiling. 

For each employee, employers pay a pension contribution of 10.21% of that 

individual’s earnings. The employers’ contribution is levied on the whole 

wage. The employer contribution levied for the share of the wage which 

exceeds the earnings ceiling is transferred to government funds, and it 

therefore can be seen as a particular form of taxation that is unrelated to 

the pension system.

The total old‐age pension contribution is thus 17.21%, whereas the 

pension credit and the pension contribution are 18.5% of the pension base. 

The reason for the difference is that the individual pension contribution of 

7 % is not included in the pension base; i.e. the contribution base is 

reduced by the individual pension contribution when pension credit is 

calculated (0.1721/0.93 ≈ 0.185). (Pensionsmyndigheten 2011.)

The Norwegian reformed pension system has many features in common 

with the Swedish system, but not with regard to financing: the pensions are 

part of the government budget. Another big difference to the Swedish 

system is that the 18.1% accrual rate does not correspond to an earmarked 

4) Disability pensions/benefits (activity compensation and sickness compensation) 

are part of the sickness insurance.
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contribution to the pension system. The new system is, as before, fully 

integrated in the general state budget. In addition, even though the State 

Petroleum Fund has been renamed ‘The State Pension Fund” since 2006, it 

is operated independently of the pension system by a rule linked to the 

balance of the general state budget.  The size of the fund was 

approximately 120% of GDP in 2010 (Finansdepartementet). The 

expenditures of the Norwegian public pension scheme are financed on 

PAYG‐principle.

Finnish pensions are principally financed by pension contributions and 

partly by tax revenue (seamen, self‐employed and farmers includes state’s 

share). The main act, employees’ pension act (TyEL) is self‐financing, i.e. 

it is covered by contributions and fund revenues. The Finnish earnings‐

related system has collected funds (80% in relation to GDP in 2010) since 

the beginning of the scheme to smoothen the contribution increases due to 

population ageing in the future. Funding is collective but based on 

individual pension rights. Individual pension benefits do not depend on the 

existence or yield of funds. Funds only affect contributions. The average 

TyEL‐pension contribution rate in 2011 is approximately 22% of wages, of 

which the employee’s share is 4.7 p.p. if the employee is under 53 years of 

age and 6.0 p.p. if the employee is aged 53 and over. The employees pay 

part of the higher accrual rates starting from the age of 53 by themselves.

Occupational pension provision 

In all the countries statutory provision constitutes the main part of total 

pension provision. However, Finland is one of the few countries where the 

wage earner’s statutory earnings‐related pension accrual is not restricted by 

earnings or pension ceilings. As a consequence occupational pensions and 
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pension provision based on personal pension insurance are not common in 

Finland (see Figure 1). 

Figure 1: Pension insurance in Finland in 2009.
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2011.

In Norway occupational pension provision has been mandatory since 

2006 when the Act on supplementary pensions, which complement the 

national insurance scheme, took effect. The public‐sector supplementary 

pension schemes have already before this in practice covered all wage 

earners. Of the private‐sector employees, about 40 per cent had 

supplementary pension provision before 2006. There is variation among 

supplementary pension schemes concerning benefits levels, duration of 

benefits, indexation and whether the schemes are defined benefit or defined 

contribution. But there are some requirements that must be met in order to 

receive preferential tax treatment. From 2006 and on, according to 
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minimum requirements for the supplementary pension schemes, the 

contributions in a DC scheme must amount to at least 2 per cent of wages 

and duration of the pension payments must be at least 10 years. For DB 

schemes the benefits must be of at least equivalent level.

In Sweden occupational pensions are mandatory through labour market 

agreements covering approximately 90% of employees (see e.g. Palmer 

2008). Collectively agreed occupational pensions have also changed in the 

direction of DC systems. Before 1994 occupational plans were all DB 

plans. Beginning with the blue‐collar workers SAF‐LO agreement in 1995, 

all major plans have been transformed to DC for coverage below the 

ceiling in the statutory scheme. The move was completed as the scheme for 

private sector white‐collar employees (ITP) converted to DC in 2007. A 

picture of the present‐day ratio between public pension, supplementary 

pension and private pension shows that the greater part of pension 

payments comes from the public system. The picture will most likely be 

modified in the future referring to contributions and premiums paid in today 

when the public system is not quite as dominant (Figure 2)
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Figure 2. Earnings‐related statutory/public pension, supplementary 

(occupational) pension and private (individual) pension in Sweden.

Source: Nososco 2008.

In Sweden and Norway occupational pensions are in a more significant 

role of the total pension provision than in Finland. However, these are not 

covered in the following projections thus the picture is somewhat 

incomplete when comparing the countries’ total pension provision. 
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Ongoing dispute over the retirement age in 

Finland

Mika Vidlund, Mikko Sankala and Ismo Risku1)

Introduction

Three years ago Finnish Prime Minister Matti Vanhanen proposed to 

raise the age limit of the old age pension from 63 years to 65 years. 

Labour unions welcomed this proposal by strong criticism. Both the 

substance of the proposition and an untraditional way it was presented 

caused controversy. This dispute started a chain of negotiations which is 

still going on. This paper will describe how the controversy started and its 

evolution during three years.

Since the controversy started the labour market organisations and the 

government have been exploring ways to raise the effective retirement age 

to ensure a sufficient level of earnings‐related pensions and the financial 

sustainability of the earnings‐related pension scheme. An additional major 

motivation to postpone retirement is to strengthen general public finances 

when Europe is facing dim growth prospect and the Finnish population is 

aging rapidly.

1) Mikko Sankala works as a Mathematician, Mika Vidlund as a Liaison Manager 

and Ismo Risku as a Development Manager in the Planning Department of the 

Finnish Centre for Pensions.
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The challenges for the financial sustainability of the pension system are 

linked to population ageing. A considerable reform in view of sustainable 

financing is the life expectancy coefficient, which was introduced in the 

2005 pension reform. It will adjust the starting pensions to developments in 

life expectancy. However, this has also raised a discussion concerning the 

adequacy of earnings‐related pension provision. The Finnish government and 

representatives from labour market organisations have expressed their 

worries of declining replacement rates in the future.  The increase in life 

expectancy has been more rapid than projected, which is resulting in a 

situation where pensions will be significantly lower than was projected in 

the drafting of the 2005 pension reform, if working lives do not extend 

substantially.

Negotiations concerning for lengthening the working careers and raising 

the effective retirement age are a key issue in preparation to after‐crisis era 

to ease ageing pressures for labour markets and sustainability of pension 

system and public finances. At the moment the Finnish pension scheme is 

facing a situation where private sector pension expenditures (TyEL) exceed 

the premium income. This is a historical turning point. The contribution 

income did exceed the pension expenditure in the private sector pension 

scheme from its introduction in early 1960’s up to date. Current projections 

indicate that the expenditure will exceed the contribution income 

permanently during years to come. Investment returns are then in the key 

role to cover the difference between contributions and expenditures. 

This paper summarises actual reforms and reform debates concerning the 

Finnish statutory pension schemes during 2005‐2011. The major focus is on 

issues related to earnings‐related pensions and the length of the work 

careers. The 2008 financial crisis caused significant investment losses also 
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in the Finnish pension scheme. This experience highlighted the need to 

reform of the solvency regulation of the pension companies and the pension 

funds. However, the reforms of the solvency regulations will not be 

discussed in this paper since it is a separate topic with only indirect links 

to work career discussions. This introduction by timeline includes most 

significant events during this period. Thereafter ten central episodes are 

discussed in more detail.

Timeline

1.1.2005 [1] The 2005 pension reform of the earnings‐related 

pension scheme becomes effective.

18.3.2007 Parliamentary election. Major parties: The Centre party 

(51 seats), the National Coalition Party (50 seats) and the Social 

Democrats (45 seats).  

19.4.2007 [2] Matti Vanhanen (Centre Party) 2nd government is 

formed with the National Coalition Party, the Greens and the Swedish 

Party.  The Social Democrats goes to opposition.

14.6.2007 [3] The Committee for reforming social protection 

(SATA‐committee) is set up by Matti Vanhanen government. 

21.1.2009 [4] “Social tupo” agreement. Social partners agree on the 

pensions and the unemployment insurance. Advocates of the SATA‐

committee feel disregarded. 

27.1.2009 SATA‐committee publishes the main policy lines of the 

total reform of social protection.

24.2. 2009 [5] Prime minister Vanhanen Proposes to raise the lower 

age limit of the old‐age pension in the earnings‐related pension schemes 

from 63 years to 65 years. This causes outrage in the labour unions.  

3.3.2009 Central employee organisations (SAK, AKAVA, STTK) 
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withdraw from SATA‐committee, because of distrust towards prime 

minister.

11.3.2009 [6] Mutual agreement to solve the pension dispute 

between the government versus labour market organisations. Two 

working groups are set up:

1. Working group reforming the earnings‐related pension scheme, 

headed by Jukka Rantala Managing director of Finnish Centre 

for Pensions

2. Working group reforming work place practices and well‐being 

in work life, headed by Jukka Ahtela (Director of the central 

employer organisation EK)

18.12.2009 SATA‐committee gives the final report. The planned total 

reform of the social protection is reduced to a collection of minor 

improvements of social policy, legislation and practices. The most 

important outcome is the guarantee pension, targeted income supplement 

to lowest pensions.

Dec. 2009 Working groups Rantala and Ahtela are granted one 

additional month to prepare proposals.

1.2.2010 Ahtela’s group gives a proposal. Rantala’s group fails to 

find an agreement. March 2010 OECD evaluates proposals by the 

Ahtela’s group. Proposals are found to be good and in right direction but 

inadequate.

11.3.2010 [7] Six working groups aiming to promote sustainable 

economy and employment are set up by the Vanhanen government. One 

of these is working group for work careers. It re‐examines level of 

pension benefits, contributions and effective retirement age. The aim of 

this group is to define new minimum targets with respect to these issues, 

but the group does not take stance on any specific alternative.

18.6.2010 Vanhanen government resigns and later Mr. Vanhanen 
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resigns from the parliament. 

22.6.2010 Mari Kiviniemi (Centre Party) government continues with 

minor changes in the cabinet and policy. 

28.2.2011 Working group for work careers publishes the report.

17.4.2011 [8] Parliamentary election. Major parties: the National 

Coalition Party (44 seats), the Social Democrats (42 seats), the Finns 

Party (39 populist winner of the election) and the Centre Party (35)

22.6.2011 [9] Jyrki Katainen (National Coalition Party) government 

is formed with the Social Democrats and four minor parties. Opposition 

is formed by the Finns Party and the Centre Party. 

Fall 2011‐> [10] Ongoing discussions concerning pension policy

General description of the pension system

In Finland the statutory (1st pillar) pension provision consists of defined 

benefit (DB) earnings‐related pension that aims to maintain the attained 

income level to a reasonable degree, as well as residence‐based national 

pension and guarantee pension that ensure minimum security. The Act on 

Guarantee Pensions took effect on January 3rd, 2011. Due to 

comprehensive coverage of the statutory schemes and the absence of a 

pension ceiling (neither in income nor in pension), the significance of 

supplementary pension, i.e. occupational pensions or individual pension 

insurance, is small. From the point of view of pension contribution, the 

total pension provision consists to 94 per cent of statutory pension 

provision and to 6 per cent of supplementary pension provision (Figure 1). 
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Figure 1. Pension insurance in Finland in 2010.
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Institution of Finland.

The earnings‐related pension scheme covers all employees and the self‐

employed. The pensionable age is flexible between 63 and 68 years but it 

is possible to retire early from age 62. If the earnings‐related old‐age 

pension is taken early, the pension will be reduced by 0.6% per month (i.e. 

maximum of 7.2% for a year). On the other hand, if the earnings‐related 

pension is deferred it will be increased by 0.4% per month after the age of 

68. The pension is calculated on the basis of the wages received during the 

whole professional career (from the beginning of 2005). Pension accrues at 

1.5% of the annual income for those aged 18–52; 1.9% for those aged 53–

62 and 4.5% for those between the age of 63 and 68.

The benefit formula includes a life expectancy coefficient that reduces 
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the monthly value of pension benefit in line with increases in longevity. 

Individuals from cohorts with higher life expectancy need to work longer to 

compensate for the impact of the life expectancy coefficient.

The national pension and the guarantee pension secure the pensioner’s 

income if the earnings‐related pension is small or no earnings‐related 

pension has accrued. The pensionable age for the national and the guarantee 

pension is 65 but early retirement is possible from the age of 62. The 

amount of pension will then be reduced. The national pension and the 

earnings‐related pension are integrated into one total pension (cf. Figure 2). 

Each earnings‐related pension euro reduces the full national pension (608.63

€/month for a single person) by 50 cents, until the earnings‐related pension 

reaches such a level (1,257.96€/month for a single person) that it no longer 

entitles to a national pension.  The level of the full national pension is 

approximately 20 per cent of the average earnings of Finnish wage earners. 

Approximately 50 per cent of all pensioners receive a national pension. In 

addition, the pensioner will receive a guarantee pension if his total pension 

remains below the full guarantee pension, 713.73€/month in 2012. Other 

pension income is deducted fully from the full amount of the guarantee 

pension. About 116,000 pensioners, i.e. less than 10 per cent of all pension 

recipients, receive the guarantee pension.
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Figure 2. Earnings‐related pension, national pension, guarantee pension and 

pensioners’ housing allowance 2012.
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The financing of earnings‐related pensions is mixed, a combination of a 

PAYG system and a prefunded system based on pension contributions from 

both employers and employees. Approximately four fifths of the earnings‐

related pensions are financed through PAYG, with the pre‐funded scheme 

covering the rest. The market value of the pension funds' assets amounted 

to 77% of GDP in 2010. National and guarantee pensions are financed 

solely from general taxes.

Currently the Finnish statutory pension scheme is in a situation where 

private sector (TyEL) expenditure approximately equals the premium 

income (see Figure 3). Thereafter the expenditure will exceed the 

contribution income. According to the latest projection in 2011, the average 
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(TyEL) contribution rate will rise from the 2010 (base year) level of about 

22% to approximately 26% in the long run. Pension funding alleviates the 

pressures to raise pension contributions with the ageing of the population 

and equalises the intergenerational income distribution. Investment returns 

play a key role in covering the difference between expenditure and 

contributions to avoid the risk of a sustainability gap.

Figure 3. TyEL pension expenditure and contribution rate in 1962–2080, in 

% of wages.

0

5

10

15

20

25

30

P
E

R
 C

E
N

T
 O

F
 E

A
R

N
IN

G
S

1960 1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080

Contribution rate Expenditure rate

Source: Risku et al. 2011.



128 � Old‐age Income Security System to Prepare for the Aged Society

Labour market organisations

Finland has one of the highest rates of union membership in the 

industrialised world, with approximately 80 per cent of employees organised 

in trade unions. With around 80 trade unions organised into three labour 

confederations, there is a union for every employee regardless of line of 

work, type of employment or status in the enterprise.

National and guarantee pensions are indexed with the consumer price 

index, while earning‐related pensions are indexed with a weighted index 

comprising 20% of wage and 80% of price developments.  

Access to early retirement schemes has been significantly tightened in 

recent years. Part‐time pension can be paid from the age of 60. The 

unemployment pension is abolished (phased out altogether by 2014) but 

“unemployment tunnel” with additional days of unemployment allowance 

still enable older people (aged 60) to stay on unemployment benefits until 

retirement. Disability is the most frequent cause of early retirement.   

Employers’ and employees’ organisations (later on referred as labour 

market organisations) have a strong position in the administration of the 

pension schemes. The earnings‐related pension scheme follows a so‐called 

tripartite administrative model. The state, the employees and the employers 

as well as the entrepreneurs all influence the development of the legislation 

on the statutory earnings‐related pensions. The final handling of changes to 

the earnings‐related pension acts occurs in Parliament, which issues and 

changes the acts on earnings‐related pensions.

Factbox 1. Labour market organisations in Finland.
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The three labour confederations are

 - Central Organisation of Finnish Trade Unions SAK (20 affiliated trade 

unions) 

 - Finnish Confederation of Professionals STTK (18 affiliated trade unions) 

 - Confederation of Unions for Academic Professionals in Finland Akava (34 

affiliated trade unions)

SAK (for so‐called blue collar workers) is the largest organisation 

representing the interests of more than one million members; STTK (for 

salaried employees) has about 615 000 and AKAVA about 550 000 members.

There are four employer confederations in Finland:

 - Confederation of Finnish Industries EK

 - Office for the Government as Employer 

 - KT Local government employers 

 - Commission for Church Employers

EK is the leading business organisation in Finland. It represents the entire 

private sector, both industry and services, and companies of all sizes.

Leading political parties

The Social Democrats – The party typically supporting the earnings related 

pension scheme.

The Centre Party – The party with agricultural roots, mostly supported in 

rural parts of the country. Traditionally associated with the National Pension 

scheme.

The National Coalition Party – The conservative party, typically favours 
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market oriented economic policy. 

The Finns Party – The populist party, it wasn’t significant before 2011 

elections. 

The 2005 pension reform 

The latest significant pension reform in the earnings‐related pension 

scheme took effect in 2005. It pursued three major aims:

(1) To make the earnings‐related scheme more sustainable by linking 

benefit levels to life‐expectancy via the life‐expectancy coefficient.

(2) To decrease labour market distortions by abolishing unemployment 

pensions and individual early retirement pensions. Also a window of 

flexible retirement age was introduced and the link between benefit 

calculation and employment relationships was abolished.

(3) To make the system more equitable by basing benefits on life‐time 

earnings and harmonizing benefit rules.

Each element of the reform is discussed in more detail in Risku and 

Vidlund [15].

One principle of the reform was that each earned euro should contribute 

to the pension. This principle can be effective only if benefits are based on 

life‐time earnings.

A transition from final‐salary benefit rule to the career average‐salary 

principle was the most controversial part of the reform among the labour 

market organisations. On the other hand, the life expectancy coefficient was 

approved quickly and without major controversies. Now we know that the 

career average‐salary principle is largely accepted, but the life expectancy 

coefficient is widely discussed and sometimes also criticized.
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The most important changes of the 2005 reform from the point of view 

of long‐term expenditures are collected in Table 1.1.

Table 1.1 The most important changes affecting pension expenditures in the 

2005 reform.

Before the reform After the reform

Pensionable earnings

The last 10 years 

from each 

employment contract* 

Life‐time earnings

Indexing entitlements Wage 50 / Price 50 Wage 80 / Price 20

Accrual rates

23‐59 1.5 % 18‐52 1.5 %

60‐64 2.5 %
53‐62 1.9 %

63‐67 4.5 %

General retirement age 65 63‐68

Accrual for non‐working 

periods

Selective and complex 

rules

Almost all earnings‐related 

benefits

Life expectancy coefficient No Yes

Restricting  early retirement

Individual early retirement 

and unemployment pension 

abolished. The part‐time 

pension from 56 years to 58 

years.

* Life‐time earnings for persons employed under short term contracts, self‐

employed and farmers.

The government programme of Matti Vanhanen 2
nd

 government 

19.4.2007

Vanhanen 2nd government was formed after the 2007 parliamentary 

election. The major government parties were the Centre Party and the 
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National Coalition Party and two minor parties were the Greens and the 

Swedish Party. The Social Democrats passed to the opposition.

In the government programme it was decided to launch a major social 

protection reform. A committee preparing the reform would be set up by 

the government. All important interest groups including labour market 

organisations would be represented in the committee. Aims of the reform 

would be to enhance labour market incentives, to reduce poverty and to 

guarantee an adequate basic protection over life‐cycle. Subsequently the 

committee was called SATA‐committee. The committee would target 

general social security (unemployment benefits, minimum protection, 

housing allowance, taxation etc.). Also basic pensions would be considered, 

since the level of minimum pensions was considered too low. Earnings‐

related pensions were not on the agenda.

As far as pension policy was considered the government programme 

stated that issues concerning earnings‐related pensions would be prepared in 

co‐operation with labour market organisations. When Prime Minister 

Vanhanen later unilaterally proposed an increase to the lower age limit of 

the old‐age pension, labour unions stated that this proposal was a violation 

of the government programme. According to unions, a mutual preparation 

would have been needed.

A minor increase to national pensions was promised, however more 

importantly the above mentioned committee would target minimum 

pensions. (Occasional increases are customary since national pensions are 

price‐indexed). Furthermore, the competition among providers of earnings‐

related pensions would be enhanced. Supervision of insurance and financial 

services would be unified to the single financial supervisory authority.
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The Committee for reforming social protection (SATA‐committee) 

14.6.2007‐18.12.2009

The Government set up the committee in 14.6.2007 to prepare a total 

reform of social protection. The aim was that the proposals would cover 

almost the whole range of social protection. The literal translation of 

“SATA‐committee” would be “HUNDRED‐committee” referring to 

multitude of various social benefits. The Social Insurance Institution of 

Finland administered well over hundred different benefit types. A sheer 

number of benefit types was considered as a problem. According to critics 

no‐one could comprehend combinations of various benefit types.

All major interest‐groups were represented in the SATA‐committee or in 

its sub‐committees. A number of persons involved in these committees was 

approximately 50. A prominent Finnish economist working in Sweden 

predicted that the structure of the SATA‐committee would lead to a fiasco. 

According to the Swedish experience researchers and specialists should 

prepare the proposals. Only after this interest‐groups could have their say. 

Central labour organisations (SAK, STTK and AKAVA) were suspicious 

towards the work of the committee. In particular they were unwilling to 

reform the unemployment insurance. They maintained that the structure of 

the Finnish social protection was sound and no structural changes were 

needed. The major problem was too low level of social protection. In 

particular relative importance of basic protection compared to earnings‐

related should not be increased. On the other hand, employer organisation 

(EK) and Ministry of Finance were cautious to increase overall costs.

The financial position of the state was strong when the SATA‐committee 

started its work. It seemed that social spending could be slightly increased 
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as a result of the reform. However, due to financial crisis of 2008 the state 

budget turned rapidly to deficit. This limited an opportunity to reform 

benefit rules without upsetting large number of beneficiaries. 

In this context labour market organisations started tri‐partite negotiations, 

which resulted to so‐called “Social tupo” agreement in 21.1.2009. In these 

negotiations there were earnings‐related unemployment benefits and earnings

‐related pensions on the agenda. The name “Social tupo” was coined by 

Lauri Ihalainen (then head of SAK, currently social democratic MP and 

Minister of Labour). It refers to tradition of tri‐partite incomes policy.

According to the Social tupo agreement earnings‐related unemployment 

benefits were increased and the link between the basic unemployment 

benefits and earnings‐related benefits was reinforced. This outcome was 

quite contrary to aims of SATA‐committee work.2) Furthermore changes to 

earnings‐related pensions were agreed. Employer contribution to the national 

pension scheme would be abolished. This was a long‐term goal of EK. 

From this on national pensions would be financed totally by general tax‐

revenues. Also a schedule to increase contributions to the earnings‐related 

pension scheme was agreed. The need to these contribution increases had 

been well‐known, but EK had been reluctant to make any commitments. 

The Vanhanen government backed the Social tupo agreement. 

Economic recession and Social tupo agreement resulted to the situation in 

which it was impossible to carry out original reform ideas of the SATA‐

committee. The government budget was in deficit, the obligation to finance 

total national pension outgo was added to the state and the old structure of 

2) Osmo Soininvaara (a head of the most important sub‐committee of the SATA‐

committee), commented that he is unable to write anything that is fit to print.
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the unemployment benefits was reinforced. Number of persons working for 

SATA‐committee felt disregarded. The major outcome of the SATA‐

committee was an introduction of the guarantee pension. Even this reform 

was in fact decided before the committee started its work.

The content of “Social tupo” 21.1.2009

The context of the Social tupo agreement was explained above.  In the 

following, the content and implications of this agreement from the earnings‐

related pensions view point are discussed more closely.

TyEL‐contribution 2011‐2014

Population ageing creates pressures to increase private sector (TyEL) 

pension contribution rate. Typically projections imply that the contribution 

rate should be around 25‐26 per cent of wages from 2030’s. In 2010 the 

contribution rate was ample 21 per cent. The need to raise contributions has 

been commonly acknowledged fact for decades; only timing and magnitude 

have varied. However, the employer organisation EK has been reluctant to 

back any increments of the contribution rate. The aim of the employee 

organisations has been to increase the contribution rate in order to secure 

future benefits. In Social tupo agreement it was agreed that the employer 

contribution to the National Pension scheme will be abolished in 2010. On 

the other hand the contribution rate to TyEL‐scheme will increase by 1.6 

percentage points during 2011‐2014. This will strengthen the credibility of 

the earnings‐related pension scheme. However, further decisions to increase 

the contribution rate will be needed during on‐going decade.
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Valid until 31 December 2009 Valid as of 1 January 2010 or later

Disability pension

The accrual rate for projected 

pensionable service until the age of 50 

is 1.5. Between the ages 50 and 63, the 

accrual rate is 1.3. 

A lump‐sum increase of 21 per cent for 

those under the age of 27; decreases by 

0.7 percentage points per year.

When the disability pension is 

The accrual rate for projected 

pensionable service until the age of 63 

is 1.5.

A lump‐sum increase of 25 per cent for 

those under the age of 32; decreases by 

one percentage point per year. 

The life expectancy coefficient of the 

year in which the disability has begun is 

Long‐term expenditure and contribution implications

Due to the Social tupo agreement earnings‐related pension acts and age‐

limits concerning earnings‐related unemployment benefits were amended. 

These amendments took effect in 2010 and 2011. The aim of the 

amendments was to improve, on the one hand, the future pension of people 

who become unemployed at a young age, as well as to prevent the 

reduction of the disability pension (because of the life expectancy 

coefficient) when it is replaced by an old‐age pension. On the other hand, 

the legislative changes are used to steer those who have maintained their 

work capacity into increasingly longer working careers. Legislative changes 

based on Social tupo agreement are presented in table 4.1.

Table 4.2 contains an assessment of the impact of the 2009 amendments 

to pension and unemployment benefit legislation on the development of 

earnings‐related pension expenditure and income. This assessment was 

carried out in the spring of 2009.

Table 4.1. Amendments to earnings‐related pension acts and unemployment 

security age limits in 2010 and 2011
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Valid until 31 December 2009 Valid as of 1 January 2010 or later

converted into an old‐age pension, the 

life expectancy coefficient confirmed 

for the year in which the person turns 

62 will be applied to the entire pension 

in payment. 

Earnings under VEKL are not included 

in the projected pensionable salary. 

applied to the share of accrued pension 

when the disability pension begins. The 

life expectancy coefficient is not applied 

to the projected pensionable service 

share, or when the disability pension is 

converted into an old‐age pension.

Earnings under VEKL (multiplied by 

two) are included in the projected 

pensionable salary.

Part‐time pension

Age limit 58 years.

The accrual rate for the decrease in 

income is 0.75 per cent a year.

Age limit 60 years. 

No accrual for the decrease in income.

The new age limit and accrual 

regulations apply to those born in 1953 

and thereafter. 

Pension accrual during job alternation leave

The accrual is based on 75% of the 

earnings prior to the job alternation 

leave. 

The accrual is based on 55% of the 

earnings prior to the job alternation 

leave.

Survivors’ pension

The life expectancy coefficient affects 

the survivors’ pension only in 

connection with the reduction of the 

surviving spouse’s pension, when the 

life expectancy coefficient of the 

reduction year is applied.

8) The survivors’ pension is determined 

on the basis of the paid pension, in 

which case the life expectancy 

coefficient affects the survivors’ pension 

via the pension of the deceased. The 

limit for the reducing of the surviving 

spouse’s pension is amended so that the 

survivors’ pension of those receiving a 

small individual pension is increased, 

while the survivors’ pension of others is 

decreased.
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Valid until 31 December 2009 Valid as of 1 January 2010 or later

Unemployment allowance

A person who is unemployed at the age 

of 57 or later may receive an earnings‐

related unemployment allowance until 

the onset of his old‐age pension.

9) The age limit is raised to 58 years. 

The new age limit applies to persons 

born in 1955 and thereafter.  

Table 4.2. Impact assessment of the 2010‐2011 amendments to pension and 

unemployment benefit legislation.

Pension expenditure and income without legislative amendments 2015 2020 2025 2055

  Pension expenditure (MEUR, 2008 prices) 23,069 27,589 31,732 50,003

  Wage sum (MEUR, 2008 prices) 82,751 88,782 95,805 160,213

  Pension expenditure rate (% of wage sum) 27.9 31.1 33.1 31.2

Impact of legislative amendment on income and 

pension expenditure
2015 2020 2025 2055

Impact on earnings‐related pension expenditure 

(MEUR, 2008 prices)
‐44 ‐15 36 316

  Disability and survivors’ pension 20 62 119 437

  Part‐time pension ‐65 ‐78 ‐93 ‐201

  Age limit of unemployment route (57 ‐> 58 yrs) 1 3 13 98

  Accrual rate during job alternation leave (0.75 ‐> 0.55) ‐0.5 ‐1.6 ‐3.2 ‐18

Impact on wage sum (MEUR, 2008 prices) 203 337 361 612

  Part‐time pension 120 121 131 216

  Age limit of unemployment route (57 ‐> 58 yrs) 83 216 230 396

Impact on pension expenditure rate (% of wage sum) ‐0.12 ‐0.13 ‐0.09 0.08

Source: Elo et al. 2010.
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Prime Minister Vanhanen proposes to raise the retirement age 

24.2.2009

As a post‐recession exit strategy and to reduce the impact of population 

ageing government outlined its aim of extending working careers at both 

ends ‐ getting young people started at their first jobs sooner by shortening 

study times, and keeping the aged at work longer by raising the retirement 

age in a statement made on 24.2.2009 (Prime Minister's Office 2009a). For 

pension policy the most visible means was the Prime Minister’s (Matti 

Vanhanen, Centre Party) announcement to raise the minimum retirement age 

for earnings‐related pension from 63 to 65 years during 2011‐2022. He gave 

this announcement to media and public as an idea that was crystallized 

while he was out skiing on the tracks in Ruka. 

The idea for the raising of the pension age did not come to Prime 

Minister like a bolt from the blue. The government had already 

commissioned a report on ageing from the Economic Council of Finland, 

which was published on 22.1.2009 (Prime Minister’s Office 2009b, c). This 

stated among other things that over time it would be necessary to lift up 

the age‐thresholds for old age pensions. That same report also urged the 

blocking of all possible means of access to early retirement, seen as overly 

attractive to too many people approaching retirement age. 

With this procedure government took the initiative into its own hands 

departing from the normal practice of tripartite decision‐making process 

usually adopted when developing collective framework agreements on 

pension and social policy, ensuring a broad consensus in advance. This 

gave rise to heated discussions especially from the trade union side. For 

example, according to Lauri Ihalainen, working that time as a President of 

the Central Organisation of Finnish Trade Unions (SAK), felt that the 



140 � Old‐age Income Security System to Prepare for the Aged Society

government’s decision to raise the minimum age of old‐age pensions to 65 

is a serious breach of trust “This is the first big bump in the cooperation. 

... In the history of the work pension system, it is a very serious departure. 

I hope that tripartite cooperation will not end with this, but it did leave 

quite a big gap in confidence in cooperation”. (HS 26.2.2009.)

In addition, the above referred Ageing Report (Prime Minister’s Office 

2009c, p. 192) further promoted a heated debate concerning decision‐

making power on earnings‐related pensions and whether the distribution of 

power should be transferred from the labour market organisations towards 

parliamentary decision‐makers, e.g.: “… if changes in the cooperation 

between organisations result in the earnings‐relation pension scheme being 

unable to make the required decisions in future, a window of opportunity 

may open for transferring power”.

Further, opposition parties (Social Democrats, Left Alliance and the Finns 

Party) even hinted at general strike. The opposition parties did not object to 

having people stay at work for a longer time as such, but said that they did 

not accept the methods suggested by the government. (HS 27.2.2009.)

Employers shared the government’s idea and in addition called for the 

abolition of the unemployment tunnel, whereas the trade union side wanted 

to keep the existing system. Trade unions emphasized the need to develop 

working conditions and reducing the number of people taking disability 

pensions instead of increasing the official retirement age.

As a consequence of the heated debate the government gave up its 

intention to rise the retirement age. The government and labour market 

organisations reached the consensus and agreed on the objective that 

effective retirement age will be postponed by at least three years by 2025 

compared to the situation in 2008 (59.4 years) (Prime Minister’s Office 
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2009d). This target resembles a target set out in the 2005 reforms. 

However, the goal was set higher and the time period to reach the new 

target is significantly shorter.

The reforms made so far, especially 2005 pension reform, seem to be 

insufficient to meet the above mentioned objective (see Figure 5.1) even 

though different forms of early retirement have largely been abolished.

Figure 5.1. Development of the expected effective retirement age.
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Source: Finnish Centre for Pensions.

It is estimated that pension reforms already implemented will raise the 

effective retirement age by 1½ years by 2025, so the government’s goal by 

means of new measures is to postpone retirement by a further 1½ years on 

top of this by 2025. Thus, the original plan has now turned into much larger 

and more challenging objective where closer co‐operation between different 
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policy measures, i.e. in addition to pension policy, are needed. For the target 

of postponing retirement by three years to be fulfilled, it will most likely 

not be sufficient solely to postpone retirement on the old‐age pension. The 

risk of retiring on disability pension must also be reduced. At the end of 

2009 7.6% of the population aged 16‐64 was on disability pension.

Establishment of tripartite working groups 11.3.2009

Two tripartite working groups were established to identify means to 

increase the effective retirement age. The first of the working groups, led 

by Jukka Ahtela, director at the Confederation of Finnish Industries (EK), 

was given to outline proposals to improve well‐being at work and tackle 

high rates of youth unemployment and disability pensions through reforms 

in occupational health care and education. The other group, led by Jukka 

Rantala, managing director of the Finnish Centre for Pensions (ETK), 

focused on reforming the regulatory framework so that the average effective 

retirement age would gradually increase.  

Ahtela group’s proposal 1.2.2010

The first one of the above mentioned group (the so‐called Ahtela group) 

tasked with proposing overall improvements in working life reached an 

agreement and submitted its proposals to the government in February 2010 

(Working group on working life 2010). The proposals of Ahtela’s group 

include occupational health care to all employees regardless of the field that 

they work in, or the duration of their employment. The idea is that closer 

cooperation between the work place and health care could help to reduce 

many health problems keeping employees healthier for a longer time. 

Another proposal is to offer traineeships for all of those who complete 
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comprehensive school, as a way to prevent young people from being 

marginalised from work.

The proposals put forward by the Ahtela working group on quality issues 

of working life, to reform the country's old age and disability pension 

schemes was sent under assessment of the OECD, in addition to evaluations 

made in Finnish research institutes (the Labour Institute for Economic 

Research, PT; the Research Institute of the Finnish Economy, ETLA and 

Finnish Centre for Pensions, ETK). The OECD stated the proposals are 

"very promising” but not sufficient to achieve the stated objectives, e.g. the 

target of reducing disability benefit inflow by half by improving wellness at 

work (and thus extending working life by 1 year). Measures presented were 

valued too “soft”. In addition to improving working conditions 

complementary structural reforms would be needed. These would include 

abolishing early retirement at age 62 and increasing the lower pension age 

to 65. (OECD 2010.)

In particular, the OECD report shows that employees currently have a 

strong incentive to stay in work until age 63; although after this point 

workers face a “high implicit tax on staying in the workforce longer”. This 

occurs despite the increase in pension accrual from 1.9% of earnings for 

each contribution year between the ages of 53 and 62 to 4.5% from age 63, 

because increase is “not high enough to compensate for the discounting of 

future benefits and an increasing death risk at higher ages”. Raising 

retirement age to 65 and abolishing early retirement at the same time, 

“would increase pension wealth for both average and low earners until 

around age 66”. Although it would decline steeply after this point, the 

OECD argued workers would face a strong incentive to stay in the market 

until the normal pension age. (OECD 2010.)
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The OECD’s assessment did not come as a surprise. The organisation has 

also previously given similar kind of recommendations. All of the above 

mentioned research institutes shared a view that it is difficult and even 

impossible to give an exact evaluation from the working group’s proposals 

and the effectiveness of the measures in postponing retirement.

The employees’ side has underlined the measures to improve working life 

conditions in order to postpone the retirement age and sees the proposals 

sufficient enough to reach the target. Whereas, employers’ side share more 

the view presented by the OECD.

Rantala group fails to find an agreement 1.2.2010

Rantala group was dealing with certain very difficult issues, the most 

contentious of which are calls for an increase in the retirement age and the 

elimination of the so‐called unemployment tunnel whereby older 

unemployed persons (58 years or older) have an extra period of income‐

related unemployment benefit. The working group did not submit its 

proposals because trade unions and employer representatives failed to reach 

an agreement on an increased retirement age, and the elimination of the 

unemployment tunnel. Employers called for the abolition of the 

unemployment tunnel, whereas the trade union side wanted to maintain the 

existing system. Likewise, employers were willing to increase the lower age 

limit of the old age pension, but labour unions were against it and 

emphasized the importance of “softer” measures (Well‐being at work) for 

raising the actual retirement age.

Lauri Lyly, president of SAK (The Central Organisation of Finnish Trade 

Unions), who actually was a member of Ahtela’s work group, said pension 

system reforms should focus on well‐being problems in working life rather 
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than increasing the retirement age. “Last year, of the 79,637 people who 

retired, some 24,000 people took disability pension on the basis of health or 

mental health problems. The average age of those going to disability 

pension was 52 years, showing there are major problems in working life. It 

would be much more fruitful to solve the problems in the existing labour 

market first.3)” This same sort of message has been repeated continuously 

from the union side.

Several calculations, projections and assessments evaluating different kind 

of reform proposals were carried out. Actually, one of the big issues to be 

dealt with is the relation between disability and work. About one third of 

all new approved disability pensions are due to problems in mental health. 

If the numbers of people starting on disability pensions because of 

depression could be halved, the overall average age of retirement would 

rise by about half a year. The corresponding period for people with 

muscular‐skeletal disorders is smaller ‐ a third of a year ‐ because disability 

pensions in this area generally concern an older age group than that 

affected by depression.

Working group for work careers 11.3.2010–28.2.2011

In March 2010 the Government and labour market organisations 

appointed a tripartite working careers group and on 5.5.2010 expanded the 

preparatory work on the extension of working lives to be part of the larger 

sustainable economic growth and employment programme, which covers the 

following themes and related proposals (Finnish Government 2010):

‐ Economic growth and productivity

3) Source: http://www.allbusiness.com/labor‐employment/worker‐categories‐older‐workers/ 

14002050‐1.html#ixzz1juAfB61O
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‐ Public‐sector productivity

‐ Raising the employment level and preventing unemployment

‐ Spending power and competitiveness

‐ Working careers

‐ The finances of the unemployment insurance fund

Prolonging working careers is now taken part of a larger program aiming 

to increase economic growth, employment, productivity and competitiveness.  

The working group considering working careers was assigned the following 

three objectives in the reform of the earnings‐related pension scheme:

‐ A sufficient level needs to be ensured for earnings‐related pension 

benefits in circumstances where life expectancy coefficients lower future 

pensions considerably more than was previously projected.

‐ Sustainability of earnings‐related pension scheme financing needs to be 

secured by safeguarding the development of pension insurance 

contributions in a way that does not weaken the conditions for 

employment and economic growth.

‐ The average retirement age needs to increase sufficiently for meeting 

the previous two objectives.

The purpose of the working career group was to outline new minimum 

objectives and map out different possibilities for development of the 

earnings‐related pension scheme in order to meet the above objectives, 

without taking a position on any single alternative. These objectives enable 

setting in place the guidelines for the earnings‐related pension reform.

The working careers group was not assigned a deadline as the other 

Sustainable Economic Growth and Employment Programme drafting groups 

were. The group submitted its report in February 2011 (Prime Minister’s 

Office 2011). The report contains plethora of would be adjustments and 

options for development of the earnings‐related pension scheme, enabling 
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the guidelines for the forthcoming earnings‐related pension reform. The 

working group observed that all of the above mentioned three objectives 

could be promoted simultaneously through longer labour market careers. 

This can be achieved via economic growth or improved employment, 

changes in the workplace or through changes made to the pension system.

No decisions to change the earnings‐related pension scheme were made. 

Labour market organisations were in disagreement and political parties were 

preparing for upcoming parliamentary elections.

Finnish parliamentary elections 2011

Finnish parliamentary elections  was held on 17.4.2011 and they resulted 

in a breakthrough for the party called the Finns Party which increased their 

seat number by 34 seats and came head‐to‐head with three big parties 

(Figure 8.1). Every other party (excluding Åland which won one seat) lost 

popularity. The National Coalition Party ended up as the biggest party for 

the first time in its history. The biggest loser in the elections was the 

Centre Party, which was the biggest party in the 2007 elections. After the 

defeat Prime Minister Mari Kiviniemi (who had followed Matti Vanhanen 

as a leader of the Centre Party) signalled that her party would sit in 

opposition (HS 18.4.2011).
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Figure 8.1. Support for parties in Parliamentary elections 2011 and 2007 in percentages.

Source: Statistics Finland.

Pension issues had been widely discussed before the elections since then‐

Prime Minister Matti Vanhanen had announced his plans to raise retirement 

age in 2009. This debate continued to some extent before elections, but 

there were bigger issues, like for an example, The European sovereign debt 

crisis, a scandal regarding campaign finance and the status of the Swedish 

and Russian languages.

The Social Democrats, Left Alliance and the Finns Party were the only 

ones saying that they would not consider raising the retirement age. Other 

parties stated that they would consider changes to the retirement age in 

order lengthen work careers (HS 2.3.2011). Parties agreed the need of 

lengthening work careers but some of them criticized that raising the 

retirement age was too mechanical way to do it and it would be better to 

concentrate to the high‐level of disability pensions, to get young people join 

the workforce earlier and to create job markets for the elderly. The Social 

Democrats’ leader Jutta Urpilainen stated that the party was opposed to any 
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plans to cut pensions, therefore stating that the retirement age will not be 

raised (HS 11.2.2011). It must be noted that these views reflected the ones 

of employer and employee organisations (the National Coalition Party is 

usually associated with the employee organisation and the Social Democrats 

with employer organisations). It is also possible to speculate that this 

cautious attitude towards raising the retirement age was due to the fact that 

baby boomers were on the verge of retirement.

Organisations representing the senior citizens and pensioners had lobbied 

against current pension indexation rules4) before the elections and many 

candidates tried to gather votes by promising changes. In a debate 

organised by the Finland’s biggest newspaper Helsingin Sanomat, leaders of 

biggest opposition parties (Christian Democrats, Left Alliance and the Finns 

Party) expressed their support for the cause promoted by pensioner 

organisations. They were criticized by the leaders of governing parties (and 

leader of the Social Democrats) who said that the changes they suggested 

were irresponsible and would cost too much in the long run (HS 

13.4.2011).

Government programme of Jyrki Katainen government

After the elections the leader of the National Coalition Party Jyrki 

Katainen set out to form a new government. The election result suggested 

that coalition would consist of three biggest parties since they had majority 

of seats (125 out of 200). This coalition of three didn’t work out because 

the Finns Party had very different views on how to handle European debt 

4) Earnings‐related pensions are adjusted annually using the earnings‐related pension 

index which is calculated so that changes in earnings have a weighting of 20 

per cent and the change in prices 80 per cent.
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crisis and after long negotiations the six parties came to an agreement on 

forming a coalition government. The Katainen government consists of the 

National Coalition Party, the Social Democrats, the Greens, the Swedish 

People’s Party, Christian Democrats and Left Alliance. The Social 

Democrats joined the government on condition that the lower retirement age 

will not be raised. 

The government programme was published in 22.6.2011 [12]. Pension 

related issues are discussed in the programme but the main emphasis is on 

the lengthening of work careers and they reflect the debate which started 

after Matti Vanhanen voiced his opinions on the need of the raise of 

retirement age. Some of the “soft ways”, for example some results of 

Ahtela group, are mentioned as a way to lengthen work careers.

The authority of employee and employer organisations to prepare reforms 

concerning the pension field was reinforced. The government programme 

proclaims that the government prepares pension related issues in 

cooperation with the labour market organisations. The consensus between 

the government and the labour market organisations, which was agreed in 

11.3.2009, concerning the need to rise retirement age to 62.4 years by 2025 

is also noted. This consensus, especially as it is mentioned in the 

government programme, gives responsibility to the tripartite system to 

reform the pension scheme in order to raise the retirement age.

It is written in the Government programme that index related working 

group will be established. This group will estimate possible needs to change 

the indexation rules in the earnings‐related pension scheme. Group’s agenda 

will include the purchasing power of earnings‐related pensions, inter‐

generational fairness, the financial stability of earnings‐related pension 
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scheme and the reasonable pension contributions. Another requirement for 

the group is that the pensioners should be represented. This working group 

was established by the Ministry of Social Affairs and Health in 22.12.2011 

and the appointed chairman of the group is Jukka Rantala from the Finnish 

Centre for Pensions. Group’s term of office ends at the end of the year 

2012.

The current situation

Finland had a tradition of centralized labour market agreements (so called 

tupo‐agreements). Wage increases and labour market practises were 

negotiated, sometimes also issues related to social security. Typically the 

government promoted these negotiations by means of tax and social policy. 

However, employer’s EK wanted to get rid of tupo‐tradition during the 

previous decade. At the start of 2010 the time of centralized wage 

negotiation was considered to be over.

In the face of economic uncertainty the current government expressed its 

hopes to consolidate economic policy with labour market policy in 

cooperation with the labour market organisations (in a tradition of tupo‐

agreements). The labour market organisations negotiated and came to a 

framework agreement which specified minimum wage increases and 

improvements to working life during the years 2012 and 2013. This 

agreement was signed at the end of November 2011 and it covered 1.7 

million wage‐earners. The government supported this agreement by reducing 

taxation on earnings (to compensate 0.2 percentage points of the rise of 

wage earners share of the pension contribution), reduced corporate taxation 

and promised improvements to social security. One of the main characters 

behind the agreement was current Minister of Labour Lauri Ihalainen, who 
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is also known from his work for the above mentioned social tupo 

agreement of 2009. The CEO of the Finnish Pension Alliance TELA Suvi‐

Anne Siimes saw this agreement as a promising sign and hoped that the 

labour market organisations can get to mutual understanding on pension 

policies (YLE.fi 20.10.2011).

Minister Ihalainen has started to prepare what he calls “social tupo II” 

and it will focus on lengthening work careers and improving sustainability 

of pension financing. Its main goal will be raising the average retirement 

age by reducing disability pensions and improving occupational health 

services. (HS 24.11.2011.)

The labour market organisations have made an agreement (as a part of 

the social tupo agreement) on private sector pension contributions until 

2014 in 2009.  After the Confederation of Finnish Industries (EK) voiced 

out opinions on joining together decisions made on pension contributions 

and the lower limit of retirement age, the debate has been heated. Labour 

unions reacted against this and said that pension contributions and raising 

the lower age limit should not be connected. Pensions’ negotiation group 

(group which consists of members from employer and employee 

organisations and major pension insurance companies) is currently working 

on these issues.

As was mentioned earlier, the Social Democrats joined the government 

on condition that the lower retirement age will not be raised. This 

standpoint has been widely criticized in the press after the elections 

(although there have been also supporters). In recent months there have 

been signs that this unconditional attitude has started to change. For 

example Minister of Education and Science Jukka Gustafsson from the 

Social Democrats commented on recent interview that raising the lower age 
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limit can be a matter of discussion if it is backed up with political 

unanimity (Satakunnan kansa 10.1.2012). However the leader of Social 

Democrats’ Jutta Urpilainen has confirmed once again that the minimum 

retirement age will not be raised during the present government term (HS 

14.2.2012).

Helsingin Sanomat reported on 11.2.2012 that the board of the biggest 

employee organisation (SAK) had given its leader Lauri Lyly a permission 

to negotiate about the possible raise of the retirement age. The employer 

organisation EK greeted this piece of news as a big leap towards mutual 

understanding. However, this permission to negotiate was criticised by other 

employee organisations and even by some own members of the SAK.

Pensions’ negotiation group presented Minister Risikko a report on 

ongoing pension policy negotiations on 17.2.2012. The negotiations will 

continue further and nothing can be said about the outcome yet. The 

policies under discussion can be divided under three categories: the 

financing of earnings‐related pensions, the level of earnings‐related pensions 

and the ways to raise the expected effective retirement age. The financing‐

part includes topics like private sector pension contribution levels and 

securing the financing of the public sector pensions. The pension level‐part 

includes topics like the pensionable wage, the indexing rules of disability 

pensions, the pension accrual rates and the suitability of current survivors’ 

pension scheme for present‐day. The discussed ways to target the expected 

effective retirement age include promoting attractiveness of part‐time 

disability pension over full‐time disability pension, easing the return to 

workforce after the disability pension, the minimum age of part‐time 

pension, the financing of part‐time pension and the lower age limit of 

additional days of unemployment allowance. Pensions’ negotiation group 

had expressed an aim to come to an agreement on principles and schedules 
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concerning the needed pension reforms before the end of March 2012.

SAK had presented mechanism that raises the lower retirement age if the 

actual retirement age is lagging behind schedule. SAK had also proposed 

that the pension is calculated from the salary without reducing the 

employee’s share of contribution first. Reportedly this would increase 

pension levels by 5‐6 per cent and improve willingness of employees’ side 

to raise the lower retirement age. (HS 18.2.2012)

AKAVA presented its opinions about Finnish economy and labour 

markets on 27.2.2012. The chairman of AKAVA Sture Fjäder said that 

work careers must be lengthened primarily by improving the quality of 

working life and appreciation of older workers. If these means are not 

enough, AKAVA is ready to negotiate on retirement age, pension benefits 

and accrual rates. Fjäder proposed that all possible means to lengthen work 

careers must be taken into consideration after the parliamentary elections of 

2015. (HS 28.2.2012)
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Analysis of old‐age income security system 

in Korea

Yun Suk-myung & Yang Haijin

Introduction

Old‐age income security is a social system to support individuals who 

retire from economic activity to secure certain level of income, so that they 

can maintain stable elderly life. Most advanced countries have already 

developed a multi‐pillar system for old‐age income security, which includes 

occupational pension, personal pensions, and public pensions by 

government, for a long time. Consequently, the established system made it 

possible for many people to achieve financially stable retirement. 

Nevertheless, since the expenditure for the income security caused by the 

aging of the society and the increase in the average life expectancy is 

expected to increase, most countries have put a lot of effort into building 

up the old‐age income security that is sustainable in the long term. 

Attributing to this effort, it is expected that the income replacement rate of 

the National Pension Scheme (hereafter designated as NPS) in Korea will 

be lowered to 40%. Accordingly, the necessity to expand retirement pension 

and personal pension to supplement the decreased benefit from NPS is on 

the rise.

Under the current circumstances where the cost of supporting the elderly 

is increasing due to population aging and low fertility and the sustainability 
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of public pension is at risk, it is required to consider various measures for 

old‐age income security. At least outwardly, Korea has built a multi‐pillar 

income security system which includes NPS, retirement pension scheme1), 

and personal pension scheme. However, NPS has a problem of loophole in 

its application of pension scheme; retirement pension scheme has a 

limitation in covering only the employees under the better working 

conditions. In case of personal pension, it is more heavily considered as 

financial investment rather than old‐age income security, so that most of its 

participants are upper middle class in which the gap between the rich and 

the poor in their old‐age income grows wider.

Considering the current situations, it is necessary to check the 

participation status of each scheme in multi‐pillar old‐age income security 

system by income and age. Through the accurate survey and analysis will 

make the policy makers possible to actualize the development of old‐age 

income security system that satisfies individual needs. Particularly, in case 

of NPS in which exhibits its weaknesses with the gap in coverage, it is 

necessary to collect and analyze the detailed information on its participants 

– those who are delinquent or exempt from payment – to establish an 

effective policy by knowing their characteristics by age and life cycle and 

the reasons for non‐payment.

Current system for old‐age income security

Old Age Income Security System in Korea

The income security system for the elderly in Korea largely constitutes of 

1) public pensions including National Pension Scheme (NPS), Special 

Occupational Pension Schemes (SOPS), and Basic Old‐age Pension; 2) 

1) Retirement pension refers to coporation pensions in Korea.
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retirement pensions or retirement allowance; and 3) personal pension and 

personal saving.

Figure 1. Old Age Income Security System in Korea

(Unit: person, year)

Source: Yun Suk-myung et al, A Study on building up old‐age income security based on 

current status with focus on connections between income support schemes in Korea, 

2011.

The National Pension Scheme was first introduced for workplaces 

employing more than ten people in 1988, and it applied to all residents in 

Korea aged from 18 to 59, regardless of their income except for a few 

special cases. Total subcribers of NPS was 4.4 million when it was first 
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introduced in 1988 and since then the number of subscribers has increased 

greatly following the coverage expansion to farmers and fishers in 1999 and 

to the self‐employed in urban areas in 1999. Out of 32.2 million population 

aged 18~59 in 2010, total 18.7 million people were enrolled in NPS while 

13.5 million people were not enrolled in NPS.

On the other hands, current provision of NPS is yet limited; only one‐

fifth of the elderly receives pensions by NPS since its introduction is 

relatively recent and it requires contributions at least for 10 years. With full 

40 years of contributions, the income replacement rate is expected to be 

lowered to 40% by 2028 from 48% in 2012 currently. 

Special Occupational Pensions include Civil Servant Pensions, Military 

Personnel Pension and Private School Teachers pensions. The benefit level 

of these pensions are more  generous than NPS. However, these pensions 

have the characteristic of ”low contributions and high benefits” in acturial 

basis, which aroused the problems in their financial status. 

In response to high poverty rate2) of the elderly, Basic Old‐Age pension 

was introduced in 2007 to privde the assistance to the elderly aged 65 or 

older who meet the ncome and asset criteria in order to reduce the current 

high poverty rate of the elderly. Now, it covers 70% of the elderly, but it 

has limitation to resolve the poverty of the elderly since the benefit amount 

is only 5% of the average income of beneficiary of NPS.

Retirement pension /retirement allowance is applied to the workers of 

workplaces of one or more workers. With more than one year of service, 

worker is eligible of retirmement allowance which is equivalent to one 

2) The poverty rate of eldelry in Korea was 45% as of 2006, more than 3 times 

higher than the 13 percent average among the member states of OECD. The 

average income of the elderly as percentage compared to the average income of 

household in Korea is estimated to be 66.7% in 2012 while OECD average is 

82.4%; Korea is placed on the 29th out of the 34 OECD member states.
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month worth of yearly salary. On the other hand, retirement pension 

requires at least 10 years of enrollment and pension is paid at the age of 

55. Among 8.7 millions of regular workers, about 30%, 2.7 million were 

enrolled in retirement pension as of 2011. 

Other than public pensions and retirement pension/ retirement allowance, 

personal pension and/or saving is available to prepare for after‐retirement 

income security. It is voluntary to subscribe personal pension and saving 

and tax exemption is available to encourage the enrollment. In case of 

personal pension, it requires ten years of enrollment at the age of 55 to get 

pension

Enrollment in NPS and SOPS

Enrollment in NPS and Special Occupational Pension Schemes of the 

employed persons by socio‐demographic characteristic is indicated in the 

Table 1. According to Economically Active Population Survey in August 

2010, 70.2% of total employed persons were enrolled in National Pension 

Scheme and Special Occupational Pension Scheme while 29.8% were not 

enrolled; there were total 24 million employed persons excluding 1.3 

million of unpaid family workers and 15.9 million (70.2%) were enrolled in 

NPS and SOPS, but 6.8 million (29.8%) were not enrolled. In other words, 

7 out of 10 employed persons xcluding unpaid family workers was enrolled 

in NPS and SOPS while 3 did not have those pensions. Among the 

employed enrolled in NPS and SOPS, 12 million (75.5%) were insured in 

workplace, 3.2 million (20.0%) were individually insured and 0.7 million 

(4.4%) was non‐wage workers who have pensionable right.
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Category Uninsured Insured
Workplace

based

Individually

insured

Pension
able 

right 1)

Total
6,758,550

(29.8)

15,916,072

(70.2)

12,017,728

(75.5)

3,190,934

(20.0)

707,410

(4.4)

Gender

Male
3,165,167

(22.9)

10,644,579

(77.1)

7,758,801

(72.9)

2,307,051

(21.7)

578,728

(5.4)

Female
3,593,383

(40.5)

5,271,493

(59.5)

4,258,928

(80.8)

883,883

(16.8)

128,683

(2.4)

Age

20s and under
1,243,795

(32.6)

2,570,873

(67.4)

2,457,974

(95.6)

112,428

(4.4)

471

(0.0)

30s
1,148,046

(20.3)

4,498,838

(79.7)

3,865,457

(85.9)

628,668

(14.0)

4,713

(0.1)

40s
1,520,311

(24.5)

4,677,391

(75.5)

3,472,811

(74.2)

1,193,231

(25.5)

11,349

(0.2)

50s
1,217,640

(27.3)

3,242,442

(72.7)

2,027,611

(62.5)

1,169,225

(36.1)

45,606

(1.4)

60s and over
1,628,757

(63.7)

926,529

(36.3)

193,876

(20.9)

87,381

(9.4)

645,271

(69.6)

Table1. Enrollment rate in NPS and Special Occupational Pension by 

socio‐demographic

(Unit: person, %)
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Category Uninsured Insured
Workplace

based

Individually

insured

Pension
able 

right 1)

Baby boomers

(born between 

1955 and 

1963)

1,540,294

(26.2)

4,331,764

(73.8)

2,850,742

(65.8)

1,447,388

(33.4)

33,635

(0.8)

Note: 1) Non‐wage workers holding pensionable right

Source: Economically Active Population Survey, August 2010

Enrollment rate by gender shows that 77.1% of male and 59.5% of 

female joined the NPS and SOPS. There was more female insured in 

workplace than male while more male was insured individually. Among the 

non‐wage workers holding pensionable right, there was more male than 

female.

Enrollment rate by age group indicates that those who were in their 30s 

had highest enrollment rate, 79.7%, and older age groups have lower 

enrollment rate. As a result, the enrollment rate decreased to 36.3% for 

those who were in their 60s. Enrollment rate for 20s and under was 67.4% 

and it was the second lowest rate after the 60s. From age 20s to 50s, the 

older age groups had lower enrollment in workplace, but had higher 

individual enrollment indicating that more older employed persons were non

‐wage workers. For the employed in 60s and over, 64% was not enrolled in 

NPS and SOPS and 70% of the enrolled persons were non‐wage workers 

holding pensionable right. 

Seemingly, Korea appears to have a multi‐pillar old age income system 

since it has formed the three pillars of public pension, retirement 
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pension/allowance and personal pension/saving , however current system is 

not sufficient to ensure the after‐retirement income security of the elderly. 

There are still many people, especially socially vulnerable groups, left out 

of the system and they are likely to remain in the poverty in their later 

lives with current managing system. In addition to the problem of loophole 

in the system, there is also issue of benefit level of public pension. Benefit 

amount of NPS is not sufficient for old‐age income, therefore, it is 

desirable to have other measures of old‐age income in addition to NPS. 

Nevertheless, current subscribers of retirement pensions/allowance and 

personal pensions/savings are limited to relatively wealthier group.

Considering that current old age income security system in Korea is not 

working properly to achieve its aim, after‐retirement income security, there 

needs to be thorough review of the current situation to improve the system. 

In this regard, the result of the survey  and analysis could be useful in the 

understanding of current old‐age income protection policy in Korea.

Research method

This research conducted the survey on NPS and analyzed the survey 

result to produce the basic information necessary for developing effective 

old‐age income security system. The analysis of the survey result is focused 

on the baby boomers3) who are expected to retire in the next 10 years.

The survey was conducted for a month from January, 2011 until 

February, 2011 on 3,000 households with a head of household who is from 

30 years old to 60 years old. The survey sample was chosen from 2005 

Census using the sampling with probability proportionate to size; total 300 

suvey areas were sampled and then 10 households from each survey area 

3) Baby boomers in Korea are those who were born between 1955 and 1963 and 

they are estimated to be 7.6 million.
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were sampled by systematic sampling (95% confidence level with error 

value of ±5.8%). The sample size equation is as followed;

(  is percentage of observed value in  tier and is percentage of  

tier  allowable error)

The survey questionnaire was developed to include respondents’ 

demographic information, enrollment in NPS, retirement pension, and/or 

personal pension as well as overall preparation for old‐age income. The 

surveyors were hired and trained for the survey, and they visited the 

sampled households to conduct the survey. 

Result of the survey 

Enrollment in NPS largely divides into insured persons and not‐insured 

persons. Insured persons include 1) persons paying contributions (contributor), 

2) persons exempted from contributions (exempted) and 3) persons who 

have not payed their contributions (delinquent). Exemption of contribution 

is allowed when the subscriber has difficulty of paying contribution due to 

unemployment, leave of absence, military service, study, etc.

Subscriber of NPS also can be calssified by enrollment type; 1) 

workplace‐based insured, 2) individually insured and 3) voluntarily 

insured/voluntarily and continuously insured. Workplace‐based insured are 

persons from age 18 to 60 who are either employees or employers of 

workplace. Individually insured are person from age 18 to60 who are not 
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workplace‐based insured. Voluntarily insured are persons from age 18 to 60 

not either workplace‐based insured or individually insured, but subscribe in 

NPS by one’s own will. Voluntarily and continuously insured are persons 

who subscribe NPS after age of 60 by one’s own will until age of 65.

Table 2 shows the respondent’s enrollment in NPS and their payment 

status. Among total respondents, 3,027, 89.8% is insured in NPS. In regard 

to payment status, 68.1% of total insured is paying contributions while 29.2 

is exempted from contributions and 2.7% is delinquent from the payment. 

In the enrollment type, individually insured persons (51.3%) take most of 

the respondents while workplace based insured persons are 48.5% and 

voluntarily insured or voluntarily & continuously insured persons take 0.2%.

Table 2. NPS enrollment and payment status

(Unit: person, %)

Total

3,027

(100.0)

Total insured

2,719(89.8)

Payment 

status

Contributed 1,851(68.1)

Exempted 794(29.2)

Delinquent 74(2.7)

Enrollment 

type

Workplace‐based insured 1,319(48.5)

Individually insured 1,394(51.3)

Voluntarily 

insured/Voluntarily 

and continuously 

insured

6(0.2)

Uninsured 

308(10.2)
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Table 3 shows the enrollment of the respondents in NPS by their 

employment status. A majority of the respondents are enrolled in NPS, but 

in case of daily workers, 10.2 % reported that they are not insured in NPS. 

If current trends continue, then many of the daily workers may not benefit 

from NPS though they are participating in economic activity.

Table 3. Enrollment in NPS by employment status 

(Unit: person, %)

Categories Insured Not insured Total

Regular 1,194(91.1) 1161)(8.9) 1,310(100.0)

Temporary 309(93.1) 23(6.9) 332(100.0)

Daily worker 336(89.8) 38(10.2) 374(100.0)

Employer 94(97.9) 2(2.1) 96(100.0)

Self‐employed 565(94.8) 31(5.2) 596(100.0)

Note: 1) Full‐time employees who are exempt from NPS includes subscriber of Special 

Occupational Pensions.

The survey asked the respondents about their willingness to pay 

contributions and Table 4 shows the answers by respondents’ employment 

status. Most of employers (91.8%) and regular workers (87.6%) responded 

that they are willing to pay contributions while about half of daily workers 

(51.9%) said that they are not considering contributing to NPS. Considering 

their low income levels, it would difficult for the daily workers to pay their 

contributions; therefore, the subsidy of the government for the daily workers 

should be considered to increase their amount of contributions.
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Table 4. Willingness to pay NPS contributions by employment status

(Unit: person, %)

Categories Yes No Not applicable Total

Regular 1,148(87.6) 162(12.4) 0 1,310(100.0)

Temporary 229(69.0) 94(28.3) 9(2.7) 332(100.0)

Daily worker 177(47.3) 194(51.9) 3(0.8) 374(100.0)

Employer 89(91.8) 7(7.2) 1(1.0) 97(100.0)

Self‐employed 436(73.0) 150(25.1) 11(1.8) 597(100.0)

As indicated in Table 5, the respondents’ willingness to pay contributions 

change as government provides subsidy. The survey asked the respondents 

who are unwilling to pay contribution whether they change their decision if 

government subsidy is provided. 38.1% of daily workers, 52.1% of 

temporary workers and 57.1% of employers answered that they would 

change their decision and pay contributions when government provides 

subsidy while 86.4% of regular workers are stills unwilling to pay 

contributions. For individually insured persons who pay their contributions 

unlike the regular workers whose contributions shared by their employers, 

the burden of contributions will be lowered when government provides 

subsidy, so that they may become more willing to pay contributions. In this 

sense, the policy makers in Korea are proceeding of implementation of 

measures providing subsidies to the individually insured.
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Categories Yes No Total

Regular 22(13.6) 140(86.4) 162(100.0)

Temporary 49(52.1) 45(47.9) 94(100.0)

Daily worker 74(38.1) 120(61.9) 194(100.0)

Employer 4(57.1) 3(42.9) 7(100.0)

Self‐employed 60(40.0) 90(60.0) 150(100.0)

Table 5. Willingness to pay NPS contributions with government subsidy by 

employment status

(Unit: person, %)

Table 6 shows the respondents’ willingness to pay contributions with 

government subsidy by their contribution status and age. Contributors and 

the delinquent are more willing to pay contributions compared to the 

exempted and uninsured when they receive subsidies from the government; 

more than half of contributors (59.7%) and the delinquent persons (52%) 

are willing to pay contribution when government provides subsidy while 

63.5% of the exempted persons and 90.8% of uninsured persons are not 

willing to pay contributions.
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Table 6. Willingness to pay NPS contributions by enrollment types and age 

when government subsidy is provided

(Unit: person, %)

Categories
Age

30~39

Age

40~49

Age

50~59

Age

60
Total

Contributor
Yes 9(56.3) 10(62.5) 24(61.5) 0 43(59.7)

No 7(43.7) 6(37.5) 15(38.5) 1(100.0) 29(40.3)

Exempted
Yes 57(43.5) 75(42.6) 28(21.7) 0 160(36.5)

No 74(56.5) 101(57.4) 101(78.3) 2(100.0) 278(63.5)

Delinquent
Yes 9(69.2) 2(22.2) 2(66.7) 0 13(52.0)

No 4(30.8) 7(77.8) 1(33.3) 0 12(48.0)

Uninsured
Yes 7(15.6) 6(9.0) 5(6.0) 0 18(9.2)

No 38(84.4) 61(91.0) 78(94.0) 0 177(90.8)

Table 7 also shows the respondents’ willingness to pay contribution by 

the income quintile. Among the contributors, the lowest fifth is more 

willing to pay contributions when government provides subsidy than other 

income quintile groups. However, most of the exempted and the uninsured 

persons are not willing to pay contribution even with government subsidy 

regardless of their income level. This result indicates that these groups may 

have different attitude toward NPS compared to contributors and the 

delinquent.
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Table 7. Willingness to pay NPS contributions by income quintile when 

government subsidy is provided

(Unit: person, %)

Categories
Lowest 

fifth
Second 

fifth
Middle 

fifth
Fourth 
fifth

Highest 
fifth

Total

Contributor
Yes 19(90.5) 4(57.1) 10(41.7) 4(40.0) 6(60.0) 43(59.7)

No 2(9.5) 3(42.9) 14(58.3) 6(60.0) 4(40.0) 29(40.3)

Exempted
Yes 75(38.5) 51(41.8) 25(35.7) 5(14.3) 3(20.0) 159(36.4)

No 120(61.5) 71(58.2) 45(64.3) 30(85.7) 12(80.0) 278(63.6)

Delinquent
Yes 1(100.0) 8(72.7) 1(10.0) 1(100.0) 0 11(47.8)

No 0 3(27.3) 9(90.0) 0 0 12(52.2)

Uninsured
Yes 7(13.5) 4(21.1) 1(6.3) 3(6.3) 4(6.5) 19(9.6)

No 45(86.5) 15(78.9) 15(93.8) 45(93.8) 58(93.5) 178(90.4)

Reasons for exemption of payment is indicated in the Table 8. Regardless 

of the age, most of the exempted are exempted due to unemployment.

Table 8. Reasons for exemption of payment by age

(Unit: person, %) 

Categories Age 30~39 Age 40~49 Age 50~59 Age 60 Total

Unemployment 246(96.9) 325(99.4) 206(97.2) 2(100.0) 779(98.0)

Study or military 

service
7(2.8) 0 0 0 7(0.9)

Others 1(0.4) 2(0.6) 6(2.8) 0 9(1.1)
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Comparative analysis with focus on Baby Boomers

Baby boomers in Korea, born between 1955 and 1963, were the 

generations that  achieved economic development and led the social change. 

They are expected to start retiring for the next 10 years, but a quite of few 

of them are to be exposed to the gap in coverage of social insurance while 

some of them will benefit from old‐age income security scheme such as 

NPS. Therefore, there is an urgent policy need to examine how baby 

boomers are preparing for old‐age income security for developing more 

effective policy.

In order to evaluate the current status of the baby boomers in terms of 

preparation for old‐age income security, this study analyzes the old‐age 

income security system by classifying three age groups; those who were 

born between 1955 and 1963 (baby boomers), those who were born before 

1955 and those who were born after 1963.

Demographic by age group

Examining the three age groups by sex, education and income has the 

following results. Among all three age groups, more than 70% has male 

households. In education level, those who have high school diplomas take 

a majority in all age groups. 
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Table 9. Education level by age groups

(Unit: persons, %)

Categories
Elementary

School

Middle 

School

High 

school 

graduate

Community 

college 

graduate

College 

graduate

Graduate 

school
Total

Born before 

1955
101(25.8) 81(20.7) 133(34.0) 12(3.1) 52(13.3) 12(3.1) 391(100.0)

Born between 

1955 and 1963
72(7.6) 191(20.2) 385(40.7) 31(3.3) 234(24.8) 32(3.4) 945(100.0)

Born after 

1963
8(0.5) 88(5.2) 683(40.4) 241(14.3) 577(34.2) 92(5.4) 1,689(100.0)

Table 10. Income quintiles by age groups

(Unit: person)

Categories
Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 

1955
115(29.4) 64(16.4) 72(18.4) 78(19.9) 62(15.9) 391(100.0)

Born 

between 

1955 and 

1963

226(23.9) 144(15.2) 166(17.5) 186(19.7) 224(23.7) 946(100.0)

Born after 

1963
265(15.7) 398(23.6) 375(22.2) 333(19.7) 318(18.8) 1,689(100.0)

Enrollment in National Pension Scheme

Table 11 shows the enrollment in Nation Pension Scheme by each age 

group; 79% of those who were born before 1955 and 88.8% of the baby 
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Age
Workplace 

based

Individually 

insured

Voluntarily 

insured
Total

Born before 1955
118

(38.3)

185

(60.1)

5

(1.6)

308

(100.0)

boomers are enrolled in the scheme. Those who were born after 1963 have 

highest enrollment rate, 92.8%, and this seems to be related to the coverage 

of National Pension Scheme with all population in 1999.

Table 11. Enrollment in National Pension Scheme

(Unit: person, %)

Age Enrolled Not enrolled Total

Born before 1955
309

(79.0)

82

(21.0)

391

(100.0)

Born between 

1955 and 1963

840

(88.8)

106

(11.2)

946

(100.0)

Born after 1963
1,568

(92.8)

121

(7.2)

1,689

(100.0)

Table 12 shows the enrollment categories of each age group. For those 

who were born before 1955, individually insured persons take the highest 

ratio, 60.1% while workplace based insured persons share the highest ratio, 

53.8%, for those who were born after 1963. In case of baby boomers, 

individually insured takes 57.6%, which is higher than workplace based 

insured, 42.3%.

Table 12. Enrollment categories

(Unit: person, %)
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Age
Workplace 

based

Individually 

insured

Voluntarily 

insured
Total

Born between 

1955 and 1963

355

(42.3)

484

(57.6)

1

(0.1)

840

(100.0)

Born after 1963
844

(53.8)

724

(46.2)
0

1,568

(100.0)

Table 13 shows the contribution types of the insured persons in National 

Pension Scheme by age group. In all age groups, those who pay 

contributions are more than 60%. In case of baby boomers, those who pay 

contributions are 70% while the exempt is 26.7% and delinquent is 1.0%.

Table 13. Contributions

(Unit: person, %)

Age Contributed Exempt Delinquent Total

Born before 1955
232

(75.1)

77

(24.9)
0

309

(100.0)

Born between 1955 

and 1963

607

(72.3)

224

(26.7)

8

(1.0)

839

(100.0)

Born after 1963
1,009

(64.3)

493

(31.4)

66

(4.2)

1,568

(100.0)

Table 14 shows that the average contributing period by each income 

group. The highest fifth has longer contributing period than the lower 

income groups.
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Table 14. Average contributing period by income quintiles

(Unit: year)

Age
Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 9.74 11.78 10.81 13.37 17.19 12.04

Born between 1955 

and 1963
4.87 8.52 11.96 14.20 18.38 11.77

Born after 1963 3.48 5.50 8.39 11.02 12.54 8.19

The difference among income groups is also indicated in the average 

contributions. Highest income group contributes 15,390 wons4) on average 

while the lowest income group only contributes 2,330.

In regard to contributions to National Pension Scheme, baby boomers pay 

the most, 81.1 thousand won on average while those who were born before 

1955 pay 77.4 thousand won and those who were born after 1963 pay 77 

thousand won. Within the baby boomers, the lowest fifth pay 23.3 thousand 

won while the highest fifth pay 153.9 thousand won, which is about 7 

times of the lowest fifth.

4) Won is moneytary unit in Korea. 1 USD was about 1,107 won as of 2011.
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Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
64

(55.7)

45

(70.3)

50

(69.6)

45

(58.3)

37

(60.1)

241

(61.9)

No
41

(35.8)

7

(10.3)

21

(29.7)

25

(31.9)

11

(17.9)

105

(26.9)

Others
10

(8.5)

12

(19.4)

1

(0.7)

8

(9.8)

14

(22.0)

44

(11.3)

Table 15. Average contributions by generations and income quintiles

(Unit: 1,000 wons)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 5.00 7.14 6.58 8.64 14.71 7.74

Born between 

1955 and 1963
2.33 5.23 6.82 9.73 15.39 8.11

Born after 1963 2.07 3.70 7.47 11.36 14.18 7.70

The survey asked the respondents about their willingness to pay 

contribution and Table 16 shows the result by generation and income. The 

younger generations, those who were born after 1963, are more willing to 

pay the contribution than baby boomers or those who were born before 

1955. Within the baby boomers, those with higher income level is more 

willing to pay the contribution; 83.9% of the highest fifth is willing to pay 

contributions while 50.9% of the lowest fifth is not willing to pay the 

contribution.

Table 16. Willingness to pay contribution by income quintiles

(Unit: persons, %)
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Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

between 

1955 

and 

1963

Yes
110

(48.6)

110

(76.4)

143

(86.2)

166

(89.1)

188

(83.9)

716

(75.7)

No
115

(50.9)

33

(23.0)

23

(13.8)

19

(10.0)

33

(14.7)

222

(23.5)

Others
1

(0.5)

1

(0.6)
‐

2

(0.9)

3

(1.4)

7

(0.7)

Born 

after 

1963

Yes
152

(57.3)

279

(70.1)

299

(79.8)

283

(84.9)

275

(86.5)

1,288

(76.2)

No
113

(42.7)

119

(29.9)

76

(20.2)

50

(15.1)

43

(13.5)

401

(23.8)

Others ‐ ‐ ‐ ‐ ‐ ‐

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
1

(3.5)

1

(10.4)

2

(10.3)

1

(4.2)

3

(24.5)

8

(7.7)

No
40

(96.5)

6

(89.6)

19

(89.7)

24

(95.8)

8

(75.5)

97

(92.3)

The study asked the respondents their willingness to pay the contribution 

when the government provides subsidy. 92% of those who were born 

before 1955 are not willing to pay contribution even with the government 

subsidy while 60% of the baby boomers and 66.3% of those who were 

born after 1963 answered no to paying contributions. 

Table 17. Willingness to pay contribution by income quintiles when 

government subsidy is provided

(Unit: persons, %)
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Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

between 

1955 and 

1963

Yes
57

(49.8)

16

(49.6)

11

(46.4)

4

(23.2)

1

(1.5)

89

(40.0)

No
58

(50.2)

17

(50.4)

12

(53.6)

14

(76.8)

32

(98.5)

133

(60.0)

Born 

after 

1963

Yes
44

(38.6)

50

(42.3)

24

(32.3)

7

(14.2)

10

(22.4)

135

(33.7)

No
69

(61.4)

69

(57.7)

51

(67.7)

43

(85.8)

33

(77.6)

266

(66.3)

Enrollment in Personal Pension and Retirement Pension

The survey asked the respondents whether they have additional measures 

other than NPS to prepare for the old age such as personal pension, reverse 

mortgage and retirement pension. Concerning personal pension, more than 

65% of all respondents reported that they do not have personal pension. In 

case of those who were born before 1955, there is some difference in 

enrollment in personal pension depending on income level, but overall, 

most of them do not have personal pension. In case of baby boomers and 

those who were born after 1963, people with highest income level, the 

highest fifth, has much higher enrollment in personal pension than other 

income level. Except the highest fifth, more than 50% of the respondents 

are not enrolled in personal pensions. 

Since personal annuity saving was first introduced in 1994, Korean 

government has made an effort to expand the enrollment of personal 

pensions. Table 18 shows the respondents’ enrollment of personal pension 

by income quintiles. Respondents born after 1963 has higher enrollment 
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rate of personal pension compared to other age group and respondents in 

higher income quintiles subscribe more of personal pension. However, 

overall enrollment rate of personal pension is still low to be an effective 

measure for old‐age income security.

Table 18. Enrollment of Personal Pensions by income quintiles

(Unit: persons, %)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
22

(19.5)

10

(15.3)

8

(11.4)

23

(30.0)

15

(24.6)

79

(20.2)

No
93

(80.5)

54

(84.7)

64

(88.6)

54

(70.0)

47

(75.4)

311

(79.8)

Born 

between 

1955 and 

1963

Yes
21

(9.5)

27

(18.7)

37

(22.2)

51

(27.5)

138

(61.7)

274

(29.0)

No
204

(90.5)

117

(81.3)

129

(77.8)

135

(72.5)

86

(38.3)

671

(71.0)

Born 

after 

1963

Yes
31

(11.7)

107

(26.8)

108

(28.8)

144

(43.3)

188

(59.2)

578

(34.2)

No
234

(88.3)

291

(73.2)

267

(71.2)

189

(56.7)

130

(40.8)

1,111

(65.8)

Table 19 shows the respondents’ willingness to use reverse mortgage 

loan for old‐age income security. Regardless of age, more than 75% of each 

age group responded that they do not consider using reverse mortgage loan. 

There is some difference in response among the different income quintiles, 

but still more than 60% of each income quintile is not interested in reverse 

mortgage loan. Considering this low interest in reverse mortgage loan, it 

would be uneasy to establish reverse mortgage loan as a measure of old‐age 

income security.
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Table 19. Using reverse mortgage loan by income quintiles

(Unit: persons, %)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
21

(18.0)

17

(26.8)

17

(23.9)

30

(38.7)

12

(19.9)

97

(24.9)

No
94

(82.0)

47

(73.2)

55

(76.1)

48

(61.3)

50

(80.1)

293

(75.1)

Born 

between 

1955 and 

1963

Yes
29

(12.9)

26

(17.9)

55

(33.4)

64

(34.3)

62

(27.8)

236

(25.0)

No
197

(87.1)

118

(82.1)

110

(66.6)

122

(65.7)

162

(72.2)

709

(75.0)

Born after 

1963

Yes
17

(6.5)

29

(7.4)

56

(14.9)

76

(22.8)

81

(25.3)

259

(15.3)

No
248

(93.5)

368

(92.6)

319

(85.1)

257

(77.2)

238

(74.7)

1,430

(84.7)

Retirement pension was introduced in 2005 and enrollment is not 

compulsary; employers and employees can decide their enrollment in 

retirement pension. As a result, like personal pension, enrollment rate of 

retirement pension is still low in Korea. Overall there are more respondents 

without retirement pension than the respondents enrolled in retirement 

pension. In case of respondents born before 1955 or born after 1963, more 

than 50% do not have retirement pension. Also in baby boomers, only 

7.3% is enrolled in retirement pension. Among them, the highest fifth in 

income quintiles has higher enrollment than the lowest fifth.
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Table 20. Enrollment in Retirement Pension by income quintiles

(Unit: persons, %)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
3

(3.4)

1

(2.2)

4

(7.2)

4

(5.3)

8

(14.6)

19

(6.3)

No
49

(65.7)

24

(48.6)

37

(59.0)

33

(47.4)

25

(47.6)

168

(54.4)

Not 

applicable

23

(30.9)

24

(49.2)

21

(33.8)

33

(47.3)

20

(37.8)

121

(39.3)

Born 

between 

1955 and 

1963

Yes
1

(0.3)

4

(2.6)

10

(6.2)

18

(10.0)

29

(13.4)

60

(7.3)

No
85

(62.3)

85

(61.1)

69

(44.8)

80

(45.5)

86

(39.5)

405

(49.2)

Not 

applicable

51

(37.3)

50

(36.3)

76

(49.1)

78

(44.5)

103

(47.1)

358

(43.5)

Born 

after 

1963

Yes
3

(1.5)

13

(3.7)

40

(11.1)

69

(21.1)

83

(26.3)

209

(13.3)

No
108

(53.6)

237

(64.9)

209

(57.5)

177

(54.2)

150

(47.4)

881

(56.0)

Not 

applicable

90

(44.8)

115

(31.4)

114

(31.4)

81

(24.7)

83

(26.2)

482

(30.7)

Preparation for Old‐Age Income

The survey asked the respondents whether they are preparing for old‐age 

and the result is indicated in Table 21. Overall, more than 68% of the 

respondents answered that they do prepare for old‐age. Among the 

respondents born after 1965, more than 50% of each income quintile is 

preparing for old‐age. On the other hand, only 30.6% of the lowest fifth in 

baby boomers prepares for old‐age while over 97% of the highest fifth is 
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preparing for old‐age. This indicates that there is a difference in preparation 

for old‐age by income levels. The difference also appeared in the 

respondents born after 1963.

Table 21. Preparation for Old‐Age Income by income quintiles

(Unit: persons, %)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born 

before 

1955

Yes
59

(51.2)

42

(65.1)

62

(85.8)

60

(76.8)

46

(74.1)

268

(68.6)

No
56

(48.8)

22

(34.9)

10

(14.2)

18

(23.2)

16

(25.9)

123

(31.4)

Born 

between 

1955 and 

1963

Yes
69

(30.6)

93

(64.6)

124

(75.0)

166

(89.2)

217

(97.1)

670

(70.8)

No
157

(69.4)

51

(35.4)

41

(25.0)

20

(10.8)

7

(2.9)

276

(29.2)

Born after 

1963

Yes
72

(27.3)

211(

53.1)

295

(78.6)

305

(91.6)

310

(97.3)

1,193

(70.7)

No
193

(72.7)

186

(46.9)

80

(21.4)

28

(8.4)

9

(2.7)

496

(29.3)

Table 22 shows the average amounts and duration spent to prepare for 

old‐age. The respondents born after 1963 has prepared most for old‐age 

compared to baby boomers and those who born before 1955; they have 

spent 17.05 thousand won monthly to prepare for old‐age while those who 

were born before have spent 1955 spend 11.94 thousand won and baby 

boomers spends 14.66 thousand won monthly. The gap also appears among 

the different income quintiles. The highest fifth spends four times of the 

amount of the lowest fifth among the respondents born before 1955. In 

baby boomers, the amount of the highest fifth is 11 times greater than the 
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lowest fifth. Also among the respondents born after 1963, the highest fifth 

spends 12 times more than the lowest fifth in the amounts of preparation 

for old‐age. The gap between the income quintiles appears the most among 

those who born after 1963 and it is considered that they have more time to 

prepare for old‐age comparing to other generation, therefore, the preparation 

amounts are more different by income levels.

Table 22. Average monthly amounts for old‐age income preparation by 

income quintiles

(Unit: thousand won)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 5.33 8.19 10.26 20.03 19.86 11.94

Born between 1955 

and 1963
3.99 7.99 9.91 14.51 33.32 14.66

Born after 1963 3.55 8.38 14.24 22.11 37.10 17.05

The duration spent to prepare for old‐age also differs by generation and 

income levels. People born before 1955 have spent the most, average 12.88 

years to prepare for old‐age while baby boomers spent 11.98 years and 

people born after 1963 spent 8.56 years. In terms of income quintiles, the 

duration of the highest fifth is the longest in all generations. The highest 

fifth spent 18.26 years, which is the four times of the lowest fifth, 4.65 

years. The gap in the amount and duration spent to prepare for old‐age 

appears within the same generation and it is expected that the old‐age life 

differ greatlyt by income levels.
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Table 23. Average preparation period for old‐age income by income quintiles

(Unit: year)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 8.44 11.87 10.96 17.13 19.05 12.88

Born between 

1955 and 1963
4.65 8.42 12.30 14.57 19.26 11.98

Born after 1963 3.88 5.89 8.60 11.18 13.02 8.56

The survey examined the expected retirement age and the desired 

retirement age of the respondents and the result is indicated in the Table 24 

and Table 25. People born before 1955 expect to retire at the age of 64.47 

while baby boomers expect the age of 63.34 and people born after 1963 

expect the age of 60.73 for retirement. There is no much difference in the 

expected retirement age by income quintiles among all three groups. 

Table 24. Expected Retirement Age by income quintiles

(Unit: year)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 63.35 66.68 64.73 64.18 64.34 64.47

Born between 

1955 and 1963
62.32 63.44 63.96 63.89 63.39 63.34

Born after 1963 60.90 60.25 61.08 60.29 61.26 60.73

Meanwhile, the desired retirement age is higher than the expected 

retirement age in all generations and the younger group wants to retire at 

the earlier age than the older groups; the desired retirement age is 67.28 for 

people born before 1955, 67.07 for baby boomers and 65.11 for people 
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born after 1963. The gap between the income quintiles is not apparent in 

the desired retirement age. The desired retirement age of the people born 

before 1955 is higher than the other age groups ,indicating that they have 

more willingness to work than younger groups do as well as they need 

more time to prepare for old‐age.

Table 25. Desired Retirement Age by income quintiles

(Unit: year)

Lowest 

fifth

Second 

fifth

Middle 

fifth

Fourth 

fifth

Highest 

fifth
Total

Born before 1955 66.06 68.74 67.33 68.26 66.76 67.28

Born between 

1955 and 1963
65.25 68.62 68.17 68.08 66.25 67.07

Born after 1963 64.72 65.05 65.53 64.77 65.39 65.11

Summary and Policy Implications

There have been issues raised on the sustainability of public pension 

schemes due to financial instability of the schemes as well as low fertility 

and aging population. After the report of World Bank in 1994, ‘Averting 

the Old‐age Crisis’, it is more accepted that dependency on public pensions 

would not be enough to prepare for upcoming post‐aged society; therefore, 

it is necessary to establish the multi‐pillar old‐age income security system, 

which has retirement pension by employers and personal pension in 

addition to public pensions.

Despite these urgent needs, the previous researches have been focusing 

on the public pensions and personal pensions, putting limitations on 

understanding of the old‐age income security comprehensively. In particular, 

not enough research reflecting the characteristics of each nation has been 
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done though each nation establishes distinct old‐age security system due to 

different economic and social background. This lack of research has been 

an obstacle for the policymakers to direct policies reflecting the nation’s 

own needs. In this regard, this research conducted the survey on the 

preparation for the old‐age income and analyzed the current situation of 

multi‐pillar old age income security with focus on the baby boomers.

Analyses on the preparation for the old‐age income by generataion (those 

who were born before 1955, baby boomers‐those who born between1955 

and 1963‐, those who were born after 1963) indicates that more than 68% 

of all generations are preparing for old‐age, but there are significant 

differnces by income level, especially, among the younger generations like 

baby boomers and those who were born after 1963. The differences by 

income level also exist in the amount of money saved for old‐age and these 

differences grow larger in younger generations; the highest fifth of the baby 

boomers save about 11 times more money for old‐age income compared to 

the lowest fifth.

Although there are differences in the level of preparation for old‐age 

income by income quintiles, there seems to be not much difference in the 

perception of prepartion for old‐age among the different income groups. The 

lower income groups have prepared less for old age and their enrollment in 

public pensions and personal pensions are lower compared to higher income 

groups, who do prepare more for old‐age income for a longer time. 

Nevertheless, most of the respondents including lower income groups 

perceive themselves responsible for old‐age income and support by state or 

family is secondary.

Enrollment in retirement pensions and personal pensions of baby boomers 

indicates that retirement pensions and personal pension have not been 

considered as major measures of old‐age income security since only 7.3% 

of baby boomers have retirement pension and about 71% of baby boomers 
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do not have personal pensions. Although government provides various tax 

credits in personal pensions, baby boomers have low enrollment rate as 

well as low maintenance rate in personal pensions; therefore, there should 

be enhanced policies to promote personal pensions.

Based on the results of the analysis, in order to establish multi‐pillar old 

age income security system, there needs to be different measures tailored to 

each age or income group to address their own needs. In particular, it is 

siginificant to implement a measure of subsidizing contributions of NPS for 

the working poor to prevent that their poverty continues after retirement. In 

case of baby boomers, since it is expected that quite a few of them will not 

have pension right of NPS due to unstable income or late enrollment, the 

measures to support these baby boomers needs to be considered such as 

providing loans to pay contributions to NPS.

Also, there must be targeting in government support for preparation for 

old age given the constrained resources. If the low income groups are left 

without the support from the government for old‐age income security, it is 

likely that they will remain in poverty in their old age, eventually loading 

the burden on the future generations with responsibilities to support the low 

income groups. Therefore, it is desirable that government provide selective 

support to the vulnerables rather than provide universal support. If 

government provides universal support, it will likely to face difficulties in 

adequately supporting the vulnerables due to limited budget and the support 

in their old age will be inevitable. The policy in this case will be 

ineffective since the considerable amount of money will have to be spent, 

though exhibiting the limitations in ensuring the old age income security of 

the vulnerables. Consequently, the government may realize the limitations in 

securing the low income groups in preparation for old age properly though 

substantial government finance is spent for old‐age income security.
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Annex 1. Subscriber of NPS by year

(Unit: workplace, person)

Year
Total 

Subscriber

Workplace‐based Individually insured
Voluntarily 

insured

Voluntarily 

&continuously 

insured
Workplace Subscriber Total Rural Urban

’88.12 4,432,695 58,583 4,431,039 ‐ ‐ ‐ 1,370 286

’92.12 5,021,159 120,374 4,977,441 ‐ ‐ ‐ 32,238 11,480

’95.12 7,496,623 152,463 5,541,966 1,890,187 1,890,187 ‐ 48,710 15,760

’96.12 7,829,353 164,205 5,677,631 2,085,568 2,085,568 ‐ 50,514 15,640

’99.12 16,261,889 186,106 5,238,149 10,822,302 2,083,150 8,739,152 32,868 168,570

’01.12 16,277,826 250,729 5,951,918 10,180,111 2,048,075 8,132,036 29,982 115,815

’05.12 17,124,449 646,805 7,950,493 9,123,675 1,969,017 7,154,658 26,568 23,713

’10.12 19,228,875 1,031,358 10,414,780 8,674,492 1,951,867 6,722,625 90,222 49,381

’11.02 19,258,110 1,045,643 10,467,670 8,631,327 1,942,554 6,688,773 106,952 52,161

Source: National Pension Service, 2011, Major Statistics of NPS

Annex 2. Persons reporting income & persons exempt from contribution 

among individually insured

(Unit: person,%)

Category Total Urban Rural

Total 8,631,327 6,688,773 1,942,554

Report on 

income

Person 3,554,862 2,636,239 918,623

% (41.2) (39.4) (47.3)

Exempted
Person 5,076,465 4,052,534 1,023,931

% (58.8) (60.5) (52.7)

Source: National Pension Service, 2011, Major Statistics of NPS
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Annex 3. Persons exempt from contribution among individually insured by reason

(Unit: person,%)

Category Total Unemployed

Leave 

of 

absence

Cessation 

of 

business

Hospitalized 

more than 3 

months

Natural 

Disaster

Difficulty 

with basic 

living

Imprisoned, 

etc

Address 

unknown

Student, 

etc

Total 5,076,465 3,831,963 73,379 409,572 7,234 478 265,108 7,615 87,224 393,892

(%) (100.0) (75.5) (1.4) (8.1) (0.1) (0.0) (5.2) (0.2) (1.7) (7.8)

Urban 4,052,534 3,056,540 57,994 320,674 4,862 203 208,110 5,616 77,101 321,434

Rural 1,023,931 775,423 15,385 88,898 2,372 275 56,998 1,999 10,123 72,458

Source: National Pension Service, 2011, Major Statistics of NPS

Annex 4. NPS subscriber compared to total population

(Unit: thousand person)
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Annex 5. NPS subscriber compared to economically active population

(Unit:thousand person)
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