- H 31.442007-06

YIS UG FTA
CFLERAAA FEY

F2H AN A7






A

A5 Aol wet AAA felglo] ME Sxw

3

2

K
—
o)

H 71 =

)

ox

B

file)
(~e)

ol

shth= A

A AANA AR w

bl

SEERLIERIE

Ho

ol

;OU
A
ol

3=t

BAF 2119 7]ofel

A

)

™

Bo

o

oH

pir

_Wv_l
H

ol

B

ol
Bl
"

o)

bl & AFelM=

5]

A1

i
o|J

o] &
HAAA =4

ox

B

—_
file)

xr
it
ol

—_

Jx.
i

K

7|2 SHAGA =9} 7

ZuHAZo] avFog AT FHAF AY



A W ol A

AN AL weh pAHoR AvfBoRA e

o HejME= 4

A o

-
o

Z A"t @, 299 NDCAES] 44 7}

Y

bl 4733 A799,

baek. ool o)

9]

Fol
B A7 ojpz

£

g H9aTe] Ao

<]

Ap2lel T

ﬂWO
]
N

-

]
A

Z1tjol =

o}

Zltisl 2ot o] &

i

o
0=

F2RAAFATAe 34 a7} of

Q)] BH
2

T4 Ale) o7
1 wpolt.

]

v}
<1

20079 12€¥

T HAAE AT

&

AR



7|

A

u1 ﬂ T

Part 1. A

le /\]/\]_;g

15
81

7sh 43

3

I

1. 20079 = HIAF7]E 9

M

101

[

Part III.

103
-+ 143

i
H

XH

3]

aoh A4}

2. 2249 NDCAFAE o]

Implications  for

3. Finnish and Norwegian Pension Reform

181

273

H

335






Restructuring of an Old—age Income Security System to
prepare for the Aged Society

Old-age income security system in Korea is comprised of the National
Basic Living Security Scheme for the low-income people, Basic Old-age
Pension for the elderly who have been excluded from the National Pension
Scheme, and the public pension systems such as the NPS for the general
public and Special Occupational Pensions including Civil Service Pension.
Meanwhile, the Retirement Pension, which uses retirement allowance as an
old-age income source, was introduced in December 2005 and since then
has been operating in parallel with the existing retirement system. And the
Private  Pension Scheme, which is based on individuals' spontaneous
participation, was first introduced in 1994 and revised into New Private
Pension Scheme since 2001.

As such, Korea's old-age income security system has a multi-tier protection
structure in which both the government and individuals bear responsibilities.
Thus, it appears that Korea have an advanced old-age income protection
system with multi-tier protection which many international organizations
recommend to implement. However, a closer examination of its eligibility
and management reveals that it has more than a few problems that may
keep it from working in an efficient manner in the future. That is, the
seemingly advanced old-age income security system in Korea is actually far
from providing a real multi-tier protection. In this regard, this study
proposes suggestions with which to revamp the old-age income protection
system in a way that fits an aged Korea.
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989 | 1,0319 | 2,071 | 14304 | 1,082 | 3985
2020 ’ ’ ’ ’ 47. 2.1
318 | @94 | o0 | 46 | @3 | asz | |7

1,308 | 1,5350 | 3,110 | 2,1389 | 1,712 | 604.0
2005 | ’ ’ ’ ’ : .
392 | @31 | 873 | €00 | @81 | azo | ¥ | 8

1,762 | 2,124.1 | 4221 | 2,891.7 | 2459 | 767.6
2030 ) ) ) ’ 3 . .
(37.7) | 455 | (904) | (619) | (52.77) | (164) 47 733

1,924 | 2,7488 | 5782 | 39400 | 3858 | 1,1912
2035 b b b b 9 b . .
323 | w62 | ©12) | 662 | ©48) | ooy | P | O3

1620 | 32989 | 7846 | 53425 | 6226 | 20437
2040 ) ? K i ” ’ . .
eLy) | @an | auy | a5 | @3 | ey | 00 | O

478 | 3,613.3 | 10,853 | 7,386.4 | 10,374 | 3,773.1
2045 ’ ’ ’ ’ ’ ) .
(.1 | (389) | (1167) | (794) | (111.6) | (40.6) 44 489

- 34889 | 14,504 | 98653 | 14,504 | 6,376.4
2050 ’ , ’ ; . ] 4
(302) | (1255 | (854) | (1255) | (55.2) 3

- 27815 | 18351 [12,4739] 18351 | 9,692.4
2055 9 b 9 b 9 _ .
(194) | (127.8) | (86.8) | (127.8) | (67.5) 223

o0 | - | L1312 ] 23645 | 160508 | 23,645 [149196] 7s
63) | (132.5) | (89.9) | (132.5) | (83.6) '

oss | - | 30765 |20,8453 ] 30,765 |20,8453| ]
(1387) | (94.0) | (138.7) | (94.0)

w0 | - - | 39550 |26754.1 39550 |26754.1| ]
(1435) | (97.1) | (143.5) | (97.1)




34 DHAIBIE O[3t 8128 CSASEAH A LEdot

(22 2-3) ==/ Yol sk 2HARA gt
(GOPCfa, %)

AN
A KX A
A
L A A
&8 i
& i
A ‘N
- N
X
A

| 2522

O &AM

—— 72X Y

<k
ShS
oL

—— 7| 2XI2IE |

A

2005 2010 2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070
oo =3E FTHd FUAFINGEFY ARLEE Wt Ad
2003 A7 Ae 73 AP MALHAE goFE 2 BIE F
Fol Slof ApolE Holi Stk G FHEEE 2003 A1} A AN AL
o] FHARE vYoE FAFTEHTLSUAL)S 3 60%914 50%
02 159%= QVdshe Weks

=

2 Ak o]y Fx At FAF 20708744 ZRIAFIIFY F
2] o)

=]

HE
S
=
bz
of
rlo
ol
o2,
\O
=
-3
>
=y
o
2 |t

3) o]#)3 20039 =HlAFH At
(20055 Zx,

Hd
iy

g
ol
)
K3
=
ol
=)
o,
4
)
N
N
rir
M
oft
=5



ae o8 @ A gz ARRe JRANE A ade] 22
2RI A AEAAT. 5, Felrgel o

g BqQat ol BELSUALS A1HeE 405 $EA B

4 28 S el JAS) W Sdae § feg anz

FASIZ st 2o old 24 % @ 7

A AREE QA G RA 2

o 1 AFAHAAT Q715w

o oleld ZHolA oW FuAF

Agoz BrAsHe Ro] Bt ARHY Rolt,

SRAEY Al we FBA S avke A 25AST 394
3 AU FRGeR FEste HrBl B g & Aotk o3 ¥4
d B7HE fdMe FAHLE oW IudEy JhHel 4 A5ASE
goAtE & oA9A WsNZ=AS WA L4 olor

uE A

7134 Ql(synthetic) 7FPAE
PEEE 20082 7|02 554, 404 2 254
o, ASASEEE 74 dHY PAdE



B FHldFel Zidstd FERHGe] AFFFANANA FRE Addhe
Ao= 7}7‘35}9&'4

profile)% 2%“33}7] HGHH% UHLL Wods AsE 9dx 4% 3 A
el 27kl whe A 2
Ae olE {8 €19 i%%“ EAARC Uehd HEASEX
curve-fitting 3k 7]—£ﬁi Ll
A7k 85 Qha fAE0E A 8

sat. @, 2 ape

o\)«
é
=
L
e
N
s
2
N
N
o,
o,
el
o
ofr
ol
lul

AofME 2 Aldie] diste] AR
AFgFdd e 243h= Axpt 2o o
B xe Add AEgE g A8 Aoz 7 7}

7 Fedidd 554742 AENS B+Y 7t
Z At o =A% Jdidg-e FAAY
Z At A5l At AEstAth AlxbA s
AT EARe] AETZIHE 247 2008 BA] 5549



20073 =AFINe ol oot HAHMH AAME 37

7% 7854, 40412 A% 8054 R 254]19] ¢ 82541 YR, AI7HE
o wpe} AFgH7ITe] AEH o2 EouA EE ¢ 4 Qi

A=WE dsire Ad 2007d 799 FRIATH MNP A-FE FE
st WA AnE HluEAs) Eolth Ed S A
He #6044 20339714 FRH O R 654
stk 7 A AgFode dEd JoME FUAFY 254
ol 715S neEstdol gtk &, @ AxdozE 7HYA ) %
FAPTLEBEH AT ASHEFES A 7FYARe
7k HHAS5AHl d4s d5REo] Wk At of 94 utet
A A g 7Hge] F8dh ul B B0 glojME 20059 = A A
AAQ 141242898 7|Fo 2 vid AZAFHSEN g F7HE A
o2 7HsksT

=

©
'
HIJ
EU
=t
w

B8 AL dojMe 1&FY EHTol 4EdTY st Fal
Tz 22ANA AZtAtE AASH 2247 F RIS 29
st ASZ 2HFEdnh ol REE &2 ARLS oF 19N9U7HA=E
3%, 1993~97\d 7|7toll= 6%, 12|l 1998 o|FRE = A 9% =

o] A& FAE o= JPgstAth E3k BAAYA 4 Hrtel o]
YA 988 sl AAYFGES AAAEL Y AFFAA A
43 7MEAE IYE AMESIGTE Eog, B B4 gl BE s
52 2005 ERHAS 7IE0 R Sqith
L. EMZn

olgg HA B 7MY st Al E AlEHold E4es T3 HERd of
AEHAY A5 FoZkA Wgke] e FaXRES <HE 2-5>9

rE

Aelso] A duW A9 ¥BAade dYtE 2 ASASER
AEFA £men7HA7F oA WEEN=TE T3 A & F e



Aoltt. Tole olejd 2471%9 5o, 3 JldFels] drnys

P22k | HF2EAfe By o

A2 | i EEAkY BFaza Bt H_EJM
AEZZ 1/3 12 28j

b e R e e < e e g e e g e R s e s

AFF9A®B) 694 666 828 794 1,230 | 1,180 | 1,375 | 1,318

HARAALE(y) | 1,377 | 1,377 | 2,065 | 2,065 | 4,130 | 4,130 | 8.713 | 8,713
AETAISBly) | 5038 | 4837 | 40.09 | 3846 | 29.79 | 2856 | 1579 | 15.13

G ] 335 | 322 | 267 | 256 | 198 | 190 | 189 | 182
O 37078 A) (96.1) (95.9) (96.0) (96.3)

YRS EIRR) | 1059 | 1037 | 934 | 9.11 771 748 | 746 | 723




2007 ZolodiZVNsel Wil MAMH AAE 39

(Z 2-5) =odaH MY M 52 g0osE Hal(AS)

—

b. 20084 EAl 40M1Q1 HM=MZER 4

Bazade | AR | oo, | BETEA
rESZ 1/3 12 24
MBA | AEF| AR | NEF A AL AR | N F

AFFoANB) | 1,744 | 1473 | 2,075 | 1,751 | 3069 | 2,586 | 3696 | 3,112
HAFFAS(y) | 2266 | 2266 | 3399 | 3399 | 6,799 | 6,799 | 14,790 | 14,790

2E5UAEBly) | 7694 | 6498 | 61.04 | 5151 | 4515 | 38.04 | 2499 | 21.04
4914 303 | 256 | 241 | 203 | 178 | 150 | 164 | 138
N8 AR A (84.5) (84.2) (84.3) (84.1)

WHESEIRR) | 770 | 706 | 682 | 617 | 566 | 499 | 530 | 4.65

c. 2008 FAl 26M¢l HMFLUZ 2R 42

BT 2Ae | BT EAke HF2Es) P2z
rESZ 13 112 2%
MR NEF | AR AL AR | AT A | AL

AFFANB) | 2711 | 1,926 | 3250 | 2,309 | 4868 | 3458 | 5784 | 4,109
BAGYTAES(Y) | 3,595 | 3,595 | 5393 | 5393 | 10,786 | 10,786 | 23,532 | 23,532
25UAE®Bly) | 7540 | 5357 | 6027 | 42.81 | 4513 | 3206 | 2458 | 1746

Skl 273 | 194 | 218 | 155 | 164 | 116 | 151 | 1.08
N AR =) 711 (711 (70.7) (71.5)
WESE(IRR) | 698 | 575 | 618 | 493 | 512 | 385 | 477 | 355




ol

=RASEEAA 75

S|
Ay

20
30
70

Ko

ujr
<4

AR zhol7h 1t

ta ok o2, 2008 d DA 554 2EAH]

S

111_]_0

%U

HAgd7bel Fodrte) Axt o5

T2 A

3

2

2749 73 U7}
182 90144 9 ekt

5

5 Hl

7] wjEolth 1o

=13
-

o
=

-(:5-1_

(AA 3605+ Al

;:—l_

1.9

)3
oA

§ ool =7 e . o

3

T ©°
i

H]

—

Z=0
T

o}
_z_o

FE&FYH 1.0)o) Hl

[¢}

2 HIAYH o

SAE FYshA shot
A2EAAA S FA1

&

;:-l_

F2RAY 1PAEFEY

3

DE

AdHoZ AUAA =& AL & 4

Z 79 vy Hes YehA "ok web o

#2279 129

i
e}

L
.

=

Bazade] 2555 AR F o)
257117

Az 34



20073 =2AFIHe ol et HHH AME 41

e Zve Hud FHAQ A=
It} o]t Fodstz=4ge vlgld 3= 2008 T
5H19 Aol vz el aEy olde] F7b =

o= Eskal 554 ZEAY A5 WA
AlSAA 48] o =4 vehdar 9l
29 Aol A 7E47IE] teid e 7IEWAd
= B ohys}, &) FoilstrgdE A7zt 24
A3 Qlste 7] mEolth wiebA s5A19 B, ol W EeR QIR
Fqu Frade A L5AS o] F 4% 2R Ao o

th a3y o] H AACRE QF Fou] PArade SANE A5E

)
By
)
=

i,

DAZAEY A7 wAzdHe go] 3

:\é
ol
fols
_"‘\_l‘
rr
A
=4
52
h
v

H
of et 2008 TA] 5541, 404 2 2549 AFFYH] D YREE
S Hlus) oz shed B 4 S Aotk $4 VEARE AHE
739 199839 12} FoldstzA =2 s A 2 WREFIE] &
AYE 245 golxs 2es yYedt I8y ofd 738l a5

r’BL‘

o
gl grol RE AFT B 25AZNA 102 FHT o] BE
ASAYAENA 2929 Poldta Uee & & Ak o8
of e, 71E FUAFAI e AAF F2A B
Ao HL T Aol

oulel ¥ ARE oleid AFuE Agddel 4P WaE 2Ushe



£ THABIE |3 812N C-SASEAH A LEdot

Aoz Yehdth HollA HEo] 2008 d FA 55412 A5 ¥ A <
Tl AP EE 7 4%l 2sE 9, 404 2 25419 A%

F29% AEZ Jehga ok o]Z <ls)] 20083

FA] 554 B 2541S] HaZEAY FHE Ve R & A, A A
e 7t 1.988] 2 1642 172%2] AolE B wkA, ¥ i o
© 247 1908 % L1ev|Z W3lste] 38.8%<] Axy} wHAsta T
& olyg At ¥ AR 53R Aole FA 7FA7IRb tig 7154
S % |(grandfathering) 2 FF FoAFEY HAZA At = Qls)

Aoz A3 FoAfaaRTt A3 ””E 3t7] Eoltk.

=
rlr
N
L3
12
—
(=)
R
)
1©
N

:\émm{ﬂ_

oA B Aol BAae A% W Moz Aa dAYY £UF
dele] Aolsl tg WolAA s Aoz ekl gloi), og ol
o=

HOhAel SRAEAES] A FHAdd FHAL dFE £ A
=2

HAANE qE Aotk WA AEGEEO AFAEE AAYL A
Papgaon ABOR s AFAUY HYRLS 0% o4 FEO
2 QgsE Aol BATSE aeu old ¥ AYoR =gx7) A
o #AFAAe FP02A AFAYY HYR FUL 2 Fog UE
F 99 B gesel T Aotk 2, old@ AR 15D HEE 9
8 A7 Zol WASHE B9 Aol 1ok 4718 Aol 2
A oldl W ARE TUATARY 724 7L FIAA A
HYHL ATE A2 Hrhshok T Aolth

o



43

S|
=

o} HEE A}

=4

At 9]

B o S N~ = B P S ~ 3 MW BT R
mo K R P vl B < ~ 3 W w8 v
® E S ofr= " oMo R =~ %
~ A NPT o Mmooy o <
W N W e XER N Hosp & W g e
w_,mo‘wvW ‘m_:,cl_/,._.ﬁLﬂwlaﬂ of X° ,W,M/wwi
o pET® w0 @ 3OS
0 L= S WP o L = N T L )
= T 0 T N -~ = = o nim
53 Z.O E_l JD ﬂw — ﬂJUI L_L N Or.: [ %—l = TJ
~ o < B nw B o & A = D I R =
= 4 TR o T BN R oo m §
2 = W o = -y M
wAé ﬂiQié%ﬂﬂdr%%i%ﬂﬂ
S TP eREEET E e ERE
TR TP m "X - w g0 g ™ g
N X 5N O =" N . % o= = = Y
5 Y o ™ & I BN T LN
<3 Pl leT s Tl
) 4T LmEr T W _tmlonee
= o) i.lﬂu Lﬂvﬂoi;u:uﬂnmﬂﬂ_z_o7
mo Y gy .3 oo W = ~ N B B I =
— B T oo e g, m At E oo — N s
L ™ NS ol T oo B E oo ey
o T Gt R il S - T FAC I S L .
o o R TG = = 0N TR
~ Q ﬁﬂuﬂl]uﬂufmeu%%ﬂiizﬂu )
o N S mwmmeE ™3 Moo Com o F N o
I o o P K x o = ol o I me XX i o
W L B3I o4y T o F B2 — = M
T e L B N I . N I |
= T To X = Bl - o X° B owr BN N
h ~X o —~ o wo =) 11.|ﬂ|1H io
o Nr ~o AN Hour ® | LN 9 I
X < 5 No  rim " ®OH M B RN ) o Hr
v A N ﬂoJAld.Lﬂ_nﬂW o] W = ﬂ_rwﬂo
" T ' oy R I W e 1 B | W W
N T W o3 T B R N e owORE Mo X N - oF o

B7)%50] AT He}



10

B 8B 8 8 8 8 3 8 8

o

9

yI3 y/2

<
&

‘IJHEB IN’S?‘

MY

(38 2-5] =oligd /WY ©. .= 2SHAHE HEHAS)

b. 40M|2| &<

(%)

yi3 yi2 y y

O7HE & BHE =



45

S|
=

iV
[=]

o 37Heio] Wolel HAMA AlA}

oq

il

20074 =2

c. 25M|

9

yi2

yI3

N o]

AR e

Ql

WAVt AT 52

=
5

Ag9
o2 ASUAE

vehdt, 2

Fol= 3

[13
=

0% Vel FEL £

<N
.

14

7

na|o

g9 7]

AH3] R

f:,j__

U 4%

A e 2y

o 75 Heh @A

Hoz

F7]

7102 17%U 2 EoAA He Aoz Yehdth

%



ot

LEASEIAA 75

S|
Ay

.

7] Aeid e S o

9]

e

=
=

A WehA ol

] SolAA He

]

o] dA

k=3

Z

S5y a5

4
B

W

TRl AA

of 71918 vz} A

oA A<l

A& OS5 SoAA " a2y 2t

A 1988 AT EYPAREH AF

Sof of 128 $E0% HUAOT FA ol

wir

—_
o

Gy
N
i

pyl
)

o
or

o] =LA

woh geiFos Az

o)
_Z_O
ilin
<

A

gis

s

bol L8

)

4. At ste] o g4

)

s

o, old we} nFZEAL] FA

o

b gl

b St 7

3

Az tFE A

oM & W Ut =

kil

oA =2a3 27

s

ot}. o]

O

<

A

]

%

™

AR E A A4 5

AU 2=

9 2%

o
L



20074 RoleiToNsio] wrtel AKX AINE 47

FRNAFATAY) 727 250 sl wn nFAS ] T A
B2 AAAS Eold BaA sddeh ok olwl 2007d 78] wH
27 £E {2 oW

sUAZe SHAALIS Tt e FNATARYY
ARG we chAlEshe] B4jo] Basth oleid tAEI] BA
SolMe B HIwHel Ao, £ AFolME= Gruber and
Wise(1999)7} 11700 thgh 2HFAa7e] RlaEAA WY F4%
He F8staa 3tk olgd FAWRHE 7BRAHCR ALt
(expected social security wealth)<] Ao mE HIAEE 7FoR

25
LER1Y 2718 SHse HluA ded ol
A 7RIAE A2 deeFEAAE
ﬂl?ﬂ%xwpa ssw. ek &4, 27w
o dA7HA19] FAE In)g
ofF 717 X FERE T

3} 2k

N —ﬂ
r d
e
N
N
o
>
X
BN
N,
b
o
re

tIlO ot E

att

SSW,y = PVB, ., = PVCyyy, &, PVCaH:‘ZCL'
%, SSW,., = (a+t)AA o1 WA 2 7[djAdgwole] A7 A
N FAER R B BES R AANATAS FAS Fdo] B
o mebd (ot 93 22AL FHHOR 147 A% 228 A9



48 UBAEE tiHe =Y LR ASHIYNA et

O
T
A ¥a ASTEEZ & A4S Sret)7|HAFA 0] ZHaEA S 9y
g, & 4ol AT A ole F/EERSS AT 2 Ao
th Z, o] AY AFAEE F/t2Re] thet HWH (penalty) EHE WA A
=

of I EH0| 7kttt

oF&-7 AAFA| & (Implicit Tax/Subsidy Rate)= — 994, ,/ Y, .,

AN Y,y SRR T SELES guldith 9 AL A%
CEE A% QEATRAS WA FEAS R 24 EE
HZFOZ X3 Aotk S S0 AFAHL AVsty Z2E AL
& AF &5 WA 2 A7 stgebAl Eod, ol mA] FUER
AE ZRAS del] AF7HA st w29 2AE Fdde AT §
g aARE 7 2 Aolth o] AFAES At WEES W
0o B35 ZHAA HH, 1 o] F5E 2FRIaATE AAA 2 A



49

o]_},l_

A%Z

S|
=
=
N

315 664

T

R

5

3l
FoAM H

)
3t

[e)

=

}

3
i

o
A

of A A}
A

A7}
H dasdol 7bs

=]

5

st
=

614

Fol 7% 19884 35419 Aoz A

Al

T

T

=

of

]
-+

20081 5549

%
dold 237k sl sink

o <=

T
13
=

.

o3
>

=, 219 7Hd7IzEe] A

1

%
=

]

H7FAAE 564 ©]

}

]

ol A
al
g A

S
=
-

A=

ES
2-6>9]
7}ol o

) .
1
-
it

T
.

]_
]_

Al =™, 614 o

9

A
[

]

A
s
2]

L}. Base Case 24
s

=

ol <

3}

A

o

N
NJo

3.8%7HA)

T

.

5.6%°014 604 FA ol

94

b

‘AO

1 13% o

3

B ZF(subsidy) S



HolXE 614
29| 5%polA]
a7 g5 ﬂxlﬂl = A

(E 2-7) 20dZH T

— A

doigol

T
HE

il

(SSA)

2S5UAlE
(RR)2)

o’r‘

NAA

7

ol
-+

3%

W8 |74

o

NAA

564
574
584
594
604

0.183
0.204
0.225
0.247
0.273

0.169
0.190
0.213
0.236
0.260

120,124
126,867
133,469
139,819
145,930

111,273
118,498
125,525
132,237
138,636

6,743
6,601
6,350
6,111
5,594

7,225
7,027
6,712
6,399
5812

0.056
0.052
0.048
0.044
0.0.38

-0.157
-0.154
-0.148
-0.142
-0.130

F: 1) 2008 FA] 55491

ZFowg 2‘51-

2) 7HiAkel B4

it

SAHAATEAEAN HEY

aSy

Ad

il

s
a

Aea

FEEAY A9E 7]



Al

R

51

o]:L

=
=
N

~
A% AT

SRR

}

0]
)

oA B

T

Ay A
3t

1o

3

A gk o]y
I 13.5%2] A5

=
=

HAF7NE el Hatet MM AlA}
[e)

HAA = BF
72 2]

2

o

o] 7]
le 25

L

v

0]

7 Y

[

g zte Aeg yeidth webs o] ¢ A

z22 4

il

b AR A o

°

ol
7t
i

=
T

g

.

T

A A &3}
u}x]
59

AT} o

1}

E_

REED

Sk

AoZ UehyH, o]z

of

Sl A
2, of
A5e

=

.

& An=
!

2 A7t Ytk

ok

&

o ohd Aol o

e

.

2% W9e Aolth Lo FUAFA

ZA, v=S "E

il QT A5 Z2AMEA) (earnings-test) 7

0]

s
a

{8

75'

BN

of

o],

al

K
;OE

o]
El

of ¥ o ZRH AHES}

A

2lof] H]



52 UEARIE oipfE =Y LEASEEAA SR

(E 2-8) =DM ol 2& 72 52HBase Case): AKX cZHodZz2

3%
@k 19
25UAE | cdEAt ([ dEHEE | deaitiEsE | dude
(RR)1) (SSW) (SSA) (AR) (TR)

ARA|NA

T
=
ox
2
=
ox
ot

MR | NS | AA | NS | AR | AFF

6141 0.149 | 0.143 | 151,525 | 144,448 | -6,068 | -5,817 | -0.040 | -0.040 | 0.141 | 0.135
62411 0.179 | 0.171 | 145,457 | 138,631 | -4,681 | 4,487 | -0.032 | -0.032 | 0.109 | 0.104
634111 0.209 | 0.200 | 140,775 | 134,144 | -3,389 | -3,249 | -0.024 | -0.024 | 0.078 | 0.075
6441 | 0.238 | 0.228 | 137,386 130,895 | -2,181 | 2,091 | -0.016 | -0.016 | 0.050 | 0.048
6541 0.268 | 0.257 | 135,205 | 128,805 | -1,054 | -1,010 | -0.008 | -0.008 | 0.024 | 0.023

F DFIAS BABEESAY i AT dFeo199 e,

H AEA dAdx
THAY olF A& 225 4% A d2AF M MRS H
E wAE 199 6%pY 3
3 = AZolt) <k 2-8>cl= 7|E Case wAUIFo] 614 o] F

A37E AA o]
ke A Fof

ot

b
BN Ae R

13

¥ o ook
o 5§

TR
SN
Q
gl
[
rr

AoT tehia gtk B8 BH A BF 6149 58%04 65
AN BI%7HA 458 AT FAY ol A/AFAEI =95
HeE @ M $EORE R AS UL AR 2L

ofn)3i,



2007 =oldguhsiol Hotet YAA AAME 53

(F 2-9) =0AZH e 2ER2IE2HBase Case): ¢7|HZ2 E<F

A} AN
| A5HAS | ey | L SEAE L agae
o RR)? it _’— vo=E

RRD) | (SSW) S5 AR (TR
614 0.286 144,448 -2,505 -0.017 0.058
624 0.303 141,943 -3,437 -0.024 0.080
634 0.320 138,506 4,323 -0.031 0.100
644 0.337 134,183 -5,156 -0.038 0.119
654 0.354 129,027 -5,951 -0.046 0.137

T 1) 7HdAe) FARF LS 8 A 9 AFFA A vE

. HETY 2

ol o] AlEgolA A= 20081 FA| 55411 Hd 2
Hdez B4 Aolt a2y ofdd Iudse 2Efe] AxAs
3t A ogA W A o
3 AE7 Hasojol & Aot B EAMdXE o2 8] 2008 FA
404 B 25411 7HEA ZHdAkel el ok A HHos AlEdH Al
S AFs) Botd

NI
S
(il
o
o
o
O
ok
N
ES
:(’)L_r‘
>
i
_>|’1_‘4
ot
ES
=



fr -

Accrual Rate

vl

LA

A

R

<
<

0.298
0.326
0.356
0.387
0.419

340,055
355,722
370,010
382,738
393,361

275,373
290,101
303,420
315,43
325,110

0.046
0.040
0.034
0.028
0.021

0.053
0.046
0.039
0.031
0.023

-0.199
-0.182
-0.162
-0.135
-0.105

-0.188
-0.169
-0.150
-0.126
-0.097
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65
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67
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0.226
0.271
0.316
0.361
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401,558
385,748
373,481
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358,786
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319,424
309,089
301,570
296,709
294,351
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-0.008
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326,591
318,140
307,504
294,796
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0.136
0.163
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60 | 0.298 | 0.199 | 564,318 | 377,466 | 23,731 | 18,453 | 0.042 | 0.049 |-0.187|-0.146
61 |0.326 | 0.222 | 588,049 | 395,920 | 21,699 | 16,943 | 0.037 | 0.043 |-0.172|-0.134
62 | 0.356 | 0.245 | 609,748 | 412,863 | 19,297 | 15,140 | 0.032 | 0.037 |-0.154 | -0.121
63 10.3870.269 | 629,046 | 428,003 | 16,343 | 12,919 | 0.026 | 0.030 |-0.131|-0.104
64 10.418 10.295 | 645,390 | 440,922 | 12,763 | 10,216 | 0.020 | 0.023 |-0.103|-0.082

65 10.226 | 0.160 | 658,153 | 451,138 |-25,000|-17,761|-0.038|-0.039| 0.202 | 0.144
66 |0.271]0.192 | 633,152 | 433,377 |-19,380|-13,768 |-0.031|-0.032| 0.158 | 0.112
67 10316 | 0.224 | 613,771 | 419,609 | -14,084 | -10,006|-0.023|-0.024| 0.115 | 0.082
68 10.361 |0.257 | 599,687 | 409,603 | -9,098 | -6,463 |-0.015|-0.016| 0.075 | 0.053
69 1 0.406 | 0.289 | 590,588 | 403,139 | -4,408 | -3,131 |-0.007|-0.008| 0.036 | 0.026

ol R ot M 2L X ol r ot MO BN

70 10451 ]0.321 | 586,180 | 400,007 0.000|0.000| - -

65| - 10380 451,138 7,182 | - |-0.016] - |0.058
A 66| - [0349 443,956 -10,211} - |-0.023] - |0.083
7] |67 - ]0378 433,745 -13,082| - |-0.030f - |0.107
A 68| - 0407 420,663 -15802| - |-0.038| - [0.129
= | 69| - 10436 404,861 -18,377| - |-0.045| - |0.151

70| - 0465 386,483 - 10.000| - -
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114 TYARIE UH|E =Y A SEZHA A=

(& 4-3) OECD =7t529| AR 2|(65+211/20-644 ¢I7) o2

(@ %)
=7} 2000 2010 2020 2030 2040 2050
e 255 29.6 357 420 470 437
=4 28.0 34.1 386 50.3 57.0 56.1
29 287 30.7 352 447 59.8 68.7
T 285 295 38.1 46.4 52.1 532
ojggfo} 30.7 35.5 4.1 529 67.8 69.7
Hgde 23.1 26.2 347 44.2 50.1 46.9
Q2EgH 263 30.1 345 470 57.0 577
r=%74 26.7 285 322 372 463 50.9
294 30.9 338 39.8 454 489 485
o= 278 285 339 43.1 49.1 559
Shar 114 147 23 1 385 55.7 67.5
A}&: Eurostat for EU countries; $H=2 SA1% A2 5 83l JHEZ

A A 4l
BT <X 43> OECD F7}E0lA 7129 FHAFAEE FA3a
M AL, 1994304 20708744 A2V, FAAE, 72T
w9 AE FA3Y dATINE F8E delt o] HA & 5 3l
=ol A =7t daaoAEd vl 71dg F9o] FEate FAHAE
Aldshe Ao Ugua itk 3FAw gorEel duFeE e
G w9 Afde FAHA Fo] 247 GDPY 23.8%, 23.0%% Hlal
2 gk v, FAAT gogTe] dUE 12 5oy ooy A
Fole F9AZE TE7F 4 AAX FAZAE GDP thHl oF 60%°] ©]2
i, 29de) Agos F 132%4 HE Ao Uehdth



(E 4-4) 7|43, X|Z&, TXIAQ| S 7+4[(1994-20701H)
(F$1: 19943 GDP thH] %)

[¢]

FE= | =Y (oHY | B | vEEE 29| 9= | A=

715 | 2944 | 2863 | 3415 | 1922 160.1 2194 | 1182 | 1339

TR E| 3842 | 3479 | 4013 | 299.4 2135 369.6 | 1420 | 162.5

A2 | 648 | -616 | -59.7 | -70.0 533 | -1323 | 238 | 230
A}2: OECD. 1996. pp.36-37.
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tHl 37%0 Eite A7le A
o] nAH AAEA 7}
T A Aol
a5 FEvetel NDCHFAEe e B A7h7F AAILEFAH,
1999; 2000, FA17, 2002; 2003; =41, 2004), NDCeol| 7]%3 A2 A
FAERYES AAG =5 AATHEAR, 2006, 1% 30 AL 93],
2005)°] ATk g ofdl] FA oA, sfelH oz NDCAFAI TS
& HBE A7|H AckBarr, 2006845, 2007, A AEZ, 2004).

= o
At 7] ofde] A=sheSs @A FH 7}

=
NDCAEA = thgh v, 53] d=ollef =s sk AL 7124
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o2 AFAEst ool & YEd| tigh dekA Wi zpo] wEe] wA

@0k Jeu AgREe 2due AdFAEe BE olslr ¥t
AT Y1 Sk NDCAFAET} HAIAE tht Aastn duse
AzEgo] ohly] WEY Aolth mepd ¥ A7E HE7]eINDO)
WAL 20w @ Aqdel A AFAE} Ao delo BAS 5
£2 40 4¥ee d 1449 BEE Fa gt 19 o) EyE
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02 Uetet v R, 29ds Az 3714
€ Asta, n@Ae] F2YE AstE BY] Yl =gt 1981 B
93 AF(Filldin  government)o| Al A|ZHE A g
(parametric reform)dl] 2]E3l= H]FZAQI
7} He 712¥FFY(base amount)?] 1LA] A, BT ]
(1981 JAMY EAdgAd), ozt o] wid 294 F4387]% 3§t
A TH1993~1998, FEATTIGAH-9F AP =
AR -2 A (partial pension, Z71=FAF)Y FHNA AHES 6142
OBl FHES 65%14 55%F PHEE 5o WH1981d R 1993,
HIANY Bedggie] A=t stARE 7 74 offrellA 71E9

JH (DB, Defined Benefit)'d29] AFAEE 4 7)9(DC, Defined
Contribution) 2] 0.2 "}H o}l gth= Ql2o] A} 2 *&ﬂc’*t}(Mimstry of
Health and Social Affairs, 2000; Palmer, 2002: 185-188; %A} Zl, 2002).

AR, ZAHASNME A&7bee AFARY] ot o M=
3 AR 29 1§43 AAED Stk 15-644] 1T
H] 654 o] ¢lFHIFo] oln] 1990 27.6%°] o2& 5 =& FFo|%
a1, 2030dE 394%= F7HE Aol A= itk o] we} 2000l

=
e
flo
N
il
o
4
2o
=

100%9] TEA5A 3099 AFABAE FHE o), 202590l
4gs FEsforste Aol HAt 7t 4ol S7te| dFAEe] 7l
502 St 4RI, Be 4 Ut AL d B 579 3
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TFAZY A&7bsAd g &2 dalgk zkthid ghek sjgo] o] Fof
AA T, 202599 d FE9 AuFAS A AdKE =F
Ati7h daFde 36%7HA4 5 ZFEEE &8oF Atk 1¥x o,
199013 GDPol 40%°] 23 o

A AL, o] ®F 197090 olF AFE] 2902 fetalA Hol
ﬂ 7
]

F

Y

(0]
frtt
o
r

Helek old@ 4P 12 BEA ARS AAAA REshok s
A7, 22l A 1 A9 AFARY AsEAE IR 5 Qe
2917 8ok ot sheirelel Wahh Basttke Aol #UTvh 3

v A (ATP)°1Wt 15/30% AR Q3 dF Fo A PR
P =R 15971 HHFASS AR wio] @)zt 145 F
o 2F3h= }'D%ﬂﬂl g 2 Aakd

g

=5 A blue color)®] 7%, =FAA A L
Zro] AA =Hu, A% °ﬂ el A= e F& A Fdir Wi,
AHF3] =& Ak(white collan) 9t AEH S w57|3to] 2o
< AiHes goy 459 AeFol = wetA 15308 18 wiE
o, A gl Wt AMRAR HEH FAREL 719713t &
e dede ez 4R BA sHe A0l dAsi

F 7R 22470 2AE Eofdle 29 E4= HH7HDo

12) 7122 DBE AFA AN UL contribution based] AAAAE| 25te] F7to]
AARE 19500 ATP BAA FA BAZZES 4-5% Z=Q7] wjiol] AA e}
£ AVAH0Z 3% oSt ST AL o E3A Fal9y, wEAd 3% AFANAE
o ZA ABFAEEZ A AT, 19909 o] AAAAEL 3% WOoE
el o] % F7IFAl oshd SO 2k 2%t M HAAGo] o]FfF Aoz
JAHE I ) TH(Palmer, 2002).

13) 15309 ol 30 /Yo AddsgdgR, 30d F i &2573F 15

del B /1702 ASUAE AESE WS guI,



Aoz Ades Faf 7lost wolef AAE Fdtete Aok FAA

(premium pension)| A+ A&, tj

< B3 7199 o9 AAE Aol S ©
< AaAAe] obd AN B =R At T HHT
ted AFAEY Frt BASA FEF Sk AAHEse EY ¢
X =7te BR7Is SHAE AAIZIA dF al

o

i

{0

Of

X
ol
tlo

[
o

ofr
ol

2. TEAE AN Fesh Fo h&

AP RS 19840 BAAS R Frstel] 7]1EY A5 AEE HE
&t thokS AlAIE AF9) 93] (Pension Commission)S 7-413}3L 199013 ]
A BuXE HEdck AT F 91939 AFAE At gt o &
= & e 9

gl AZAEY FRA EAHS sjidrloe BE
Aotk 19919 99 FAA 588 JAND BeyAFe 119
obgol © AT Holthe Left Party, 3T 9o} F2 7

N Aol BF Fosks 93igo] AE Zdth(parliamentary working

flo rir

14) ©] FE2 Anderson and Immergut(2007), 5241(2004), Ministry of Health and Social
Affairs(2000), 2] 1 Palmer(2002)°ll =LA ¢]&3}4ith
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AFAAEGL ALSEAT FA] A 449 Bo KonbergZl &9k
, A7 BE AR A e 2%, U A AFES 194 gdste] T
Bt Solg AL 7I1EY #e9f @, xR of AHEA BT} H
Ak U AeHdEER
TAEJTGE  Holth  oldyee  uiAle 19849 AFHAITt
TCL(Tjénsteménnens Centralorganisation, AHFZx=x)9] wjz o]€t} &
AENHAAE Fskar siibd Aol gt v &0l ek B 9fg
Asd AxKRemiss)7} A=std 9we] FHAY g, A5
of olfto] wiAlE AL Bt o]58 o] FAHE AL of
o SpARE ool wiAHA FAgGe] o] AFde wito] AET
< BTk ATt o] HANA oldHL
H FIFAGALY H5dy ARFFNew Democracy)©] AF7HE Y] W
I

ol whstel gE3e] e, UnlA ) 43z THY ATAdue
FE AYe 30 AHS s oJFA @A FAT & Uick o 3u)
Ao 1009 890) HINE Fo) P, DURL

3}

o
A7l o gl A i)E/IATACNA  AA RIFEAOGA
(contribution wage base)®] TAE AE, T i) A H2A Q] wlA|

<X}
o RaPPA) 7)E B FALL OF B AT 1994d 28 7]0j}

15) o] Y3l FAAE 15308 TFAHS 2040322 wite Agers 9oz Fo
Y TCLAHF-A=Z)7 744 whdslal HEdAdAM d&5d o] 55 Faf o
25 doA FAFAHFA, 2004).

16) AT ARkl gl AL ofyith g 2 olfre R BRI A543 ceiling)
S Ye 4259 3 BYE 33 EAQYY AP B 488

Qb "ohe oI, AR AR S BT £ =E FAAY

€ & diME RIS E FH5H ole dad AHolA 3l
o} o] AR 1993de] LX3V|E g HAFRIAVL 1d HE HAE ¢
Ao, A7 RHALERS 23 A5EY 50%7 RIBE FIHs},
Aol FolAA gorz RYPFTL ofd AF(ta)E BHs Aol ofd w1
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Hi-9-2H8] 5 (pension right)y BT  AoH, B, o=, 191
susol el G Fofaty] Iu
& 2952 F7Hde SRAFEAEFEDC) MIAEAdS =
(HFAL 2 25%A2E AF). @FF< Wid Aa7FdAA AF574A
ARl wet Wslele Agddradol #X SAME TR @7]1%
A= (basic pension)Z} H.ZFF(pension supplement)>  E 7 F (guarantee
pension) &2 TIA| H Ty @F-5F(partial pension)> HA|5aL, thal 614
FH QY Aed megt dus R F A FdTFsvIAAE

g Tgth 91954d SAAFHE A AT
et Agdo] AAH1, 19349 olH AT FAR o3 dAus A
e 19359004 1953¢] Bjojd Abghe wid 5% AAES q7go
o] 485 =5 3HHAnderson and Immergut, 2007: 375-377).
Mol AR}, =xof AMGY HILEY whdo] EWIEY
s

= o
o) AAHE AA FAAN B2E 5 LS G 5

(flexible pension age) A

_

-
o2

2 AEAINE HoA TE =E3ATH

17) §3] 1530 74 /M & FAA9YE TCOA-2 F4=x)7F 71 aA st
ot 7H AAA gdo] 2 LO(Landsorganisationen i Sverige, A4 Fdiez)9
B, FAHEE H Yooy ARRE AEY EV9AS s AN,
15309 49 dR ¢} 7|2BRAFE] SE BAAF dls) IHAL] FHE
22 Uk @A FAA HAHZ AR FeEold AFEHIEE MIARE 50%E
Heafof st Aol vl = HHYAE #3]A otk
SAF(Svenska Arbetsgivareforeningen, AFEAGANE 7S ddstal, 7199} Fo9
AAE UlF Z3kst S =o| H7FthAnderson and Immergut, 2007).



154 TYARIE UH|E =Y e ASEIHA =L

24 Ao NS S gWslelr 2 st oo wal 1994
A2 AL A 19949 9¥
Hetel AR AYAA Aok 2y B
< sty AgHAe) Tled TAE
A7) a8 ANBL F 2d A7)sn 19999 125 Ase] Sol7H
A=At

18) AR AERA APS DA FLLD w29 FolF AL DRAYe] A
A FDC) AAAFS ZE] PG AF (premium pension)S =% 717F e dthe A @
A2 Add dEEPR Y 224 FEe Astr] fd AREIRTRE WA
sol ALY 2EAG Rol WS YE2 S, JRNYSE A AGF7}
AJAA Frh= Zolqthh ARG YEEeE nEez Agriged T 471
ot T Fel AT oHTe AT A9l F b AGke BE AHEA
7 EAOE 19 BEEES U PEshe 42 58w, AWEe gl Zevda
29 HYBLL 2% 25%2 A= o Fo59ny. ag)a 1998 Ao A
9 gerbte 28 AIFHAS A TR oS Boal, 1998 44 2
9 vy ASHAATYN HAATES SANA AN APS agn
(Anderson and Immergut, 2007). .



M. 299 A=

29de F FAAFAES BAFYA] AFFEA 712 A5 (basic
pension) ¥} AALSAE HZ3= F719F (pension supplement) 2 7] R K
A stal, 1 9l ATP} Bele §AHFHDB) Y] ASHIHATORE
450 AT 2 ATP 9o WAATZE o, HEF 7|d&
25%~4.5%%2 (NFE9 AHA=sAE 35%) 719950 dAH
AAS AHEARFO R FAAIL e 3FTEHUCE 19941998 HE S
E3] ATPE= NDCASH] 89S (income pension)@ $H4 2 HHuH)(FDC)S] =
v A A F(premium pension) &2 HAEE A, 7| Z2AFH FUAES B
7989 A (quarantee pension) 22 tHAF AT AT AF
W&ol WEtEo] Al A& oA DB 7IddwelA WE £E2 DC

SH] 8| 913 (income pension), 2] 7] Y A3 (premium pension), 12| H 7

A
o1 Z(guarantee pension)d] O 7 AFAYE AR oo} 2}

1. NDCAEH] 8 A3 4| = (Income Pension)

1) NDC2| 7|2 2z
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2o] 7lels} FRE U AANTE AN FUF Wz
2go] Hrk. el 9T o)At AN AR FH5E R ok
o 9= 715 96, Jlae @ LHAEY medFor AsET
£ M @ FA9F 8 FIhpAe AR 89 PA% $Ysich 2
W0z s A8 Aol Qe sl ol AFIN FAL
Y3jol mreh 24E 57 ok mebd b A8 P o8 olg
22 ARs) Folok shed, 2998 B9 AgolAee 224 A9

BAdFdEsEZ 25 3HDisney, 1999; Cichon, 1999 ; Palmer, 2000; -
o
[e]

AE= 7R A 259 172198 REs Fated], 7FAE
7%, YMA 1021% < AHEA7} Sai, 1721%«] BEAZE AR B
deles 1%E Alst 3 A S(after-contribution income)tHIZ FHAFSHH

18.5%7F ==, ¥ 185%7F AFHFER ofd|Hth o] 185% Tl
A 16%= NDCASHIHAFY AUz 4719 4% ]:L(buffer fund) ]
144 U5 Eo7tar, UrA 25%E Zuyd A9 A dF
o] Aty HY FToE AFEAFA g L2585 1‘3} l v A5l
T, RIS E WHEsjof s o) I7te whA AREARAE 1021%5 UH%‘
o2 GR3Fh o] w AP LWAIGA AFoE TIP3

3) AgUo| AY: $AZFHS 2l It Atsetds FA|
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=
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T 7™
A AR whEhd AFAA AT (
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2 Yol
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2 FAH 2006
AFAE] 0.0312%©]TH(Swedish Social Insurance Agency, 2007: 23)

19) & GEARNAN 7H4717EL AT B
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(Z 6-1) NDCASH[HAF TaEMAAdEE SSUHE BaHofAl)

1.6% 7WF AR FHk2

Az
e &5 | Y%
. = U =-ro =
@) 25 | gy aga | gy | @ ¥ qqixaf
B OO0 | g B 60 | &) e | ) T
ki % | %

22 | 27,061 | 5,006

23 | 27,602 | 10,213

24 | 28,154 | 15,626

60 | 57,432 | 414,368

61 | 58,580 | 433,493 | 2424 | 17,096 | 0.30 19.69 | 21,043 | 0.37

62 | 59,752 | 453,217 | 2341 | 18,516 | 0.32 19.14 | 22,654 | 0.39

63 | 60,947 | 473,557 | 22.59 | 20,061 0.34 18.58 24,397 | 041

64 | 62,166 | 494,528 | 21.78 | 21,746 | 0.36 18.02 | 26287 | 043

65 | 63,409 | 516,150 | 2097 | 23,588 | 0.38 1745 | 28342 | 046

66 | 64,677 | 538,438 | 20.16 | 25,603 0.40 16.88 30,580 | 0.48

67 | 65971 | 561,411 | 1936 | 27,814 | 043 1630 | 33,024 | 051

68 | 67,290 | 585,088 | 18.55 | 30,262 0.46 15.72 35,716 | 0.54

69 | 68,636 | 609,488 | 17.76 | 32,944 | 049 15.14 | 38,654 | 0.57

70 | 70,009 | 634,629 | 1696 | 35927 | 052 1454 | 41,906 | 0.61
T RE g2 249 9E& A e1Alol A 704 Abolel] EAlS A3}
71 A7A v 223 7Rl Aol dEsvhE vid AAVE
o2 2%°]H, ¥ E-E 145 AHunisex) 7] 0]
A}E: Palmer(2000).
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2 2] F -4 (front-loading  system)
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(3) 3EHAl: BMZHAZSAl(economic adjustment index)2| XM&

=
=

Agd o7l W AA FeEde] Aol

ko

)

A ZA A% 2] (the economic adjustment index)S 2§

I
—_
o

%

62> <] A5 ¢]

g 59, ol <E

b= 2ol

)

A 1.6%<

13|

[e)

% 5

g A

Al A=A

AAYTIT7HECl AAH

b

AN

td 3.1% 5 S7HAA A7

]

E]_]__

Jo]rt e CH(Ministry of Health and Social Affairs,

=2 w
=2 =2

]

X

24 4ge 27}

2000).



A2 NDCHZM 2 olaiet AlAE E& 161

AHAAFEEE
1.6% 23% 0.6%
E7MISEA) 3.1% 3.1% 3.1%
NNE AFASE 1.6%92] 2olB) 0% 0.7% 1%
% duvo EAB) 3.1% 3.8% 2.1%

Z}& : Ministry of Health and Social Affairs(2000 : 8)l| 4] A]-4d.
(4) 4T 7 |=28TA=ant T X|balance index)2| XS

HIAR  NDCHAME =7k A4 A ¥ (financial
equilibrium) 5= A o|A&S OB A AAsI=1ol| At AA oA}
o AUAA =4 28 obrg DCEolet Agte avkE A
27 BASHA "ok F2AQ FATES ol F7] HallMe dFolAE
= 1917 &5(FE 107 de:)dsEo] ofd, A 7hdAe Faeh A
E% A (sum of covered earnings, or contribution base)®] F7-E] AFAIA
of gt} =7tY AFAFTHE WY aSFFEYE A4 FHa
25 (contribution base)®] TFEOA ZAH7] wEolth. I, 29"
BE, 2T dEdsES 9
base® 717} AT AS5EVMES WA X® A4S AEo] e
Z3sHA ok 28
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Aol AFAGe] FHEH A F 7HA
st gtk Ed AxHo=w R
| $18) As2AZAXEA 7Y X]—’r—(balance index)
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HlE s F
A (pension liability)9] Hl&S A4tst
HEUE AU 2AE H3h
oH gHlE F8A57 A5
Health and Social Affairs, 2000; Palmer, 2002).
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2. 2 v AZF(Premium Pension)

Y A NDCASH A AFH U8t HUABL
SHARE, R o g o] 7ol AYHA ¥= NDCS g2 ¢4
qu“J(fuu funding)$2] o] 7)ol 7jAA F ] AFAFrke] 2 H

SAZ BRI o]F Fa HAg £l At
E} NDCAEH#F G (0]st NDCA=)H FL3Hl 6
7FsstH, daaptbs ooz ro] dgdo]l AH
A dHHog wjar A floy FA we fE5dE
75l ©& o] A% dAzdlol 7hart Erlusitho dzd AR Al

frtl
Ho
i
uf

i

101:1

20) NDCASHAAZANA AR Bl AgAe tal WA 7% S7AHe] Toj
A etk A9 996l WE RAIE FUHIIL FH RS glof)
A 2AZ, DAY QBN B ARAFO AHLEY. 290 45AR
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H7}15) 2] ¢F=th(Swedish Social Insurance Authority, 2007).
Zug A5 AL $A dFTHE T FEEe F 18.5%Y

ATEIE ¥ 25%2 vidEnh &, /Hd2 77870006 dAN)S] +FH
E T UE A9 g, Adgo] o] oA e AF ZengA
ZHE=(Premium Savings Fund)gh= 7t 98k FAFAHES A}
S 7FdET2) 299 Ao 29 3371 ZerddsH PP,
Premium Pension Authority)o]lA REF A4 AFAFS Sz &
2t webd HEo Erto] RIZEEY] FEHE RIZHA o]FoA =

o] TH(Swedish Social Insurance Authority, 2007; Weaver, 2007). AF4HE=0]
A= Agst #2E FE7|de] THA R &), dele-EH7} 2006
Ao 87159 04%0] EAHY =2 ¢ AHES Aow o

. A thWeaver, 2007)

[P = R
o,
i)

)

N
-

3. HAAF(Guarantee Pension)

Lo] 2L
=9 T3
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& 99

43 A AL ohrh thl, AN HoE FolAm YA 2AZ AL
% o} geizl ot
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o4 DRSS Ol BRN =EASETA Pawel

Ao g 254 o]FHE 407 Addle] AFsjof st} thE EUEES =
7t A AFslidete RgAE 4 #ﬁ AAL a2 A HE 20060 &
A 19l AFFEFAE Hoisk s F e EAdsde ¢

7,047SEK (Y352 <F 986,5801)011:1, RRFF2Y 45 € 12,572SEK(¢
StE 9 1,760,0009)°] .22

(28 62] 2dgel AYsatols

NDC &=SE[H%= + EZY=

Annual pensian - Maonthly pension
in price-related  in SEX 1]

base amdunts

3074 10157

272 8999 -

2134 7047

1904 6 268 -

1 u

[1 S ]

Annual persion in prica-related 114 125 272 307
Esa amounk

Monthly pansion in SEX (2006) 3772 4169 8999 10157

NDC &SE[HY=
A& Swedish Social Insurance Authority, 2007

HEFoAog 83t & ASHAFFFANDCH
F+ZH U AAF) 0] BAAAFNN A 7]xA olsE AAHE A,
L=k Nk BAgAF0] AFEe Aotk 18y, Bsge wale
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Abstract

Norway and Finland are expected to face relatively strong pressure in
their public finances due to an ageing population and the resulting growing
age related public expenditure. The population of Finland is ageing faster
during the next two decades than the rest of the EU member states.
Although ageing in Norway is expected to be less pronounced than in
Finland and most other OECD countries, Norway has heen projected to
experience one of the sharpest increases in public expenditures as a share
of GDP. In Finland the largest pension reform since the initial years of the
scheme has taken effect from the beginning of 2005. Likewise in Norway,
the current national pension insurance scheme will in 2010 entail the most
comprehensive reform since it was introduced. This paper gives an overview
of the structure and functioning of Finnish and Norwegian pension
provision. The focus is on major features of the 2005 reform in Finland
and the forthcoming 2010 reform in Norway.

Norway and Finland share many similarities in their pension reforms and
thus in preparation for ageing society. The recent reform in Finland and the
forthcoming reform in Norway should significantly reduce the pressures to
increase pension contributions. One of the main factors in this respect is
the establishment of the life expectancy based pension adjustment. Due to
life expectancy adjustment pension expenditure will in practice remain
unaffected by the changes in the longevity. In both countries the average
effective retirement age is clearly below the official retirement age.
Strengthening the incentives for work has been one of the main principles
when countries have renewed their pension schemes. The reforms will bring
a closer connection between work throughout the life and the pension.
Likewise by increasing flexibility and rewarding for later retirement people
are encouraged to work longer.
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1. Introduction

Finland and Norway are both on their way to renew their pension systems.
Actually, in Finland the largest pension reform since the initial years of the
scheme (1962) has already taken effect from the beginning of 2005.
Likewise in Norway, the national pension insurance scheme will entail the
most comprehensive reform since it was introduced in 1967. The new
pension system should take effect from 2010.

Norway and Finland will face a significant ageing of population over
coming decades, thus the need for pension reform is quite similar to the
situation in other OECD countries. However, in Finland ageing occurs
earlier and is more rapid than in most other OECD countries. Many
similarities between these two countries can be found in preparing for
ageing society. Both countries are moving towards a more actuarial system
neutralizing the effects from further growth in life expectancy. In addition,
in both countries the reforms aim to stimulate labor supply. Even though
both countries have large pension funds the pension scheme will be based
on an intergenerational solidarity contract and the pension systems are to be
financed mainly on PAYG basis.

The purpose of this paper is to give an overview of the structure and
functioning of Finnish and Norwegian pension provision. The focus is on
major features of the 2005 reform in Finland and the forthcoming 2010
reform in Norway. This paper will describe the main reasons behind the
reforms as well as the main goals and changes caused by these reforms in
both countries.

The rest of this paper is structured as follows. First, a short economic
demographic overview is given from both countries serving as background
information for the reader. After this the forthcoming pension reform in
Norway will be presented in section 3.

This section will include a short look to the history and a brief description
of the current pension system. The main focus is, however, on the 2010
reform. The chapter will concentrate on changes to the old age pension
scheme due to fact that for the other pension arrangements the reform is
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still under discussion. Thus, an overall picture of all the elements of the
reform can not be provided. However, the old age pension of the National
Insurance Scheme is the core of the overall pension system, thus providing
a basis for all the other pension arrangements. In chapter 4 we shall turn
our look to the Finnish pension system and its reform. As the pension
reform has already taken effect, a more thorough picture can be given.
Finally concluding remarks will be made as well as summarizing the main
similarities and differences between Norway and Finland.

2. Economic demographic overview of Norway and Finland

2.1 Population

Finland and Norway, like most OECD countries, will experience significant
population aging in the next decades. Population aging is particularly fast in
Finland. However, current trends imply that in the longer run the rest of
the EU will become older than Finland. According to the Eurostat 2005
population forecast old age dependency ratio (65 + per 15 - 64 years
old) in Finland will rise from 2002 level of 22 per cent to 41 by 2025
and 44 by 2050. The corresponding EU25 figures are 25, 36 and 53 per
cent.

Population aging in Norway is milder and comes later than in Finland or in
EU25 countries. In fact old age dependency ratio in Norway has been
falling from early 1990s and it will still fall (Figure 8-1). To some extend
differences in projected old age dependency ratios are caused by different
projection assumptions (Table 8-1). However, differences in the existing
population structures are also driving these results. Largest cohorts in
Finland are aged between 50 and 60 years whereas in Norway largest
cohorts are aged between 30 and 40. Even though the total population in
Finland exceeds that of Norway by 14 per cent, number of children aged
between 0 and 10 years is slightly smaller in Finland than in Norway
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(Figure 8-2).

Figure 8-1 Old age dependency ratios in Norway and Finland,
1950 2060.1)
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Figure 8-1 Population pyramids, Norway and Finland 2005.
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Table 8-1 Overview of the assumptions for the population projections.

Norway Finland
Total Fertility rate 18 1.84
Net immigration per year 16 000 10 000
Life expectancy at hirth 2002 2050 2002 2050
Men 76.5 84.7 74.9 85.8
Women 81.6 88.9 815 89.7

Relatively high fertility is characteristic to both Norway and Finland. Birth
rates close to replacement rate and significant net immigration together
mean that new birth cohorts will not decline in their size. Growth in life
expectancy is projected to be strong in both countries. At first sight life

expectancy gains may seem exaggerated, at least in Finland. However, these
assumptions fit nicely to the observed trend (Figure 8.3). One consequence
of these assumptions is that the populations of these two countries will
grow until the end of the projection period

Figure 8-3 Life expectancy at birth, Norway and Finland 1950 2060.1)
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2.2 Macroeconomic trends

Finland

In Finland the total production growth has been strong since deep recession
in early 1990s. Between 1995 and 2006 an average growth rate has been
close to 4 per cent. Among old EU countries only Ireland has enjoyed
stronger growth rates. Economic growth is expected to cool somewhat in
2008 to about 2% to 3 per cent. Inflation has also been among the lowest
in the EU, with the general government surplus nearing 4 per cent of GDP,
a surplus expected to persist in 2007. The budget has benefited from higher
than expected growth combined with a determined implementation of the
government's multi year spending limits on outlays. The debt ratio has
fallen below 50 per cent of GDP (and expected to fall below 40), and the
pension systems' assets now approach 70 per cent of GDP.

The labour market has improved markedly since the mid 1990s, with rising
participation rates and comparatively strong employment growth. Following
the recession of the early 1990s, the unemployment rate reached 16.8 per
cent in 1994 and the employment rate fell to a low of 60 per cent. From
1995 onward, the recovery allowed for a reduction in the unemployment
rate to current 7 per cent, and a rise of the employment rate close to 70
per cent. The employment rates for, in particular, people aged from 59 to
64 years have increased. This latest employment figure leaves Finland above
the OECD average at 65.5 per cent, but well below other Northern
European countries.  Although Finland has experienced improvement in
unemployment and employment rates over the past 15 years, it is now
broadly in line with the OECD average. Especially men lag clearly behind
the OECD average, whereas women’s participation in the labour market has
traditionally been high. (Table 8.1.)

The total development of the social protection expenditure has been
moderate despite the increased demand for pension security and social
welfare and health care services and the high unemployment rate. In 2005
-2007, the ratio of social spending to the GDP continued to he 26 27
per cent, which is still below the EU average (for a decomposition of
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social expenditure in 2005 see Annex 1).

Norway

Growth in the Norwegian economy has been strong for the past three years.
Since the summer of 2003, the Norwegian economy has seen a recovery.
The gross domestic product (GDP) increased by 2.9 per cent in 2006, while
the GDP for “mainland Norway” (excluding income from oil and foreign
shipping trade) increased by 4.6 per cent, with mainland GDP expanding
by around 4% per cent annually. The high oil prices, which are a result of
vigorous growth in the world economy for several years, have contributed
to steep growth in Norway’s disposable real income. The strong growth is
expected to continue in 2007. Also wage and price inflation have been
remarkably subdued. This has been underpinned by the two strong
macroeconomic policy pillars of inflation targeting (target of 2% per cent)
and the fiscal guidelines, both adopted in 2001. Fiscal policy has been
prudent, and in 2007, for the first time since 2001, the central government
non oil structural deficit is set to meet the target of 4 per cent of the
assets of the Government Pension Fund Global (GPF), in line with the
fiscal guidelines.

The large oil and gas revenues, as well as the policy of saving these
revenues and investing them abroad through the GPF, have allowed Norway
to run large budget surpluses and amass large net government assets. For
example, according to IMF (2007) in 2006, the budget surplus of the
general government was estimated at 25.9 per cent of its mainland GDP.
At the end of 2006, net assets of the general government equaled 150.2 per
cent of mainland GDP. The Government Pension Fund was about 121 per
cent of mainland GDP (80 per cent of GDP) in 2006. Although the
government’s net cash flows from petroleum operations are expected to
gradually decline, Norway is expected to run large fiscal surpluses for many
years to come.

Employment has increased substantially and the unemployment rate is now
the lowest in almost 20 years. Norway represents high participation rates
for both men and women. The unemployment rate is expected further to
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decline from an average of 3.4 per cent in 2006 to 2.5 per cent in 2007.
Employment is expected to grow by 2.1 per cent in 2007.

The labor market has tightened significantly over the last couple of
years. However, the ability to absorb substantial numbers of immigrant
workers testifies to its flexibility. The tightening of the labor market
contributes to higher wage growth. Based on the wage negotiations
concluded so far, wage growth is estimated at 4% per cent in 2007. Higher
wage growth is expected to lead once again to higher underlying consumer
price inflation in 2007.

Table 8-2 Key figures of the Finnish and Norwegian economies, 2005.

Norway Finland OECD
GDP hbillion, PPPs, US$,current prices 218.2 162.4
GDP per capita at PPPs, US$, current prices 47 207 30 959 30 065
Employment rate, total, % (15 64 years) 75.2 68.0 65.5
Men 783 69.4 75.0
Women 72.0 66.5 56.1
55 64 years old (men and women) 67.6 52.6 52.0
Unemployment rate, % 4.6 8.4 6.6
Total tax revenue, % of GDP 44.0 44.2 35.9
Gross public debt % of GDP 50.6 48.3 76.9
OC;g/iumer price index (CPI), change 2004 16 07 26

Source: OECD Facthook 2007

2.3 Income distribution and relative poverty

The basic principles of the Finnish and Norwegian social security system
are founded on the Nordic welfare model which is described as
comprehensive or universal. One of the main principles is that the statutory
social insurance provides insurance cover for all citizens against loss of
income or high costs arising from major social risks such as illness,
disability, unemployment, accidents, old age, spouse’s death or childbirth.
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The Nordic model has also proven to be egalitarian. Essentially all benefits
are "gender neutral”, in that women are treated as individuals with needs
and rights of their own. In addition general taxation has the effect of
redistributing income. Several previous studies have shown that the
differences in the income levels are smaller in the Nordic countries than in
most of the OECD countries (Figure 8-4). Income distribution in the Nordic
countries has also stayed below the OECD average for decades. Even
though income inequality has increased since the early 1980s in Norway
and especially in Finland, the Gini coefficient is still among the lowest in
the OECD area (see annex 2). Income inequality among the elderly
population has tended to be lower than among the population of working
age. The distribution of income among the households is very similar in
Norway and Finland (see Annex 3).

Figure 8-4 Gini coefficients of income concentration in 27 OECD
countries, 2000.

Source: OECD



192 DYARIE UH|E =Y R ASEZHA A=

As a result of the Nordic countries' universal, redistributive social insurance
systems, poverty rates are among the lowest in comparison to EU 15 or
OECD countries. In the following (Figure 8-5) at risk of poverty rate
comparison has been made for persons aged 65 years and over in EU 15
countries and Norway. As can be seen Finland and Norway look very
similar standing side by side below the EU 15 average.

Figure 8-5 The share of persons (65 years and over), in EU 15 countries
and Norway, with an equivalised disposable income below the
risk of poverty threshold, which is set at 60 % of the national median
equivalised disposable income (after social transfers), 2005.
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Similarities and dissimilarities in living conditions across countries come
more into focus when the situation of different household types is
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examined. Table 8.2 shows the ratio of the population living in households
with an income of less than 50 and 60 per cent of the median equivalent
disposable income in 2004. The use of two different kinds of thresholds
provides an indication of the number of people with incomes just above or
below the chosen threshold. In both countries the poverty risk of the
elderly clearly increases when the threshold is set at 60 per cent. Once
again these two countries look very similar. The poverty risk is highest
among those living alone. Especially single people over 65 have a higher
poverty risk than others in both countries. The results support the fact that
relative income poverty among the elderly tends to be concentrated among
the very old and those living alone. These features concern especially
women as they live longer than men and they have not been able to
accrue a sufficient earnings related pension. Otherwise, the relative risk of
poverty for the elderly is very close to all the other households.

Table 8-3 Proportion of the population living in households with an income
of less than 50 and 60 per cent of the median equivalent disposable
income, per cent, 2004.

Finland Norway

50 % | 60 % | 50 % | 60 %
Single childless people under
65/67 years 15.4 26.9 19.1 25.2

Single providers 6.3 20.3 10.0 18.7
Childless couples under

65/67 years 28 53 23 40
Couples with children 3.1 7.9 2.8 5.7
Single people over 65/67 years 115 36.0 10.5 37.1

Couples, where one or both partners are 25 86 07 50
over 65/67 years
All households 5.1 117 6.0 11.0

Source: Nososco 2007

In both countries the most important long term fiscal challenge is posed
by the effects of population aging, expected to begin in the next decade. In
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both countries the reforms, once implemented, promise improved work
incentives likewise long term pension savings. In the following these will
be discussed more thoroughly.

3. Pension schemes in Norway

3.1 Important years in the National Pension Insurance Scheme

The Norwegian pension system has remained quite intact since the
introduction of the national pension insurance scheme. The national pension
insurance scheme secures an income in the event of old age, incapacity for
work and death of the family breadwinner. The scheme is administered by
NAV, the Norwegian Labour and Welfare Organisation, which was
established on July 1, 2006. NAV is a merger of three former
organizations: the National Insurance organisation (state), the National
Employment Service (state) and The Social Welfare System (municipal).

The old age pension insurance scheme was introduced in 1936 with the
retirement age of 70 years. The pension was means tested and paid to
poor. The means testing was removed in 1957 and the old age pension was
paid as an equal amount to all. The current National Pension Insurance
Scheme?5) was established in 1967 introducing a basic pension to all
pensioners, and a new element - the employment based supplementary
pension, which is paid in addition to the basic pension. The supplementary
pension is earnings related whereas the residence based basic pension
provides a flat rate minimum income. In 1969 an income test was once
again incorporated in the national pension scheme in the form of special
supplement for pensioners who have no, or only small earnings related
supplementary pension.

25) The National Insurance Act came into force on 1 January 1967. Currently
benefits from the National Insurance Scheme are granted according to an act of
28 February 1997,
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Disability pensions date back to 1936 as temporary measures were
introduced to provide assistance to the blind and disabled, but these were
replaced in 1960 by a general disability insurance scheme which in turn
became part of the National Insurance Scheme in 1967. Likewise, survivors'
benefits were made part of the National Insurance Scheme of 1967,
replacing earlier allowances for surviving children from 1957 and widows'
allowances from 1964.

Later on main changes have been made to the retirement age and to
determining factors of the earnings related pension especially by changing
the earnings limits upon which the pension is calculated. ~ Under the
National Pension Insurance Scheme pensions are determined in relation to
the basic amount (B.a). For example, a full basic pension equals 100 per
cent of the B.a. and a full special supplement is 79.33 per cent of the B.a.
The basic amount is adjusted by Parliament each year, in accordance with
changes in the general income level. The adjustment takes place 1 May
each year. The B.a. is €8,352 (NOK 66,812) per 1 May 200726). |In
calculation of earnings related supplementary pension (so called pension
points) the average B.a. is used and it’s value per 1 May 2007 is €8190
(NOK 65 505).

The ceiling for pensionable earnings and for earnings from which
contributions are collected was at first set at 8 times the B.a. In 1970 the
ceiling was raised to 12 B.a. However, only income up to 8 B.a. was
credited at full rate and income between 8 B.a. and 12 B.a. at 1/3. Pension
contributions were collected at full rate up to the ceiling. In 1986 this
ceiling for national insurance contributions was erased, so that nowadays
contributions are also paid from incomes that do not give any pension right.
In 1992 the benefit level was reduced so that the bending point was
lowered from 8 B.a. to 6 B.a. and income between 6 B.a. and 12 B.a. was
credited at 1/3. Also the supplementary pension per centage (wage henefit
ratio) was lowered from 45 per cent to its current 42 per cent level. On
the other hand, pension accruals granted in the case of unpaid care was

26) Exchange rate used: 1 Norwegian krone (NOK) = 0,125 euros (average rate
August 2007)
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introduced. In 1998 the special supplement was raised from 63.2 per cent
up to current 79.33 per cent of the B.a. Originally (in 1969) it was set at
75 % Ba.

The retirement age was reduced from 70 to current 67 in 1973. The
retirement age was made flexible in that sense that it is possible for the
insured person to continue at work and accrue a pension until the age of
70. However, the pension is reduced (40 per cent of the exceeding income)
if the earnings exceed a determined limit (2 B.a. in 2007) in the period
between the age of 67 and the age of 70. It is not possible to draw old
age pension from the National Pension Insurance Scheme before the general
retirement age, except for certain categories of insured persons27). However,
other pension schemes make retirement possible several years earlier.

3.2 Description of the current pension scheme

Today, every insured person is guaranteed a minimum old age pension,
which consists of the aforementioned basic pension and a special
supplement. The minimum old age pension is independent of previous
income and contributions paid. A full pension is paid if the insurance
period (residence) is at least 40 years. If the insurance period is shorter the
pension will be proportionally reduced. For a single pensioner the full
minimum old age pension is €1,250 (NOK 9,985) a month per 1 May
2007. The special supplement is reduced by 100 per cent of the earnings
related supplementary pension. In addition a pensioner may receive possible
supplements (income tested) for children and spouse.

The amount of the supplementary pension depends on the number of
pension earning years and the yearly pension points. A full supplementary

27) There are pension schemes that are adapted to the National Insurance Scheme
and they function as special early retirement schemes for people under the age
of 67. Pension insurance for seamen was introduced in 1949. The retirement age
for seamen is 60. Pension insurance schemes for forestry workers and fishermen
were introduced in 1952 and 1958 respectively. The retirement age is 63 for
forestry workers and 62 for fishermen. The scheme for forestry workers ceased
to exist as per 31 December 2005.
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pension requires as a general rule 40 years of accrual. Otherwise the
pension is reduced proportionally. A full annual supplementary pension is
42 per cent of the amount which appears when the current B.a. is
multiplied by the average pension point for the person’s twenty best income
years (final pension point). The maximum of pension points, which could
be credited for any one year before 1992, was 8.33. For earnings from year
1992 on, the maximal pension point is 7. Example of pension calculation
can be found in Annex 5. Figure 8-6 shows the pension recipient’s
statutory pension consisting of the minimum pension and the earnings
related pension.

Figure 8-6 Basic structure of the Norwegian statutory pension.
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The number of old age pensioners at the end of 2006 was 634,216 (see
also Annex 6). The number of pensioners who receive the special
supplement is declining, 184,123 pensioners (29 %) received the supplement
at the end of 2006. About 83 % of these were women (161 434).
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Supplementary pension was received by 580,784 pensioners (91.6 %).
(NAV.)

The average old age pension was about 1 516 euros per month (NOK
12,131) at the end of 2006. Average old age pension for men was 1,800
euros (NOK 14,419) and for women 1,310 euros (NOK 10,478) per month.
(NAV.) The average wage was 3945 euros per month (NOK 31,565) in
2006; for men €4,130 (NOK 33,060) and €3,590 (NOK 28,707) for
women (Statistics Norway). Large differences in the benefits payable to men
and women can be seen to be due to a larger accumulation of earnings
related pension for men.

Financing

The national pension scheme is a PAYG system and is financed by
contributions from employees, self employed persons and employers and
financial support from the State. Norway also has a large pension fund,
which is fully integrated into the state budget (see below for further
information).

The contribution rates and the level of state grants are decided upon by
Parliament. In addition to pensions the following contributions finance the
whole National Insurance Scheme. The pension reform should establish a
separate pension premium to make old age pension saving more visible.
This is now under consideration by the Government. The pension
commission proposal for the pension premium was about 17 Y% per cent
corresponding to an accrual rate of pension credits 1.25 per cent for each
year of employment at today’s life expectancy and retirement at the age of
67.

At the moment the social insurance contribution rate for employees is 7.8
% of pensionable income (gross wage income). The rate of a self

employed person’s contribution is 10.7 % of pensionable income28) (income
from self employment). The contribution rate for other kinds of personal

28) For certain categories of self employed persons (fishing, forestry, agriculture) the
contribution rate is 7.8 %.
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income (pensions etc.) is 3.0%.

The employer’s contribution is assessed as a per centage of paid out
wages. The contributions are differentiated according to the regional zone in
which the employees reside. There are seven regional zones reflecting inter
alia the level of economic development. The employer’s contributions are
14.1% (zones | and | a), 10.6% (I a and 1), 6.4% (lll), 5.1% (IV), 7.9 %
(IV a) and 0 % (V) according to the zone.

Government Pension Fund

The origin of the Government Pension Fund can be traced back to 1990
when the Norwegian Government Petroleum Fund was formally established.
However, the fund mechanism entails that money will only be allocated to
the fund when there is a budget surplus. In the first half of the 1990s
there were budget deficits due to the strong recession. Only in 1995 was
the budget back in surplus, and the first transfer from the state budget to
the Petroleum Fund was made in 1996 for fiscal year 1995. After that the
Fund has grown strongly.

In order to strengthen the public’s sense of ownership of the Fund and
make it easier to accumulate financial assets for the state, the Norwegian
Parliament adopted the Act relating to the Government Pension Fund in
2005 and establishment in 2006. The name change underlines the aim of
the Fund to support savings for financing future pension payments. The
pension system under the National Insurance Scheme will, however, remain
financed over government budgets on an ongoing basis ("pay as you
go").

The Government Pension Fund consists of two parts: "The Government
Pension Fund Global", which is a continuation of the Petroleum Fund,
and "The Government Pension Fund Norway", which was previously
known as the National Insurance Scheme Fund (Folketrygdfondet). The
Ministry of Finance is responsible for the management of the Government
Pension Fund. The operational management of the Pension Fund Global is
carried out by the Central Bank (Norges Bank), which invests the fund’s
capital in bonds and equities outside Norway in accordance with guidelines
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issued by the Ministry. Equities account for 60 % of the Fund’s strategic
benchmark portfolio, consisting of equities listed on exchanges in Europe
(50%), America/Africa (35 %) and Asia/Oceania (5%). Fixed income
instruments account for 40 % of the portfolio, consisting of fixed
instruments issued in currencies from Europe (60%), America/Africa (35 %)
and Asia/Oceania (5 %). At the moment actual benchmark portfolio
somewhat differs as the equity portion is being gradually increased from 40
to 60 per cent following the guidelines of Report No. 24 (2006 2007)
presented to the Parliament on 13 April, 2007 (Ministry of Finance 2007).

The operational management of the Pension Fund - Norway is carried out
by Folketrygdfondet and it is primarily invested domestically. Equities
account for 60 % of Fund’s portfolio, consisting of equities invested in
Norway (85 %) and in Denmark, Finland and Sweden (15 %). Fixed
income instruments account for 40 % of the portfolio with the same
portfolio as for equities.

The Government Pension Fund Global consists of petroleum revenues
whereas the basic capital of Government Pension Fund Norway originates
primarily from surpluses in the national insurance accounts from the
introduction of the National Insurance Scheme. The market value of the
Government Pension Fund Global at 31 December 2006 was €223 (NOK
1,783.7) billion (NOK 1,966.6 billion at31 August 2007), about 114 % of
mainland GDP29) (i.e. excluding petroleum activities). (Norges Bank 2007.)
The market value of the Government Pension Fund Norway was €13.6
(NOK 109.1) billion i.e. about 7 % of mainland GDP.

The fund is created to meet the rapid rise in public pension expenditures in
the coming years. Still, the fund is not earmarked for pension expenditures.
The outflow from the fund is the sum needed to cover the non oil budget
deficits. This also means that net allocations to the fund reflect the total
budget surplus. Fiscal policy, which regulates the outflow from the fund, is
anchored in the guideline that over time the structural, non oil budget
deficit shall correspond to the real return on the fund, estimated at 4 %.

29) Mainland GDP (2006):NOK 1 563243 million ; GDP (2006, total): NOK 2 151
670 million (Statistics Norway)
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Thus, in a way real return can be seen to provide a partial pre funding of
pension liabilities. Operation of the Pension Fund is further discussed in
chapter 3.5.1.

3.3 AFP  collectively bargained early retirement scheme

In addition to the national pension scheme a large share, about 60%, of the
working population is covered by the AFP arrangement, an early
retirement scheme which was introduced through the 1988 collective
negotiations, and extended in later bargaining rounds during the 1990s30).
People covered by the AFP scheme 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 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. At the time the
retirement age was set at 66 years, but has later been reduced on several
occasions; to 65 in 1990, 64 in 1992, 63 in 1997, and finally 62 in 1998.
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. The number of pensioners has risen and at the moment
there are over 40,000 AFP pensioners (figure 8-7). Both the employers'
organisations and the Government have argued that the scheme should be
revised (or abolished). The trade unions and in particular the Norwegian
Trade Union Confederation (LO) have strongly defended the scheme.

30) The AFP was first introduced in 1988 by means of an agreement between the
Norwegian Confederation of Trade Unions (Landsorganisasjonen i Norge, LO)
and the Confederation of Norwegian Business and Industry (Naringslivets
Hovedorganisasjon, NHO).
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Figure 8-7 Number of AFP pensioners in 1995 2006.

0O Public sector

W Private sector

n © N~ o o O 9« o M < n o
D OO O O o> O o o o o o o
D> o o O o> o o o o o o o
L T B | - - N N « N N N N

Source: NAV

3.4 Occupational pension schemes

In the public sector, occupational pensions have existed for many years.
Pension arrangements for state employees and The Norwegian Public
Service Pension Fund were established by law in 1917 and cover all central
government employees. During the vyears after the Second World War,
occupational pensions were gradually introduced both in the municipal and
the private sector. The Municipal Insurance Company was established in
1949 and administers almost all the special pension schemes for local
government employees. Practically also all municipal employees are covered
by occupational pensions. In the public sector extensive coordination rules
exist governing the relationship between public sector pension schemes and
the National Insurance Scheme. E.g. civil service pension scheme guarantees
employees 66 per cent of their wage level at the time of retirement
(regardless of changes in the level of the national pension insurance
scheme) after 30 years of service.

Coverage of occupational pensions was unequal before the Act relating to
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mandatory occupational pensions entered into force on 2006. Before this,
approximately 40% of the employees were covered by occupational pension
schemes in the private sector.

In the private sector the great majority of the occupational schemes are
company specific and mainly defined benefit schemes. Up to 2000, only
defined benefit schemes were given the special taxation treatment, which is
the reason why so few defined contribution schemes were developed in
Norway. From 2001, the Act on Defined Contribution Occupational Pensions
has regulated defined contribution plans3l). The new regulations provided tax
allowances also for companies with DC plans.

Based on the white paper regarding the future pension system in Norway
(St. meld. nr 12 (2004 2005), the Storting decided 26 May 2005 that
legislation regarding mandatory occupational pension should enter into force
from 1 January 2006.The 2006 Act relating to mandatory occupational
pensions means that most employers must either have a DC or a DB
pension scheme for their employees. Employers who already have an
occupational pension scheme must ensure that the scheme satisfies the Act's
minimum requirements. The Act does not apply to employers who have a
pension scheme in accordance with legislation or collective agreements that
apply to state or local authority employees.

Employers will pay contributions into the scheme every year and the
contribution must be at least 2 per cent of the employees' earnings between
1 B.a. and 12 B.a. in a DC scheme. A corresponding requirement applies
to DB schemes. In addition to the contribution, the pension scheme shall
also contain an insurance element that ensures that employees continue to
accrue pension entitlements in the event of disability. It is permitted to
exclude employees under the age of 20 and those in part time employment
of less than 20 per cent of a full time position from the pension scheme.
Employees may be required to also contribute to their own pensions, but
such contributions will not reduce the minimum requirement for employers'

31) The new Act relating to defined benefit pension plans also took effect on 1
January 2001. The regulation of occupational pension schemes was previously
covered by the Act relating to taxation on property and income.
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contributions. The main rule is that pensions shall be paid for at least 10
years from the age of 67 years.

3.5 The 2010 pension reform

3.5.1 Challenges facing the pension system

The most important long term fiscal challenge is posed by the effects of
population ageing. The ageing of the population is caused by the fact that
pensioners live longer than previous generations. In addition the share of
the working age population is shrinking due to declining birth rates.

The latest population projections from Statistics Norway, which were used
in the Pension Commission's work, estimate that the remaining life
expectancy for a 67 year old will increase from about 17 years today to
22 years in 2050. It was 14 years in 1973 when the retirement age was
lowered to 67. The share of the population 65 years and older is projected
to almost double towards 2050 as a share of the working population, from
slightly more than 22 per cent today, to approximately 40 per cent in 2050.

It is estimated that expenditure on old age, disability and dependents’
pensions within the National Insurance Scheme increases from 9 per cent of
mainland Norway GDP at present to almost 20 per cent in 2050 under a
continuation of the current pension system.  This is mainly caused by
expenditure on old age pension which is estimated to increase from 6 to
about 15 per cent of mainland Norway GDP. (Stmeld. nr. 5 (2006 2007.)
This is a significant increase and well above the average when compared to
other OECD countries (see Bellone and Bibbee 2006).

In addition to growing financial burden there are a number of other, so
called system related challenges in Norwegian pension system that have
become more evident over the almost 40 years that have passed since the
introduction of the current pension system. The main challenges relate to:

- Poor correlation between the overall career income and the pension
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- Uneven possibility for flexible retirement as it is not possible to draw
oldage pension under the statutory pension system before the age of 67.
Early retirement for non health related causes is today only available for
those who have access to pension schemes outside the National Insurance
Scheme, such as the AFP or occupational pension schemes with special
retirement ages.

- Lack of incentives to remain at work after the age of 62 as the AFP
scheme is designed to give the same pension at the age of 62 as if one
had remained working until reaching the age of 67

- The civil service pension guarantee a total pension benefit (66%). This
implies that government employees are sheltered against changes to the
statutory pension system. In addition, as long as private and government
pension schemes differ, this may to some extent prevent mobility between
the private and the public sector.

Despite Norway’s relatively high statutory retirement age a key problem
over the past decade has been the fall in the effective retirement age (see
Annex 4). Consequently, even though Norway boasts the highest OECD
employment ratios for older workers (aged 55 to 64), employment rates fall
sharply with age, particularly from age 62. This kind of development can
largely be seen to be encouraged by the AFP scheme. The effect of the
AFP scheme can be seen from the following figure describing the
pathways to early retirement in Norway.
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Figure 8-8 Share of population aged 50 to 66 on different kind of “early
retirement” benefits, 2005.
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Limited petroleum wealth

The petroleum revenues place Norway in a more favourable financial
position than most other countries when it comes to dealing with the
growth in pension expenditure. Projections presented in the Norwegian
Government’s white paper indicate that the Pension Fund will grow to 195
per cent of mainland GDP at the end of 2010. Given the present guidelines
for fiscal policy, the Fund is expected to reach a level of around 250 per
cent of mainland GDP by the year 2020, before starting to gradually
decline.

However, as can be seen (Figure 8-8) the accrued pension liabilities
substantially exceed the assets of the Government Pension Fund. According
to the Ministry of Finance the value of the old age pensions accrued was
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about €480 (NOK 3,874) billion at the beginning of 2006 and the amount
of pension assets approximately €236 (NOK 1,890) billion. Thus, about 49
per cent of the accrued old age pensions were funded in advance. In 2007
the corresponding ratio has risen almost to 55 per cent.

Taking into account also disability and survivors’ pensions, the pension
liabilities were estimated at slightly over 300 per cent of mainland GDP in
2006, increasing up to 420 per cent of GDP in 2050.

In addition, unlike most pension funds, the capital of the Government
Pension Fund Global cannot be dedicated to meeting future pension
obligations, only its expected real return of 4%, given the fiscal rule. The
guidelines for economic policy stipulate that fiscal policy shall be geared
towards a gradual and sustainable use of petroleum revenues. Over time the
structural non oil deficit shall correspond to the expected real return on
the Government Pension Fund Global, estimated at 4 per cent.
Therefore, only real return can be seen to provide a partial pre funding of
future pension liabilities. The fund is mainly a transformation of depleting
resources (oil and gas) into financial assets. As this wealth belongs in
theory to present and future Norwegian generations, the capital stock should
be preserved, and only the returns consumed, to allow future generations
their own choices in allocating these earnings. However, since the fiscal
guidelines were established in 2001, the use of petroleum revenues has
exceeded the expected real return on the Pension Fund - Global. This is
also one of the reasons why the Government proposed a revised Fiscal
Budget for 2007 with an estimated structural, non oil deficit somewhat
lower than in the approved budget and below the expected 4 per cent real
return on the Fund.

From 1997 until year end 2006, the average annual return on the
Government Pension Fund Global was 6.5 per cent, whilst the average
annual real return (after management costs and inflation) which is of
relevance under the fiscal rule adopted for budget policy purposes was 4.6
per cent, as measured in foreign currency (Ministry of Finance 2007) (for
closer look see Annex 7).
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Figure 8-9 The Government Pension Fund and accrued pension liabilities,
per cent of mainland GDP 2005  2060.
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3.5.2 Background of the reform process

On 30 March 2001, the Stoltenberg Government appointed a Commission,
with members from the parties holding seats in the Parliament (Storting)
and independent experts, to examine the main objectives and principles of a
reform of the overall pension system (incl. reforms to national pension
insurance scheme, AFP scheme and occupational schemes). The Commission
published a preliminary report on 4 September 2002.

The Commission was to submit its final report to the Ministry of Finance
and the Ministry of Health and Social Affairs within 1 October 2003. In
autumn 2003, the deadline for completion of the Pension Commission's
work was somewhat extended, and the Commission submitted its final
report on 13 January 2004 in a green paper (NOU 2004:1 Modernised
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National Insurance Scheme  Sustainable Pensions for the Future). A broad
majority of the members of the Pension Commission, comprising all
members except those from the Party of Progress and the Socialist Left
Party, supported, in the final report, a reform of the old age pension under
the National Insurance Scheme.  The Commission assumed a gradual
introduction of a modernised National Insurance Scheme from 2010
onwards. The report of the Pension Commission was circulated for
consultation on 14 January.

On 10 December 2004, the Norwegian government issued a White Paper
(Stortingsmelding nr. 12 (2004 2005) proposing changes to the present
pension system on the basis of the Commission’s report. On 26 May 2005,
the Norwegian Parliament, Storting, made decision on the main principles
for a pension reform. The Storting asked the government to return with
evaluations and proposals for amendments in the pension system in a
number of fields.

Following the compromise reached by parliament in the spring of 2005 the
Norwegian government presented its proposal for a new pension system in
October 2006. (White Paper: Stortingsmelding nr.5 (2006 2007)). Finally
on 23 April 2007 parliament reached broad based agreement on reform.
Agreement closely follows the government’s 2006 white paper. Although
some questions still remain unresolved, the main characteristics are clear.

In connection with the old age pension reform also disability and
survivors’ pensions must be adapted to the new old age pension.
Government appointed a public committee on 5 August 2005 which was
mandated with committing a study on a new disability pension scheme. The
committee published a report (proposal) for a new disability pension scheme
onl6 May 2007 (NOU 2007:4). The report was circulated for consultation
on 13 June with the final date of 1 October 2007. Evaluations and
proposals as regards the survivors’ pension scheme will be examined later
on by the Government.

In addition to the statutory pension schemes the AFP (early retirement
pension) scheme is to be renewed and integrated with the new general
early retirement scheme. A tripartite commission set up by the Norwegian
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government in June 2007 is expected to propose a new early retirement
pension scheme by the end of 2007 and the scheme will be incorporated
into the wage settlements for 2008.

As a part of the overall pension reform, an obligation was introduced for
enterprises to establish an occupational pension scheme securing their
employees an old age pension in accordance with the requirements of the
Act on mandatory occupational pensions. The deadline for establishing such
a mandatory occupational pension scheme was set at the end on 2006, and
it had to have economic effect for the employees from 1 July 2006 (latest).
The main principles of mandatory occupational pension were already
presented in this paper as part of the current pension system description.

3.5.3 Main aspects of the pension reform

The pension reform is to be gradually phased in from 2010. The main
goals of the Government in pursuing a reform are:

(1) Making the pension system economically and socially sustainable. This
means a pension system which over time does not impose too great a
financial burden on the occupationally active. A prerequisite for an
economically and socially sustainable pension system is that it gives
good incentives for work.

(2) Having a good income redistribution profile and gender profile. This is
pursued by ensuring that all retirees receive a guaranteed minimum
state pension and furthermore that all those who have had pension
earning get something in return, on top of the minimum pension. This
is also of importance for women as long as women have lower
incomes than men. Today, many occupationally active women receive
a minimum pension in the same way as people without previous
income from work. In addition, pension earning must reflect the work
effort throughout life. Thus, it is also important to compensate for loss
of income due unpaid care.

(3) Being simple and comprehensible the reform should contribute
simplicity to make the individuals able to calculate the size of their
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pension under different circumstances. People should also be able to
make well founded decisions on when to retire and on the need for
saving for one’s old age.

Following the overarching aims the forthcoming pension reform is based on
the following main principles:

Calculation of benefits based on lifelong earnings

A flexible retirement age under the National Insurance Scheme
Introduction of a life expectancy adjustment ratio

Changing indexation rules

Basic security in the form of a guaranteed pension

Redefining and extending pension rights for non working periods

The main principles above bring new model for pension accrual likewise
for drawing pensions when compared to the present system (see Table 3.1).
Each element of the reform will be further discussed below.

Table 8-4 The main changes to the Norwegian pension system.

Pre reform After reform
Retirement age 67 From the age of 62 (flexible)
Insurance period 40 years Lifelong earnings

Pensionable wage

Best 20 years

All career earnings

Life expectancy | Not applicable Life expectancy adjustment ratio
adjustment Staggered ceiling from | All income up to 7.1 Ba.
Upper earnings | 6 B.a to upper limit | (linear)l

limit (ceiling) 12 Ba

Wage benefit ratio

42% + 1 B.a/

1.35 % of the income per year

Unpaid care | Pension earning equal | Pension earning equal to 4.5 B.a.
(minimum amount) | to 4 B.a.

Unpaid care for up to the age of 6 yearsl
children up to the age of | 25 B.a. as the basis for pension
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Military service Tyears eaming
Indexing  pension | Not pensionable | Average of wage and price
payments eamning growth
Indexing  pension | Wage growth
entitlements Wage growth

Wage growth
Minimum  pension Guarantee pension at the current
(amount) 1,7933 x B.a level, reduced by 80 % of the

income based pension

Occupational Mandatory
pensions Voluntary

1 The Governments original proposal for income ceiling was 7 B.a. and unpaid care
for children up to the age of 4 (see also Annex 8 for original Pension
Commission’s proposal and the other three alternative accrual models that have
been considered).

New model for pension accrual

A new accrual model for the old age pension consists of the following
qualities:

- An income based pension which entails annual pension accrual
equal basically to 1.35 per cent of the income for a person that starts
drawing the pension at the age of 67, given the life expectancy in
2010.

- All income between 0 B.a. and 7.1 B.a. (€ 58100; NOK 465000 in
2007) shall result in a pension.

A guaranteed pension at the level of the current minimum pension.

The guaranteed pension to be reduced by 80 per cent of the earned
earnings related pension.

Even after the reform the National Pension Insurance Scheme continues to
be a defined benefit system financed on a pay as you @o basis.
Likewise the pension benefit continues to include two elements, a
guaranteed residence based minimum benefit and an income based benefit.
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Contrary to the basic benefit in the present system, however, it is means
tested against the earnings related pension benefit (see Figure 8-9).

Reform will bring a stronger relationship between earnings and pension
benefits as the earnings related pension will be based on all years rule.
Every year pension entitlements will be credited in a pension account in
accordance with the person’s employment income and on the basis of
unpaid care work.

The reform ensures equal pension for equal lifetime income, irrespective of
how this is divided over the working career, as long as the annual income
is below the ceiling. In the new pension system there is a lower limit for
pension earning thus providing a good ground for supplementary private
pension scheme. The pension of the individual will in future consist of the
pension from the statutory pension scheme combined with a pension from
the supplementary scheme.

The clear correlation between work throughout life and the pension makes
the model also easier to understand.
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Figure 8-10 The structure of new old age pension scheme in comparison
to the current scheme.
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A new model for drawing pensions

A new model for drawing the old age pension consists of the following
qualities:

- It will be possible to draw a pension from the age of 62.

- The flexible old age pension is designed in such a way that the annual
pension reflects the expected number of years as a pensioner.

- It will be possible to draw a full or partial old age pension as long as
the pension from age 67 exceeds the level of the minimum pension.

- It will be possible to combine the drawing of an old age pension with
work, without the pension being reduced.

The reform will establish a general, flexible retirement age under the
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National Insurance Scheme. Nevertheless, the AFP scheme shall be
maintained, however, with adjustments which are decided later on (2008) in
negotiations with the social partners. According to the Government’s
guidelines all employees subject to the AFP will receive a supplementary
pension regardless of whether they decide to leave early before the age of
67 years. Currently, only those who choose to leave early benefit from this
arrangement.

After the reform the pension can be drawn fully or partially from the age
of 62 and contrary to the current system it will become possible to
combine pension and work without the pension being reduced. There will
be no upper limit on retirement age. The aim is to ensure a good balance
between incentives for work and freedom of choice. This will be reached
by linking the benefits to life expectancy for each cohort. The pension
will be adjusted in accordance with retirement age and remaining life
expectancy, thus making the system also more actuarial. By remaining in
the labour force for a longer period of time the individual’s pension will
increase, and vice versa.

Annual pension is increased by approximately 5 per cent for each year the
retirement is deferred, because there will be one less year to divide the
earned pension entitlement by. In addition, one additional year in the labour
force will give extra pension accrual, which increases the annual pension by
approximately 2.5 per cent. The proposed drawing model increases the total
amount of the annual pension by approximately 7.5 per cent for each
additional year in the labour force without drawing a pension.

It is estimated that the life expectancy based pension adjustment will mean
that an individual will have to work an additional 8 months in order to
maintain the same replacement rate when the life expectancy of the
population is increased by one year. This will result in a career 2 % to 3
years longer in 2050, with the expected increase in the life expectancy. An
example of the effect of the adjustment is presented in the following table,
where reference is made to a person born in 1943 and retiring at the age
of 67 in 2010. Those born in 1948 are the first who can choose to retire
at the age of 62 in 2010. However, as it can be seen from the table, if
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they leave early their pension is going to be about 21 per cent smaller than
those from the 1943 cohort retiring at 67. Likewise, persons born in 1963
will get about 8 per cent and those born in 1983 about 17 per cent lower
pensions than reference level if they retire at the age of 67. Thus, the
younger cohorts should work until the age of 69 or 71, respectively, in
order to compensate for the effect of the life expectancy adjustments.

Table 8-5 Old age pension in relation to reference levell classified
by retirement age and cohort, %.

Age 1943 cohort | 1948 cohort | 1963 cohort | 1983 cohort
62 80 79 74 69
63 83 82 77 71
64 87 86 80 74
65 91 90 84 77
66 95 94 88 80
67 100 99 92 83
68 105 104 96 87
69 111 109 101 91
70 118 116 106 95
71 125 123 112 100
72 133 131 119 105
73 143 140 127 111
74 153 150 135 118
75 165 161 144 125

1 Old age pension to a person born in 1943 and who takes retirement at the age of
67 in 2010 is equal to 100
Source: Stensnes et al. 2007

Thus, for a given retirement age, increasing life expectancy is reflected in
an increasing divisor. The divisors at different retirement ages for
individuals belonging to the above mentioned cohorts are illustrated in
Figure 8-11
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Figure 8-11 Divisor by retirement ages for selected cohorts.
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The Government’s proposal gives better incentives for work. At the same
time, the overall effect on the pension level will also depend on e.g. life
expectancy adjustment ratio and how the individuals adapt to it. The
introduction of the life expectancy based pension adjustment ratio is also
the most important measure in order to make the statutory pension scheme
sustainable in the long run. When the annual pension amounts are adjusted
with this ratio the expenditure on old age pension will remain more or
less unaffected by the increased longevity. Individuals will be able to
counteract the effect on their annual pension amount by deferring the
reduction of their work effort and the drawing of their pensions. The ratio
shall be the same for men and women.

In a flexible pension system, the differences in the annual pensions may
increase, as a consequence of the individuals’ own choice concerning time
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of retirement. In addition, everybody will not have the same opportunities
to remain in work after having attained the age of 62.

Redefining and extending pension rights for non working periods

The pension reform improves the minimum security of pension accruals for
non working periods. Today, pension accrual is granted in the case of
unpaid care for children under the age of 7 and in the case of care for
elderly, sick and disabled. After the reform everybody shall get a minimum
pension accrual in case of unpaid care equal to an annual income of 4.5
B.a. (NOK 295000; € 36 850), i.e. ¥2 B.a. higher than today. Otherwise
pension entitlements from unpaid care work will be based on previous
employment income, with an upper limit corresponding to the basis for
calculating statutory maternity pay. Originally the Government proposed
granting pension rights for care for children up to the age of 4. However,
after the Parliamentary discussions this was changed up to the age of 6
years.

In addition, conscripts are given pension earning. According to the
Government’s proposal mandatory military service means that one has to
refrain from an ordinary income from work, and thus from pension accrual.
In the Government’s opinion, there are thus good reasons for the
introduction of a pension crediting arrangement for persons serving as
conscripts. 2.5 B.a. (NOK 163,760; €20,470) is suggested as the basis for
pension accrual for completed military service. It is suggested that such
credit should be given in addition to any pension accrual based on income
from work. The aim is to introduce this arrangement with effect for new
conscripts from 2010.

The reform will also improve the provisions for pension accrual for
unemployed persons, including persons who are involuntarily working part
time, while receiving unemployment benefits, so that unemployed will be
credited with pension accrual based on previous income from work. In the
current scheme, pension accrual is based on the unemployment benefits.

According to the pension settlement in the Storting, the Government was
also asked to consider crediting students with pension earning. The
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Government reached the conclusion not to credit students with pension
accrual. According to Government’s proposal persons with a higher
education will often have a higher overall lifetime income than persons
without higher education, something which will be reflected in higher
pensions.

Changing indexation rules

The income dependent entitlements shall continue to be adjusted by wage
growth until retirement, while paid out pensions shall be adjusted by an
average of wages and prices. This change will remove the indexing rule on
wages passed in 2002. The guaranteed pension will be adjusted against
wages, less the effect of the life expectancy adjustment ratio. This implies
that the guaranteed pension may be adjusted by almost 0.5 per centage
point less than wage growth, based on Statistics Norway’s estimates for
future life expectancy developments. Different indexation rules imply that
the minimum benefit over time is reduced relative to the income
component.

Transitional provisions

There is no final decision on the transitional provisions for the new accrual
model for old age pension in the National Insurance Scheme. According to
the Government’s reent bulletin persons born in 1953 or earlier would have
their pension entitlements determined on the basis of the present regulation
5.32) Persons born in 1963 or later will have their pensions determined
solely on the basis of the new system. Persons born during the years 1954

1962 will have their pensions determined proportionally on the basis of
the present and the new system.

The Government has also not made final decision on retroactive pension
entitlements for unpaid care work under the present National Insurance
Scheme.

However, the Government proposes that the life expectancy adjustment ratio

32) see www.regjeringen.no news published 29.11.2007
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is to be applied to new retirees from 2010 onwards, with flexible retirement
being introduced at the same time. Likewise the new system for the
indexing of pensions is to be applied to all retirees from 2010 onwards.

The Government should present a proposal for legislation on a new pension
scheme hefore the year end 2007.

Even after the reform, civil service pensions equivalent to two thirds of the
wage at the time of retirement are continued. However, the civil service
pension schemes are adjusted to the new National Insurance Scheme model,
without decreasing the level of the civil service pensions, but so that they
are also covered by the provisions on the adjustment ratio based on life
expectancy and the new indexation. The final adjustments will be made
through negotiations between the social partners of the public sector. Also
the AFP scheme shall be maintained, however, with adjustments which are
decided later on (2008) in negotiations with the social partners.

3.5.4 The main consequences of the reform

The Government’s proposal means that the expenditure on old age pensions
as a per centage of mainland GDP is estimated to be reduced from 15 to
12 per cent in 2050 when compared to the present system.

In a pay as you go system where public pension expenditures are
financed by current tax revenues, the ratio of workers to old age
pensioners has a significant impact on the fiscal balance sheet. One measure
of the fiscal burden of the public pension scheme is the so called
contribution rate defined by Disney (2004) as “the average rate (on
earnings) that would be required to finance current spending on public
pensions without budgetary transfers or the accumulation or decumulation of
public pension funds”. The contribution rate C may be formally defined as:
=P /(L + 05P).

Where P represents the yearly general pension expenditures in the National
Insurance Scheme, and L represents aggregate yearly labour incomes,
included compensation for the labour effort among the self employed. It
has also been taken into account that pension benefits are taxed at about
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half the tax rate on labour incomes (for further information see Stensnes et
al. 2007; Fredriksen and Stglen 2005). The contribution rate is expected to
double from about 11 per cent in 2006 to about 22 per cent in 2050.
According to projections presented in the Government’s white paper the
reform will reduce the contribution rate needed for financing the old age
pension expenditure from 21.8 per cent to 17.6 per cent in 2050 when
compared to present system33).

The tax burden of financing the sum of old age, disability and survival
pension benefits has increased from a level of about 7 per cent in 1967 to
about 15 per cent in the early years of 2000s. The contribution rate is
estimated to increase to 25 - 30 per cent after 2040. This increase of about
10 15 per centage points is equivalent with the estimated increase in the
expenditures in the Insurance Scheme from about 9 per cent of GDP in
2002 to almost 20 per cent in 2050 according to the report from The
Pension Commission.

The effects on the contribution rate (base line scenario) for financing old
age pension expenditure are presented in Figure 3.7. A decomposition of
the main elements of the reform reveals that the new earning model
increases pension expenditures, when seen in isolation. This is caused
especially by the increased connection between pension entitlements and
former labour incomes, likewise the proposed accrual rate of 1.35 % which
is higher than at present. The effect of this element to is estimated to
increase the contribution rate with 1.3 per centage point when compared to
the present system. The old age expenditure in 2050 is estimated to rise
to NOK 238.4 billion in comparison to current system NOK 223.6 billion
(as measured in 2006 values).

The introduction of the life expectancy based pension adjustment ratio is

33) The future pension burden i.e. challenges of financing the increasing pension
expenditures depend on the development in demographic characteristics like
fertility, mortality and immigration, as well as characteristics affecting supply of
labour, like education, disability, retirement age, participation rates and part time
work (especially for women), and the design of the pension system. The effects
on the contribution rate have been analyzed by use of Statistics Norway’s
dynamic micro simulation model, MOSART, documented in Fredriksen (1998).
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the main factor of the reform regarding reduction of the contribution rate.
As life expectancy is assumed to increase during the entire period of
projection, the effect of this element increases. This element also includes
the effect of the flexible retirement permitting retirement from age 62. In
total the contribution rate is reduced by 3.8 per centage points in 2050
(difference to upper curve).

Likewise the change in indexation rules is estimated to further reduce the
rate by 1.2 per centage points in 2050. The difference between the two
lowest curves represents the effect of increased supply of man hours
among persons of working age. Although labour supply is estimated to
increase as much as 4 per cent as a result of closer connection between
contributions to and benefits from the pension system, the partial effect on
the contribution rate of this element is only about 0.5 per centage point in
2050. Thus, in total the Government’s proposal is estimated to reduce the
contribution rate by 4.2 per centage point.

Figure 8-12 Effects on the contribution rate caused by a shift to a new old
age system, decomposition in different elements.
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According to the Government’s white paper the new system should give the
average future pensioner, regardless of wage level, more money than
existing pensions that take affect at age 67. But there are two complicating
factors that make a real comparison harder to measure, and they are both
likely to work against future pension levels. One is an adjustment for life
expectancy. All future pensioners will have their pensions reduced in step
with increases in national life expectancy. The other is that pensions will
not be increased completely in step with national wage increase rates,
meaning pensioner purchasing power will be under that of the work force.
Even so, pensions are increased more than the price growth.

A changed indexation of paid out pensions is, when seen in isolation,
estimated to reduce the average replacement rate by 7-8 per cent after 10
years as a pensioner, compared to the situation if the pensions were
indexed in line with the growth in wages.

Moreover, the reform seeks to maintain the redistributive characteristics of
the present system. Stensnes and Stslen (2007) have analyzed the
consequences of the reform by using the MOSART model and the first
impressions of how different accrual schemes distribute income between
individuals at system maturity in 2050 are shown in Figure 3.8. The
horizontal axis measures the GINI coefficient of inequality and the vertical
axis shows women’s pensions as a share of men’s, on average. Along the
two dimensions, the reformed system would indicate growing inequality.

However, it is worth noting that there is greater inequality in labor incomes
than pension benefits. The public old age pension scheme is redistributive,
due to components such as a minimum benefit and the annual income
ceiling on accumulating pension entitlements. Income replacement ratios are
therefore higher at the lower end of the income scale. A closer link
between earnings and pensions in the accrual scheme will therefore tend to
increase inequality in benefits, while this very link is also at the heart of
improving work incentives by reducing the implicit tax rate on social
security contributions. In deciding on a pension accrual scheme, government
is faced with the classical trade off between equality and efficiency.
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Figure 8-13 Distributional indicators for pension benefits in 2050.
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Stensnes and Stglen (2007) have also analyzed distributional consequences
of the present and reformed old age pension systems in more detail
breaking annual pension benefits in 2050 down by pension income per
centile (see Annex 9). For the bottom four deciles, pension levels will
remain largely unchanged with pension reform. This is mainly caused by a
guarantee pension at the same level as the minimum pension in the present
system before taking adjustments for increasing life expectancy into account.
The distributional impact of the other elements affecting the lowest deciles
is not large, and the different elements partly counteract each other.

The top six pension income deciles will experience an increase in the
pension level, reflecting both the increased accrual coefficient for pension
entitlement and the sharpened actuarial properties of the system in general.
The gains are largest for the highest income groups. For both schemes the
curves are convex for the uppermost deciles, because they exhibit an
increasing gap compared with the average incomes.
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4. Pension schemes in Finland34

4.1 History of pension provision

4.1.1 The first National Pension Act and Start of Eamings Related
Pension

The national pension scheme covering the whole population was established
in 1937. The insurance based on personal pension saving accounts was
mandatory for persons aged 18-65. An independent Social Insurance
Institution, supervised by Parliament, was established to implement the act.
This administrative model still applies to the national pension scheme.

The National Pension Act of 1937 never achieved its aims. Due to the
modest 2 per cent contributions, the level of the pensions could never have
become very high. In addition high inflation during the war and
reconstruction period gnawed the scheme. The low level of the national
pension was the cause of dissatisfaction.

The employers and the employees had together established pension funds
for the employees already prior to the National Pension Act. However,
administration of these funds lacked actuarial know how and their affairs
were not supervised. At the end of the 1950s they covered about 220 000
people. The pension entitlements were usually lost when changing jobs. In
addition pensions for 25 000 persons were arranged in private insurance
companies.

The State had its civil servants’ pensions, and many municipalities had their
own pension regulations for their officials. According to the Public Welfare
Act, the employer was liable to provide for his long term employee in
case of loss of work capacity due to old age or illness. It was required
that the employee did not get an income elsewhere. Until 1970 children
had a legal obligation to provide for their ageing parents.

34) Chapter 4.1 draws on Kontio (2007) and, chapter 4.3 on Bdrsch Supan (2005).
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4.1.2 “Civil servants’ pensions for all”

In the 1950s the structure of the Ilabour force was changing with
industrialization and the number of rural population started to decrease.
Women continued to participate in the labour market after the war, so the
social security in old age based on home care diminished. Assistance
pensions for war widows, orphans and invalids provided a new model for
pension provision.

There was a general agreement on the need to reform the National Pension
Act, but all the more disputes about the direction of the change, even
within parties. The flat rate scheme financed by tax revenues came into
force in 1956. This solution was supported by the representatives of the
rural population. The level of the national pensions increased even 2.5
times. The abolishment of the pension accounts was felt as an income
transfer to farmers. This caused resentment especially in the employees’
organizations.

The earnings related pension committee was established at the end of
1956. When shaping the earnings related pension scheme the motto was
“civil servant’s pensions for all”. The committee suggested creation of two
pension acts, which would cover most of the private sector employees.
The general private sector pensions act Employees’ Pensions Act, (TEL)
and the Temporary Employees Pensions Act (LEL) were enacted in 1961
and 1962. Financing of the pensions was and is still based partially on the
pay as you go principle and partially on pre funding.

The employers got the right to borrow the accumulated pension funds
through so called premium loans. The employers’ support for the act was
also sought through suggesting that earnings related pensions be handled
by private insurance providers. The committee saw a decentralised scheme
also as cheaper than a centralised scheme.

The employees found the guarantee of receiving the accrued pensions from
different employment contracts very important. Due to this vesting principle
the competing pension providers needed a liaison body, maintaining a
common register of the pension entitlements. The Finnish Centre for
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Pensions was founded. The Finnish Centre for Pensions was also to handle
pension components financed jointly on thepay as you go principle.

4.1.3 Period of broadening pension benefits

The 30 year period after the enactment of TEL in 1961 was a period of
extension of the range and level of the pension benefits. As the number of
pensioners was still low, the financing base was favourable for benefit
enhancing reforms. The period was also dominated until the mid 1970s by
the dispute over the direction in which to develop the pension system.
Rivalry alternatives were the earnings related pension scheme and the
national pension scheme.

Originally the earnings related pensions covered only old age and
disability. The TEL target level was 40 per cent of the final wage. An old

age pension accrued from employment contracts of at least six months
from the age of 23, and a full old age pension based on final wage
accumulated in 40 years. The old age pension could start at the age of
65. In contrast, in the LEL industries, where the work typically consisted of
short term employment contracts, average earnings were the basis of the
pension. In the beginning earnings related pensions were very small. They
mainly supplemented the national pension.

In case of incapacity for work the person’s pension was calculated as if he
or she had continued to working until the age of 65. The time from the
beginning of the disability to the age of 65 is called the projected
pensionable service. Survivors’ pensions extended the scope of the scheme
in 1967.

The Employees’ Pension Act affected the modernisation of the civil
servants’ pensions. Local government pensions were harmonised through a
separate act (Local Government Employees’ Pension Act KVTEL). The
State Employees’ Pensions Act (VEL) was enacted in 1966.

In 1970 also entrepreneurs and farmers obtained statutory pension provision
through the Self Employed Persons’ Pensions Act (YEL) and the Farmers’
Pensions Act (MYEL). The following year the pension benefits were
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extended by the unemployment pension.

Earnings related pension provision was improved especially through an
overall increase in 1975, when the accrual rate was increased from 1 per
cent to 1.5 per cent and the target level of the pension rose from 40 to 60
per cent. In this connection the roles of the national pension and the
earnings related pension were redefined. The primary role of the earnings

related pension was emphasised. Instead of the -earlier full wage
indexation a half way index (50 % weight on wages and 50 % weight on
consumer prices) was applied to pension calculation and revaluation of
pensions from 1977.

The individual early retirement pension was introduced in 1986. The
individual retirement pension was a disability pension, with milder
incapacity requirements than the normal disability pension. Also certain
independent professionals and remaining non covered temporary workers
obtained their own pensions act, Pensions Act for Performing Artists and
Certain Groups of Employees (TaEL) in 1986. The part time pension was
introduced in 1987. It subsidises aged workers who want to shift to the
part time work. The age limit has varied between 56 and 58.

4.1.4 Cost cutting reforms in the 1990s

The statutory pension scheme, as well as the whole society, faced a real
challenge during the recession in the early 1990s. The unemployment rate
reached almost 17 per cent in 1994 and GDP fell from 1990 to 1993
almost 11 per cent.

In order to lessen the cost burden of the employers the employees were
made directly responsible for part of the earnings related pension costs
from the beginning of 1993. The pension contribution was divided into the
employers’ and the employees’ shares. Further changes of the contribution
rate were equally divided by the employers and the employees. This
principle still applies. The 66 per cent target level in the public sector
pension replacement rates was abandoned. Accrual rates were lowered and
age limits were raised to match the private sector basis.
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In 1996 an extensive pension reform took effect. Previously the pensionable
wage was calculated by taking into account the two middle most years
from the four last years in each employment contract. The calculation base
gradually changed to the ten last years of each employment contract.
Pensions paid to persons aged over 65 were revalued by a new index, in
which consumer prices have a weighting of 80 per cent and wages a
weighting of 20 per cent. The accrual rate for projected pensionable service
was weakened from 1.5 after the age of 50 being 1.2 between 50 and 60
and 0.8 between the ages 60 and 65. The basic amount of the national
pension, which was paid to all pensioners, was abolished.

4.2 The 2005 reform

4.2.1 The national pension scheme

The 2005 reform kept the national pension scheme by and large untouched.
It guarantees a minimum pension if the person’s earnings related pension
is small. The benefits include old age, disability and unemployment
pensions as well as the survivors’ pension. The national pension scheme
contains also special supplements including housing allowance for
pensioners. Unemployment pensions will be abolished from the national
pension scheme due to the 2005 reform.

The national pension is usually awarded at the same time as the earnings
related pension. Each Euro paid by the earnings related pension scheme
reduces the national pension by 50 cents until the national pension is zero
(Figure 8-14). Approximately half of all retirees receive income from this
scheme, but only 7 per cent have a national pension as their only pension
income.

All benefits and earnings limits in the national pension scheme are linked
to the consumer price index. From time to time an overall increase to the
national pension is made by decision of the Parliament, so that the level of
national pensions would not lag too much behind the general living
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standard. The latest overall increase was carried out in 2006 and the next
will take effect at the beginning of 2008.

Figure 8-14 Total pension in 2007 according to earnings level,
euros/month.
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4.2.2 The eamings related pension scheme
Focus of the 2005 reform is the earnings related pension scheme. It
pursues three major aims:
(1) to make the earnings related scheme more sustainable by
(@) linking old age and survivors’ benefits to life expectancy
(b) increasing the extent of prefunding
(2) to decrease labour market distortions by

(a) restricting access to early retirement



Finnish and Norwegian Pension Reform - Implications for Preparing Aged Society 231

b) introducing a window of flexible retirement age
c
d
e

sharply increasing the accrual rate within the window of retirement

abolishing the cap on the replacement rate

P

)
)
)
) abolishing the link between benefit calculation and employment
relationships

(3) to make the system more equitable by
(a) basing benefits on life time earnings and harmonizing benefit rules

(b) equalizing the minimum age for benefit computation and contribution
requirement

(c) changing indexation rules
(d) redefining and extending accrual for non working periods
(e) redefining pensionable pay for the projected pensionable service

One principle of the reform was that each earned euro should contribute to
the pension. Below each element of the reform will be discussed.

1. Increasing the sustainability of the earnings related pension scheme

(@) Linking benefits to life expectancy. From 2010 onwards old age
and survivors’ benefits will be indexed by life expectancy. The aim
of the life expectancy factor is to adjust benefit levels so that the
present value of the benefits does not change when life expectancy
changes. Beginning with the cohort of 1948, the starting level of the
old age pension of each cohort is multiplied by this factor. Each
year the factor is the annuity value of the unit pension for a person
aged 62 years relative to the annuity value of the unit pension for a
person who is aged 62 in 2009.

Estimates of the life expectancy factor based on two different
population projections are presented in Figure 4.2. The effect of the
factor has increased in between the population projections. For the
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younger cohorts the factor will create a substantial “pension gap”.
Whether this gap will be filled by working longer, saving privately
or a smaller pension is simply accepted is up to the individual.

(b) Increasing the extent of pre funding. The Finnish earnings related
pension scheme is a partly pay as you go and partly funded
system which has about 120 billion euros worth of assets, invested
both domestically and internationally (see Chapter 4.4).

The funds are not individualized at the employee level, in the sense
that an employee would be able to differentiate the funded part from
the pay as you go part nor to make an individual investment
decision. The funded part affects the contribution rate, not benefits.

The 2005 reform included a decision to increase funding by 7.5 per
cent of private sector wages during the next 8 years. This is
additional funding on top of normal funding required by the
scheme’s rules. The build up of the 7.5 per cent fund is financed
by an increase in the contribution rate of about 0.9 per centage
points
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reform
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2. Decreasing labour market distortions

The effective retirement age among Finnish workers is low compared with

other OEC

D countries (Annex 4). The 2005 reform takes a number of

measures to increase the labour force participation among elder workers.

The aim is
year 2050.

(@) Res

to increase the effective retirement age by three years until the

tricting access to early retirement.  The pre reform pension

scheme had a multitude of pathways into retirement, including

unemployment pension, variants of disability pensions and the part
time pension.
The unemployment pension will be abolished for persons born 1950
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or later. However, these individuals can still receive earnings related
unemployment benefits from the age of 57 until they are eligible for
old age pension. This is two years later than the corresponding
unemployment tunnel for older generations.

The individual early retirement pensions among the disability
pensions will be abolished for individuals born after 1943. However,
social factors in addition to medical factors will be taken in the
account when granting disability pensions to individuals older than
60 years.

The part time pension is made less attractive by reducing the
accrual rate and increasing the eligibility age by two years. Workers
can take up part time pensions now two years later at age 58. Part
time earnings contribute to the old age pension at the same rates as
full time earnings. In addition, the difference between full time
and part time wage also enjoys pension accrual. The difference
enjoyed an accrual rate of 1.5 per cent, in the reform this was
reduced to 0.75 per cent.

(b) Introducing a window of flexible retirement. The old system had an
old age retirement age of 65 and the possibility to retire earlier
between ages 60 and 64 at the cost of actuarial adjustment to the
pension. The adjustment was 0.4 per cent per month (4.8 per cent
p.a.). The reform changes this to a window of retirement between
ages 63 and 68 plus an early retirement option at age 62. The
adjustment is 0.6 per cent per month (7.2 per cent p.a.). Retirement
incentives during the window period are mainly governed by a high
accrual rate (see c below).

(¢) Increasing accrual rates at older ages. Benefits are calculated by
multiplying indexed pensionable earnings with the accrual rate. In
the pre reform system the accrual rate was 1.5 per cent for
earnings between ages 23 and 59 and 2.5 per cent for earnings
between ages 60 and 64. New accrual rates are 1.5 per cent
between ages 18 and 52, 1.9 per cent between ages 53 and 62 and
4.5 per cent between ages 63 and 67. Age dependent accrual rates
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value earnings in later life more than earlier earnings. Therefore
they create an incentive to work later.

(d) Abolishing the cap on the replacement rate. The pre reform scheme
provided a cap on replacement rate through so called pension
integration. The private sector earnings related pension could not
exceed 60 per cent of the highest pensionable wage during the
career. In the public sector the limit was 66 per cent. This
mechanism created a disincentive to work once the cap was reached.
The new system abolishes the cap and there is no maximum on the
replacement rate anymore.

(e) Abolishing the link between benefit calculation and employment
contracts. In the pre reform scheme the pensionable wage was
calculated as an average from the ten last years of each
employment contract. In practice this was a complicated rule with
special clauses. However, if salaries increased with seniority, it
created a disincentive to change job.

3. Increasing equity

There are many elements in the 2005 reform designed to make the earnings
related pension scheme more equitable and more actuarial. In addition the
reform added some “carrots” to reduce the impact of many “sticks”.

(@) Basing benefits on life time eamings and harmonizing benefit rules.
As described above, the pre reform scheme had elements of a final
salary system. This procedure ignores earning differences among
workers earlier in the career. It tends to benefit individuals with
increasing salaries and stable employment contracts. However, in
some sectors (self employed, farmers and LEL workers) life time
average earnings have always been the basis of benefit calculation.
One undesirable property of the old benefit rule was that even
exactly identical earnings careers produced different pensions, if the
number (or timing) of employment contracts varied between
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individuals.

After the reform the scheme bases the pensionable wage on all
earnings and does not distinguish among jobs in different sectors of
the economy. The number or timing of the employment contracts
does not affect the benefit level.

(b) Minimum age for benefit computation and contribution requirement.
In the pre reform system employers and employees had to pay
contributions into the scheme from age 14 on. The benefit accrual,
however, started at age 23. Individuals who started their careers
early were penalized relative to individuals starting their career at
age 23. In the reformed scheme contributions are due for workers
aged 18 and over and benefit accrual starts at the same age.

(c) Changing indexation rules. The reform introduced a subtle change in
the indexation formula applied to the pensions in payment. In the
pre reform scheme benefits of retirees aged less than 65 were
indexed according to the half way index (50 % wages 50 %
prices). After age 65 the index was changed to a 20 80 mixture.
This created dissatisfaction among pensioners older than 65. The
new scheme applies the 20 80 mix between wage and price
increases to all retirees. However, in order to prevent large relative
benefit decreases a lump sum increase to young and middle aged
pensioners was introduced. For individuals under 27 years of age
the lump sum increase is 21 per cent of their earnings related
(disability) pension. This increase is granted when the pension has
been five years in payment. For persons older than 27 years the
increase is reduced by 0.7 percentage points until it has disappeared.

The working age index (or wage coefficient) which is used to
convert nominal money to real valued money to form the basis for
the benefit calculation was also changed. Before the reform the 50

50 index was applied. In the new system this was changed to an
index with 80 per cent weight to wage changes and 20 per cent
weight to price changes. It was estimated that this index together
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with basing benefits on life time earnings would be cost neutral.

Redefining and extending accrual for non working periods. The
reform unifies and extends accrual calculation during non working
periods. Earnings related unemployment periods had been covered
also in the pre reform scheme. Also non working periods lasting
less than one vyear, given that they were inside an ongoing
employment relationship accrued a pension. Under the new system a
pension accrues during earnings related unemployment, parental
leave, sickness leave and studies which terminate with qualification.
There are also some less significant non working periods accruing
a pension.

Redefining pensionable pay for the projected pensionable service.
Before the reform an individual either had or had not a right to the
projected pensionable service in the case of disability. Without the
projected pensionable service the disability pension equals the
accrued pension. The accrued pension is always low if the
individual is young. The projected pensionable service was granted
if the end of the last employment relationship was not too distant
from the occurrence of the disability. This meant that one single
day could be decisive when calculating the amount of the pension.
In the reformed scheme the wage used for the projected pensionable
service is the average wage from the five years preceding the
disability. One day can not be decisive anymore when granting the
disability pension.

The most important changes of the 2005 reform from the point of
view of long term expenditures are collected in Table 4.1 sign (+
[ ) shows a direction of the impact.



238 LEARIE OiE[E =Y L3ASEEAA SRS

Table 8-6 The most important changes affecting pension expenditures in the
2005 reform.

Before the reform After the reform Cost
. The last 10 years
Pensionable . . .
. from each Life time earnings
earnings
_ employment contract
In_dexmg Wage 50 / Price 50 Wage 80 / Price 20 +
entitlements
23-59 15 % 18-52 1.5 % +
Accrual rates 53-62 19 %
60-64 25 % 63-67 45 9%
Genera 65 63-68 ?
retirement age
One year rule and
Accrual for non earnings  related Almost all N
working periods unemployment earnings related benefits
. benefit
Life expe_ctancy No Yes
coefficient
Individual early
retirement and
Restricting unemployment pension
early retirement abolished. .
Start of the part time
pension from 56 years
to 58 years

Transition rules

The main rule is that the changes take effect from the beginning of the
2005. The pensions earned prior to 1.1.2005 are calculated as if the
employment relationship ends 1.1.2005. This pension accrual is vested. After
1.1.2005 pensions accrue according to the reformed legislation.

There are several qualifications to this general rule. Private sector
employees who retire from the job they are holding on 1.1.2005 by 2012
are guaranteed a pension calculated according to the old legislation.
However, if the new legislation results in a higher pension, it will be paid.
Public sector employees must work until retirement in jobs they are holding



Finnish and Norwegian Pension Reform - Implications for Preparing Aged Society 239

1.1.2005 if they want to enjoy special accruals based on old more generous
benefit rules which were in force until early 1990s (see Chapter 1.3).

Restrictions of early retirement affect only younger cohorts. The right to the
part time pension at the age of 56 is kept for cohorts horn in 1946 or
earlier. Younger cohorts have the right to the part time pension after the
age of 58. The individual early retirement pension is abolished for cohorts
born in 1944 or later. The removal of the unemployment pension will
affect cohorts born after 1949. The life expectancy coefficient affects
cohorts born in 1948 or later.

Unification and renaming of pension acts

As a consequence of the 2005 reform the private sector employee pension
acts TEL, LEL and TaEL were unified into the Employees Pension Act
(TyEL). Also the local government and the state employees’ pension acts
were rewritten and renamed (KVTEL > KuEL, VEL > VaEL).

4.3 Effect of the 2005 reform on long term prospects

The Finnish Centre for Pensions calculated long term contribution and
expenditure effects of the 2005 reform in 2002. These projections are
described below. The projections include only private sector employee
schemes (TEL, LEL and TaEL), though the effects would be roughly
similar if all the earnings related pensions were included into the
projection. Main assumptions of the projections are shown in Table 8-7.
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Table 8-7 Main assumptions of the long term projection 2002.

In 2050
In 2002 0ld New
legislation legislation
Life expectancy, men 74.9 80 years
women 81.5 85 years
Old age dependency ratio 22 % 44 %
Employment rate 67.7 % 70.4 % 72.0 %
Effective retirement age 59 years 60.4 years 62.0 years
2005 2050
Growth in earnings level (p.a.) 175 %
Investment yield (p.a.) 35 %

It was estimated that the 2005 reform would postpone the effective
retirement age by 1.6 years in the long run. Furthermore due to earlier
reforms there was an assumption of an increase in the effective retirement
age of 1.4 years. Therefore the total postponement would be three years. In
2002 it was anticipated that the effective retirement age would increase by
0.6 years by 2008. This change was in fact achieved by 2006.

The old legislation implied ever increasing expenditure and contribution
rates. These were consequences from ever increasing life expectancies. The
reform stabilised the expenditure level after the 2030s to 31 per cent of the
wage sum (Figure 8.17). As far as the long term expenditures are
considered, the most important reform element was the life expectancy
factor. In fact, according to the latest population forecast it is even more
important than estimated before the reform (Figure 8.16).

The contribution effects of the reform follow mostly from the expenditure
effects. However, the effect of the extra funding is also visible in Figure
4.4. Taken together, according to the long term projections the reform
would cut expenditure and contribution rates approximately by 4 percentage
points in the long run.
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Figure 8-16 The projected expenditure rate for private sector employees’
pension schemes (TEL, LEL, TaEL), 2002 2005.
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Figure 8-17 The projected contribution rate for private sector employees’
pension schemes (TEL, LEL, TaEL), 2002  2005.
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4.4 Pension financing

After the 2005 reform benefit rules in the earnings related pension scheme
are mainly the same for all insured regardless of pension act. However,
financing arrangement vary between the acts.

The employers, the employees and the state contribute to the financing of
the pensions. The role of these contributors varies between the schemes.
Pensions are mainly financed through the pay as you go (PAYG)
principle, but some schemes also include significant pre funding (Table
8-8). The employees have paid part of the pension contribution since 1993
(Chapter 1.4).

Table 8-8 Insured, contributors and assets in pension schemes.

. Assets
Act Insured Contributors (31.12.06)
Private sector
TyEL employees Employers, employees 78.9 bn €
MEL Seamen Employers, employees 07 bn €
and the state

YEL, Self employed and the ~
MYEL Self employed state ~ 0
VaEL, . Employers, employees

KUEL Sivil cervants and the state 348 bn €
Natlo_nal Residents Employers and the state ~ 0
Pension

4.4.1 Private sector

Since their introduction private sector employee pensions are being
financed through partial funding. Part of the pensions is funded in advance
and part is financed from current pension contributions. The implementation
of private sector employee pension provision has been decentralised to
pension insurance companies (7 companies), company pension funds (30
funds) and industry wide pension funds (8 funds).

The employer chooses the pension provider. However, the pension benefits
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do not depend on the pension provider. The pension providers may give
bonuses or rebates on the pension contributions to the employers as
permitted by its solvency. The level of the bonuses has varied considerably
both between pension providers and over time. Bonuses vary also between
insurance contracts within the pension company.

The pension insurance companies’ pension contribution includes pooled (or
PAYG), old age and disability components. The assets for future pensions
are accumulated through the latter two components. Average contributions
for the year 2007 are shown in Table 8.9.

The pensions of self employed persons are financed purely on the PAYG
principle. The self employed persons’ contributions are used to cover the
pension expenditure for the year in the question and the state finances the
remaining portion.

Table 8-9 Average components of the TyEL contribution in 2007.

Component Per centage
Pooled (PAYG) 16.1
Old age 3
Disability 2
Other expenses 0.9
Bonuses 0.4
Temporary rebate 0.5
Total contribution 21.1

Asset allocation and realised returns

Premium lending directed at the employers and investment loans were the
most important investments up to the beginning of the 1990s. The
deregulation of the financial market from the 1980s and the recession in the
1990s significantly reduced the demand for premium lending. During the
recession in the early 1990s the Finnish state rapidly acquired debts, and by
1997 Finnish government bonds had become the most important asset class
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for the private sector earnings related pension scheme. Investment
regulations were reformed in 1997. The aim was in general to diversify
more investments and in particular direct more assets to stocks. The
proportion of share investment grew between 1997 and 2006 from 11 to 40
per cent (Figure 8-18).

Figure 8-18 Investment portfolio of the private sector pension providers in
1997 -2006. Source: the Finnish Pension Alliance TELA
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The market value of the invested capital has more than doubled between
1997 and 2006. The growth is due to the investment returns on and the
fact that the funded contribution components have so far exceeded the
funded components of pensions paid. At the end of 1997 the proportion of
investment in shares in the private sector was 11.0 per cent and at the end
of 2006 as high as 39.3 per cent of all investments.

The period 1997 2006 is divided into three sub periods according to the
development in the stock market. The years of 1997 1999 and 2003 2006
were years of strong increase in share prices and the years 2000 - 2002
were years of strong decrease in share prices. The realised average return
over the whole period was 7.3 per cent (money weighted average, MWR).
The average real rate of return was 5.8 per cent a year. Yearly returns are
presented in Annex 7.

The realised real rate of return of almost 6 per cent clearly exceeds typical
values used in the long term projections. Even though the return has been
achieved through fairly low risk investments, there is reason to use a
lower return assumption in the projections. The high realised returns are
partly a consequence of the exceptionally good returns on Finnish shares
during this particular period. Also decreasing interest rates have contributed
to realised returns. The prevalence of either phenomenon cannot be relied
on for the future.

Investment and financing reform in 2007

The investment operations and financing technique of the private sector
earnings related pension scheme were reformed significantly through
legislative changes at the beginning of 2007. The main aim of the reform
is to increase the risk bearing ability of the pension providers so that they
can increase the proportion of investments in shares in their investment
allocation. This raises the expected return and risk level of pension assets.
When realised, the improved investment returns reduce the need to increase
the pension contribution in coming decades.

Financing rules in force prior to 2007 implied that the ratio of pension
assets to wage sum would increase continuously. At the beginning of 2007
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regulations were changed so that asset accumulation will slow down in the
long term. As a consequence the contribution level will be more stable over
time.

4.4.2 Public sector eamings related pension financing

Public sector pension financing was based on the PAYG principle until the
late 1980s. At that time the Local Government Pension Institution started
pre funding aiming to prevent contribution rates increasing to unsustainable
levels. The target is to stabilise the contribution rate slightly under 30 per
cent of wages.

The premium income under the local governments’ pension scheme (KuEL)
consists of the salary based employer and employee contributions. In
addition, there are pension contributions based on pension expenditures and
early retirement pensions. These contribution components help to maintain
the salary based contribution level close to the private sector level.
Otherwise local governments would be biased to privatise their services
production because of the pension contribution.

All the pension contributions from the state pension scheme (VaEL) are
collected to the State Pension Fund. However, this fund does not pay the
pensions. The state pensions are paid by the State Treasury from the state
budget and the State Pension Fund may contribute and usually does
contribute to the budget. The aim of the State Pension Fund is to
accumulate funds until the assets correspond to one quarter of the state
pension liabilities. In 2007 almost half of the target was achieved.

At the end of 2006 the Local Government Pensions Institution held 22.0
billion euros worth of assets and the State Pension Fund 10.3 billion.
Figure 8-19 shows the development of earnings related pension assets of
the whole public sector from the end of 2000 to the end of 2006.
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Figure 8-19 The investment portfolio of the public sector pension
providers, 2000 -2006.
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Source: the Finnish Pension Alliance TELA

Of the public sector earnings related pension assets approximately 52 per
cent are invested in shares. The proportion of foreign investments in all
investments was about 80 per cent. The proportions of investments in
shares and foreign investments were clearly higher than in the private
sector.

The higher proportion of investments in shares is explained by the
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difference in funding mode. In the public sector only the amount of the
employee’s accrued pension rights has been determined, but not the share
funded from it or thus the pension liability to be covered. The investment
operations are based on the target allocation of investment objects as
decided by the administrative bodies, from which deviations can be made
within certain limits, for instance, on the basis of development in the view
on interest rates or share prices.

The Local Government Pensions Institution has also set a long term target
for the real rate of return, which is four per cent a year as of the start of
funding. The average annual real rate of return of the investments of the
Local Government Pensions Institution has been 4.9 per cent from the
beginning of 1988 to the end of 2005. The State Pension Fund sets its
targets annually.

The public sector investment returns have varied more than the private
sector returns (Annex 7). In years of falling share prices returns have been
lower and in years of rising share prices higher than in the private sector.
The larger variation is due to the larger proportion of investments in shares
in the public sector assets.

4,5 Future prospects

The projections below have been prepared at the Finnish Centre for
Pensions in autumn 2007 (Bistrém et. al. 2007). The expenditure projections
are based on the legislation which took effect in 2005. The calculations
concerning the financing of private sector pensions follow the rules which
take effect from the beginning of 2007.

4.5.1 Assumptions

The most significant assumptions of the long term calculations presented in
the following are:
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Population forecast by Statistics Finland 2007

The effective retirement age increases by 1.6 years by 2025 and
by 2.4 years by 2050 (2006: 59.5 years)

The employment rate increases to 71 per cent by 2025 and to 72
per cent by 2050 (2006: 69 per cent)

The real annual growth rate in earnings is 1.75%
The real return on pension assets is 4.0%

Figure 8-20 showed the development of the life expectancy coefficient.
Other aspects of the Statistics Finland population forecast were presented
above (Chapter 2.1). Rapid population ageing during the next 20 years is
characteristic to Finland. In the longer run, however the pace of the
population ageing is likely to slow down.

The long term retirement age, employment rate assumptions are similar to
those used in 2002 projection. Furthermore the assumed growth rate of the
earnings level is unaltered. The 1.75 per cent growth rate is close to
Finnish historical experience. Investment yields are assumed to be 0.5 per
cent higher in this latest projection compared to the earlier projections.
Historical experience of close to six per cent yield as well as the financing
reform of 2007 motivated a higher rate. This last assumption is significant
when evaluating the development of pension contributions and funds.

4.6 Expenditures, contributions and assets

The pension expenditure under the pension acts for private sector
employees (TEL, LEL and TaEL/TyEL) in proportion to the wage bill has
been increasing since the acts entered into force in the early 1960s (Figure
8.20). The overall increase of 1975 can be seen in the figure (Chapter 1.3).
The recession in the 1990s and the recovery from this recession are the
main deviations from the trend. In 2005 the expenditures amounted to 18.1
per cent of the wage bill. The growth in expenditure continues up to the
2030s, after which the expenditures settle at a good 30 per cent of the
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wage bill.

The partial funding is visible in Figure 8-20. The contributions have
exceeded the expenditures, except for the worst years of the recession. The
difference between contributions and expenditures as well as the asset yields
has been used to accumulate pension assets. The expenditure level will
exceed the contribution level permanently from the initial years of the
2010s onwards. The difference between expenditures and contributions is
financed through yields on the assets.

Figure 8-20 Pension expenditure and contribution as per centages of the
wage bill for TEL, LEL and TaEL/TyEL in 1963 -2075.
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The expenditure and contribution rates have been trending up because the
scheme is maturing and the population is ageing. The pension acts are still
in the maturation phase, since the oldest age groups have not had time to
accrue an earnings related pension during their whole work history.
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However, mostly the future increase in expenditures is a consequence of
population ageing.

Although the expenditure level under TyEL will exceed the contribution
level in the near future, the value of the assets of the pension providers
handling TyEL insurance increases over the whole projection period. Even
the ratio of TyEL assets to the wage bill increases till the early 2030s. At
the end of 2005 the TyEL assets amounted to approximately 1.8 times the
corresponding wage bill. The pension assets will amount to almost 2.5
times the wage bill in 2030 and roughly this level is maintained later on.

Public sector pension expenditure in proportion to earned income has been
about 10 per centage points higher than private sector expenditure. This
difference will continue to grow in the next few years, but in the longer
term the differences in pension expenditure per centages between the sectors
will narrow (Figure 8-21).

The current difference in pension expenditure per centages is due to the
historically more generous pension benefits of the public sector and
privatisations. They have transferred jobs from the public to the private
sector. On the other hand, there are no significant differences in current
pension accruals between the sectors. In the projection the labour force
shares of the different sectors are assumed to remain at their current levels.

The total statutory pension expenditure can be divided into private sector
earnings related pensions, public sector earnings related pensions and
national pensions as well as the group other pensions, which includes
pensions from workers’ compensation and motor liability insurance, military
accident compensations and pensions for front veterans (Figure 8-21).
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Figure 8-21 Earnings related pension expenditure, per centage of the wage
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Figure 8-22 Statutory pension expenditure in per cent of GDP in
1985 -2050.
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The recession in the 1990s dominates the historical GDP share of pension
expenditures. The GDP share of the statutory pension expenditures is
currently not significantly higher than 20 years ago. This is slightly
surprising because the old age dependency ratio of the population has
increased continuously and the earnings related pension scheme has been
in its maturation phase. The significance of national pensions has declined.
Also the GDP share of the labour income in general has declined after the
recession.

The projected growth in earnings related pension expenditures is mainly a
consequence of population ageing. Decreasing trend after 2030 comes from
various sources. The life expectancy coefficient limits expansion of
earnings related pension expenditures. Also public sector pension accruals
are lower than they used to be. The decrease in national pension
expenditures is mainly due to the fact that in the projection national
pensions follow by 50/50 weight prices and wages. On the other hand the
labour force does not shrink after 2030.

4.7 Benefit level

Average benefit levels can be deduced from the expenditure projection. The
ratio of the average pension to the average wage has been close to 50 per
cent during the last 20 years. The earnings related pension has grown
faster than the wage level and the national pension has grown at slower
pace. These trends will continue until the 2020s. At that time the earnings

related pension scheme, which was established in 1962, will mature.
From 2010 the life expectancy factor will cut the level of the earnings
related pensions, but it takes time to make a significant effect on the
average benefit level.
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Figure 8-23 Statutory pensions in per cent of the average wage.l)
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The ratio of average pension to average wage is of course an imperfect
income measure. Currently close to one third of the working age
population are not employed or self employed, that is they are not paid a
wage. On the other hand, all pensioners by definition receive a pension.
Different household sizes, paid and received income transfers as well as
capital income also affect the purchasing power. All things considered,
pensioner households’ disposable income was 80 per cent of the population
average in 2004 (Rantala 2006)
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5. Conclusions

Norway and Finland are expected to face relatively strong pressure in their
public finances due to an ageing population and the resulting growing age

related public expenditure. The population of Finland is ageing faster
during the next two decades than the rest of the EU member states.
Although ageing in Norway is expected to be less pronounced than in
Finland and most other OECD countries, Norway has heen projected to
experience one of the sharpest increases in public expenditures as a share
of GDP.

However, at the moment both countries are in a good financial position
when compared to many other OECD countries. Growth in the economies
has been strong in recent years and it is expected to continue. As a
consequence employment has increased and unemployment decreased. Strong
economic growth has affected positively to the general governments’
financial positions. Substantial pension funds place these two countries in a
more favorable financial position than most other countries when it comes
to dealing with the growth in pension expenditure. However, in Norway the
pension funds are not earmarked for pension expenditures only. Revenues
are partially used to cover overall budget deficits and the fund is fully
integrated into the state budget. Another specific feature in the Norwegian
pension fund is that it is mainly based on oil and gas revenues. Despite
large assets, the funds will only be able to absorb only a relatively small
share of the rising expenditure. As was shown in this paper the pension
fund in Norway has been projected to gradually decline after 2020.
Naturally, as the petroleum wealth is limited this will bring fluctuation in
the projections. Anyway, in both countries the increase in pension
expenditures will have to be compensated for also by other means.

The fiscal policy has been prudent in both countries and Governments are
aiming to achieve stronger economic growth especially by boosting
employment, among other things. This would strengthen the general
governments’ financial position. This aim, strengthening the incentives for
work has also been one of the main principles when countries have
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renewed their pension schemes. In both countries the average effective
retirement age is clearly below the official retirement age. Low effective
retirement age run contrary to the substantial projected increase in life
expectancy. Besides expenditure pressure, the shrinking labor supply
threatens to narrow down the tax base, which could jeopardize the
sustainability of pension schemes.

Norway and Finland have succeeded to prevent poverty among the elderly
quite efficiently. This can largely be seen to be due a residence based
national pension which aims to reduce poverty and comprehensive
earningsrelated pension schemes. The replacement levels in comparison to
previous earnings are quite high among those with low or no earnings
related pension. However, as the national pensions in Finland are mainly
adjusted in line with the increase in prices the relative benefit level among
low earners is likely to reduce over time. In Norway national pensions are
better guaranteed as benefits are adjusted in line with the increase in
wages.

In both countries the pension reforms are intended to improve long term
fiscal sustainability, basically by stimulating employment. Earnings related
pensions are modified so that benefits are calculated on the basis of
incomes received during the whole professional career. This also brought
reforms for pension accrual for non working periods. Pension accrual for
non working periods became more transparent and comprehensive. In total
the reforms will bring a closer correlation between work throughout life and
the pension. Likewise in comparison to previous system the new pension
system ensures equal pension for equal lifetime income. Previously, in
practice hoth countries had elements of final or last years salary system.
This was visible especially in Finland, as pensionable wage was calculated
as average from ten last years of each employment contract. All years
rule is thus an important step towards making the pension system more
sustainable and fair. Reforms will make the pension scheme easier to
understand and more robust over time.

Norway is also establishing a similar guarantee pension as in Finland. Thus,
incentives for work are added also for people with low incomes compared
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to current system when insured may not receive any pension in excess of
the national pension.

At the same time, the overall effect on the pension level will depend on
e.g. the life expectancy based pension adjustment and how the individuals
adapt to it. Together with the flexible retirement age individuals have a
possibility to choose whether they want to compensate the effect of the life
expectancy adjustment and remain in the work force for a longer period of
time or retire with a lower pension. In both countries life expectancy
adjustment will begin to affect the level of new pensions from 2010
onwards. In Norway flexible retirement age and the effect of life

expectancy adjustment affect also the guarantee pension, contrary to Finland.

As a result of the reforms adopted, the replacement rate is over time
projected to decline due to the life expectancy adjustment and the extension
of the calculation of pensions on whole career earnings, unless retirement is
postponed. Also indexation rules were changed. Norway is to change the
indexation of paid out earnings related benefits which shall be adjusted in
line with the average of the growth in prices and wages. Otherwise
earnings related pension entitlements and guarantee pensions shall continue
to be adjusted in line with changes in wages. In Finland the 2005 reform
brought only minor changes to indexation of pensions in payment. The
pension entitlements are adjusted with a mixture of wages at 80% and of
prices at 20% after the reform instead of 50 - 50 weights before the
reform. This index change together with the extension of the calculation of
pensions on whole career earnings was estimated to be cost neutral.
Guarantee pensions in Finland continue to be indexed with the consumer
price index increased with discretionary overall adjustments by the
Parliament.

Norway established mandatory occupational pensions which is partially
planned to compensate the reductions in future benefit levels. In Finland the
strategy is different, concentrating to the development of statutory pension
scheme and there has been no active policy for development of private
pension provision or a “multipillar” pension system. As a major difference
to Norway and a specific feature of the Finnish earnings related pension
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scheme is that there is no income or pension ceiling.

The reformed pension scheme in Finland and the forthcoming pension
reform in Norway make pension schemes far more sustainable. The recent
reforms of the pension system should significantly reduce the pressures to
increase pension contributions. Due to life expectancy adjustment pension
schemes expenditure will in practice remain unaffected by the increased
longevity. In both countries the last reforms imply a rise in the effective
retirement age. In Finland the latest results indicate that the older
employees are remaining in the labor market longer than they did before
the reform of 2005.
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ANNEX

ANNEX 1 The social expenditure in Norway and Finland as per
centage of GDP by main group and type (cash vs.
services) 2005

Norway Finland
As % of | Of which in ;';een;"lflﬁ'e Of which in
GDP cash (%) in per cent cash (%)

e | | w | ow | o

Unemployment 0,6 85 2,5 90

[lInes 1,7 32 6,9 18

Old age 7,1 74 9,0 89

Disability 4,6 82 34 73

Survivors 0,3 98 1,0 100

Housing 0,1 0 0,3 0

Other 0,6 49 0,5 54

Total 239 59 26,7 63
o ! 1942887 157162
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ANNEX 2 Distribution of household disposable income among individuals,
Gini coefficients, mid  1980s to years around 2000

Mid 1980s Mid  1990s 2000
Australia 31,2 30,5 30,5
Austria 23,6 23.8 25,2
Canada 28,7 28,3 30,1
Czech Republic . 25,7 26
Denmark 22.8 21,3 225
Finland 20,7 228 26,1
France 27,6 27,8 27,3
Germany . 28,3 21,7
Greece 33,6 33,6 345
Hungary . 29,4 29,3
Ireland 33,1 324 30,4
Italy 30,6 34,8 34,7
Japan 278 29,5 314
Luxembourg 247 259 26,1
Mexico 451 52 48
Netherlands 234 255 251
New Zealand 27 33,1 33,7
Norway 234 25,6 26,1
Poland . 38,9 36,7
Portugal .. 35,9 35,6
Spain 36,7 33,9 329
Sweden 19.9 211 243
Switzerland . .. 26,7
Turkey 435 49,1 43,9
United Kingdom 28,6 31,2 32,6
United States 33,8 36,1 35,7
OECD average 1 29,3 30,9 31
Slovenia . . 223
Notes Mid  1980s rather than 1985

Mid  1990s rather than 1995
1 OECD average includes listed countries for
which data are available for mid 1980s

Source: OECD Factbook 2007: Economic, Environmental and Social Statistics For
further information: Forster, Michael and M.Mira d'Ercole 2005.
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ANNEX 3 The distribution of the disposable household income for
Finland and Norway in 2004, broken down by quartiles.
The quartiles have been calculated on the basis of the
equivalent disposable income.

The first quartile is made up of the households with the
lowest incomes, whereas the households with the highest
incomes are found in the fourth quartile.
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ANNEX 4 verage effective age of retirement versus the official age,

2005.
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ANNEX 5 Example of old age pension calculation in Norway.

Example 1. Calculation of pension points, if pensionable income at the
bending point i.e. 6 x average B.a. in 2007:

Insured’s annual income = 6 x average B.a., year 2007:
6 x 65505 NOK - 65505 NOK =5 pension points
65505 NOK

Example 2. Calculation of pension points, income exceeding 6 X
average B.a:

Insured’s annual income: 423 900 NOK
6 x average B.a. : 393030 NOK
Exceeding income: 30870 NOK, where 1/3 is taken into account = 10290 NOK
Income from which the pension points are calculated:
393030 + 10290 = 403320 NOK

403 320 NOK - 65505 NOK = 5.16 pension points
65505 NOK

Example 3. Pension amount

Insured’s average pension point figure (20 best years) = 5.16

(final pension point) 40 pension earning years, with 15 pension earning years prior
to 1992

1) 66812 NOK x 5.16 x 25 x 45

96 960,91 NOK

40 x 100
2) 66812 NOK x 5.16 x 15 x 42
= 54 298,11 NOK

40 x 100
3) Supplementary pension (in total) = 151259,02 NOK
4) A full basic pension = 66812 NOK

5) Old age pension, total = 218071 NOK
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ANNEX 6 Number of pensioners in Norway and Finland at year end

2006
31.12.2006 Norway Finland 1)
Old age pensioners 634 216 918 930
Disability pensioners 327 818 256 276
Part time pensioners 30 628
Unemployment pensioners 47 621
Special pension for farmers 30 545
Surviving spouse 24009 259 162
Surviving children 14 043 24 625
Total 1000 086 1313 566

1) One person may simultaneously receive several different pension benefits. For
line Total, each person has been counted only once.

Source: NAV, Finnish Centre for Pensions

ANNEX 7 Annual real retums on the Pension Funds in Norway and

Finland, 1997 - 2006, %.

Net real | o7 1 9g | o9 | 00 | o1 | 02 | 03 | 04 | 05 | 06 | AVE

return rage
F | Private
| | sector 63 | 105 (109 | 15| 13| 07 | 73| 7.4 | 104 | 64 | 58
N | Public 00| 34| 92| 85| 82| 138/ 84 | 49
1 | sector

Pension

Fund 72182 (109] 04| 37| 66 |108] 63| 85| 56 | 46
g‘ Global2 ‘ ' ‘ ‘ ' ‘ ‘ ' ' ‘ '
R | Pension | 56 23| 62| 31| 10| 05 |133]101] 73 | 86 | 52

Fund

Norway3

Source: Norwegian Ministry of Finance 2007; The Finnish Pension Alliance (TELA)
1 The real return is calculated by deflating the nominal return by the change in
consumer prices for the relevant year. The average return has been calculated by



270

DHARE UH[E =N LR ASEIHA Lot

weighting the observed return for each year with the average bound capital
during the year (money weighted average, MWR).

Geometric real return in international currency calculated on the basis of a
weighted average of retail price growth in the countries included in the Fund’s
benchmark portfolio. Average management costs were 0.09 pct. of the assets
under management over this period.

3 Geometric real return in Norwegian kroner. Management costs are assumed, for
technical calculation purposes, to have heen 0.05 pct. of assets under
management.

ANNEX 8 Main differences between the proposed pension accrual

models in the Norwegian pension scheme

Government | Pension | Model with | “Bending
’s proposal | Committee’ | basic pension | point” model
s proposal | (Model D) (Model A)1
Accrual rate 1.35 % 1.25 % 0.85 % 1.7 % for 0 -
3 Ba.
0.8 % for 3 -
Lower limit  for | 0 B.a. 0 Ba. 1.79 Ba. 8 Ba.
pension earning 7 Ba. 8 B.a. 8 B.a
Ceiling 0 Ba. 0 B.a. 1.79 Ba. 0 Ba.
Basic pension 1.79 Ba. 1.79 B.a. - 8 B.a.
Guarantee pension 1.79 Ba. 1.79 Ba. 1.79 Ba. 0 Ba.
Minimum pension 80 % of | 100 % up | - 1.79 B.a.
Reduction of | the eamed | till 1 Ba. 1.79 Ba.
guarantee pension income and 60 % 100 % up till
pension over 1 G 1 Ba. and 60
5 Ba for| % overlG
Unpaid care 45 B.a. for | 5 B.a. for | child under
child under | child under | 6 years
4 years 6 years 5 Ba for
child under 6
years

1 Another variation of this type of model is model B. Model B gives an income

based pension equal to 2.3 % of the income up to 2 B.a, and 0.7 % of the
income between 2 and 8 B.a. The guaranteed pension will be reduced with
100% of the income based pension.
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ANNEX 9 Pension benefits*(NOK) in 2050 by per centile

Pension benefit in 2050 by percentile

— Present system Reformed system

310000

290000
270000 -
250 000

NN
[ =]
o O
80
8 8

190 000

Pension benefit

170000
150000
130000

110000 /—/

90 000

0 10 20 30 40 50 60 70 80 90 100
Percentile

* Benefits are shown before indexation and exposure to the life expectancy
adjustment divisor for a constant level of the B.a, which is given a

nominal anchor equal to its 2006 mean value (NOK 62 161).

As corrections for life expectancy and indexation are excluded from the
distributional analysis, this is the main reason why a majority of income
groups seem to gain from the reform. The figure is therefore a good
indication of distributional consequences, but misleading seen from a fiscal
perspective.
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