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Abstract

Actuarial Review of Special Occupational
Pension System in Korea

While National Pension Scheme has conducted actuarial valuation
every 5 years, the actuarial valuation of Special Occupational Pensions
has not been delivered regularly although there have been growing
needs for periodic valuation as the benefit expenditure increases and
the cost of deficit financing grows. Therefore, this study examines the
financial condition and stability of Special Occupational Pensions
including Military Personnel Pension and Civil Servant Pension.

In order to analyze the finance of Special Occupational Pensions,
the study examines the current financial status of each occupational
pension, then conducts the financial projection of each scheme. The
study also reviews the occupational pension system of Finland to
examine how they have changed the occupational pension system in
response to population aging.

The result of the study indicates that Special Occupation Pensions
face the problem of financial sustainability in the long term, therefore
it is necessary to develop a projection model to check the adequacy

of benefit and examine the financial sustainability.
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T 01 ‘03 ‘05 07 ‘08 ‘09 10 al
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A= 19954, 20001 2 2009 3xkele] AEEPE 2271
ATk 2009l = HEFEES] S B3 U Tsla, w59 A
ZE Qlot AR AES JAleks NEs deislth <E 3-11>2 B3
& T JE AXNF AL 2008133 20090l 2 12 4,294
12 9,02899 0% ZTRIL 20099 JfEo® 1% 3,072¢0U0=

uw
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2_@
2
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el olgjek fEldx BEela 20149 o] TREE 2|2} 229 o]
qom g Aoz AYEw, 1 Zo] M A ez HyHrh
2014~2020147bx1] ARl ME HAEE AW 17.8% 71 Ao=
At ol $9E AWT 3.3% VRt AES AT 7.8% ZIE

Aoz A=7] vieltt

<HF 3-11> A= FFIAF AF5A 2474 2 A7]1-%5(2008 ~2020'F)

(@9 o9
oz A2TR(A) 2XIEB) TRIZHA-B)
2008 48,605 62,899 -14,294
2009 48,439 67,467 -19,028
2010 59,828 72,900 -13,072
2011 65,812 79,300 -13,577
2012 74,387 88,975 -14,588
2013 69,711 85,689 -15,977
2014 71,908 95,317 -23,409
2015 74,184 104,435 -30,251
2016 76,821 112,180 -35,359
2017 79,476 121,438 -41,962
2018 82,087 130,428 -48,341
2019 84,853 139,982 -55,129
2020 87,191 149,709 -62,518

AT ST+
(2008~2013) 7.5 6.4 23
AT ST+
(2014~2020) 33 7.8 17.8

F 2011674A]e] AR, 201292 AL, 20130)5= A7) EA]
A FRALFTTR012. 39). F3 oA 2011d% AU BT (2012. 6) A5 ANE
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[52= 2] The historical development and the
current situation of special occupational
pension schemes in Finland?)

1. Foreword

This paper concentrates on special occupational pension schemes in
the Finnish earnings-related pension system. These pension schemes
are designed for specific occupation groups and they differ from the
general earnings-related retirement system. Special occupational
pension schemes generally offer lower retirement age and higher
pension accrual rates than the general system.

The Finnish earnings-related pension and national pension have
wide coverage, and the role of special occupational pensions is very
limited in Finland. Finnish earnings-related pensions and national
pension have been developed over the years so that there is no urgent
need of special occupational pension schemes. Flexible retirement age
was introduced to the Finnish pension scheme in 2005 in order to
increase the flexibility of retirement and to avoid the need for special
occupational pension schemes. However, Finland still has a variety of
special occupational pension schemes. The rules of some these
schemes can, in some cases, date back all the way to 17th century,
or they might have a more modern background, having evolved
during the late 19th century. Some occupational pension schemes are

defined as a small part of the bigger pension scheme and some

7) This paper is written by Mikko Juhani Sankala, Finnish Centre for Pension.



occupations, like members of Parliament, distinguished artists,
maritime workers and military personnel, have their own pension
legislation.

The pension system can be hard to understand for common citizens.
However, there are things that can be debated without further
knowledge about the pension system design. Pensionable age is one
of these things. It seems logical to common morality that people
involved in hard physical labour should get their pensions earlier than
those who are working in white-collar jobs. Also it might be easy to
agree that certain groups, like war veterans and the victims of
structural change, should be allowed to draw their pensions earlier
than the rest of the population. At least these kinds of opinions have
been presented during the history of the Finnish earnings-related
pension scheme.

This article concentrates on the historical development and the
current situation of special occupational pension schemes in Finland.
First we take a look at how things are done under the current
pension laws and regulation. After that we concentrate on historical
developments that have led us to this point. The last part of the
article presents the current discussion and possible future reforms

based on material gathered from newspapers.

2. Current Legislation

The Finnish pension system as a whole consists mainly of the
earnings-related pension and residence-based national pension. The

national pension scheme is responsible for providing a minimum



income. Supplementary pension provision such as employer-specific
pension provision, pension provision based on labour market
agreements or pension provisions based on personal insurance policies
are not very common. However, supplementary pension provision used
to have a more significant role in the past, by supplementing statutory
pensions in cases of a short accrual period and by offering the chance
to retire earlier.

The general retirement age of the earnings-related pension scheme
is flexible, and it is possible to retire between the ages of 63 and 68.
This flexible retirement age was introduced to the earnings-related
pension scheme in 2005. Some public sector employees might still
have occupation-specific retirement ages. In most cases these
occupation-specific retirement ages will phase out after a transition

period. The retirement age of the national pension scheme is 65.

2.1 Pension system for military personnel

The legislation for a pension system for military personnel is
contained within pension laws for government employees (VaEL).

The pension system for military personnel includes old-age,
disability and surviving spouse’s pension schemes. Pensionable age in
the military is 45-63 years, depending on rank, position and years of
service. Old-age pension can be based on years of service or a
statutory retirement age defined for specific occupation.

If the old-age pension is determined on the basis of years of
service, the basic requirement for full pension is 30 years of service

and the minimum pensionable age is 55 years. In the airforce, these



requirements are 20 years of service and the minimum pensionable

age is 45 years.

Some ranks and positions have individual retirement ages. This is

an upper limit for when they must retire, irrespective of years of

service. Individual retirement ages are listed below:

Branch

Rank

Retirement age

Army and navy

Border guard

Air forces

major, lieutenant-colonel, commander
colonel, commodore, general, admiral
Commander-in-Chief of the armed forces

border guard

younger officer

senior officer

commodore, colonel, admiral and general
Chief of the Border Guard

ranks up to major
lieutenant-colonel
colonel
general

55
60
63

50~55
55
55
60
63

45
50
52
55

Maximum pension is 60 % of average salary based on the last 10

years of service. This means 2 % annual accrual rate in the army,

navy and border guard, 3% accrual rate in the air forces.

The civilians working for the military retire according to the

legislation of the general earnings-related pension scheme.



2.2 Pension systems for members of Parliament,
cabinet ministers and for the President of the
Republic of Finland

Pension schemes for Members of Parliament, cabinet ministers and
for the President of the Republic of Finland have their own separate
legislations. All of these pensions are paid from the State budget.

The pension scheme for MPs and cabinet ministers include old-age,
disability and surviving spouse’s pension schemes. Maximum pension
is 60% of the pensionable salary and requires 15 insurance years. The
annual accrual rate is thus 4%. Pensionable salary is determined based
on the last 15 years of service. If the MP or minister pension
together with other pensions exceeds 60% of the pensionable salary,
the MP or minister pension will be reduced by 62.5% of the
exceeding amount. However, at least 50% of the MP or minister
pension is paid in any case. MPs and ministers have the right to
adjustment pension or adjustment allowance if they have at least 7
years of insurance. Adjustment pension is granted for applicants older
than 59 years in case the applicant has not been able to find suitable
employment after completed terms in office. Adjustment pension
accrues similarly to old-age pension. Adjustment allowance is a
time-limited benefit (1-3 years) for applicants younger than 59 years,
and it is granted on the same terms as adjustment pension. Currently
there are about 340 beneficiaries in the pension scheme for MPs and
cabinet ministers.

The President of the Republic of Finland is granted full pension

after at least 6 years in office, there is no pensionable age. Full



pension is 60% of the president’s annual compensation. If the
president has held office for less than 6 years, 1/6 of the full pension
will be deducted from every missing year. However, the minimum
pension is 50% of the annual compensation irrespective of years in
office. There is also a surviving spouse’s pension scheme for
presidential spouses. If the president’s spouse is granted a surviving
spouse’s pension, the amount is 50% of the president’s pension. The

pension of the president and the surviving spouse’s pension are tax-free.

2.3 Special old age pension system for distinguished
artists

The Ministry of Education can grant a special old-age pension to
an artist who has distinguished him/herself especially in the creative
or performing arts. The pension is either full or half. The pension is
means-tested and is generally not granted to an applicant receiving
other income exceeding the amount of a full artist’s pension. There is
no pensionable age, but the pension cannot be granted to applicants
younger than 60 years old without a special motive (for example
disability). The amount of a full special artist’s pension in 2012 is
1277.10 €/month.

2.4 Pension system for maritime workers

Maritime workers have their own separate pension scheme and
pension legislation (The Seafarers’ Pension Act/MEL). Within the

scheme, maritime workers can either retire at the general retirement



age just like other wage-earners or at an earned retirement age if they
have had a certain amount of service at sea.

The seafarer’s pension scheme has slightly higher accrual rates, for
example, the private-sector employees’ pension scheme (TyEL). These
higher accrual rates are used if an employee retires from work that
has been insured under MEL. Pension accrual rates are 1.6 per cent
between the ages of 18-53, 2.0 per cent between the ages of 54-63
and 4.5 percent between the ages of 63-68.

Retirement age regulations under the seafarers’ pension scheme are
different for crew and ship officers. The general retirement age for
both groups is 63-68 years. This means that the members of both
groups can choose to retire between the ages of 63-68 regardless of
their length of service at sea.

Both crew and ship officers also have their own earned retirement
age, which allows earlier retirement than the general retirement age.
The requirements for receiving a pension at the earned retirement age

include:

— Certain amount of service at sea
— Reaching the earned retirement age during service at sea
— Within the last three years, having worked or otherwise

accrued the minimum 18 months that entitle to a pension.

For a ship’s officer, the earned retirement age is 60-63 years of
age. The earliest possible retirement age is 60 years, which requires
30 years of service at sea. The earned retirement age is calculated to

the exact month by subtracting from the age of 63 years the months



of service at sea that exceed 324 months. The next table shows some
examples of how the required service time at sea and ship officers

earned retirement age are connected.

Earned retirement age Required service at sea
60 years 360 months (30 years)
61 years 348  months (29 years)
62 years 336  months (28 years)
63 years 324 months (27 years)

For a crew member, the earned retirement age is 55-63 years of
age. The earliest possible retirement age is 55 years, which requires
35 years of service at sea. A crew member’s earned retirement age is
calculated to the exact month in the same way as the retirement age
for a ship’s officer, i.e. by subtracting from the age of 63 years the
months of service at sea that exceed 324 months. The next table
shows some examples of how the required service time at sea and

crew members’ earned retirement age are connected.

Earned retirement age Required service at sea
55 years 420 months (35 years)
56 years 408 months (34 years)
57 years 396 months (33 years)
58 years 384 months (32 years)
59 years 372 months (31 years)
60 years 360 months (30 years)
61 years 348 months (29 years)
62 years 336 months (28 years)

63 years 324 months (27 years)




2.5 Pension system for farmers and grant recipient

Farmers have their own pension legislation (MYEL), which covers
those farmers, forest property owners, fishermen and reindeer herders
who work as independent entrepreneurs, are between 18 and 67 years
of age, have been self-employed at least four months and whose
income exceeds the limit of EUR 3,552.92 per year (2012 level).
Grant recipients are also insured under MYEL.

Farmers and grant recipients can retire at a general retirement age
of 63-67 years of age. However, if a farmer decides to hand over his
farm to the younger generation, he can receive a special allowance
until retirement age (63 years of age). The lower age limit for this
allowance is 56 years, if the farm is handed over to a close relative.
Otherwise the lower age limit is 60 years. This allowance is not
formally a part of the pension system but can be viewed as a way to
retire earlier. The allowance was introduced by a political decision in
the 1970s, in order to speed up structural change as Finland was

changing from an agricultural to a more industrialized society.

2.6 Pension systems that are being phased out

Some municipal and government sector professionals who were
employed before 30 June 1989 and have been working for the same
employer ever since might have an opportunity to retire at their
occupation-specific retirement ages. This occupation-specific retirement
age varies from 53 to 62 years of age depending on the occupation.

Occupations that have had earlier retirement age include, for example,



firemen, comprehensive school teachers, policemen, customs officials,
air traffic controllers, nurses, and several other occupations. These
occupations also used to have different accrual rates than the general
pension system, and the employees have accrued pension at a rate of
2.2 per cent of the pensionable salary if the employment has ended in
retirement.

These occupational schemes are being phased out, and younger
workers in these professions will follow the general pension system
with the possibility to retire from the age 63 upwards according to

their own decision.

2.7 Supplementary pension systems integrated with the
general pension system

In the early days of the private-sector statutory earnings-related
pension scheme (TEL), the level of pension provision was at most 40
per cent of the salary received just before retirement. This was also
the level recommended by the International Labour Organisation (ILO)
but was considered rather low by the committee, which was
negotiating pension reform. Also, the level of pension provision for
civil servants and municipal sector employees was 60 or 66 per cent
of the salary.

It was possible to supplement the private-sector statutory
earnings-related pension scheme (TEL) by occupational pensions.
These pensions were registered in the Finnish Centre for Pensions and
the pension benefits supplemented statutory pensions by raising the

level of pension provision, lowering the retirement age and/or offering



protection against the death of the family breadwinner.

Registered occupational pension schemes were closed from the
beginning of 2001. No new occupational pension insurance policies
could be registered after that time. Those already covered by the
insurance policy maintain their entitlement to the occupational pension.
In 2008 there were less than two thousand employees who had the

supplementary benefit of the lower retirement age.

3. Historical development

First occupational pension schemes were introduced before the
national pension scheme and statutory earnings-related pension scheme
were built. After the birth of the statutory pension schemes
occupational pension schemes supplemented statutory pension schemes
by providing better pension benefits like higher pension provision and
lower retirement age. As statutory earnings-related pension scheme
matured and expanded the coverage the need for occupational pension
schemes diminished even more. As the flexible retirement age was
introduced in 2005 to the statutory earnings-related pension scheme
the need for occupation-specific retirement age was narrowed to very
limited occupations.

This chapter tells the story of occupational pensions all the way
from the 15th century to the modern day. As occupational pension
schemes always exist in relation to other existing pension schemes, it
is essential to know the main characteristics of the development of

the Finnish pension scheme as a whole.



3.1 Old age security before the national pension

Before the 20th Century, Finland got its living mainly from
agriculture, and livelihood in old age was arranged in different ways
in rural Finland. A traditional life annuity was common in southern
and western Finland. It was an agreement by which the owner
surrendered his farm to another person in exchange for free board and
keep on the farm for himself and his spouse for the rest of their
lives. In eastern and northern Finland, extended family households
consisting of several married couples were more common and the
elderly performed lighter tasks or assisted family members or other
relatives.

Finnish Civil servants serving the Swedish Crown were considered
a privileged class, whose old-age security was guaranteed by the
Crown, and in 1688 their right to income was reinforced in case of
illness or disability.8)These early versions of pensions were granted
case by case, and no exact legislation existed.

Officials with a permanent post in Finland under the Russian
Empire were granted a pension in 1826. Initially, the retirement age
was 65 years after 35 years in service, but it was reduced to 63
years in 1866.

In the last part of the 19th Century, professions like military
personnel, teachers of elementary schools, policemen, doctors, firemen
and nurses got their own pension legislation. In the private sector, the

bourgeoisie and the craftsmen started to build up funds to provide

8) Finland was a part of Sweden from the 12th to the 19th Century, and from 1809
to 1917 was an autonomous region within the Russian Empire. Finland declared its
independence in 1917.



better security against the ageing and against the death of a
breadwinner. The typical retirement age at which employees could
draw pension from these private-sector pension funds was between 55
and 60 years, if all requirements were fulfilled. A pension institution
for seafarers was founded in 1879 and closed down in 1936. Along
with the industrialization, disability funds and pension funds were
established in factories in the mid-19th Century. These funds covered
only some of the paid employees, and pensions were often very
modest.

Finnish society experienced profound structural change from the late
19" Century onwards, as industrialization gave rise to a society of
paid work. The change also affected the traditional family structure
and the need for more modern ways of arranging social security for

the elderly became apparent.

3.2 National pension reform and the birth of the
Employees' Pension Act

The first statutory old-age and disability insurance was legislated
with the National Pensions Act in 1937. The act came into a force in
1939 and was based on individual insurance contributions collected in
savings accounts. The national pension tried to offer earnings-related
pension security but the timing was wrong. The Second World War
made it difficult to collect the contributions and the post-war inflation
reduced the significance of the saved capital.

Parliament revised the National Pensions Act so that everyone

above the age 65, or the disabled, was paid an equal-sized pension.



The new National Pension Act took effect in 1957. This reform
abolished all earnings-relatedness from national pension provision, thus
offering the opportunity to plan a separate earnings-related pension
scheme (or increasing the coverage of occupational pension schemes)
since the majority of wage-earners lacked sufficient old-age security.
The committee planning a new earnings-related pension scheme was
put together immediately after the national pension reform. The
committee handed in a proposal for an earnings-related pension act in
1960, and the committee’s proposal was legislated nearly as such.
This new pension act was named the Employees Pension Act (TEL).
At the same time, people in short-term employment got their own
pension legislation. Both acts took effect on 1 July 1962. The main
features of the private sector employees’ earnings-related pension

scheme included:

— Defined benefit (DB) system

— Level of pension provision was at most 40 per cent of the
salary received just before the retirement

— Pension depends on a salary from the last working years

— Pension accrual of one per cent a year

— Retirement age of 65 years.

The pension scheme for people in short-term employment had
similar features as the Employees Pension Act, but the pension was
determined based on salaries from the whole career.

Since the level of pension provision in these new schemes was set

at 40 per cent, there was a demand for supplementary pension



schemes that would complement the statutory pension provision. Also,
if most of the career was dated to the time before the legislation of
the statutory pension scheme, pension probably needed supplementing.

It became common that pension security offered by Employee’s
Pension Act was supplemented by registered supplementary pension
provision under TEL. This was strictly legislated supplementary
pension scheme, which had its roots in former pension funds and was
offering benefits like higher level of pension provision or lower
retirement age. Usually this supplementary provision was calculated so
that pension level at retirement became 60 (or 66) per cent of wages
when both statutory and supplementary earnings-related were added
up.

In 1972 the Finnish Centre for Pensions published the study
showing that circa 240,000 persons (12 per cent of total work force)
had either registered or free-form supplementary pension arrangement.
Relatively the largest portion of persons having supplementary pension
arrangement were the people working in the banking and insurance

field.

3.3 Pension reform in the public sector

After the prescription of private sector pension legislation it was
time to reform the public-sector pension scheme. Some professions in
the public sector already had a pension legislation that dated back to
the previous century, but there were gaps in the pension security
especially among local government employees.

The Local Government Employees Pension Act came into force in



1964 and it guaranteed the same level of pension security to local
government employees as was promised to private-sector employees a
few years back.

The new State Employees Pension Act and the Evangelical-Lutheran
Church Pensions Act took effect at the beginning of 1967. The State
Employees Pension Act was based on earlier pension benefits for civil
servants and the target level for pension was set at 66 per cent of
last year’s salary and required 30 years of service. The accrual rate
was 2.2 per cent, which was considerably higher than the accrual rate
in the private sector. Supplementary systems in the private sector
evened out the difference somewhat, but mainly among the

private-sector white-collar workers.

3.4 Pension schemes for self-employed and farmers

In the late 1960s, the self-employed and farmers were the only
working groups that didn’t have their own earnings-related pension
scheme. In order to guarantee sufficient pension security for these
groups, two options were discussed: either the level of national
pension could be raised or the coverage of earnings-related pension
system could be extended so that it would also include the
self-employed and farmers.

After years of preparation, the Farmers’ Pension Act came into
force in 1970. It provided the rural population with a State-supported
earnings-related pension. At the same time, the self-employed were
included in the earnings-related pension cover through the

Self-Employed Persons’ Pension Act.



3.5 The general increase of earnings-related pensions

Labour market organisations agreed on substantial pension reform,
i.e. a general increase of private-sector earnings-related pensions, in
the 1974 incomes policy agreement. The general increase came into
force in July 1975 and it meant that pension accrued at the rate of
1.5 per cent of earnings (formerly 1 per cent). The earnings period
for a full earnings-related pension remained at 40 years. A higher
accrual rate and an equally sized earnings period meant that the target
level for earnings-related pension was raised to 60 per cent of wages.

The general increase of earnings-related pensions reduced the need
for supplementary pension systems by offering the same target level
as many supplementary arrangements. Basically this reform meant that
the main parts of the registered supplementary system under TEL
would be phased out gradually as the statutory pension scheme

matured.

3.6 Unemployment pension

The unemployment pension was introduced to the earnings-related
pension scheme in 1971. The intention in introducing this kind of
pension benefit was to reduce poverty among the oldest working
cohorts. The unemployment pension was not an occupation-specific
benefit, but it became a way of speeding up the structural change in
the manufacturing industry.

In 1971, the lower age limit for the unemployment pension was 60

years and the pension was granted after 200 days of unemployment
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period. The size of the unemployment pension was equal to the
disability pension. In 1978, Parliament lowered the lower age limit to
58 years and in 1980 to 55 years.

The economic downturn in the last part of the 1970s and the age
limit of 60 (or lower) years made the unemployment pension very
attractive to employers who wanted to lay off older workers, and it
became a tool for dealing with employment and structural change.
The costs emerging from the unemployment pension were financed by
the pay-as-you-go system and distributed equally to all pension
contributors. In the mid-1980s, approximately 9 per cent of the
population aged between 55 and 64 years was on the unemployment
pension and it seemed that the unemployment pension had increased
unemployment among the oldest working cohorts. Another fear was
that this kind of development would eventually lead to a general

retirement age of 55 years.

3.7 Special allowances for farmers

The Farmers’ Pension Act had come into force in 1970, but was
soon supplemented by systems that tried to speed up the structural
change by granting life annuities to farmers who were willing to give
up their livelihood. The main goals of these systems were the
rationalization of agriculture by decreasing the area under cultivation
and increasing the average size of farms.

Special allowances supplementing the Farmers’ Pension Act came
into force in 1974 and the lower age limits for these systems varied

between the ages of 55 and 64 years at the time of the legislation.



These allowances were meant to be temporary, but their existences
were prolonged several times later on. The retirement age for farmers
remained at the same level as the retirement age for other
self-employed and employees, but in practice these allowances made it

possible for farmers to retire earlier.

3.8 War veterans' pensions

In 1960s and 1970s it was common for politicians to gain
popularity by claiming better pension security for World War II
veterans. These claims became a propaganda device for opposition
parties and were used to criticize those parties who were part of the
government.

Veterans in a weak financial position were granted additional war
pensions from 1968 to 1971. The arrangement was made more
permanent through the Front Veteran’s Pension Act, enforced by the
Social Insurance Institution, which took effect in 1971. The early
retirement scheme of veterans came into force in 1982. It concerned
pensions managed by the earnings-related pension scheme but financed

by the State.

3.9 Occupation-specific or general retirement age

The discussion on the appropriate retirement age continued
immediately after the earnings-related pension acts came into force.
The private-sector retirement age of 65 was higher than the

public-sector retirement age, which due to supplementary pension



arrangements and occupation-specific retirement ages, was 63 or less
for practically all public-sector employees. During the 1960s, the
1970s and even the 1980s, the hot topic concerning the appropriate
retirement age was whether the retirement age should be
occupation-specific or not.

The social committee working wunder Parliament discussed
occupation-specific retirement ages in the mid-1960s and expressed its
hopes that the matter should need further investigation. The Finnish
Centre for Pensions launched research on occupation-specific
retirement ages in 1965. The research studied the working conditions
of different occupations and attitudes of the employer and the
employee towards the retirement age. The research was completed in
1975, and the main result was that the current retirement age was too
high. The study also concluded that there seemed to be differences of
opinion about the suitable retirement age for different occupations.
However, the study showed that individual differences played a big
role in determining the suitable retirement age.

The outcome of the research was received with mixed feelings.
Some employee organisations announced that occupation-specific
retirement ages should be introduced, but on the other hand, these
kinds of systems were seen as complicated. The main problems with
occupation-specific retirement ages were the correct allocation of
expenses arising from the complicated system, mobility of the
employees from one employment contract to another, differences
between individuals and the classification of different occupations to
different groups according to how demanding these occupations are.

In the beginning of the 1970s, some employee organisations insisted



that industry-wide pension funds for different occupation groups
needed to be incorporated into the earnings-related pension scheme.
The idea was that the occupation-specific retirement ages could be
handled through these funds. The claims for the occupation-specific
retirement age were also included in the platforms of some left-wing
political parties. The main pension policy goal for these parties was
the introduction of the occupation-specific retirement age, but there
were also demands to lower the age limit of the general retirement to
63 years.

The committee concentrating on the issue of the proper retirement
age was set up in 1977. The assignment of the committee was to
investigate how to make retirement more flexible and how to take
into consideration the differences of the different employee groups.
The committee handed over its final report in 1983. The report
suggested that three new pension benefits should be introduced to the
private-sector earnings-related pension scheme, and also proclaimed
that individual differences between the employees were so big that it
is hard to set different retirement age for different occupations.
However, the committee was not unanimous. The employer
organisation thought that new expenses should not be introduced to
the pension scheme and was also worried that these new pension
benefits encouraged earlier retirement.

New pension benefits that the committee suggested were the
occupation-related early retirement pension, the early old-age pension
and the part-time pension. The occupation-related early retirement
pension was replaced in later preparations by the individual early

retirement pension. The individual early retirement pension was a



disability pension to which lighter medical criteria were applied, and
the lower age limit for the benefit was 55 years. The early old-age
pension allowed retirement at the age of 60 at the earliest, but in
such cases the pension was permanently reduced. The age limit of the
part-time pension was set to 60 years. The individual early retirement
pension and the early old-age pension came into force in 1986, and
the part-time pension came into force a year later. At the time when
these new pension benefits were conceived in order to increase
flexibility in retirement, it was assumed that within the next 3-5 years
11,000 persons would receive the individual early retirement pension.
This would mean that the number of disability pensioners would
increase by 10 per cent. However, in 1991 there were as many as
35,683 persons receiving the individual early retirement pension, and
the number of pensioners receiving this benefit rose to 52,000 in
1995 due to the economical downturn. At the same time, the amount
of pensioners receiving the unemployment pension was rising. It was
clear that the general retirement age of 65 years has lost its
significance as a common retirement age.

In 1983, the Finnish Institute of Occupational Health published its
research on how to determine occupational retirement ages. The
comprehensive research suggested that it was impossible to determine
the appropriate retirement age on the basis of occupation. Individual
differences seemed to have greater effect on the appropriate retirement
age than any other factors. The outcome of the research had a strong
influence on social policy, and it could be one of the reasons why
some employer  organizations gave  up on  demanding

occupation-specific retirement ages.



3.10 Flexible retirement age introduced to the
public-sector earnings-related pension scheme

The individual early pension, the early old-age pension and the
part-time pension brought flexibility of retirement to the private-sector
earnings-related scheme. In 1985, the committee investigating the
retirement ages in the public-sector pension schemes was established.
The committee tried to discover a way to increase the same kind of
flexibility of retirement as was introduced to the private sector but the
negotiations were not easy: many public-sector employees had an
occupation-specific retirement age and these retirement ages were seen
as obtained benefits. The committee handed over its report in 1988
and suggested the same benefits as had been introduced to the
private-sector pension scheme. Also, it suggested that these new
benefits would replace the old system of occupation-specific retirement
ages.

The reform passed in 1989 and three new pension benefits were
added to the public-sector earnings-related pension scheme. The lower
age limit for the individual early retirement pension was set at 55
years, which was also the age limit in the private sector. The lower
age limit for the early old-age pension and the part-time pension was
set at 58 years. This age limit was 2 years lower than that in the
private sector but it was justified by the fact that most of the
public-sector employees had a retirement age of 63 years (retirement
age in the private sector was 65 years). The lower age limit was also
a way to compensate for the renunciation of the occupation-specific

retirement system.



The reform covered both municipal and government sector pensions
almost entirely. The reform was not applied to the pension scheme of
military personnel, and occupation-specific upper limits of retirement
also stayed intact (the age limit when one must retire). The new rules
were applied immediately to those employees who did not have an
occupation-specific retirement age. Those employees who had an
occupation-specific retirement age had a chance to decide in ten
years’ time whether they wanted to hold onto their occupation-specific
retirement age or adopt the new rules and the flexibility of retirement
with it. The reform had (and still has) a long transition period, but
this way it was ensured that nobody would lose obtained benefits.

The public-sector pension reform was very significant to the Finnish
pension scheme. Firstly, the reform meant a transition from
occupation-specific retirement systems to a system where retirement
was made more flexible. Secondly, the pension rules of the public
sector were made similar to those in the private-sector pension
scheme. These two things made the Finnish pension system easier to
understand and also increased equality between the employees working

in different sectors of the economy.

3.11 Public sector pension reforms during the ression
of the 1990s

During the recession of the 1990s, both general government and
local government finances were in trouble. In these surroundings,
better pension benefits in the public sector seemed like relics from

the 19th century. Before the 1990s the differences between the public



-sector and the private-sector pension schemes had been diminishing,
but the 1990s was the first time this was due to pension benefits of
public-sector employees being reduced.

In 1992 it was agreed that pension entitlement of civil servants and
other public-sector employees would be lowered to the level of the
pension entitlements of private-sector employees. The rate of pension
accrual was set at 1.5 per cent, the target level of pension was set at
60 per cent and the retirement age was raised to 65 years. These
changes were adopted in practice at the beginning of 1993, and the
changes ended a long period of better benefits for public-sector
employees.

The reform also abolished many occupation-specific retirement ages.
For example, firemen and nurses working in the public sector were
two major groups that lost their occupation-specific retirement age.
After the reform, these were the occupations that were used as an
example when criticising the general retirement age for all occupation

groups.

3.12 Later development

The main principles concerning retirement were shaped in the late
1980s and early 1990s. The complexity of several occupation-specific
retirement schemes was avoided by adding flexibility to retirement.
This was done by introducing several options which made -early
retirement possible. In 2005 the Finnish earnings-related pension
scheme was reformed once again, and this time true flexibility was

added, as the general retirement age became flexible between the ages



of 63-68. Since then, other early retirement options have been
systematically decreased. The individual early retirement pension was
removed from the Finnish pension scheme in the 2005 reform, and in
2012 it was agreed that the early old-age retirement pension will also
be removed. At the same time the age limit of the part-time pension

has been rising.

4. Current discussion on occupational pension schemes

Currently the main issue in the public pension-related debate has
been the general retirement age, after the Prime Minister of Finland
suggested that the lower retirement age should be raised back to 65
years. As attitudes have shifted towards backing up the need for
extending working careers, there have been fewer demands for
lowering the retirement age for certain specific occupations.

The firemen lost their occupation-specific retirement age in 1989.
Prior to 1989 the retirement age for firemen was 55 years, and it was
changed to 65 years. As of 2005, firemen have been able to retire
between the ages of 63 and 68. The firemen have been used as an
example when criticising the lack of occupation-specific retirement
ages, since their job is seen as physically demanding and involves a
lot of responsibility. On 15 October 2012, the Finnish newspaper
Helsingin Sanomat published an article which focused on the
drawbacks of the current system from the firemen’s point of view.
The article combined statistics indicating a high disability risk of
firemen with interviews in which firemen were stating that the lower

age limit for the retirement is too high. Statistics seemed to suggest



that there are big differences in how different cities are handling the
same problem. For example, in the city of Tampere (the second
biggest city in Finland after Helsinki) there have been over six times
more firemen retiring on a disability pension than there have been in
Helsinki after 2009. However, the number of retiring firemen is so
small that the final conclusion cannot be made based on a few years’
statistics. The future challenge will be how to share the work load so
that the older firemen can do physically less demanding tasks in order
to avoid an early exit on a disability pension.

Police officers used to have an occupation-specific retirement age
which was removed in 1989. Even though the occupation-specific
retirement age was removed, some police officers still have an age
limit when they must retire. If this age limit is lower than that of the
general retirement age and the retiring police officer has enough years
of service, the retiring officer is entitled to a supplementary pension
provision. This age limit has been criticized lately, and it has been
seen to be in conflict with the aim of extending work careers. In
2011 the Supreme Administrative Court of Finland decided that this
age limit has no jurisdiction and the age limit for when one must
retire is 68 years, which is the upper limit of the general retirement
age. After the decision of the Supreme Administrative Court, the
Ministry of the Interior began preparations to replace outdated
regulations concerning the lower age limit with the new legislation.
The legislative proposal is currently being processed in the Finnish
Parliament. If the Government bill passes, police officers will, in the
future, be retiring on the basis of the general retirement age. For

some police officers this means that they have to work a couple of



years longer, i.e. their retirement age will be raised. The labour
market organisations representing police officers have voiced severe
criticism of the Government bill.

The retiring CEO of the Seafarer’s Pension Fund, Helena Jaatinen,
was interviewed in the magazine Tyoeldke in autumn of 2012. In the
interview, Jaatinen speculated that the pension security of maritime
workers is facing changes in the near future. She speculated that
thepension benefits of maritime workers will probably be made more
similar to the pension benefits of the other private-sector employees.
Labour market organisations representing the maritime workers have
contacted the Ministry of Social and Health and requested that the

working group discussing the matter should be established.
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