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Abstract

Directions for fiscally and politically sustainable pension
reform

Project Head: Yun, Suk-myung

At this point, discussions on pension reform to adapt to the
rapidly changing socio-economic environment are gaining
more social attention than ever before. This study was con-
ducted with the intention of presenting the direction of re-
forming the old-age income security system in Korea based on
the trends of pension reform in major countries now that the
issue of pension reform has emerged as a hot topic.

As can be seen from the contents of this research report,
Nordic countries are replacing the basic pension system, which
is universally applied, with an income-related pension as the
main axis of old-age income security, while introducing a min-
imum guarantee pension for the low-income class. In this di-
rection, selection and concentration in the income security sys-
tem are being strengthened. This is because the basis for ex-
istence of the Scandinavian welfare state itself based on Rawls'
theory of justice was threatened by deepening polarization in
income and working conditions following changes in the social

and economic environment surrounding the pension system.

Co-Researchers: Shin, Hwa-yeon- Eunhye Kwak - Ismo Risku- Mika Vidlund - Sungun Hong
- Sujin Han



Our reality differs greatly from those of these countries in
terms of the social and economic environment and the maturity
of the old-age income security system. However, it is also our
reality that we cannot stand by the reform trends of major wel-
fare advanced countries that have already reorganized and op-
erated pension systems in a sustainable way. It is a background
that requires fact-based discussion while being aware of the
various circumstances we are facing.

The starting point of this study is the analysis of the current
status of the old-age income security system in which we are
facing. Based on this, the details of recent pension reforms in
major Buropean countries, which can give us policy im-
plications, were carried out jointly with foreign experts.

Through these studies, the current status of coping with each
country was analyzed. Based on the latest pension reform
trends in foreign countries, the reform direction was presented.
This study also suggests the direction of the integrated oper-
ation of the national pension and the special occupational
pension, including the public servants pension.

This report focuses on presenting a desirable direction for
reform rather than presenting specific details of pension
reform. In a situation where we have not properly grasped the
reality we are in, even if a specific reform plan is presented, it
is unlikely that we will be able to obtain policy implications in

terms of feasibility.



Abstract 3

An appendix to the report contains views on pension reform
from various stakeholders in our society. This is to show the di-
verse views of stakeholders on the direction and urgency of

pension reform.

Keyword : Old—age Income Security, National Pension, Special Occupational
Pension, Pension Reform
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Hbg 14 22.07% 25.35% 16.02%
(13.07%p) (16.35%p) (7.02%p)
LS 2HH 22.47% 25.85% 16.28%
(13.47%p) (16.85%p) (7.28%p)
MU 5HY 23.65% 27.30% 17.05%
(14.65%p) (18.30%p) (8.05%p)
NS YN[ EIRY 25.67% 28.55% 18.20%
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(20.28%p) (23.05%p) (11.20%p)
202495
o 2024 LAl 20443714
HHIE QA A7) ol sdnch o 20209 LAJ] QY
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MEHIL A
G e 209249 20884
SoHA HIEE 36.6% 28.8%
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ag 20184 _ 20204
=SUSS AL Alstia MHEAIL
FHZIZ & MEHE

Mg 184 16.02% 24.75%
Hgtig 284 16.28% 24.96%

Mgtz ot 17.05% -
TAIHRL Oy 18.20% 28.21%
LYst Hig KX 20.20% 29.11%

A7 94, (2020). B=A DAL T wFASRY 35 9 B AL P A G
H 24 7154 AT FHOE.
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2 20239 6.12U0 R == A axm 741#6% —0—7}“8}04
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ok (FF AP A, 22F A17).
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o 271" Ao = At AtAw FHEaY GDP thH] Hl&-2 2023
W 1.1%014 ZHhFo] 23 =E 2043W7HA] AL 24T Aoz 9
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TRA1AE AP AY] =, WP FA] AR 20239 1.92 o)A
20940= 453902 F7Fetal, GDP thH] AR AR vlEE
202349] 0.08%°l4 2093H0]l= 0.10%2 5718 Ao g dAtHct”
(F3]of A& A, &7t o7).
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‘AT AZ5A19] GDP thH] Hl& 2022L% 2.0%°14 207040
£ 5.7%= AR Zo] thF g A0 & JFHEnt. A& FHA A
IS IA S AFsFAFL 20224 0.0%A14 20704 -0.19%= A%
9] A&7hs/do] 3kd A& At "(o]u] <, 2022).
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o} 2070 GDP thH] HlEo] FEAAFTS -0.52%, AAF
0.14%° @& AL = A= ek (]9, 2022).
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A|54, 2022.
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9 2 7 HSA AgAEE S5k WA st ol
A P2 2L Ut Ag7eolA Zokg & 1o, of2f_t FAY
T FHE FE FAFHANA AR A Al HAe sT=
Ao]tHe: Ebbinghaus, 2011). d& £of, &4FIF(DB) A== &
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AE2 Aast] sl Ala 22 FRlAE Alsshe 5 JAEES
k. ol=g /igo] 20009 H & =AAH WA A7 Ao S49 o
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5] AR&o] B7]ARt, 5949 HE de Alees H ol 34dgdl &
3] “F7VEE Ao® AAYA et 2358 34 AeAl= Fo
g Heboks A" 9T tk(Schneider, 2021).
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3, At 9 Al 7F 919 Rl Bt vtk 730117} f5kar QlofA]
ot AFAE] T2 E EXE HHSH 3t :
£ =01, A& sEH AeA=e] AAxE 74 o] FatA]RIA] £hd A
HARMAIE WA HA, HAo] i flet A= H 9w Awof gt
T3 =7t} AFAIE g WA Es o AEA
e 714 ¥d SHoM Az gEFHolRk= F4ol Atk
Andersen2000; Hinrichs, 2000; Hinrichs & Kangas, 2003 &17).
11 AY m7PER S57F AR, ARR)A, AAA, FRA, A|lA] dzto
et 9 E9ko] Hijhs &R0l vt Al EARMBarr &
Diamond, 2008; Barr, 2013a, b).

mlo

M e

N

2
0
e
)
iyl



=1

2. gi412|

dlo) 47] =7 A 9] AEAE

CUERE, 249

1

WA, 52

1

AT

£

P
T

| 7t
o} A5
X

Q.

=

[]

R84

St

[}
L

T

AFH| 8o 42,
8%, 51874, %71

=

[¢)

of
Folet. P

Qttt
__IE_

°

o]

2 2

7| U
o, 22y AEAde] B A

3] ot

5

=

[¢]

(

o] A 27| W&,

B5loF
oFL
Z:!

]

A=

T AERY mue FrbEe thad

=

T

hSY

5]
Al&slct. g

o, o}y
A28 ope}

O

=]
=
=

2 7x9

201699] &= 9tk Vidlund et al., 2016 Z10).

1

o A

S

Azo] of
Fal AA A

A=

—_L

A
1
o]

Tt A5AE=S] HY

N &

=zt A5RIME of FAol dish AHAl

A =

—_L

i

e o

o} 51874 71013 2] #FL Y

274, =l H

AlE
=
=]
=
O-
=
T



H5H F7t BESh=1?: =7t 7t i3 7]04Z HIL 161

gl)o] olx]7] uwjEo|thiBlommestein, 2009; Melguizo and
Gonzalez-Paramo, 2013; Sjogren-Lindquist et al., 2011).
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oM, ATEATA Felo] A AR W TF A Al vlH=
ATFL kel she ol

723 gue dotas 9F A% d4vt AR ol 34
F Azo] ofd] QST AYY Anz A gk, F o F2HY

a 4]
Ol Ut AHHAFS Ho] AXHUA £ERAIR 3| 7|2AF2
%‘—"401 0= Aot o|2FA EZAE g <%t WA A=
AREE At 7|2de AFS AT Algel 2A ol Aolv
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A4 BrtdE(premium pension)©] 7HA %9 dR & ZIHZ, =
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Hdste] 1 F8/do] A AolH, [19 5-2]14 A" A& 7=
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o714 HoFE SAeAE2 U duA=et AHdeAEE B
AT AE w22 FACI. AT-SAH a0 AgA=S] Y A
g 9ol =7PE AEAE F2ARA Aot Z71E de AEH 7I9=
Zol9] FBHEE As & & Atk A€ S0, HEdE=olA 201949
7IEes 4 =Y AEH A L3 ATY AE AR A AR
& Holal IH{IY 5-3] AT HYHL3], 20210).
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7FgE AARITHHFE S FF€3], 2021b; ATP, 2019). °] A
(28 5-5]91A4 20199 BoA=(ded 224 45 98 A=
e ) v gde(da AEs d9 84 o= Ue )= el
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THCBS, 2010; 2018; 2022). AH7F =g A= AEHF 7198 17.9%
AA

1:1
gu
o= RE o] £ A4S AT 3

2. ASHIH BY ¥ MY HI

WA 18T} A5uE ] 22 Fapalo 2 2R, W
vl P, AYHS AFAEE =T BEE FHATAE 292
A98k7] 919 71 APAHAY 5-6). FLL A7IFo] A< gk

dintaet EHEo A s dHidos T asSoA AqAg9] vS

, TAAE HEARl AAAFTE ATt SHAA A
F A9l W A (Beveridge) B 2] A =7}19] R4S HQlch =9l &
SHlE A AEAR] FH O AGATAEE ATt 7FAKE R
T =0l 7HE gt off I Z= w7PE GDP thH] HlEE dAe9 &
At FEE Bl ek Ae Bl ol AREE EAAES M E
= 3A(13)Ae 2 =5AE 7R BF3AF(23) BFE Ztth =

78 GDP tjH] FAH4F Hl&-S BH 20194 71E 0.2 YEBE=7t GDP
2] 200% °1&3l Hhwo], F4-L2 20% vlto] L.
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7t. Hiop=

Ginf3.9] ATP(eBAR HE2dH)= A 224 AAE gjAlo = 5
= 7AH 8] 97 34 B471019(DC) AFolh. ATP A T
20199 7|2 = GDPY 38% F<=olt}. AFA = APEZRl 71 ¥
o] A&t AFHE FRT 7olg H 5 Ago et Aolsitt.
ATPE= AolldaS Al @oH, fE5F0le= ATz AEttnt

T8 B ATPE T84 AA 9] 429 H& 7|oFo g 7|&e U3
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95aZY(13F-2)E EH3Ith ATP 7] F42 oA BFAZ2] 1% H]
&9 sfFotes 2%t 7o) 2/3% L&, UHAl 1/32 2=
AA7F FEIEHATP 2021).

TS dvt=9] AAEY VgoME F2 =7 oYl r Ade 2
3= o7l E 271 E A A efterl o n)S Al53ter LAV 27 F
A 2AHAS A7) AsiM = AN 7]oa2 FRsloF qte

dmt=of A= 1990d ) & RIZE mE AR o] Qe A
FHEQ HgAFo] MAA T2A9] 94% EE AJAHAH

AEHL Ut T, T, A} o] vlsd, 2ASHEA] g2 52
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Y9 HAYAGA = R Ao wet 7|ojg) AR BE

o8 A i%*’it}@ HAAF] =8, Aol 75 3 54T
of& $2£0] 2002 Ho& HfFlrt. 7]of& Adeto]

zozoﬁv}ﬂ 20%, 2030Q7HA] 22%E ZIokA] s HF

2000 Hjoll= 7]od80] 19~20%S YUHEATHIE 8). 20184 o]%

= A5 23 A g2t 18 9D FA FFoE s @A =2l

18.6%= sttt 1852t LAt 7Hojg o] duts Bty B+

259 9F 200%E = ATt &5 7|EC 2 V|oagE Bt Sl

|
5
FIF
>4
N

Y9 daAxol= 71odg g0 5 B5E 797 =34
H|-& Wt AA5k= A& 7hsAd 71A17E it 71oe2 HAATES
o ARAAZ e wR dFFo=E= (Y Ta
(Nachhaltigkeitsriicklage)] ®s}o] @& Qtt. A|&HA 7]H0] € A&
9] 0.28f m|te 2 "old 7Fs/do] w=okH 7104 & 290 AEA
71e°] 4 A& 1.5¥8 24 F-9ol= 71o&S 219

SUoA= TF F29 39 € €5 &5A A Agda2 °A E

8) 3t FHeol whHol A AF A& F8 FEE A It ExFoE FYeh AR
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3], 2021b).
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FEoA = AEHer 18571 AlFst= 9 §
glo] 23ttt AT 7FYA= 20019 7HE o] % 1,460%F HollA
2,100% oz A S7HCH(ABA, 2021; BMAS,
2021b) A-&H = =AY F 60%ol et
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s 20180 A E ]I A thF=e A7 dFolFolth =
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Loy &= k. o] {2 A AT AEHES =o17] {13k Aelth.10

592 20014 AFAEL sctele] Motz vtk e ol 5o
A% L FASS GusleE FHAF) AF 427 B2AQ o
Foluk AR QIFS Zqshok sttkHinrichs, 2010; SAAL Y

3], 2021b). 7HY w§7]A] W82 that At

71&30] T8 (benefit)oll Al $U(revenue) 2= o535t 1992
d SE 33 ASHAE 70%()E 1A7|E2 TAEIY, g
A7) 20209 7H4] 20%, 2030E7HA] 22%E B A F+=Lt-.

A& 7Fsd 84 B Als 714 (A7 34t FE PRk v ¥
e 71995 e Yol WFEE7] s Fof F4of ZF=|UT. #E
AEWAES] T4t dAdE = A2 FHAFUOE AYHE FA(EF
A o] :)sfjof gttt amtol| 4] 5] Hlojylth= ojuloltt.

A ZAAZ Zo]7] 93 20019 MHY Aoz AHAE

10) YAl WA A Gef geto] Bk PAA ot 1Y Fol 20004
o Zdto] 4B ASolE Broka SUolHe] B3 AT Aol 48 el
H2 @ Uz 34 AHel otk 20208 Z1% =5 2179l oF 25.3%2] 12008 Hol
SE] @3 A%kl Ack 20204 o 308 ol a8 Acfon A Aslg v
gtom, BF AL Y 83fze] BUSHDIW, 2021). TFE et v 2
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A9E Uk 22AL JoFS AZF 7101 PR Mol B % 9]

Hees AEHFdEAEE REAYEAo g 29T 9tk 2019
| 7lzo HA @713 Aol Al 7HE GDP 91%o] 2t |l
7 B2 AEHE AT BFAQ Z|A(TyEL TRALTNI Sz

% 929 24.4%7 H o F 183
17.35%p, rq%z}a 05%p13o]e}. 7]o] 532 1A =0 9IA| ko,
A&7 AY BRE H o st s

%

°lo 2 JFFIUTHIH 5-7). & Azt MHR-E A= A&9] ek 1/5
AP At A AAro 2 26t Tikanmiki et al., 2019).
2A9dloly =LA E Q1+ argsto] Bl tfg-5t7] gt A2 A
A5 WHE AFA A= EYsHAl= Fekod, 201749 A=719
Alo] A Aol W2 S 4 Wt 7oEE AA 2T EeTt
£ 29 5 S ACE HAYHI Ut

7|9 71 fEra”lo] st

12) HHE9] A5 AT MEHE 7IHeR st 571 HEd dge® FAH A
o TyEL Qo= 335 §2 ZEAME, AGAdE, Adds 9 sudae] Ak ‘%ﬁ
A ZA= M2 g2AR 1990ddiet 200089 davfEges AfEyo] wE dAF
F3d Aol diiE famdd. d=Y AYxe PAHE AR H=n.

13) 53~62A1 =-8A = 20259 T7HA] 71480 B £TH8.25%). °l€lole 7199&9]
6.75%°1t}. 7]01&0] &2 olf= 20059 FE/NFLE 53~62H|9] AF5ECl H =
7] wioltt.
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THAFE A5H]HAF, 7|2 AF(national pension), FAEZA

H(guarantee pension)2 & FAAHT WA AEHHAGS HUFHC=C



2229 AZAwo|d WA= AR A2 oF 90%S FA|3Ich ASH]
Adao] F42 25 —?01 A H yekslof 9tk A& xj,%_/lx_l_z_loﬂ Ayt

FAS5EC] &5 23 Al 5L o}t}([:v%l 6-1) I=).
202049 ¥ 7102, HUHES] A7 FA = 1565 2,000t} &
S "= EAPF 997 4,000, ASH|EHASY A
Kela)daU|zda E= IAEGAT)E A6 = 34 485

A

8,000 ct. AetAFul W Are] 4 80,000 0|0t &5H]H

(O3 6-1120214 8H oz A
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B Guarantee pension
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O National pension
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750 wn Net pension
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250

0 500 1000 1500 2000 2500 3000 3500 4000 Wageincome €/month

Z}&: Ritola and Tuominen (2021)24

23) A= WA AFohe AR yEebdth. B4 Y3 hieps://tilastot.etk.fi/ pxweb
/en/ETK/

24) “Total pension in Finland 2021: How are earnings-related pensions, national
pensions and taxation determined?” Suvi Ritola & Samuli Tuominen, Finnish
Centre for Pensions, Reports 05/2021
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gk, 2FAAE BIzh 2] 22}t AR(TYELl 7Y st

7}1. 2 XI2E(Accrual rules)

WFLEAY] FF 17M5E A&t B o7t SrEe o
B7HA] AHA 9] A5G0 ZASH ASH|EAR0] A7 AFEC] A¥
Hoh @A SAQF7 SREE= ™ol 6840t APt TAglo] T
HAAF A7 F45(Gross earning)?] 1.5%7F A= AFE(40E 7|&E2
2 60% ASYA)E FPEct.25 28y dF X FE0] 7| oEA S
2 AT Qlolx Ad AFE(Effective accrual rate) 1.5%ETh
Wolzlt}, 7|ty AG=7t oln] 1K Hom, Ftjofrgo] FtESE
steho] Ad Ao = A

ohgRE AFR]A] Foi(social benefits)E e 713t® da AFE0]
AYErt. da AFEC] AHE= H#EAA AE]4 Fol2 2584

25) 202587 olojAlE HE 7|ZoE 53~62419) MEYAE ATk 459 1.7% &=
At
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AT, Folrd, AYrTE 4 AU

ASHE AT HS 2 5k VIRt 39 e AFE Hde =
71EeE FFohs BAHE(VEKD 2 B3Hrt. 55 Hoj A5t 4
Hagolut tist & SR ooz St 34 wIek 2R w7t
A 82 T Aeolle alg 713kl et A= AlsEe] AdEt.20

L. 9280 H=SHI=(Indexation)

AAFHE AT dj= o2 AxE(Different years)d] 252

A(Wage coefficient)E ARE-sto] 243} AAF AA] A
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)
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o o

Slo] gt 7SR 7 80%, AHIRF BVt ¥WEke] 71EAE 20% wHgs)
71583 (Weighted average)S ARSI AFS AIZSH AFL 4

HE| A A4E AMESto] 2451, o] mojl= da W3l
20%, AxB|AF &7} W3] 7S A]= 80%E REg ettt
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B A7 719go R s 2Rt T ad stole Tt R A
= A& oF 1/5& AFof| 3t Aa Ao E 26t Fi& A9
WA (partial funding) 22 W7HLE9] 182 AFAEE =Ykt
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AEAAS(YEL T SUAFMYED =¥ & o o5 A& F
Aol mt A2 AT 27 A 7delR S35 £ 8

gk v]8-9] dRE AFgit

YEL 7]o]&2 TyEL BHatoll thef dx[gtet. 20174dof| 45 = =&
AAgm A& oF 15%F AFPct. =71 AF=o] A F7IekL 1o
S FAI7F X452 Ao R HRITHIE 6-2 FX).

ST Ht 799E2 H8ARIT 7]o&2] Rt Foltt. 20179
o ERIAT AE0lA =7F AFEel A2 80%l Bt sUdE A
2ol =7t Aol P o= =B A T2 W2 sHde
71oge] At

(B 6-2) ASAGE H 2SS9 =7t 7|02

| 2005 \ 2010 \ 2015 | 2020

SUAF(MYEL)

&2 2F HIS(TH: wor ) 539 655 801 881

=7b 7|04(Thel: Hat RF) 401 501 620 712

=7t 7104(%) 74% 76% 77% 81%
KIAXIHAZ(YEL)

&2 2F HIS(TH: #or R) 622 915 1182 1755

=7t 7|C4(EHR: Pt R2) 32 97 83 371

=7t 7104(%) 5% 11% 7% 26%
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1 AAFY. 712AF9] HE2 1950d ] 5o Lojyftt, =53t 3
Lol B3t 7Rl Alfte FAIEIIL RapA o g QU £Eok= A
(flat-rate) FEE TAFL} 71 2A29] fEog FoJAEA L A2 4
7F S E AT “7HEA 22 A7 Eekh
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2 @olehe AHlo] ezt 712939 ojgke Badolgit. A
A RE 93 180] WY A5ud AFRY o2 nAHT

28) 19904t} S84 AFAA Sl 27] T4 A2 AR AA= ASHH AFA AL
%38} 994 (Hannikainen & Vauhkonen, 2012)& vfgo g 3ttt



7 F29] fiAlE 5H= 60%= A= U 35 F52 66% T
Aag 1%&}74]01] et HT 49 A5 7o s HE 4F Q ATt.29) &
G PR 1183 =7 -85 obd Tt 8 HAE Kokt
o] 2o E}EP IEIAE A7IE fAISHL Aol dF FA(career
wage profile)°] A5oH TA(collective) A& A EE HANS H=t}

7t B8 a5 AET 7|2dee] dubERl A A"
th 35 Far 2SHE AT A 634 LBy 27] EZ]o] IRt
ZolQitt. 19904 = 4
woktt.30) =P R1o] 1-8F

20) F2 449 & JTAE AL JAHAE Ar: ALt
30) Kannisto(2006%). A& EA AR dx= 7ol gt fAFHA Aggict.
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3. 20059 37K

471 Ut EE g 5 UsHA 20059 AENYE AF2lA 1t
EU9] 59E 7|to & gt} 20059 JHES ESlote] AS g2 B2
1E(Puro group)°lA A= AL

20059 A=7Mge] Mo EAl= 2SUT HRolA FEBEA A
2 Ak Fo|9rk39 10969 F% 44 UF
v Qe AARZ o] 10E 312 B3t 712
% 50| 2 = 5AE H#ohs 52 F2A(STTK: HH=HE2]

O

=

A%, AKAVA: HAEASAFTL2ADS AYPFAFLS Wt
2270 LEAGAK: BRERFRAEYI DG DEFE YT
SRR

23 AKAVAGH] S4B A9 257} 4297 352 &
Q15ck. AKAVAS] Bl Asle SAsIgley. A H5AF Al
AARFLES 2EUAAF] 7120 T AT ek Ao F7E o
B2 A7I5H gerhe He 35wt

200549 73] Hha) A2l sk A
2191 Here: meishs B2 A2t

34) EAFo] FEARl Ismo Riskus 1999¢ HTA=AZFANE A JFEE AR 01:-_4
7127} HFSAFAA HFAFAA o] H3t =7 g\_ &g Hofst 215 =3
oA EsHA thrigtty 1 AAle] AS AFSt Ut
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20054¥ A8 Ex 9 = (Borsch-Supan [2005]914 $~4)

(1) &5 AFY A% R4 A
(2) AHAH Y] W) 2

(b) Foi2t 717 A

(2) 1A - Frof {i
(a) Fret B2l d(retirement age window) =Y

(b) H2lo] 2 AFdiolA, & 1F Z=E Fs] A 2t

(0 2715AAaS JAIsk] A%t BE424 £H(actuarial ad-
justment) ZFdj

(d) 259AE A9t H A (abolishing the cap)

(e) ThFet S &85t 27|E¥] 9] B2 & Agh

(3) A= FHA Alil(make the system more equitable)
(a) BNAS 7] o] A
(b) daao ALt & 7]o] 40 et M4 AP 53
(0) A= Fod53 ¥H
(d) 549 v|£& Ald(certain non-working episodes)] gt

de =0l AHE A

£3] F9E 7o} AN dFAEY A% 7sAol A=
-5, 71d g Al7E U E Aol Als=2] ofelr ol A gdloflA

39,
T



7oAl ot o] =it 7|E Ks FEo] &ej7t o
Fol2l Fol E54¢ A HH(SAK)7H F=F 7[Holgo] solv= &
A|(the problem of increasing life expectancy)® 2T ZAX|o]
sl olsrE A7IskAt. 1 FAl AlRolA 24l B A(Lindell et. al.
1999)7F 29dl9] 7|tolr 7 24 7|A1E HRHE AFA| == A&
5 e W %fﬂﬂ—r;%‘:} OE H#sc] E54e a4 H®
(SAK)9] A9t eetetoll whet 2005 7He Fteju]of o] y-§o] 715
At

ol Aof 7|tjol g A7 Hett ASH|H AT 5 SES A7
Aow FZAQOEN WAL ﬁ"éfxﬂl:-f’f] A& 7Fs/d= A

9 T7(a major step)°]l A= LA =t A 7o
3 /NS olF ASHH A :

7} 1A e} o] ALEHTH, & 7|dojgo] AL A2 FAE F7sHA
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Hed FEAEA HH7t TZE FMAZ0| 0lXl= MEH & 22

F2 65HIA o 60N E EAA Y 2e B3 27IdeS He T
AN, 634 o] 2o EAT FPoll= AT AF SES 4.5%% =1 H
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29l H2 QAT JthelgAS: T o] FAdgo] FAo] 4
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35) o5t AFH 2= WE2 & Ao HEARI Mr. Ismo R1sku7]' O]"d H B340 dF
A7t EZ]’—/] ol3iE w71 sl F7Fst Aot o] “63A] o]% Oﬂ LIRS
& Aoles de ASSES 45°§ <9 FHAE A7E E%ﬂ‘? = W& g
FA ARoNA S FaE ZEANAN siEEE WEAS FESfoF it OH% ﬁ%‘?ol
EZgt TREl= Et AFGEol tisiA At AFFASE 1.5%C1HAE A7 FEH
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=] 2HFHA| gkttt A& =, 7HiAREC] o|v] #HI A5 Fo A
HE(C FMT o] daS L e FEAEA A8E =7

3
of Hi3t 5w dse= Qs BAE vlgo] Aol AY=HA| kgt

o} 36

A2 H At Al FolE o] At HY(The solvency capital is
small), 4 98-S 75T 471 gtk

19974d0] o|FolXl AYdxg 1A of tigt 7igo] A 44 HskE =
At

- Y24} &R1-E(A technical discount rate)°] 5%l A 3%= Wobxl
ot AgE A7 A 7HE IHE [FA5H] A8l 7] TRt A
A AF(Accrued funded pension)S A3t 1 A} Fahit
Ao AUz &7 ASFTh

- SQl&o] WobAH A AYxLolA ¥ TEQ] 7|0 o] FolA]
A H& 9ot Lower discount rate would have implied
higher funded contribution). ] ZAIE sids}7] YA 7]
&= =ol= Hl4lo] AgEE Ada5E= 0.5%= R57|2 283
o &, At AES5E 1.5%= A=, mid A 0.5%T A
AAYEAHATHO] A5 22 sf T¥E v]-go] o3| A

- olei@ 231 S AF AFA AF ofF AHo] Folgrt. of
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A E O] AFA L= 19809 E7HA] 2 Fap4lo|qltt. 1988
A0] Keva(A AR AF7|) = AR EE A& @4 Kevas W
B2 e ASAET A7 A& Ui o B2 A4RE 245k Qloh

Kevat: S AolA E2 AFAS 7ML ltt. shA|gh o|EA &
2 AFAE 7T 2o Keval] T4} viE-2 QIR T 2}
o] B2} uj £z} Ayt th2 7] okt

=7tAE712(VER)Z FARIEA 9] Z3/d0] Keva®th= WA gt
Iy F 7HA] oA AT VERZE HGgh Ak 9% 712 o
& 51, VEROl= AF5Y 30] H8=A g=t}. AA|=E VERY
PG o] F= ZR Ao 22 Ut BH= VERNAY]
FZ(outflow)= H| 4 §ASH 28T 4= it AH= AaAF Y

o] e

H 6-4) A2 XAt XIZ6H0F & A2 (accrued pension), 712 MEE(20174 12€ 31Y

71%).
(291 109 =, %)
ARt B2 = i
= HeEs 3BT | asHiees
Rt
(109 22) 126.2 19.6 523 202.3
X210 & o=

e o | 4142 94.6 137.3 7145

ERSEE
| % 30.5 20.7 38.1 283

A FofoF & AE2 2028 7= A o] ARE 2.5%, 11 o] Fofli= A o|RE 3.5%= Tel
e}
Z}&: Tikanmiki et al., 2019.
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5. 20173 SIS 2ol

6041 A 18Bo| BATH S7Hshe Zo] WX ATt th
e AN

634171 AEA A HAAR R Aje] A AN Btk olelst
ZHW aztER, 4714

S Woo
e
nt)
[
o,
X
N
o
oX
M,
ot
i)
fin}
o
o, D

4 7] ﬂ%ﬂi A3f EH%F GDP9]

8%7 }7”\‘“‘:} Avt 35 T2 A& 773 e(cap)’t w0l 9A &
o AT

20094, "= Fa] vhe] WsPll(Matti Vanhanen)37)2 EH A3
65A12 SRl ARE. o] Ak Lm23o] 733t vitof R F )
21 B4 Bgo] A= I 2014d 0] o] A oF kAR 242 AR
A Eofet gojo] mEaint. 799 3= 1.5W T YsHA st A
7573 *t=E GDP tiH] 1%p &°l= Aol of2fet o] HE-2 F
AAgS =Rvhd 24 73

B4 FgollA 20059 7E 2] RIS 7ok te] AT W-E-=°]
SAEAL. 7P 2EHQ] A+2E 201349 AIEZ(Uusitalo)2t Y
dretoldl(Nivalainen)e] 45 & 4= ot o] dA+to] =™ 20054
AF7NE 9] 18 a7t wu|Ft. s Ao Ao 27 E2]2 thas 2
2RO, 634 AT FA2 SV

2017@ Ag7hEol oA 201349 HHE AHE AFA o] et =
Al 747t it UEA vH(Nicholas Barr) 2422} 714 QFHES E]of
(Keith Ambachtsheer) W47} B715 2153t

=

_ll->

ol

37) wshdl F2l= a5uE AT Y ¥ 22" ARa wrong man)”olgths A°] 7]
B ot Ful9) AFHFED)E 19509 Tt 712 AFAEE _'_|;g|19_§ A5t
A ARR]A SEUEA 22 ZAE EA



1 Aoy, EUH H7F AA(a unified national frame-
work) WolA &FHot.

3) da Al ZEAY] 9 94 9 A 7| g AEA
= Algkert.

4) IR 22X, TR AWARAEA IR AFAA 7}

e oz s By, NHE ABAEI} LEAZIA] A

REE O1F4T FYT 57 Ak

5) A4 Folo] Y4 BAT AFAES YA tfREAA HHT
FEe] AF Foi AFIE 202 FA BrhL

6) B WL B ol () N12AFH AARGATL WA
o AFE 7INIOR Stof AFEE. (b) BASE T BE 18E

7
= (o) 25HHATAE A9 BE 450 tishA 2=

Ugeis o 545 HAE AFAEE T2 S A9 4714
%71 8% EAES A8t

1) 99 244 3= (Diminishing adequacy): ASA=E I 2 &
O

1=
A AP, A% QI0E Qs WA o L AU WO

™ 6349 2E|5HA H
% 74 9FSHDeclining sustainability): 7]tfe{go] sold
of wet A= 71of5ol S7Fd 4= Qlvk. ey =4 7]eolA & o
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oju] & 7]ofgol H =2 FEelt BY 7|7 57t o] Aljtd

U Hojl A A HAAARE 201749 AF/HFolA = o] F7HA 24 =
=

1
9 SRS itk T2 o] EAIE o8] s EstA] ZstaL 9

AHtSE o] WH= WHAE AFAEY AEFH FE(institutional
structure)@t AU A0 ZEFTH = =k=20}5}st AR Aol mdlo] 7}
F BEAQ BARIA| A4S HH}. 2 AAE FHoHA] Zotd
A, Z4Ao] ApiE iAol A 9] & @ herd behaviour)Z oF71%t

o 2o AdiA o w2 S FAF HISE 247 Sle AC® Hd.

6. 20174 AZIH

20179 AF7HEoIA Y 7P Sast Mot LR AF HAAHY A
Fol2Tt. 202797H4] vid 3/1€4 A o= 0 2 "t 195549
A3t IS ERE ABH 1965d0] 24T IATERE o
ol 71t AFHEt o] 22R] 2= FYI8AFH =g
o %

F7HADT e eEFAFONA 2 7o HlEo] dFH LR FA]

ON

Sdelne A Zol Ao At
eHlck. 7ol 3ASE Fof AFolst 4G Ho| Zof
10lo] A4S AFY AN} F ol Bt FHshA fA R

o} F2dgo] 2713 Ao, 20174 o] W] A5}
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g ATE ol8st daFAE AT 2avt ik oAl T3iA, 7

SEO| 1.9%°1A 1.7%= A3 = ATt 2025‘501]—‘5 1.5%= Eﬂ = 9%
olt}. 20174 ofdellE 63~67A duHl SECl 4.5%RA 2 A F
Zof thgt Fxo] SH O*E‘r 4.5% = SR B2 de5ES 9
Bt A5l 8= dasE 1.5% A HE o "t =AU 7 A
ALF 0.4%= WA= A D}.

AZHA AH(part-time pension)< F& =3 A (partial old-age
pension) 2= A=At AIZHA| AF2 2 ZEALE G50 gk B
Zgolt. Fi& =y da2 27|EZ0 e EIA Y daeQl, ¥
0.4%7F A-&Hth. B2 =gda ea71700 & 5 = 4o doll= Al
gto] Qict.38)

N2 Zo 0-633_% +&AH(the years-of-service pension)©]
AT 59T BFA R 63A17F =]l 24 38|%E 9lo] Ho
E—:(Strenuous) TEZEY WA EoF St XF7HA] & Fo2] <

_

o ARz AR,

WACAFAEE AR O A5 AF dhu] A2 7]eiFo] tha F
olE FOF oIACKE 6-5). FARTEE AY o|Fol AF 7]ote
o HiA FYHY AOE ofgHct. EG Y AT £E 1 7
o2 oyt 34 At PO AN AF A2 Sojplont,
%17 ReHwage billle] B Z7F5te] 7]0fgo] wolxA F Fo=
et
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o

H 6-5) 2017 Gz7H=o] Ol =t

W ® o 2020 | 2025 | 2040 | 2060 | 2080
71012(%) 254 | 259 | 247 | 25.0 | 2062
USFE O X=(%) 28.1 | 287 | 27.4 | 284 | 296
e st
71012(%) -1.0 | -1.5 | -03 | -0.6 | -1.3
UZHE i XIE(%) 0.0 -0.8 | -1.3 | -0.7 0.1

Z}&: Reipas and Sankala. 2015.

NS AlH 2 B3z e oA AR ez A E Q. A o]

A2 NHY v ST S At (37 6-41= Aol A7 F
o] 9 7]ojFo] Bt Aol FSEYW e HojE) o|dt &
Aol 250 MEERE FAHTE 1960~19809H 24 AT ES] Ax
Hole ot %}ﬁﬂr—}. olF &4

919ict. 19709 2 ol EAAH: A 7]0iF ZHolA ojSol9]

1

=

(028 6-4] 20172 Sa7lo| ST Ol 21t 5 4o 252 2 7Hx|0| HiEe=
= o] =it

Total effect

_ =i Effect on contributions _,.----'/-’__

[ o ‘ 2
_ ""//
\F"‘-T-J::’—/Effect on benefits

---------

Per cent

-6

-8
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000
Birth year

Z}&: Reipas and Sankala. 2015.



37l (buffer fund)o] BAUHA, AIAHO] o] AF . o] B
7o 13} AF]o] B AFAEE B Ail(more robust)stA THE%
o} SEARE ol=gt HE o] AA| AE motol= A2 AMEAY E7FSSH
ok [OI% 6-5)= @9 A8 da 94 diHl &58EdAs A&
(earnings-related pension expenditure relative to the wage
sum)ofl thet FZA7F Ad 30d7E o GA Bsls] HeAE HojF
AT AN o] dA 9] ATE ASH|F Aol 1990t Mo 2F3
d AFAEE T €A o Aol A4 A =3 5= A H Ao

==

(13 6-5] U= el tH| ASH|HAF XIS - &M X2t F7| TYRI(1990~2019H)
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7. oM UM =251 A= MRS

7L 2017'4 A=7h=ie] g1

)
o,
i
>,
jak)
0,
O

20179 Ae7lee] avE Atz Xest7]ofl= oF
Ty AR o & EA AP A2 QEdt 8E Ho|Y = A 2
o} ALZATE EA ARl A7ISHAA AlESHA ok B el loiAH

e Fa =H A
Aol 793 E At v|s=sHA S7HA ol -8 EjA AP o] 20208 7)
A 2A12 F71e Ao 2 7YY HReipas & Sankala, 2015). 19
gl 2020 AA FH P2 61.947F =i 2021 d01= ol 72 =]
AAFo] 62.442 S7138H 2025¢ 9 @442 /Y HRH oyt &2
2149 "id4o] s A 7S 5= UTE3

1990dH} SHHRE A4 EZAgo] A4 A5HoH, 7Ido8E H
@o] S7H3lth 1996~20209 717kl 2739 718 6.0 5713
ou, FE EAAY2 3.8 SV oA S 2 4. 1419} 2.54]
S7HTE 19829 18-S RS Wt S BATHIHE 6-6, 1
6-7 Z2).

A (expected effective retirement age)= 7§& ©]

39) 9= AYS T2 Hddo] &olRglrt. T2} 9 0|99 A EAVL oW NEE
ol M= I A= 3 =5 Qlck.
https://www.etk.fi/en/research-statistics-and-projections/statistics/effective-r
etirement-age/



(a8 6-6] 1990~2020A 7|Zte] AHE 18E

%
90
80
70
60
50
40
30

20 %%h@aaagé

P essanetes e®osasne®e
oo---oo-.............

0

QD gk
o D
CH

oo D D O D e B O
K QQ\QQ%QQGQQQ’SNNQN\NQ’L

N AT AR AT ADT S
15 -64

55-589 ===060-64 eee 65-69

4= Statistics Finland.

(O3 6-71 1996~2020 7|Zte] M HE BRI

o
4
<

Years
63,0
62,5
62,0
61,5
61,0
60,5
60,0
59,5
59,0
58,5
58,0

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

M~ o
o
L1 ]
—

A #8888 Males = e Females

Z}&: Finnish Centre for Pensions.
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L}. &8 Z2HPlummeting fertility)

EAME THAZ QI QIF A2 A 1087 5= %Ik 20104
AEARE(TFR)Z 1.860]%1tE 201940l 1.352 3t 20174
S8 8T FAlols E4RE Astol ®ilo] §iitt. EoA B
Al o] k7ol At wEE L 28y 20179 7S Q] FH] 717k
e SA%EY 20129 QA+ FA7F Z-EE QI webs] GA] 11
2|41 QI glolE& 201 1 RE Fc}.40

N T

20129 QI FAoA QHgZeld HAE =5y V] A
20189 FAOAM= IS AAIHTE 6-8). MZ2 QT+ FA=

o

589 ALH TAE A 20709 001E 15~644] AT 35
Tk oA 3005 HO& FojE Zolth &, A FET WHE A&
30%°l A 2F 35%2 Z71e Zoltt,

o] Zshd, 20174 A"

40) Ismo9 FT YuE HAAT &Y. 2o YEE HEAS



(32 6-8) 2012611 20185 HIZH= SAHO| 15~644] Q17 X7

million persons

3,6

v *\\

3,4

3,3

3,2

3,1

3,0

2,9
~ O mMm w O o nn 0 < s ~ O M W O o v 0 o s ~ O
o R R s I B S v N 1 SO 10 B A L~ N~ o T T o o BT o ST s S
0 000000000 0000000000 00
(] 4 d » B | e | 4 4 ™ o B o I B | . | 4 o o o8 o oo™

— R ealised Forecast 2018 Farecast 2012

A}&.: Statistics Finland.
Ct. 25 TIKExternal evaluation)

20214 7ol I 2A(Torben M. Andersen) W7t “AF A%
A3t A4 7R IR E ASAE H7HPension adequacy and sus-
tainability: An evaluation of the Finnish pension system)” X iLA]
2w

otg|2 Al W40 HuAd wtay, mate A r: & Z=sl1 Q)
on, FAMC R Blue ff At f5oith WHE A= =8 A
o opew g

(D) AIH19] I A AgAEE Blud Dttt 850 R E Eof

905, ¢ 7t Q1 %3] ool FRsal.
(2) W1 431} £5AlE SHolA B7HE A= A2 a4 R
29 e Fheh FESPL 948t

=
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(3) Ao} AAE A= 2A 7A= Awo] PAA A2 7FsATt 7
of W& & Fa3 ATS Tk

- 7994

(1) Al=o] A BE 7Fs7dol S3714:0 B4 ofef g A
Sttt "gt=9o] A5 24 7]A|(built-in adjustment mecha-
nismi= 7195 e A& 119 432 BT v A=A
+= ¥t

(2) 97 7Y 2 B # A 71ER™(regulatory
framework)°] AFA L] &/} FE6HA YX|6HA] =Tt

() =9 Al Ad 7HA7F B OFCA SRR Y e
BAR} I EAY E5AL Afo|] AXprE HofR|al Qlom, A7 A

2 AF S0 W ) 2850] SrjE: Bl itk

olr

JMEA W= AdRE FAl= A5t diz TS 71**"* o] Atk

-

2 PHs o] A ol REAAG oblok ATE Belol 2
2 Pt netd A A% 4 o gz Bt 5 A
thot Heke AR A, AAHYS Rol7] g8l Vloleg Lutt
A, %5 8 A9 Bade Hassl] 96 24 7AE 68 7
skt

i
ol
)
K
ot



et XS =3 1M

HA=AGAE A #Elo]AKManaging Director) 7+ et
(Jukka Rantala, 2019)4D+= M2 A5 24 7|Al(new automatic
adjustment mechanism)& X A|5HA A L)ook 3“’/}51 At et
gho]l WEH, Ax 7loe nld dego] Ay Yol 24 vl
(margins of adjustment)°] &35ttt At 7F 57474 2] -4 &
A7F =t T 2o] I S SN EEAAS dAeAlEe A8
oFSIA|Z Zo|t}. o] Hlo] u|4ldstA &8 F 7HA o7t Slth
A, TeEEhs AFAE 2okl 2 SARE Hojdt Ql=olth. &4, &
gt AvteiA= Y 1S okA] =t
AR QHEIEAl W (202])= SEEY] A WEEYCE YR &
A= 583t ESAEE oZ|T = JloH, A 22 d2 Altiol
A B2 2= o)}
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(328 6-9] 1960~2020 7|7t HHES| AEME

2,8
2,6
2,4
2:9

2
1,8
1,6
1,4
13

1
1960 1965 1970 1975 1980 1985 1950 1995 2000 2005 2010 2015 2020

Z}&: Statistics Finland.

SE2 206087 A= AF A&l & TS A A g Aol
J124 20199480 Lst7] AlZsh= 2030 o F4to] =1
Uz 7]9te] FFS v|X]A 2 Aol o] o] =4 |
Z oz Z7lsttrt 2100 tiof &s] AdE Aot
WA7Fs T = A71H 02 BE 248 AgolA At |
A 15~64A] A= 3409 Folot. 7124 AgollA 11 <Ak 20854
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wrtt. 20859744 15.4% #Asit 2 TFR A4 AF EA1E 7]
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Present law Age structure related prefunding

A& Risku et. al.. 2020.
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ot ol FI3lA 63~68A Atolo] &4 EA AR A7 =AU A,

(32! 6-13] &0 M2 1972~2020 HAHE SHAES| 7|0HH{H

Years

85

80

-
- -

75
L]
70 IPTERRE L
- ®
L]
L ]
-
...
65
I~ T~ SR ~ = SR <R« s S B R A=
~ I~ M~ 0 0 0 6 o 0O ;O 0O 0O O H w o o
o ;M ;M o ¢ O W W O O O O O O o O
~— ~— ~— — ~— ~— — ~— — — d e | d (o] d o . |

All e e e e Males o= e Females

A}&.: Statistics Finland.

ZIH g AT =Y B o2 oot da 3R] Adw
= Az 2ARU. 7Ho8Alez dsf dadie] E0le Ae dd=

SHEC] 485t 43) 1 Eole A5 B Asf =2 AA
= 727 17} Holz] ettt A7l BN =5 TFTH A=
o] Hdet sEHT Aol Yo =AUt oo mE 20179
wElA 7t 2 A4S 2. e SoiA ERAZ T
A Ee] 7HogH dsd

7| I, = Batrrgol sofue Aol it #ks 274 AR
glols, UHEe] A5 AsAIE T AR A& ThedtA] W

43) 2E54%F Z7Hearnings growth)oﬂ 20%9] 7HEAE Folsta EVPE(price
changes)oll 80%9] 7FA1& st 25HE 9T A g ALHQ vdE o
goldtt. AEFE Z7Kearn1ngs growth)] gt 7]T7<]E t oo} st H]uo]

A7) 531"4‘
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HoE ATSAHS HHZt HYE IHAF| 0|X|= HEH F& 24

Aoleke Mo ZE 5o} g}, ol Ale] AL 247} AHrtd
APHOoE AFAE Ado] BRI AFRG ] ASHAAF
AZo] oju] FAHORE & $791 30%014 2085H0]A A2 47%
A ASA R F7VE A0E AT QlelAle. W] By AF
M AT A9, AFRY o] o] 208510] 7HA 37%] T 2

(113 6-14) THE 2= ASHIH S ]O| Y=FE UiH| 25|25 X1E 30| T

%
47 o=

45 P

43 ”,
Fixed retirement age (63 yrs), - -~

4 no life-expectancy coefficient ,”
-

39
37
35
33
31
29 Baseline (current law)
27

25
2015 2025 2035 2045 2055 2065 2075 2085

A& Finnish Centre for Pensions W& Z1&.

44) o AL B BuAHe) T2 A AR BRE $ARS AT FAE 7]
stog gtk wATE A Pa FAV ASE Ao AMgeleith



2% 71Al(adjustment mechanism)= EZAIE 9719} A 7
£ 9migith. 19549 9 o] 48] A B A” 2 634010 4
A A EjZAR0] 65410 =g Wi7kA] S48 ZSEY 371
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A AT SAHY FHof W=, 19703/49] ERAH 2 654 871
Holot. @A 7|HHABA S 7= 2F 0.950]ct. WHE QI A Ago
=9 19709489 7|l g A1 44-20.97F 2 A& A4t

AF7H] BHEL] AFYE o Hd PA o]t 1E 6-12]
Ax). ZE2U19 "WH9 9] JFE Hojx XF7HK= AFGE] ==
o}, Z|tfolg ALt EA AR 9] 72 T 5t B ArdEelth A
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7| Al AdstA] et @A 7oA B Al 7 Aol AREE AL = A
dlofE =, o]2gt Alue] @7 FASHE T F2ds)d Aot

=

rOll _4



KOREA INSTITUTE FOR HEALTH AND SOCIAL AFFAIRS)

7%

2SHFO| tiet Gt

gzt 2

AARE

ok

ol
of

R

3

.I

X3






HNE 3 SHAFU L SASHE| Cfgt Bt

1988K1°] 1021 o1 AIYHS chgoR FUATE AL £Y o
19999 49 EAAS AGRIAE S 8ol w29
Fu ohge) AR Wk 8 L2k vlE o Am
L A7} 53] f99 B 0 717e) 24 FHATAEE 2
Agich. F7h8 o) Aol gort 2g iyt Fof £28
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2
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=
7zsie, olefet whE Al A8 vt 2 Byl

St g2 4&3] st

A2AF AR o] % BT AB=7t=A Jh=o] AEe = Qe A
Ta Eo AR A o] YT &5 97 Al VS0 4
= 7S FAAR T F= 2 SHolA Hlash] ofH
= =2 W2 A7t Aot fE7F A Aol Aolgole 18 ¢
gyl A AP, e AP e A7 22 58 AR &=
A AlHOlA vl ) 57T fEHeR Blashs, & 54 AldS
7|EL® I7REe] GDP tiH] e AEHF 52 AHAH 2R Hlushe
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40~50d Hol& 38 OECD 7159 A& A& 430l TgoiA] &
Aolghs =0l EA Az & <= vt = itk s £oF
T7F ol et A ES A=ttt BY, -8 AFAIrE At @4
A= AR Hdhz FHo] et o] Il e =5 A
Isol AHE # 4T & AR FowA FHEIL AEo] ol
H8se W= Hiesttt By, £4 olsjaAA=0] olE &3k
&go] HEo]H AL ik @]l G2 =9 kqIvlEo] OECD 29
=5 394 7 w2 $ElAL, FF A9 717kl AVAAME(E
=AM, 205049 olF) =RAT Bt 7H471%E0] 279 AR dSET
151, GDP Hv] FAF A&0] OECD FAF FoIHE e Sz
HEE AR AiErts F450] tEAo|t.

1ER SRS AT AYHAL, 4340 AA AT AgARS
ABeAZolE ol FFOR =95k Fo|7t ALEHI th

o e n

o

Ja

fijo

OECD 3192 Zo 4] A% o] 4 A&7 A RA A2 53 45 A2
o a7} A e S} vk Sefubetolch Al %ol ol
227} u}x] o] st A S g71& 0 F F8slo] HW A 27
AY A5 AR AR o|FoIATL = AHY HASEA, AFA
9} olet AR AR EE HwsHs Aol Zot). B3] 97 AUL
49l ojmjolAle] oje} =vje} v @aitt B, 92 AFRAAE £
oA opdH A Bate] o o WEHE, SE2 99 Alelo] A &

4 ook 7 Qi ZuEo] SE R i £8k7 9l AolTh)
o
=

97k X3 BAL A2 BolFA] £, o]Ha ATSo] A
A gelzteh BU, 9ol BYNA URE BAVL e ApEEs 1
ATYHEL Aestol AAHE A2EL HlWAQ A7 glo] BuAow

45) |49, (M) OECD H+A FHoE7]. A&4E. 2014. 3.20.
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Hobgols Aol ARl 3t o]2Ft o]f2 AuAEe] wE 2
G, A AAHezE Zopiy] o FrQd AA IFtolA] HolH| =
Ale] =2 Hl S, AT HUA Ao U Az Hojes A%
SO A& gt YT ¢ AFRE Auistal 3= Aol
Rt 013 s /\}ﬂxﬁq EH717F S Fro] AR g AA=
TR A7t on| E Aol A
HEHI A= RN E 54250 Ad4ttE S8 dxoke @
Higoltt. Batrgol 60M1= < HE Ao =dE

o
)
<
T
<
X
)

TR At Gt BE4o] 7047t HI7] obd Alde] £9JE 2
HIAFS 2l Abgizgo] 85HI(4)2t 90AI(IR)el =Rt Aol A
T A% X4 7Rk Folo 242 F25H | ol

Sttt =sAlE fHE B9l EoloF & £AIE T4 AeAlE SR &
T+ sigstett By s ol A57id ] =0l ofn] AUAH
214 = Zo]ch.46)

2] @Ao] ojdt HyY, 9] ALS] HdASolAl Ax?t Azt 7F
olghe &A1 Al4TH= ta: HE HRoA FAASAEE AT
IMF9] 2 A+ Abm= A AlASE 7 Y Bkl & 5= o
H od==9 ﬁT—:LZﬂEE IMF7} 8718t Hu Ao A= AaA=rt 55
sflof &+ 9 ¥Y3Z 67HAE AFotL UrHArmand Fouejieu, et al.,
pp.5-7). X]——'.—7]7)—/‘3(Sustainability), 23583 FAA(Actuarial
fairness), At 7t @B J(Intergenerational equity), AMEE A
AJ(Incentive compatibility), 437 Fs H-8&(Affordability), §9] &
H/J(Adequacy)eltt. AEAET SE3foF T olF 6714 B REES

46) (B34 AY7IAHY] HELA) "B EXFIOE AT A, FUAFoE
oFH Qs A&AAAR(2019. 5. 31)
https://www.sedaily.com/NewsView/1VJ96KTCZT
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X=7tsd
(sustainability)
Zojo| Hzy sEtas 35
(adequacy) (actuarial fairness)
et 7Hs |8 L R
(affordability) (intergenerational equity)
QIHIE| = ={3d
(incentive compatibility)

Zt=: Armand Fouejieu, et al., pp.5-7 W&ol A, AR} A7-xlo] 243
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iz}

83 FES F9E AFE 5= qAojof gtk ouint. E tE 53%
FAERE QA=Y A& 7154 (Sustainability)e]th. 237] 42
2YEE FHATAEY A4S 1T o EA Ag9] A-{-Eo] of

=
d, FAHE 1 e I+ 4 3 27IRN) 24 AsE 5

32

HEeo HHEHY

(universal coverage)

(adequacy of benefit) | — (sustainability)

Az AR 2.
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olg FHEHRE ol sy £23] T+ fle A% FHOIH. 24|

L 303 BE 3HE Shte) AR A A Bl see

47) BaA A7 AR} of=9] B Zof AFERY =9 Edlz 4T
Gz o] I olge FF L] =eelA AHEUE F A9 SRda
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(23 7-3] FEiE(Housing Allowance)S E&eH HE=0| ZAHZH(2023H OflA4-
Z)49)

Pension €/month
2,500

2,000

1,500

1,000

5,00

0
0 500 1,000 1,500 2,000 2,500 3,000 3,500 4,000 4,500 5,000
B Housing allowance Wage €/month
[ Guarantee pension [[] National pension [ Earnings-related pension

- — = Net pension + housing allowance

Z}&: Suvi Ritola & SamuliTuominen, Finnish Centre for Pension WX-A}&.

Wz)
¢

[
i
N
2
oF,

A4 (Life-expectancy coefficient)E Z-8-5}0]

LA(DB)= FAHAL A71AQ1 SHA A S
2/gstar Q7] dizolth. FASHH, o5 €75(DB)HAlE F-AI5t
HAAE, FASHEGAE dHoto] At =T AaSHA] 284

49) UE LIAERAY AAdMe HASH[EAFO] FHoln, AEARd 7|xAF
(National pension), -r]°k74]]—01]7ﬂ AR $z2S BASE BRI (Guarantee
pension)¥} tAIAF AAoA AEHos staME FHepAEoA o Wol AFsh=
—rE—‘l—r‘%(Housmg allowance)o] B9l 93k st it}

US| APAlE Sellfelst B 943 4850l gl gt Hol 2o AT

o disire == fa%iﬁ Baslogn AFHog AE ARHTL o]fold 4
Se PR AgAES oh At 9 a9 7&—&1 AHe A4S spE 4

°]°}7ﬂ RaEE= L‘EH\—"-%H] R} o]Fof, A5 £FER TIIAT} ‘ﬂ'ﬂ] R =
(Net pension amounts) $%2 oJu|sic},



7]

=

=2

L2 Hd A9 20%

RN

A E B11A 9] Special Topic

h8s

°

1

i

A Lol A

staha OECDE] 7]291% Aol 180

F o

a3

O 7<= Ad 654 %

Jot Al (A

tt. OECD2] 20019

AR

o]

T2 S 6 oA
a7}

344 549 oty
1

=2

ol

LIk

&

%l

2= A

X
A= o]

OECD 7] 4l

[e]

T

o]7] wZolwt. HA| A SolA 1/3

al

2

ksl

84

71 A

X<l

o= mA|A] X

..mo

!

o

k 3fof] 25

__OL
i

o] Bfjofitd A

'HO

o

3flofl 100

5



7% 22 2 M HA 250

Sh= A7t Rops

017l AFAIE=E =2fokaL

(E7-1) LIASEEAAO thet OECDL| F2H11(2001'E OECD/EDRC E11A)*

OECD7}F #gt Sejuete] &A5HAAA E ek

12(1st pillar) : ZAHge] AT

1&(1st tier) 2Z(2nd tier)

] ) 7101 % AESZO A =
AR AY xPshs HuHel 71xds Elﬂ]jc;;(defmed gtlenefi])ﬂoqu
20%9] A5HAE -20%9) AETAE

=5 AR 47198 T1ddaer A%

2Z(2nd pillar) : B3 FAZA
A AP 84719¥ (a fully funded, defined-contribution system)
3%(3rd pillar) : @Y ARIAFTAEL] &%}
F871E 2 AAAARY ol 58 5= B VI Ak &%)
Aiddw @ 71l gk :LB*JE't(FSS)-J -5 71s A
2A}7: OECD(2001),"OECD/EDRC =744 HES|9] T HA F st 5 2001.
42001, FFEH), “OECD A=t H71 oA Al

hm ) i)
* QECDE ©o]% ¥zbe SHAAAER VA (OECD Economic Surveys: Korea 2003
OECD Economic Surveys: Korea 2005) 54 20018 OECD7} Atst¥E AZ71H

Ak F U WSS A
4 84%(2012), OECD Ald= 7}]05(0]-)01] st W7 @ AARY, 2ol Ees] 2012 &4

S&T|8] HHEALR.
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N 2(eB)DF FHAF AHAF
A BHEAQD A9 A FUAFS
gl = - A BRFAEE
2001| 1EGEAE = RN L P P RSP PR
T - 6541 ol AAw=S] - 20% AE0AES =
A8t =1 7199708 Mg
o AZIR= 100% A Tz TS
- 20% AEHAE ASH|HAF eRE
A ABAER] A= A A AY EMY &9 - s
- gEstges 5| - waw g w0 TATE = b
AL Q] FHOR S| - dad AY WY AR WA
AF =X AAZLOS. ook *ﬂ;ﬂ]f‘ﬂ‘;—}} "Iﬂzl
i) =4 2MES FF7AY A AQQERAT B3t
A 538 H47) SRAYe F12 SeE e
201249 | BAAQ] yPER ojPuhd | Ao EH A B
AW - Folt A2S 24 B3
FHOE UHIAASE | A FAE ALAY FH4
ot Rlof thsfiA= & - L5 AE F=3 sla
57) B3 A AR Z,
ABEYE A 5
FopAze) 71lgel AT

QAR OECD(2012), OECD Economic Surveys: Korea 2012 % AF3]1%3%KSocial cohesion)
I} 2 AHPublic pension)d 7|2 = A (Basis Old-age Pension) F-& Z=%.
E4: 349(2012), OECDY] A= A (bl gt B7F 9 AR, = A=8ts] 2012 &4
Shed|3] dHALE. |

Lt 7I=¢3 JHH ek OECD HuotsS 22| 470 Al +&

o =g} Hof 7| xAFo| =YH 20149, B2 1 39 OECD 3=
BAAE BEUAE 39 7| 2(eH)AES 3 A 29 ek o=
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gttt E2 LRRlEeY 52 RAME S
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OECD Economic Surveys KOREA, JUNE 2014

U7 ZAHEEYA Z(BLSP)7F 7Hd 3t HkAIS9] Rl 24| siaS 215 JABA L
o] qEE FES| A Eohs dolA, 712(=B)AFBOAP, Basic Old-age
Pension) A=7F =159 ¥ £A4| sj2S Qo 4 IS & 5= k. FE it
AoFo] FESHe ARONA, 712 Bl =9l NI 43} AT E QoA 7|2 AT
27 WIRE 4519, ARRYAH] olslof] &l o wllE, “AFFoE 15
Zal =(Yun, 2013)” < =154 €S o= 72 93AE =Y FHA ) #
U = =T ATE 2F5t0], o] Y :QlE0] AiRlZofA HolU L stojof
S Aot} LEARED LRIE AT HolA 9 &5 EE5o] EA Azsitt= dE
12 ), 712 =HAF(BOAP) RS S4dhs ti4l, AAE Q1A A5 H
AFste Aol FAF B o] E £ U AoITH120%).

OECD Economic Surveys KOREA, JUNE 2014

In as much as the BLSP has not achieved the goal of ensuring that all poor
have an income that at least matches the minimum cost of living, the BOAP
could play that role for the elderly. Given the budget constraint, this would
require narrowing the coverage of the BOAP to provide larger benefits to
the elderly below the minimum cost of living, in line with its stated goal of
aiding the “financially distressed” (Yun, 2013), so that they can escape ab-
solute poverty. As poverty and income inequality are much higher among
the elderly than the working age population, narrowing the BOAP’s cover-

age and increasing its benefits is appropriate.

Z}&: OECD Economic Surveys KOREA, JUNE 2014.
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A& OECD. Economic Surveys: Korea. (June 2018). p.54.

20189 6¥oll IxkE OECD =HAAAE Hilxet 201840
OECDOA 2713t Working Better with Age: Korea(OECD, 2018)
oM E A5 wQlo] AtfrlzoA Hold 4= =S of= v 7|2A=
9] 24 Wka Harskal et 2018 OECD ¥ F-2[of A
F57o] HoAE WHEstel EA dEFoA ol EuAE AF A
2ot=olE, OECD #i Y& v UFo R 7|xAgo] Sdid=
o Stk SHA WS- 4lZtolA WoRsofof & AR 2 H eIt}
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The Basic Pension could play a more important role in reducing the
high poverty rate among older people in Korea, by better targeting scarce
government resources to those with the highest need. More specifically,
narrowing the coverage of the Basic Pension to people aged 65 living in
absolute poverty would leave room to increase the benefit level for these
people significantly, without affecting government’s overall budget.

Z}&: OECD. Working Better with Age: Korea. (2018). p.124.

(12 7-5] OECD &¥=0i H|sH XigH0| Z2 =&Q! 51=9| 7|=%7
(Non-contributory first-tier benefits, share of gross average
earnings, 2020)

B Basic (residence) @ Targeted 4 Coverage as a percentage over 655 receiving

1 AA EASRAAA A 7| 2AF0] THATY] $FH Q@% St F7RE(REHE,
glol3, YdHSs)S Aolstas, SeuEk® & B3 Al H) 7|od&(non-contributory),
Z ZAA Y 712 AFE Y oke UEheel A9 §ict dint=et Vgt -4 B 719914
3"10}‘: ElR Aol AA| T AERGAANA AA]ol= H|Fo] vl

Z}=: OECD. Economic Surveys: Korea. 2022 sRE7] ®71 o 4.

e Houq_ﬂj o
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4, 71 71293 5349 71SBE fA AFE 654 2Y
SHe AITFES) Bl L FASE alol 40 IS B0
LR lelet, A1 65410 A1she d85 S0 7%
R4S Fasteets TYATY e FkR s A 7129F
3 27} AGeA Sold & 9ol FEdo} Btk T Mo 7|2
AF AH71EE 654 ol A7) 70%7t ohd, A 450 £5915
°0F T AP =9l WE Wolehe YARES DYSAA WA
21 71 2AF SN AR 5 A B Aol
71250 ]3] Aol YEHA Be FU|2PARIAE] 4
Agel(2022 712, € 585 385 %)9} 1ol el 7|2 AT A
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50) There is a trade-off between targeting, pension level and fiscal cost, where
at a given fiscal cost a more targeted Basic Pension is more effective in
fighting poverty. At the same time, the total number of recipients will
increase significantly with rapid population ageing and undermine
affordability under current rules. The original objective of the basic old-age
pension, introduced in 2008, was to provide partial support to the elderly
who have not secured the national pension entitlement or paid
contributions for a sufficient period, but more and more pensioners will
have been able to build their own pension entitlements and sufficient
contributory periods in a gradually maturing pension system (Jones and
Urasawa, 2014). A7] 9o ¥&& 20229 3dlHt7]o] &7tk o)<l OECD. Economic
Surveys: Koreaoﬂfﬁ 185t FoiXl oAt A2k stoflA= A & HHAH]I 7%
CH% Zﬂ }_.;1_]:]-.‘; =3 1:—1 ‘S_J,PHOi /\—]\:ﬂ;(-]_i 0010}-._ 7—]0] 01—51""] =2 h:O
WEg golo] mgo] @ 4 Arke 98 oA Bxsta qlck
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A RFAERA AACNA FHAFo] FFHA AV T 4 Yt
Yo FRAFS AUY Wast Uk A Yol Fxsige
THAF 312 AR AFY 5 A Petol o THlo] Basich
wAjQl 3R FHAF ot Yoiel FUNAF ASHAE 4T 2
A4 BT PO R ATE AU A BA FHE LFAS

20144 29 % B4 B Mo g AFsAo] BARAZE
A Tl WS TNt 2, vitel] AR} TRk ARl 2 Al =k
Hojfol Wi} wto] QigEl 1 o] ok W BRAAT e sk

Hh7E gRe] FEYUNE Y Loz B7sly, 25 FolE /fEek IR o] &
o 39%S AF, S5 UHHEERL 61%S A g5k 25 B AGES Ay
AA F3F AF FoIER st = FRIAFEAA)7E ARBE 7]&tol] v]g] thE
ZEGH Y1802 A= sfwo] o]Fojx|ct By, olu] 20154 5Y 9] YARE THEIAF
A B BAZE & Aol E7lme] A Aoz AYEQich Az o] 3USol= 9
ol BAE A /¥ AEEH AAT = AU Aof tigh AR g2, 34 Al
2, BA ©e TRYAT TRt oftiE o "c¥ (201549 5¥ 4Y. FAYLH)E AR
=

20234 3 99 TEYAF AR BANo 2T 62 1HAUFS] diFgHA)o] Al EL
o] dli=le= wigolct. AFdo] olFgloe FRUF ols] IARIEAE, BLS &5 V1E
o By, TEUAF 7RIS FHAT 7R Blg &g B Stk ZEE Q4]
o] sJHEHA HAQJLE olAo] viz THATE B3 SFdfobtt k= ol AFUNEo]
AFElE ek glar deiet sfar QloAMcy. A Aol 24 AN Sk y=t
7t AnHYGSoE yEE oz off o]t dEo] HEoHI = Ao tiEiAe oS &
FES s vt 2439 fAdER, A AR 40 FHAF B Ut v
oF (20224 4¥ 21¥. SU4LH). 2499 HAHER, WL S Y 4, I9=
AR ZIHHoF (20224 5¥ 26Y. EAUH).
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FF3HE 23918 A = = Aol A4 A2 ZHdo1 F
astt

AL B AZE 33.9002 oislo] S TIEYIT 7Y~
2107} 14540l Satt.52

(B 7-5) 24 ¢ E, ASAHSE 20UAHF 7147 |2 7|03 =

@9
AZ1 AZ2 AZ3 AZ4 AS5 AZ6 AZ7 AS8 AZ9 AS 10
T2 | 0~10 10~20 20~30 30~40 40~50 50~60 60~70 70~80 80~90 90~100 | T
% % % % % % % % % %
19404 7.7 94 97 95 105109 100 105 98 104 |98
19504 15.8  15.2  17.0 182 193 204 204 20.1 20.8 21.6 |18.9
1960 21.3 1 19.3 | 19.1 | 20.1 | 21.7 1 24.3 ' 25.1 | 27.4  29.6 | 29.5 |23.7
19704 19.4 £ 19.8 | 22.0 | 21.9 245 254 28.1 29.0 33.2 339 |257
19754| 18.6 1 20.9 | 22,5  23.6 232 250 272 280 297 31.7 |25.0

Az 947 91(2019)) T 54,

52) °] W82 FUAF HlolEHo]A(DB) B4 ZAStAL At 19708 &4 ZIEES
7IE0E A5 FFo] AlY ¥ 1EYE 1944, 4£50] AY &2 £ 1089 3l
A= 33.99 Fudge] 7H9E ACE FAEY & d ARt I o @ol ¥
SUAFY] FEo] ALSFTEG 149 ol § 7RIS Aoz FAHE ALSAS
A2 Aolge $8% FHsc] U @5 =QolA AHEIR. &3] FE
of & FE2 AA =RIAF AFEdddFel © soM7A el BY, 508 H, = yof
7 708 FHoll 7PA= =Rds orgddge] v 59400 HEE Aoleks 7l
oAt FAE Al 7I7IelEe Holdk AV1HeR Hd dF, Ee EA &2
Aol HA = g FEIE SAZMA dste Aol REstEEA s Ry
dAHo] T o4A7HAE 5 ARHETHH, A5 1089 7HIA] ol 7H7I7k 394
of ZHT & ol, ClEHRI THI7IZRI 40dS e 5 & AR AYdHrh 5
T 29dolAE olv] SHdE Hd 7HI7Ite] 409 oA ok 98] HA] Tl
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=2 O 100
UEC, O O 100
Uz O @) 100
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HEzE O O 100
AQHl O O ©) 100

Az Mo B 91 2019: OECD 3923} G20 #719] 3 AERAAE,, p.36 U2 A
A7 AT AT £1(2020)0014 A-E-

9] B Hwo] HAI(DB)Y] 712 Y22
WA, A g 2ol 7hsst 7oA (Life-expectancy co-
efficient)& Aesto] FHAF A& 7FaidS =30t 7]ojet e &
HolA e @53t A= E4E LEHE 748 20 BY 7|to
A A B2t A7 Y EA30) AT S SEtoll glrt. A 9%<1
ST HAEE 714 59 olHjoll, obF-] &0i% 10d ool 14%
F JE2 QUSloF A& 7t AEAEE 75T 5 S Aol

55| oA H| S s E Tt ufe- 22 229 IRlds BYERE Ql
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5ol 8 A AsFe 2N 2358 IAEFNA FEH 29H= &

9743 E7|51%] o

A9 27t ol 14529 Su]} 1 olskz olX|A S| o]t
olzi0] S-2lo] Hla} 2 ol HY RS Rekske Z8 F7HE0] 100% &
Sxlgdgoz AT W0l % ik,



A% A AR7IS0] Y AL RYAZ FAFY] S 5
ozt 12c} ol Hrke 4SS YRE A3} $Yolxl At
Zeofulzt 15 e A9 A2 -840] glolaiths ZHolA Sl
AEE 100% 2SN AFOR A AL BT A AW T
olat & % itk Al 37t ofst AAZNAL F 228 HEH 7]
2933 395G 2L BT, Vet ABAHAE B9 1TAN L
ARNZAGALE 30%), A 22AIAE 34 JUZAGEAL
= 4092 BT 5 Y=S AASES stelof g

Lt =2UHS IS ekgst Uk

OECDY] SH=AAHE BI04 Fxok= AAH BE
g =RldE A Y3 2AE vESSE, 59 =59
Jl= d D83 BT QUJEo| ¥ AHE Hof glohs AR Higt 3
) g4do] AlFSITHOECD, 2018a). AFHEAF HEols =i &2
A= 4.5%2F E2(A)= 8.3%2] o] o] 12.8%21 & #tstH, A
| F7HAQ1 et ofgo] AA] ol & 4= Qlotk of#{e SHE 1L
2 39, HE B R Qg 229 7 B R QS ASIHAE
AAF oz A& 71 5= A= digt S {18t aLvlo] Y asit.
YA AFHRN A& 7hes A EHe Hd = A 7o g As
(Life expectancy coefficient)d] 232 53 GASIES SHTHAA] 2}

Dol 7isk= 20183 42+ A A ER] A7 9 WREed).53) o] B

53) 2019¢3t 20209 HALE WG| o AlEAl S=EAARATES F R Wwot
A¥ OECD A= ZYE(OECDY Region 3 Head?l Mr. Cohen, Korea-Sweden
Desk HeadE ZE3{3t 59)0] W AE2 of23 Lt} & 3= JHI BER QA
3} 719 o{dAS(Life expectancy coefficient) 2 83 AA HAHS Wk A
E5HA] Qgh? AT olfd = Qiokes 9 R0
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FRolA, FLol A =T ¥ dFAE HolA el FARFAEE,
eyt FRldEol EYstke ek ASsH 45T Yot AU
U2 WA 719930l 354 o3 7HIE Bl WA Vo deAEE
3l HAA DTS AFoke WAL Aotttk (O™ 7-71€ S3 &
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Automatic adjustment mechanisms in
pensions are crucial to deal with ageing

11 countries, of No mechanism:
which 7 link 14 countries

statutory retirement
age to life expectancy

Multiple mechanisms: _‘

Only balancing
mechanism: AAM S Funded

4 countries defined contribution:

| 7 countries
Only benefit adjustment .
nly benefit adjustment:
2 countries Q
Compared with repeated reforms, AAMs make pension

adjustments less erratic, more transparent and equitable,
but one-third of OECD countries don’t use them.

Z}&: OECD. Pensions at a Glance. (2021).
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Directions in the Pension System in Finland”. International Symposium on the
Pensions of South Korea and Finland: Demographic Challenges and Future
Response. October 7, 2021.
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HiQIZ]of whet 112 7|2 HAA| =S T8t 5, A A4 7]

Retirement-income system
N

Second tier Third tier
(mandatory, eamings-related) (voluntary, eamings-related)

I L 1
o Residence-based basic — Defined benefit Defined benefit Defined benefit
Funded defined Funded defined
I
o g Notional defined
e Contribution-based basic e contribuion
L M Funded defined
contribution

Z}&: OECD. (2021, p.123). Pensions at a Glance 2021. Figure 3.1.

First tier
(mandatory)
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Firsttier ‘ Secondtier Firsttier Second tier
Residence-based Contribution-based Residence-based Contrioution-based

g B o b g 2 3 0§ 2 2

A I T A R R

[ 8 ] 3 [ £ (] g ] 5 [ I

Panel A Latest legislation {applying to future rafirees entering the labourmarket in 2018 atage 22)
Australia v FDC Mexico v v FDC
Ausfria v DB Netherlards v DB[q]
Belgium v DB NewZealand v
Canada v v DB Norway v NDC FDC
Chile v FDC Poland v NDC
Colombia v DB FDC Portugal v DB
CostaRica DB FDC Slovak Republic v Points.
CzachRepublic v v DB Slovenia v DB
Denmark v v FOC FDC[q] Spain v DB
Esfonia v Paints Sweden v NDC+FDC  FDC[q]
Finland v DB Switzerland v DB DB
France v DB +Paints Turkey v DB
Germany Paints Unitec Kingdom v FDC[q]
Greece v DB+NDC Unitec States DB
Hungary v DB
Iceland v v FDCql
Ireland v Argeniina v v DB
Israel v v FDC Brazil v DB
Italy NDC China v NDC+FDC
Japan v DB Incia v DB+FDC
Korea v DB Inconesia v DB+FDC
Latvia v NDC+FDC Russian Federafion v Points FOC
Lithuania v Paints SaudiArabia v DB
Luxembourg v v DB SouthAfrica v
PanelB. Current legislation where diferent from Panel A (applying tonew retirees in 2020)*

Chile v v DB FDC Mexico v DB
Esfonia v DB/Points FDC Norway v v DB FDC
ltaly v DB+NDC Poland v DB/NDC
Lalvia v DB/NDC +FDC Unitec Kingdom v DB
Z}&: OECD. (2021, p.123). Pensions at a Glance 2021, Table,3.1.
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i

Lol 4 AdEZFZF(complemento solidario para

7125, ARRdHE] QAR E Y
A=o] 50| §li= 60.54] o =2l & =3AE A=
FA19} 20144 1Y 0]% 27| IR AARAIE &

el H5 9 7 Gl ote X FY.

=]
pessoas idosas): [24

O Frho}

A= 54 A Al F(indemnizatie sociala pentru
pensionari): [HAAF] dF £FHo] JAAFH n|viol

FFAANA AT,

O <=87o}

A} H & (socialnom poisteni): [F]AAF] A}ﬂi‘é HEA A
SHHAFAEE, 7]ojolgo] 30WQl FHAtlA G
7+ E+t 71919 33%E, 30‘52 Z¥5h= 4
o} A GA Q] 2% 571 FAZ, 409

§ 23} Apuict AP AH] 2] 3%’“ F7HE w9 2t

ZH] Lo}

l‘N'

- A8 9 AHojEF(pokojninskem in invalidskem

zavarovanju): [HAAF] AFBIEY B9 ASH|HAGA|
T2, Ly A< (starostna pokojnina) FSFAR=E HAAFH
(pokojninska osnova)S EJHS. A AFAL &2
of Ae 4 AofEAF ol sl AH =Y, a2 159
9] 7]ojolg ]l



O AHQl
- H719dd  =FHAF(Pension de  jubilacion  no
contributiva): [AF]AF] A9E Q] M HALASEYA
T2, 654 ol AR A

A

I=] = =
FATN 35%E 2 oh= A9, HI719 Hoie 2AEE

=

=

O 294
- AAHBAAFH(garantipensio): [RAR 7|EAF] 294 A
F717k0] F4 39 oldel FiFE Ee AT
FOE B3 Aot 4279 47 HlE&40od A 7
3

&, O A7 9] 2,134, BRI 3,608 AF

- 9] A AR EFo](dldreforsorjningsstod): (A AH]
HAEGAT suds FHSHA X3t A5, FARE ARt
A ZA R E BHDEE7 AE7|EH9] 1.454], FRI7HE
2.36H)5}kaL, RHakRAL] o5 =FAE A9

O A9~

- 3-3=KH3Y(Alters- und Hinterlassenenversicherung):

FeHAF] 54 HA ARIEIA (1S AR, T
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(AR Ag+ &5 x 1.33%)
- 1% 99 9t EEFF9(Brginzungsleistungen,

EL/Prestations complémentaires, PC): [AIS]A&] 15 A

F SR F AR A3 AAGAN vl B9 g
Folz BT, A 4t FFRAL I AEA

SlEAE 471402 UA) 2 Bl

O vgstt
- ddt = AFH(Algemene Ouderdomswet, AOW): [FHA
=] 7Ht AdEoll Q&S AHF] A A Fok= AR EAA
T2, 714717 199 SAAT 2%E AF2

(RH 12-2) =21 T 7| ZE R ohel At

o | B am | em | e BT aa gf%xﬁ =eEEE

9% | @3 | HE | 93 | 45 | 95 qp) | =2 | 60% | 50%
ot= o ) ° ? | 49.7% | 40.4%
AEZ|0F o ° ° 13.9% | 10.0%
7|0 o ) ) ® |157%]| 8.5%
=712|0F ° ) ® | 34.6%|27.2%

20}E[O} ° ) 30.1%| -
7|ZA ) ° o ® [246%| -
M2 o ) 16.6% | 10.4%
<] ° (L:‘ﬂ 9.0% ?%

A1)

O AEL|O} o o o ® | 43.7%|37.6%
b = ) ) ° 14.4% | 7.2%
oA ° ° ° 9.7% | 4.1%
= o | o o o | o 8oy 2
WEIES ) ) ) 12.2% | 7.5%




x7E SSEXRNE | olHiEE
oo | B AR | ez | e (BET) mE ST | =
95 | @3 | 28 | 95 | 45 | 93 2o | =2 | 60% | 50%
5712 o | o | o |111% ?197)
—
ofojaz= o | o | o 4¥ |5y
18)
oraE ° ° ® |18.1%|11.4%
9.7%
0|Er2IO % |
ECs ) ) ® |162% 17)
2tEH|0f ) ) 47.9% | 39.0%
2[5[El#ER! ° ° . -
2|E0tL|Of ) ) ) ® [31.6%252%
2Me=3 ° ° ° 9.3% | 7.1%
°
=Et ° (=21 27.7% | -
A2
=240l o @ | o ¢ B.1% | 4.3%
s (Eﬁ’iﬂ) () () ® |17.4%|12.8%
zEEZ ) ) ) ) ® |173%| 9.0%
2ntLot ° ° 25.1% | 18.9%
£ EH7|0} ) ) 8.7% | 5.0%
SE2H|L[O} ) ° 18.6% | 12.1%
ALQI () ) ® |[145%(10.2%
AQHl ) ® ) ® |152%10.9%
16.5%
AQIA %
AQA ° ° ° ® |27.1%| (1
3.1%
[ ol
El=El= ° ° 1L8% | e

ZF 1) 97)|oA FFHEZA = MissocOllA Guaranteed minimum resources H5=0|A] A7)
ol = AE ough
2) kRINIE 60%= W14 654 ol QI F B9 w53t 7EEASS] 60% 1T A5
S 7ML Y A7) H]2(20194 715), 50%= 50% T]Tke] AES 7HA] 1L Y& Q1+-9]
H1:8(20184 7199
Z}&: Missoc Comparative tables(2020.7.1. 71%); Eurostat Database(2021.2.12. 7]&);
OECD Socx(2021.2.19. 715); ¥ =7FeAIEE(2022.3.3. 71, 20209 ASEHIA]
H).
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O o|d ®HAo] A52 AFt HY 319 A9 BE BEoA=
“first mover” A=) 2 TS 58514 Y= EH7|7F He
Z] ﬂ] ;q_a] Zore.

O o83t AP 2T /¥ =9 A= th22] ¢S, Sx}mtct
oj ug} BHAo]2kER], o Ut A EEA] of= AVIE B
of, 1% Aol #iE ASE A= oA =T e Y

2t Al R0 =05 AgtsiA] T, Y £k QAT OE U

27} A EoHA] 92 WP 7ER] =0of &3tstal, volr A I

87} ek B2k

—_

O SHME & “first mover” ko] viA|SHE I
T QS S 1oy, "R AP AR R g HEEAof] F5F o
2 Bx6) AlA 19 A& A8 €2 aumE 5421 “first

mover’ AHZ FH1 4L

O Qo] YA7|2 HolE Al7IA|e 19909t A AR w27
| 542 A9 FEAQ ANE AT & AS. FA A=

o
& AFe] AEol thFBtsh] AR AL 1T
1 Me HA ARAES BT ATE Y.
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Ao g Y. B3, HANE AT Sk e
HOIIADO] e A9 FA0E A1
71 B ALA).
o] golat Fekwx B4 (snapshonel 7]3st
o 47 FEok JE oAy 52 Hetsk ) 3
A} 98 ~ Aol D A B A HA
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« 54 Aol AzA el &3t 1099 7lofold e S
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£ 28)2 5o 9 A e Hos] A,
- @ 2B A £F PN F2 3 oz
QUor A ARIA LB Holo] AT WS 4%

stof, HA EA S 225

I 48 AR e B

1) ¥4t A3H(snapshot)

® AEE FNAF 74U L AZAY F ol

2,500

PO s 1880 1,856 ;g9 1865 1873 1,861 1840 1,839 1,830
5 1856 189 0 P RO A 839 1,

1,795
—
T 167

—~—_15% 1609
1556
—~_ 1487
TN e 16 1432
1,330 1,336 1,325 1,285 o ey
L2 A2 3515 40 1291 1281 a0 1346 1,3su§0T

115 1070 1057 1,259
0 976 gy

1,500 1,414 1438 1,431

1,373 1,372 1397 1409, o0,

1,000

511 50: 505 510
468 463 494 3 49 467 458 457 451 417 34 399 396 380

500 *<_597
531 570 575

473
52 g5 M8 ,,c 456 449

415 396 34 78 390 394 387 379 389 7
376 378 379
363 357 | 30

0
1,999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

—AIEIIY —XgaSHa AggRoel —HgHel —AZAX|HE S+ R0 e)

O FUAF 7HIHES], A 71D w2 715 v,
AARA G 5ol A AL E A% HOR G2,



—

S 12-3) 2H0IT 7k 312

o 1o [ys)

22 345

(2020. 12 € 71, A 94, %)

Z017 (18-59)(A) 30,875 (100.0)
AR (B) 22,414 -
SF2UAZ 71X} (atbtc) 20,687 (67.0)
ol (a) 3,098 (10.0)
71 (b) 1,023 (3.3)
ASNTR (o) 16,566 (3.7)
Bt BEF TRIR (d) 1679 | G4
HEHCIXt (o) 8500 | (7.6
N MZXH 72 (atbte ) 12630 | (40,9
N Z017 Tt (c+d/A) (59.1)
e AT T (c+d/B) (81.4)

48

O A

AR A (F- 2] - 71 A - 2841 2])

1,263.0%F B(18~59A] S0 HiH] 40.9%) 9.

FH 12-4) §- THE MUK

FRE

(2020. 12¥ Z71%, A 98, %)

=2 A 18~26M| | 27~29M| | 30~39A| | 40~49AM| | 50~59A|
12,630 4,070 776 2,261 2,701 2,822
ARIRIHA G000 | 22 | ©D | 479 | Qe | @23
o 5782 | 2,232 411 877 1,046 | 1.216
=e (45.9) 17.7) (3.3) 6.9 (8.3) 9.6)
oA 6,848 1,838 365 1,384 1,655 1,606
(54.2) (14.6) (2.9 (11.0) (13.1) 12.7)
ol Q19L(B) | 29,196 5,497 1,957 6,258 7,545 7,940

=T

e 63 | 740 | 397 | 361 358 | 355




O °99/d0] 54.2%(684.87F )= FJ 45.8%(578.25F ) E T} A4
APZY A ol 4] AFA]8l= B]Fo] &

O 20tollAE= JA Ao Aid o
JETh AZEA Y H|Fo] 1o, 3

O ‘A% Q<= tiy] AAA Y vlE' & AmiE Aat, vZgAt
7b B2 18~26A17F 74.0%2 7HF Bk, 27~29A1(39.7%),
30t1(36.1%), 40tH(35.8%), 501'41(55.5% o2 FARE &S
Urehdl.

2) 7F4717F B 8K cumulative analysis)

H 12-6) M2A|H R H AZUHE B 71712

(2020. 12¢¥

TIIE, AT, N %)

| 18~26M| | 27~29M| | 30~39M| | 40~49M| | 50~59A|
AR B | 344 3.5 183 | 440 | 577 | 534
02 33.9 2.1 22.3 51.7 60.8 53.8
HEZHQ| 32.2 9.0 15.1 32.6 54.7 53.6
7™ 45.2 7.3 13.2 32.4 48.0 51.4
ASHDR} 134.5 23.8 45.2 97.1 161.0 189.6
O AHA o &3t o5

H3}1 9lo], AS5A11A19] 134.271L9

FH o 3447199 AU o
o

]} 53]

1} O
w2 A
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2 12-6) 714717t O|2RXHO7HE) E4 24
(2020. 12¥ H 71, A 8, %)

FR| Atz 714712t 0|2 LK}
X|cH MA| | 18~26K| | 27~29M| | 30~39A| | 40~49A| | 50~59A|

7=

12,630 | 4,603 | 2,630 210 387 524 852
(100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)

Ln | 5782 | 2074 | 1443 | 122 | 159 | 140 210
A | % | 458 | 45.1) | (54.9) | (58.1) | (41.1) | 26.7) | (24.6)

6,848 2,529 | 1,187 88 228 384 642

%8| 542 | 649 | 4s.1) | 41.9) | 68.9) | 73.3) | 754
A 3,098 670 0.76 135 202 141 190
(100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
ge [, | 1710 | 312 | 045 | 8 | 107 | 60 59
| X} =< (55.2) (46.6) | (59.2) | (63.0) | (53.0) | (42.6) 31.1)
oy | 1388 | 358 | 031 [ 50 [ 95 [ 8 | 131
| (44.8) | (53.4) | (40.8) | (37.0) | (47.0) | (57.4) | (68.9)
A 8,509 3,757 2,625 69 156 326 581

(100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
M 3,536 | 1,705 | 1,440 34 41 61 129
MR | = (41.6) | (45.49) | (54.9) | (49.3) | (26.3) | (18.7) | (22.2)
4,973 | 2,052 | 1,185 35 115 265 452

| 684 | 6546 | 45 | 60 | 73 | €13 | 77.8)

- 1,023 176 5 5 29 56 81

(100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)

7| LA 536 58 3 2 12 19 22
MIxt | T° | (52.4) | (33.0) | (60.0) | (40.0) | (41.4) | (33.9) | (27.2)
- 487 118 2 3 17 37 59

(47.6) | (67.0) | (40.0) | (60.0) | (58.6) | (66.1) | (72.8)

O 7H4717E | ERAF HlE2 of4do] 54.9%= E/d 45.1%H &

=1

O - AFERE 2007HE A9 7191 71E v E-H H]-&(18~26
Al 45.1%, 27~294] 41.9%)°] G4BTt @otoLt, o]F IHE
o] 30tH(58.9%), 40tH(73.3%), 50TH(75.4%)°1 A= =X = A
O e,



HIT
T

H 12-7) 712717H 103 02K =F XS OISR

(2020. 12¥ T 71&, A E, %)

e A | 18~26M | 27-29M | 30~39M| | 40~49M | 50~59A|
o | 12630 4070 | 776 2261 | 2701 | 2822
e (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
) 11,501 | 4070 | 776 2102 2221 | 2332
BA L 0S 00Ty | q00.0) | 100.0) | 93.00 | 622 | 62.6)
o8 HIE | 552 | 45.1 47.0 60.5 63.8 623
- 3.098 | 804 406 732 577 579
= (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
e 2.863 | 804 406 700 476
ae | U 608 | 100.0) | 100.0) | 100.0) |*70 €2 (822
O HIE | 457 | 422 | 41.9 4.6 458 56.2
s | 8509 | 3252 | 345 1344 | 1,750 | 1818
= (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
g om o | 7724 | 3252 | 345 1221 71413 ] 1,494
Aol | 197 M | 909 | (100.0) | (100.00 | (100.00 | ®0.7) | 822
OMHIE | 5092 | 459 | 533 71.6 73.0 66.5
i~ 1023 | 14 24 185 375 425
= (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
W1 | oa o | 914 14 24 180 332 363
A = ' | (89.3) | (100.0) | (100.0) | (100.0) (88.5) (85.4)
o8 HIE | 505 | 477 | 44.9 47.0 503 52.8
x| 16566 | 1427 | 1182 | 3997 | 4843 | 5117
= (100.0) | (100.0) | (100.0) | (100.0) | (100.0) | (100.0)
25 | oo | 8484 | 1427 | 1176 | 2736 | 1541 | 1,605
pinl =" | (51.2) | (100.0) | (99.5) (68.4) (31.8) (31.4)
oM HIE | 53.9 | 547 | 465 40.1 62.4 74.1
O AA AZAY % 714717 109 #RE= 91.1%(1150.15F )
T,
O AFdEZE 294 oJst HA(100.0%), 30t 93.0%, 40th

(0]

2.2%, 50t 82.6% 5o, AFU7t oML FAT T
mSHE A} Bl&-2 A HolR|A] ko, A FEEEE
RF 4.

RN

)

N



2= 349

O W, HIAZIA| TRl 2EATA] 3., 7h) A 71%be] e
2097HA1E S3d iskEA} go] ko, 304 olF Y
vl-go| F7oto] 40t(31.8%)2F 50TH(31.4%)°ll o2 A 30%
2571 golA|= Ao 2 Leh,
(EH 12-8) 40~50CHO| 7121712+
(2020. 12¥ & 71&, A, %)
T= A 07HE 19 0|2k [1~53 0|2k 5~10 OJFH 103 Of&
Al 2,701 524 377 775 545 480
(100.0) (19.49) (14.0) (28.7) (20.2) (17.8)
Liag | 1,045 140 141 300 222 242
40~49M | ©° | (100.0) (13.4) (13.5) (28.7) (21.2) (23.2)
oA 1,656 384 236 475 323 238
| (100.0) | (23.2 (14.3) (28.7) (19.5) (14.4)
A 2,822 852 460 655 366 490
(100.0) (30.2) (16.3) (23.2) (13.0) (17.4)
L | 1216 210 177 295 198 336
50~69M | &< | (100.0) (17.3) (14.6) (24.3) (16.3) (27.6)
ol 1,606 642 283 360 168 154
< | (100.0) | (40.0) 17.6) (22.4) (10.5) 9.6)
O 40tHe}t 50tH2] 10 =9t 7FAR} B]E-2 2+ 82.2%2F 82.6%

2 Hegoy, 54 ujute] 7idxz HAE £ 42 501417}
69.6%(196.79F B)E 40th2] 62.1%(167.65 H)H} =8

O o4g9] % 714713kl A3 Qe 73971 401 23.2%(38.4%F

o), 50t 40.0%(64.25F B)E 3 13.4%(14.05F B)<t
17.3%(21.09F )Xo} €55] B3,



S8 12-9) 71 T4 Q1L | 7447 [2H 10 O] 2R}
(2019. 129 2 71, A 1, %)
7= 18~26M| | 27~29M| | 30~394| | 40~49A]| | 50~B9A| | A
YT DIFERKA) | 3,130 | 1927 | 5403 | 4304 | 4145 | 18910
A 71 THAKB) 3,130 | 1933 | 6,896 | 8225 | 8356 | 28,540
HIZ(A/B) (100.0) | 99.7) | (78.4) | (52.3) | (49.6) | (66.3)
O AA 714 t AT 5 66.3%(1891.0%F B)7F =B AT +ud=
Shmshd] 2e A0 ek,
O =g njghA; vle-2 a2 71 g1 717to] -2 30
U7HA = 78.4% o2 A et ou, 40T o] % 74xstod

50toll= 49.6% =714 Eoldl.

(B33 12-4] A=H 7147 17H 104 02X H|E

30.0
20.0
10.0
0.0
R R S R B g

——18~59A| ZIRICH&A & =8¢ =24 0|
—=—50~50M] 7HACHAR B =T =2 d D|FEA HE



2& 351

O ZA 7Y iAo A v|2FEA; H]-E-2 19991 93.9%01| 4]
20199 66.3%= A|&4 Q0 THAAE .

O 399 o] 4t 5009 49, #daA7t o det 19994
89.1%°1 41 20194 49.6%7HA] BolA|+&= A 02 YEld.

S8 12-10) AN 22X

(2019. 12¥ H 71&, A 8, %)

(A ML) |=WH fAIAH (YA 2 (BN FHFAL

A 71 CHAL (RN RAZXE Hlg M FHIRY Hlg

() (B) (B/A) © (C/A)

HH| 8,356 2,506 (30.0) 918.2 (11.0)
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1. Mika Vidlund — Who pays the bill? Cross—national
comparison of pension contributions

Introduction

Pension systems are one of the main components of any
European welfare state. Pension insurance forms the lion's
share of social insurance expenditure, and it is financed
through a variety of mechanisms that differ across countries,
combining both public and private actors.

In industrialized countries, pension provision consists of
pension schemes that seek to protect the population against
poverty in old-age or other social risks, such as disability or the
death of the family's breadwinner. In addition to poverty pro-
tection, pension schemes also seek to cover income insurance
with the aim of maintaining a certain standard of living when
person is unable to earn income from employment. These two
are the main elements of pension provision and can be ar-
ranged in a variety of ways across the countries. This variance
makes it sometimes difficult to compare pension systems of
different countries.

Basic poverty protection is usually covered by public or stat-
utory pension schemes (so-called first-pillar pension scheme).

The income insurance or earnings-related pension, however,
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can be arranged through statutory, semi-mandatory or volun-
tary pension systems that can be part of either the first or the
so-called second-pillar supplementary occupational pension
provision. Public pensions usually involve parliamentary deci-
sions with respect to major changes to the system while occu-
pational pensions refer to pension arrangements that are tradi-
tionally negotiated between labour market parties who decide
on the crucial features of the system. In practice the division is
not that straightforward. For example, in Finland the statutory
earnings-related pension system is based on a tripartite ar-
rangement, consisting of employees, employers and the
government.

Typically, international statistics and comparisons concen-
trate on the public pension schemes. A more accurate and
comparable picture of the pension provision in different coun-
tries is obtained by analysing aggregate public and occupa-
tional pension schemes. Otherwise, there is a risk of comparing
apples to oranges. We are gaining only a partial truth, if our fo-
cus is only on public pensions while comparing two countries
and in the first country income insurance is arranged by public
pension schemes whereas in the other it is arranged by supple-
mentary occupational pension schemes and public pension

provides only minimum pension.



Changing landscape of public-private mix

The public-private mix has been high on the socio-political
agenda in many countries already for decades and in its earliest
forms already since the creation of pension systems. The evolu-
tion of public-private mix, to put it shortly in this context, de-
scribes a shift from State to private responsibilities for provid-
ing old-age income. This evolution has already taken many
steps within pension provision.

Accordingly, one of the main driving forces behind recent
pension reforms has been to ensure the fiscal sustainability of
the statutory pension systems as well as of the overall public
finances. In the face of increasing longevity and decreasing fer-
tility, countries have adjusted their pension systems by cutting
pensions, closing early routes to retirement and raising the re-
tirement ages in order to keep the systems sustainable. The re-
forms have reduced statutory pension expenditure and thereby
also the pressure to increase contribution rates, which is no
longer seen as feasible an option as it was some decades ago.

Due to tight constraints on the financing side, especially in
the statutory pension systems, countries have taken measures
to increase occupational and other supplementary pension
provision to secure an adequate level of retirement income also
in the future. This development can be seen in pension reforms

that have taken place in recent decades, where the goal has of-
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ten been to increase private and individual responsibility in
pension provision (e.g. Ebbinghaus 2011). This has taken place
by, for example, transforming defined benefit (DB) plans to de-
fined contribution (DC) plans, or by individualizing the pension
provision or making it more incentive-driven through tax or
other incentives in order to enhance private pension saving.
Sometimes, these reforms have coincided with reductions in
the statutory pension provision, such as in Germany in the ear-
ly 2000s (referred later as Riester-reform). Although partic-
ipation is still voluntary, supplementary pension schemes in
Germany can no longer be perceived as simple ‘top-ups to
public pensions; rather, they serve as ‘substitutes’ compensat-
ing deficits of a weakened public system (Schneider 2021).

The reasons for different adaptations to the structure and or-
ganization of pension provision across the countries are
complex. There are different views on the role of pension sys-
tems and the relative importance of their objectives, including
poverty relief, and on how risks should be shared within and
across generations. The scheme structure also plays an im-
portant role in how the objectives are realized. For example,
solidarity depends on how the scheme is financed, that is,
whether it is a pay-as-you-go (PAYG) versus a fully funded
scheme and on the other hand on the coverage and selectivity
of the scheme.

Furthermore, there are constraints in reforming and chang-



ing systems that vary in different countries. Pension systems
have been claimed to be path-dependent in terms of the
long-term development of pension systems (see, e.g., Andersen
2000; Hinrichs 2000; Hinrichs & Kangas 2003). The result is
that there are several alternative solutions to the public-private
mix that exist alongside one another, depending on the specif-
ic historical, social, economic, political and institutional con-

text of each country (Barr & Diamond 2008; Barr 2013a, b).

Aim of the study

This study reviews pension schemes financing in four coun-
tries: Finland, Germany, the Netherlands and Sweden.
Countries represent different welfare regimes or social in-
surance models that apply different institutional solutions in
their pension systems providing thus a varying mixture of pub-
lic and private pension schemes.

As the pension systems differ significantly in structure and
organization from each other, a wider scope of pension provi-
sion is needed, especially in cross-national studies. Despite the
importance of occupational pensions, studies of total pension
provision and their costs are surprisingly rare. This report
seeks to shed more light on this topic and to provide in-
formation on the nature, importance and level of total pension
costs. The scope of the retirement systems includes both stat-

utory pension and occupational pension systems covering pen-
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sion provision for old-age, disability and survivors. This paper
provides comparison on aggregate contribution revenues as
well as public and private expenditure on pensions.

The aim of this report is to show how much national income
is needed to pay for pension provision including poverty pro-
tection and income insurance components. i.e. minimum and
earnings-related pensions. Individual savings or personal pen-
sion provision (so called third pillar) is not included in the
analysis. Focus is on the contribution income of statutory and
occupational pensions together with the general tax revenues
allocated to pension provision. The Finnish Centre for Pensions
has conducted this kind of comparison for some years and the
latest publication was published in 2016 (see Vidlund et al.
2016).

Another aim of this paper is to look at the division of the to-
tal contribution burden caused by pension provision to em-
ployers, employees and the State. However, no stand is taken
on the actual incidence of contributions and who ultimately
bears the burden. However, it is worth noticing that the actual
incidence of contributions may differ greatly from the notional
source. In theory, the balance between employer and employee
contributions is neutral (or irrelevant) because both are part of
the total

remuneration, so higher employer contributions eventually

mean lower salaries (or other benefits) (Blommestein 2009;



Melguizo and Gonzéalez-Paramo 2013: Sjogren-Lindquist et al.
2011).

Comparison focuses on contribution levels and does not
strive to extensively compare what kind of and what level of
benefits the pension contributions finance in each country.
Likewise, some of the countries have gathered significant pen-
sion funds but their role in pension financing is not explicitly
analysed. Though, in the PAYG the main purpose of the fund-
ing is to cushion the increase in pension contributions while
pension expenditures are increasing.

The data on pension contributions and income flows are
mainly based on statistics published by each country's in-
stitutions in the social insurance sector, accounts, and budget
data, as well as different official reports together with recent
publications from European Commission. The data on GDP and
wage sums have been obtained from the OECD database

(OECD.Stat).

Ageing population and pension expenditures

Population structure together with population ageing, cap-
tured by the dependency ratio, are the main factors that cause
upward expenditure trends. Spending tends to be low in coun-
tries with favourable demographics. Higher dependency ratio
narrows a contribution base relative to the number of benefi-

ciaries and pushes up pension contributions.
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In the current decade, the increase in the old-age depend-
ency ratio (65+ / 20-64) in Finland is projected to be one of the
fastest in the EU (19 13-1). In 2019, the old-age dependency
ratio was 39%, and it is projected to rise to 62.5% in 2070. The
projected increase in the old-age dependency ratio is a con-
sequence of the current age structure in Finland. Population
ageing is driven by the low fertility rate and increase in
life-expectancy.

Germany is also facing a steep increase in dependency ratio
until the mid-2030s after which the growth will nearly stagnate
and stay well below the EU-average. In Sweden, on the other
hand, the dependency rate is projected increase at a much
slower pace than in the other countries under comparison. The
continued rise of the dependency ratio is due to an increase in
longevity but mitigated by the fact that net migration and fertil-
ity rates are positive, which make the working age population
continue to grow during the entire projection period (see e.g.

European Commission 2021c)
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A& Buropean Commission 2021c.

The demographic change contributes to a rise in public pen-
sion expenditure. Finland and Germany have clearly higher
pension expenditure than others and are projected to have the
highest increase in the long-term. Overall changes in public
pension expenditure are predominantly driven by the old-age
and early pension schemes.

Countries have established several policy measures by abol-
ishing or tightening access to early retirement and increasing
the statutory retirement age. Reforms aim at increasing effec-
tive retirement ages, lifting employment rates of older employ-
ees, and controlling future adjustments of pension benefits to
offset the impact of demographic pressure on pension financ-
ing and public finances in more general.

It is noticeable that in Denmark the expenditure is expected



2= 433

to decrease. The decrease in the public pension expenditures is
a result of a number of different factors and reforms
established. One of the reasons is more structural. Due to in-
come-testing, the growing role of private pensions diminishes
the amount of the national pension. Together with the rising
retirement ages, this will significantly reduce the financial bur-
den in the statutory pension scheme and the need for direct tax
revenues in the national pension scheme.

In Sweden the development in public expenditure is rather
stable. It should be noted that in contrast to the European
Commission (2021c) projection model, this report classifies
Swedish compulsory premium pension as part of public pen-
sion expenditures even though it is included as part of house-
hold savings i.e. private pensions in the National Accounts.
Premium pension system will mature gradually and grow in im-
portance until 2070 and can be seen as an increased ex-
penditure in (19 13-2]). Otherwise phasing out of the wid-
ow's pension and a relatively small inflow into disability pen-

sion are factors that hold back public sector expenditure.
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A= Buropean Commission 2021c.

All these countries have raised retirement age and tightened
access to early retirement for to counteract population ageing.
In the Netherlands however the slowdown in retirement age is
putting upward pressure on public pension expenditure. The
retirement age was increased from 65 to 66 years and 4 months
during the period 2013 and 2019. However, as a result of the
2019 pension reform the increase in retirement age was slowed
down. In addition, the link between the retirement age and life
expectancy is now limited to an 8-month increase rather than a
one-year increase per year of life expectancy gains (see e.g.
BEuropean Commission 2021c.)

Statutory pensions constitute the main part of the total pen-
sion provision, but the countries also exhibit important varia-

tions in the structure and role of different pension pillars. In
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contrast to the Netherlands and Denmark, where statutory pen-
sion mainly provides the minimum pension provision, Finland
and Germany have a comprehensive statutory earnings-related
pension system with the highest share of statutory pension ex-
penditure, among the countries studied((F1¥ 13-3)).
Comparison of total pension expenditure reveals the con-
vergence of the expenditure levels when taking into account
both statutory and occupational pension schemes. In addition
to demographic and financial background factors, the differ-
ences in pension expenditure and contributions can largely be
explained by the structural differences of the pension schemes.
For example, in the Netherlands public and occupational
old-age pension expenditure were roughly equal in size in 2019

(Figure 3; European Commission 2021c).



(213 13-3] Statutory and occupational pensions expenditure % of GDP in
2019.*
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Z: In contrast to European Commission (2021c) projections and Figure 2 statutory
expenditures for Germany also includes miners and farmers and professional
pension schemes for liberal professions. For Denmark voluntary early retirement
pension which is paid from unemployment insurance is included to statutory
expenditures.

Z}&: Buropean Commission 2021c; National sources.

Level of benefits can be illustrated with theoretical replace-
ment rates ((F+18 13-4]) and benefit ratio ((F1¥ 13-5)).
Although these indicators do not straightforwardly provide
cause-and-effect relationship between contributions and re-
placement rate.

OECD’s theoretical replacement rate calculations are based on
rules that applied in 2019 and include the main national scheme
for private sector employee’s covering both statutory and occu-
pational schemes. The calculations assume that a person has a
working career from the age of 20 until the national retirement

age on average earnings (for more details, see OECD 2021).
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(B8 13-4] Theoretical replacement rates for an employee with average wage,
%.
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Z&: OECD 2021.

The significance of occupational pensions in the total pen-
sion provision is high even for average wage earners and in-
creases for higher income groups the Netherlands and
Denmark, where the basic pensions are flat-rate benefits. In
both countries over half of retirement income is provided by
compulsory occupational schemes leaving a smaller role for
public pension. On the other hand, the scope and generosity of
statutory pensions have left little room for the development of
occupational pensions in Finland.

However, Danish public pension benefits from the national
pension and employment-based ATP are currently the major
source of income for pensioners even though occupational

pensions and private savings are more popular now than they



were 20 years ago. Public pension still accounts for almost
two-thirds of all pension income (European Commission
2021b; ATP 2019). This can also be seen by comparing benefit
ratio which indicates the average pension (pension spending
divided by the number of pensioners) in relation to the average
wage (gross wages and salaries divided by employees) in 2019
in (3719 13-5)). In the Netherlands public pension is over 40

percent of the total pension income and in Sweden two-thirds.

(B3 13-5] Benefit ratio (average pension/average wage) in 2019, %.
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A= Buropean Commission 2021c.

Structure and financing of pension schemes

Minimum pensions

In Denmark and the Netherlands residence-based flat rate
pension is universal and provided to all, irrespective of the lev-

el of their earnings-related pension. However, in Denmark this
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applies only to the basic amount, and the pension supplement
depends on the combined income of both the pensioner’s and
the spouse’s earned, capital and pension income. In Denmark
public pensions will in the longer run have a more limited role
in income replacement beyond the low-income groups.

In Finland and Sweden, the residence-based national pension
and the guarantee pensions are proportional to the amount of
statutory earnings-related pension a person receives. In con-
trast to the other countries in this study, in Germany the mini-
mum benefit is provided through means-tested social assis-
tance that is not part of the pension scheme. In Denmark,
Finland and Sweden residence-based minimum pensions
(old-age, disability, survivors) as well as means-tested minimum
pension in Germany are financed from general taxation on a
PAYG basis.

In the Netherlands survivors’ pensions and disability benefit
for young individuals (Wajong) is financed by general taxation.
However, old-age pension scheme (AOW) is a PAYG-scheme
that is financed by employee contributions and state subsidies.
The government decided to cap the contribution rate to a max-
imum of 18.25 per cent as early as in 1997. However, the con-
tribution rate has remained stable, just below the cap, at 17.9
per cent since 1999. The contribution is incorporated into the
into the first and second bracket of the income tax system, so

all people below the retirement age with income from work pay



into the system. The contribution is levied only on income be-
low the income ceiling of EUR 34,300 (2019). Coupled with in-
creasing pension expenditure, the fixed AOW-contribution rate
has resulted in a deficit between the contributions and ex-
penditure from 2000 onwards (CBS 2010; 2018; 2022). The gov-
ernment supplements the shortfall between the expenditure on

the old-age pension and 17.9% contribution income.

Earnings-related statutory and occupational pensions

Even though statutory employment or earnings-related pen-
sions operate mainly on the PAYG principle, Denmark, Finland
and Sweden have accumulated funds to support the operation
of public pension arrangements since the introduction of the
schemes (1™ 13-6)). Germany has chosen a different path,
with hardly any pension funds. In the Netherlands, the only
statutory earnings-related pension, that is, the disability benefit
scheme for employees (WIA and WAO), is PAYG financed.
However, occupational pensions are fully funded.

The relative importance of occupational pensions in old age
incomes is significant in Denmark and the Netherlands, which
can be seen representing prototypical Beveridgean countries in
a sense that public pensions provide a universal flat-rate
pension. The earnings-related pension is arranged by collective
occupational pension arrangements in both countries. The size

of assets is also highest in these two countries. In the following
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comparative graph, the size of pension assets is presented rela-
tive to the country’s GDP. The statistics cover both statutory or
public (pillar 1) and labour market based supplementary pen-
sions (pillar 2). In terms of total assets relative to the national
economy assets in the Netherlands accounted for over 200% of

the GDP in 2019, whereas in Germany less than 20%.

(B3 13-6] Pension assets in public and occupational pension schemes
relative to GDP in 2019, %.
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Z}&: OECD's Global Pension Statistics; National sources.

Denmark

The Danish ATP (the Labour Market Supplementary Pension
Scheme) is a mandatory fully-funded DC scheme that covers all
wage earners. Its assets amounted to 38 per cent of GDP in
2019. Self-employed persons can be covered voluntarily. The

size of the pension depends on the contributions paid, which



vary with the number of hours of work. ATP does not provide
disability pensions, and survivors benefits are paid as a lump
sum.

The employment related ATP is financed from small nominal
contributions from all employed persons. For a full-time em-
ployee, the employer contributes DKK 189 (EUR 25) per month,
while the employee contributes DKK 95 per month (EUR 13).
The amount of ATP contribution is adjusted so that it corre-
sponds to the projected rate of one per cent of the average
wage. Employer pays two-thirds of the contributions and em-
ployee one-third. (ATP 2021.)

In addition, the Danish unemployment insurance fund pro-
vides a voluntary early retirement pension (efterl g n) which is
mainly financed by state revenues. An employee must pay
flat-rate contributions to be eligible for early retirement.

In Denmark, mostly sector-wide occupational pension
schemes which were introduced in the private labour market in
the beginning of the 1990s cover 94 % of full-time employed
people or 63% of the working-age population. Low coverage
rates are in sectors with a large share of unskilled and non-or-
ganised labour such as in agriculture, sales, and restaurants.
(European Commission 2021b.) Occupational pensions are de-
fined contribution with the exception of the civil servants’ pen-
sion scheme which is a defined benefit. Civil servant pensions

are mainly tax financed and in the process of being phased out.
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Otherwise, the importance of occupational pension schemes in
overall pension income is becoming steadily larger as the major
sectoral schemes established around 1990 mature and expand
as an effect of growing contribution rates.

The contribution rates usually vary between 12 and 19 per
cent depending on collective labour agreements. Rates tend to
be higher among highly educated groups (Buropean
Commission 2021b; Andersen 2015). As a rule, employers pay
two-thirds and employees one-third of the contribution. The
contribution levels have been increased successively through
an integrated element of periodic collective bargaining (see
e.g., Industriens Pension 2022). This is also illustrated by the
size of contributions from occupational schemes, which has in-
creased from 1.3 per cent of GDP in 1980 to 8 per cent of GDP
in 2019.

There are only very few occupational pension schemes cov-
ering groups of the self-employed (primarily professionals such
as doctors and lawyers). The voluntary individual pension
schemes is mostly relevant for the self-employed as well as oth-
er people in work not covered by collective agreements (e.g.
people in non-standard jobs). However, the average con-
tribution of 3 % of income into individual pension schemes,
people without occupational pensions do not compensate
enough. The average 10 % contribution made by the self-em-

ployed masks a small group with high income that pays high



contributions and a large group with lower income that pay

very little, if any, contributions. (European Commission 2021b.)

Germany

In Germany the statutory pension system is financed on the
PAYG-principle based on the contributions and the govern-
ment subsidies>?). A fixed contribution rate covering statutory
old-age, disability and survivors’ benefits was set by an act in
2002. Contribution was limited not to exceed 20 percent until
2020 and 22 percent until 2030. The contribution rate has fluc-
tuated between 19-20 per cent during the 2000s ((F-713 13-8)).
Since 2018 it has come down to the current level of 18.6 per
cent due to favourable employment and economic growth to-
gether with benefit adjustments. Half of the contribution is
borne by the employer and half by the employee. Contributions
and entitlements are levied on annual earnings up to a ceiling
of approximately 200% of the average earnings.

The German pension system has a sustainability mechanism
linking both contributions and benefit entitlements to the de-
velopments in the ratio between contributors and beneficiaries.
The contribution rate changes according to the financial sit-

uation of the statutory pension insurance. In principle, the de-

57) In addition, for miners and farmers, the main part of pension expenditures
is currently financed by state-subsidies. Currently, pension expenditures
related to miners amount to about 0.3 % of GDP while farmers’ pension
expenditures account for 0.1 % of GDP. (European Commission 2021b)
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velopment of the amount of the sustainability reserve
(Nachhaltigkeitsriicklage) is decisive. If the sustainability re-
serve threatens to fall below 0.2 monthly expenses, the con-
tribution rate is increased. If the sustainability reserve exceeds
1.5 monthly expenses, the contribution rate is reduced.

In Germany, occupational pensions for wage and salary
earners in the public sector are based on collective agreements,
but in the private sector they have, traditionally, been volun-
tary benefits provided by the employer. The membership in oc-
cupational pension schemes has increased significantly since
the reforms in 2001 from 14.6 million to 21.0 million by the
end of 2019 (ABA 2021; BMAS 2021b) and the coverage of these
schemes stands at around 60 per cent of the employees.

The latest act on strengthening occupational pensions
(Betriebsrentenstirkungsgesetz) came into force in 2018 with
an aim to extend defined contribution (DC) occupational
schemes, which are negotiated as part of the collective bar-
gaining process. Currently occupational pensions are mostly
defined-benefit schemes. Unions and employers can agree on
DC occupational pension schemes without any warranty con-
cerning minimum benefits or interest rates. The law is intended

to raise the coverage ratio of occupational pension schemes.58)

58) The political debate on the further development of the old-age pension
system and measures for expanding private pensions is ongoing. Despite the
reforms established in the early 2000s the coverage of supplementary
personal pension schemes in Germany has stagnated in recent years. Only
around 25.3% of the working population, or 12.9 million people, had signed



In Germany, the 2001 pension reform has been described as
a paradigmatic change. Since then adequate old-age income
relies on a combination of the pension level in the public pen-
sion scheme and subsidised occupational or private pensions.
(Hinrichs 2010; Furopean Commission 2021b.) In the reform
package:

The reference point shifted from the benefit to the revenue
side. The standard replacement ratio of 70 percent (net), estab-
lished in 1992, was replaced with a fixed contribution rate that
is not supposed to exceed 20 percent until 2020 and 22 percent
until 2030.

Sustainability factor or ‘brake mechanisms’ (the changing ra-
tio of pensioners and insured) were included in the benefit for-
mula to stay within the contribution limits. The expected de-
cline of the standard replacement ratio meant a clear departure
from the dogma of status maintenance (after a complete
full-time career) to be attained by public pensions alone.

To close the arising pension gap, the core of the 2001 reform
was the institutionalization of the so called Riester-Rente. The
voluntary take-up of certified savings plans is encouraged not
only by offering tax advantages but also direct subsidies.

Further, to ensure adherence to the contribution rate targets

up to a Riester contract as of 2020. Around 300,000 received a pension
benefit from a Riester contract in 2020, with an average gross monthly
pension of just 83 euros. (DIW 2021.) As with the other countries, these
third pillar pension schemes, such as the Riester-pensions, are not included
in this comparison.
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it was decided in 2007 to lift the normal retirement age from 65
to 67 years between 2012 and 2029. Higher retirement age was
already proposed by a reform commission in 2003 but was then
rejected because it was too controversial and unpopular issue.

However, for addressing the challenge of declining replace-
ment rates and safeguarding pensions the Act on Benefit
Improvements and Stabilisation of the Statutory Pension
Insurance was established in 2020. In this act an upper limit of
20% was introduced for the contribution rate and a minimum
replacement rate of 48%>9 was established for the net pension
level. If the contribution rate or replacement rate projections
indicate a deviation from the limits, the government is obli-
gated to come up with policy proposals to ensure that the lim-
its are not broken. This so-called “double lock boundary” is ap-
plicable until 2025. Additionally, until 2025 the lower limit for
the contribution rate is set at 18.6%.

Even though, the latest regulations will lead to improvements
for selected groups of people, including ‘basic pension’ estab-
lished in 2021 for individuals with long history of mandatory
contributions, these do not constitute a break with the reform
policy of 2001. Pension policy is still aimed at building a sus-
tainable and reliable provision for old age based on the

three-pillar model, with the public pension remaining the most

59) This is a theoretical replacement rate of a 45-year-career with an average
salary.



important one. (European Commission 2021b.)

Finland

In Finland, the scope and generosity of statutory pensions
have left little room for the development of occupational
pensions. These voluntary pension plans cover around 10% of
employees. Contributions are paid by the employer and, in
some cases, the employee. Employee contributions may
amount to half of the total annual contribution payment.

Finland has partially funded earnings-related pension system.
In total, the market value of pension fund assets amounted to
91 per cent of GDP in 2019. The average earnings-related pen-
sion contribution rate in the private sector (TyEL, Employees
Pensions Actt0) has been 24.4 per cent of wages since the 2017
reform. Employers’ share was 17.35 percentage point and em-
ployees’ 7.05%61. The contribution level is not fixed but aimed
to develop steadily and appropriately to secure the benefits and

their financing in the long run. There is no ceiling on pension

60) Finnish earnings-related pension consists of five sector-specific schemes
which are based on different legal acts. In addition to TyEL these are the
scheme for public sector employees, the scheme for the self-employed, the
scheme for seafarers, and the scheme for farmers. Despite the different
legal bases, differences in pension rights between these acts have mostly
been abolished with the pension reforms of the 1990s and the 2000s.
Financing of the schemes is still different between the schemes.

Employees’ aged 53 to 62 pay higher contribution (8.25%) until the end of
2025. Otherwise the contribution rate is 6.75%. Higher contribution is due
to higher accrual rates for those aged 53-62 implemented in 2005 pension
reform.

61

~
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accrual, contributions, or employees earnings in the earn-
ings-related scheme.

In Finland investment income from pension assets is an im-
portant element in financing the Finnish public pension
system. Assets are increasingly used for keeping the con-
tribution rate stable. Since 2012 expenditure has exceeded the
contribution income and the difference is financed with returns
on pension assets ((5-71%H 13-7)). In recent years, approx-
imately one fifth of the private sector pension expenditure has
been financed with pre-funded pension assets (Tikanmiki et el.
2019).

Even though the Finnish system does not have similar auto-
matic adjustment mechanisms than in Sweden and Germany to
cope with changes in the age composition of the population,
projections for pension reform established in 2017 indicate a
stable contribution rate for the forthcoming decades. However,
a significant pressure for increasing contributions exist from
2050 onwards because of declining birth rates (Tikanmiki et al.
2019).



(5113 13-7] Employees’ pension contribution rate and expenditure 2005-2085,
%.
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Overall, the Finnish pension system has seen several reforms.
In the 21st century, two major pension reforms have been car-
ried out in 2005 and 2017, the purpose of which is to prolong
working careers and ensure the adequacy of pensions and sus-
tainability of financing also in the future. These reforms have
led to uniform and simplified rules across sectors and different
acts and have improved the system's sustainability, while the
principles of a PAYG system have largely been preserved.

One of the major adjustments in 2005 reform was the estab-
lishment of the life expectancy coefficient. It has affected the
pension amount since 2010 and stabilizes the pension ex-
penditure due to a prolonged life expectancy. In addition, as of
the beginning of 2005, it has been possible to retire flexibly on

an old-age pension and earnings-related pension is calculated
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on the basis of average earnings throughout the working
career.

The 2017 pension reform continued in the path of the 2005
pension reform. The largest principled change was to increase
retirement age gradually from 63 to 65 and linking the retire-
ment age to changes in life expectancy. It was also agreed that
the contribution level is aimed to develop steadily and appro-
priately to secure the benefits and their financing in the long

run. (Finnish Centre for Pensions 2021a.)

Sweden

In Sweden the old age pension scheme has an autonomous
structure and is financially separated from the other pension
insurance benefits, that is, from disability and survivors’ bene-
fits, which are financed with budget funds and employers’
contributions. Disability benefits, which are equivalent to dis-
ability pensions in most European countries, are financed as
part of the employers’ sickness insurance contribution.

The earnings-related old-age pension system is financed by
contributions levied on earnings subject to a ceiling amounting
to around 108% of average wage. Employer contributions are
paid over the ceiling. However, contributions over the pension
ceiling are transferred to the central government budget as
general tax and do not affect the earnings-related pension

system.



The old-age pension contribution rate is fixed and connected
to flexibility of the benefits and in the design of the system
(NDC-model) and it is intended to be unchanged into the indef-
inite future. Old-age pension contribution is 18.5 percent of
pensionable income: 16 percentage points are paid to the NDC
PAYG system and 2.5 percentage points to the funded DC pre-
mium pension system. This is the rate used for establishing
pension rights and it is the figure mostly used also when dis-
cussing contributions. However, pensionable income is defined
as earnings less the employee contribution to the pension
system. The old-age contribution for employee is 7 percent of
gross earnings, and for the employer 10.21 percent. Giving an
effective contribution rate on gross earnings of 17.21 percent,
14.88% percentage points is paid to the NDC system and 2.33
percentage points to the DC funded pensions.

The PAYG old-age pension scheme contains two important
features which are intended to ensure its financial stability. The
first is a buffer fund. In 2019 the fund amounted to some 30
percent of GDP. All contributions to the PAYG scheme are paid
into this fund and all pensions are paid out of it. The surpluses
generated are used to balance financial strains on the old age
pension system. AP funds have since 2009 been net contrib-
utors to the pension system, i.e. pension expenditures exceed
contributions. These payments from the AP Funds have been

necessary mainly as a result of demographic factors, such as
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the large number of people born during the 1940s, who are
now pensioners. The AP Funds are expected to continue mak-
ing net disbursements to the pension system for another some
20 years. Thereafter, the AP Funds are expected to receive net
inflows once again. (MoF 2021.)

The second feature is an automatic balancing mechanism.
This mechanism reduces current and future pensions by as
much as is necessary to maintain the stability of the system’s fi-
nancing (see e.g. OECD 2021.) The contribution rate does not
react to an ageing population because of the NDC character of
the system, but the benefit level does — in effect placing the
burden on the retired generation. Earnings-related pension
system should secure financial balance only by changing the
value of benefits since the option to increase the contributions
(or subsidise by tax subsidies) is ruled out.

Nearly 90 % of employees in the Swedish labour market are
covered and provided by mandatory insurance in occupational
pension schemes based on collective agreements. The self-em-
ployed are only covered if they choose to save in personal pen-
sion schemes.

In Sweden all occupational pension contributions are paid by
employers. There is some variation in contribution rates among
occupational pension schemes; however, in general, employers
in all four public-private sectoral schemes pay a contribution

of 4.5 % of wages below the statutory pension ceiling, and 30%



of wages above that ceiling. As a consequence, the cost and re-
placement rate actually increase as the contribution rate to the
occupational pension increases for earnings above the ceiling
because most parts of the occupational pension have been re-

negotiated from defined-benefit to defined-contribution62).

Netherlands

In the Netherlands occupational pension schemes cover over
90% of employees. Occupational pensions are mainly nominally
defined benefit in that they typically promise a specific nomi-
nal benefit to participants. However, most schemes are hybrid
DB and DC in the sense that benefits are conditional on pen-
sion fund solvency. The administrative boards of pension
schemes may even decide on pension cuts to restore solvency if
assets fall below the legally required level of liabilities. As a
main rule self-employed are not covered by second-pillar
schemes.

Contribution rates usually range from 15 % to 25 % of qual-
ifying income above the AOW offset (threshold). The offset is

based on the AOW benefit amount, but it varies across the

62) While DB plans are being phased out in the private sector, they are still
available to employees born before 1979, and not just to high-income
earners. The reforms in the public sector have been gradual but are
moving in the same direction. For municipal employees born after 1985
and for state-sector employees born after 1987, the DC principle applies
for all components: but for older employees with high incomes, some DB
elements remain. (European Commission 2021b; Svenskt Néringsliv 2019.)
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schemes. Employers typically pay two thirds of the pension
contribution, and employees the rest. These contributions are
paid up to a maximum income threshold (EUR 107,543 in
2019). In company funds, employers pay a larger share than in
industry-wide funds.

According to the Goudswaard Committee report (2010), the
contribution rates in the occupational pension schemes were
quite stable between the early 1990s and the beginning of the
2000s. After the dot-com crisis in 2001, the pension con-
tributions started to increase sharply, and since then, the level
has been consistently higher than in the 1980s and 1990s (51
2 13-8)). The reasons behind the higher level are, among oth-
ers, a statutory requirement for cost-effective contributions,
increasing life-expectancy and demographic ageing, as well as
lowering of the interest rates used to calculate liabilities (a
change from a four per cent fixed-rate to a variable risk-free
market rate).

The latest reform coming into effect in 2023 is one in a series
of reforms that transform the final-pay benefit pension con-
tract, which was dominant twenty years ago, step by step into a
collective defined contribution contract. Government and rep-
resentatives of employers and employees reached an agree-
ment during 2019-2020 on how the system of occupational
pensions should be reformed in the coming years. The New

Pension Contract, as it is called, can be qualified as a collective



defined contribution (CDC) plan: participation and con-
tribution and investment plans are organized collectively, while
the pension benefit guarantees that are characteristic of the

current pension system will be abandoned. (see e.g Westerhout
et al 2021.; IPE 2021)

Towards fixed contribution level

Challenging demographic circumstances for the pension sys-
tems should have resulted in increase in public pension con-
tributions for almost all the countries under comparison.
However, it appears that an increase in contribution rates is no
longer as feasible an option as it may have been some decades
ago. The recent development in the contributions levied from
employees and employers verify this finding ((51%H 13-8)).
Overall, it seems that a ceiling for public contribution rates has
been reached in many countries. Countries have established
substantial reforms in 2000’s but also reduced the variability in
contributions by use of funds or by use of state revenues.

For example, in Germany the development of the con-
tribution rate of the statutory pension insurance over the last
decades has been significantly influenced by the demographic
development of the population, more precisely by the ratio of
contributors to pensioners. However, adjustments to pension
law and economic development also play a major role, so that

despite the progressive ageing of the population, the con-
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tribution rate in currently is 1.7 percentage points lower than
in 1999.

For occupational schemes in Denmark and the Netherlands,
contribution rates are fund-specific, so typical rates are shown
in (1% 13-8] . In Denmark contribution rate varies depend-
ing on the wage agreement and 60 per cent of those with con-
tributions have a contribution rate between 10 and 17 per cent

(European Commission 2021c).

(513 13-8] Pension contribution rates in 1988-2020, %.
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Pension contribution level and division of costs

A comparison of the pension insurance financing reveals
considerable differences between the countries studied. A clos-
er look at financing structures reveals that the public con-
tribution rate is not a sufficient indicator for describing the to-
tal costs and the distribution of the burden of pension
provision. Depending on the country, tax revenues cover a sig-
nificant share of total costs, and similarly, occupational pen-
sions play a large role in pension provision through their sub-
stantial share of pension contributions.

The relative importance of occupational pensions varies
from almost negligible (Finland) to being a significant part of
the pension provision. Denmark, the Netherlands and Sweden
have the highest annual contribution flows due to the
near-universal coverage of second pillar pensions ((F1% 13-
9)). On the other hand, the lower flow in Sweden in contrary to
the Dutch and Danish pension schemes is explained by the oc-
cupational pensions’ supplementary role to statutory earn-
ings-related pensions. The contribution rates of occupational
pensions in Sweden are lower compared to Denmark and the

Netherlands.
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(833 13-9] Share of occupational and statutory pensions (% of total

contribution income) in 2019.
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In the following, total pension contributions are analysed in
relation to GDP at market prices and the compensation of
employees.63)

When focusing only on statutory revenues, we notice that the
contribution income is highest in Finland at 12.5 per cent of
GDP, or 26.7 per cent in relation to the compensation of
employees. The statutory contribution income in relation to
GDP is lowest in the Netherlands and Sweden.

The differences between the countries diminish markedly

63) Contrary to the wage sum the compensation of employees includes wages
and salaries as well as social security contributions paid by the employers.
The wage sum is a commonly used indicator but it may lead to inaccurate
interpretations when comparing countries where the employers and the
employees’ shares of social security contributions differ.



when contributions to statutory and occupational pension
schemes are both taken into account. Though, in Denmark the
contribution income reaches up to 17 per cent of GDP. In all
the other countries, the level of the annual contributions is ap-
proximately 12-13 per cent of GDP.

When comparing contribution income to the compensation
of employees, Denmark stands at 33 per cent. For other coun-

tries, the level is between 25 and 26 per cent.

[E13& 13-10] Pension contribution income in relation to GDP in 2019, %.
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(B8 13-11] Pension contribution income in relation to compensation of

employees in 2019, %.
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Overall, the employers’ share in financing the pension provi-
sion is larger than the employees’. This is most evident in oc-
cupational pension provision, even though large variations ex-
ist in the relative shares of employer and employee
contributions. In total, the employers’ share is the largest in
Sweden and Finland.

Employees, on the other hand, pay the largest share in the
Netherlands where the residence-based national insurance
scheme is mainly financed through employee contribution, in-
stead of tax revenues, as in Finland and Sweden. The employ-
ees part of the contribution is the lowest in Denmark and
Sweden.

Apart from Denmark, pension schemes are mainly financed



through contributions. In Sweden more than 90% of the financ-
ing came from pension contributions. In the Netherlands and
Finland contributions accounted for four-fifths and in Germany
over two-thirds of total contributions, while in Denmark share

of contributions is somewhat over 40% of total contributions.

(B3 13-12] The share of employer and employee contributions together with

tax revenues in the financing of the total pension provision in

2019, %.
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Tax-financed components play a large role especially in
Beveridgean countries. It is usually connected to financing
minimum pensions, as is the case with the national pension
scheme in Denmark, Finland and Sweden. On the other hand,

general government revenue is an important financing source
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in Germany, which can be seen to represent a prototype of
Bismarckian welfare state with strong reliance on earn-
ings-related contributions and insurance-based pension
systems. Use of tax revenues in the financing of pensions is
one measure for reallocating costs, not only among the work-
ing-age populations but also among the retired, thus influenc-
ing intergenerational equity.

In Germany the federal government contributes a significant
amount of funds (Bundesmittel) to the financing of the statutory
pension insurance. The state’s share amounted to nearly 20 per
cent of total public pension expenditure in 1991 and reached
more than 30 per cent in 2000s. For some years now, funds
from the federal budget have covered well over 30% of the ex-
penditure of the statutory pension insurance (BMAS 2021a).
According to projections ratio of state contribution related to
GDP is slightly expected to increase or at least continue at cur-
rent level in forthcoming decades (see e.g. European
Commission 2021c).

These funds include not only the federal subsidies for general
pension insurance, but also the subsidy for the miners’ pension
insurance, civil servants pension scheme, the federal con-
tributions for child-rearing periods and the reimbursement of
unification-related benefits. However, the federal subsidies al-
so have a general security function to ensure the long-term

functioning and performance of pension insurance, even under



changing economic and demographic conditions. The subsidies
thus also serve to protect contributors from excessive burdens,
i.e. to limit the increase in labour costs. (BMAS 2021a.)

In the Netherlands, the share of taxation increased sig-
nificantly after the capping of the contribution rate. Since the
turn of the millennium, the state’s share has increased from
around one tenth to 40 percent of old-age pension expenditure
(CBS 2022; SVB 2022). The increasing role of general budget fi-
nancing has been motivated, in part, by intergenerational sol-
idarity, as the pension beneficiaries will thus also take part in
the increasing costs of the ageing society. According to projec-
tions the employer and employee contributions remain roughly
constant as a fraction of GDP, but the state contribution grows

at a far higher pace (CBS 2010; 2018).

Concluding remarks

One of the key results of this study is that, in cross-national
studies, it is important to be aware of the differences of the
structure of basic and earnings-related pension provision. This
study indicates that statutory pension contributions reveal only
a part of the truth about the total costs of pension provision.

Thus, a straightforward comparison of only statutory pen-
sions is not sufficient due to the significant role of occupa-
tional pension schemes. From the point of view of those who

participate in the financing of the pension system, mainly the
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employers or the employees, but also the State, it is the total
contribution income of pension provision that counts, rather
than whether it is divided into a statutory (first-pillar) or an oc-
cupational (second-pillar) contribution. Though this inter-
pretation may be different if we are only interested from the
state of public finances.

According to the results the highest contribution burden is in
Denmark. The causes of contribution level are highly complex.
In Denmark old-age dependency ratio is among the lowest in
the countries studied. Statutory pension expenditure stands in
the middle among the countries compared and is clearly lower
than in Germany and Finland. However, Danish system has the
highest contribution income to occupational pensions and rel-
atively generous benefits which can be seen to affect the
amount of contribution income.

On the other side of the spectrum is Sweden with the lowest
contributions reflecting low old-age dependency ratio and low
pension expenditure. However, in general the main ob-
servation is the convergence of the contribution levels of the
different countries, when taking into account all relevant pen-
sion schemes.

A decomposition of contributions reveals that the employers’
contributions tend to represent the greatest share of con-
tributions with the exception of Denmark where the share of

tax revenues highest. Overall, the employers’ share in financ-



ing is the largest in Sweden and Finland. Employees’ pay the
least in Denmark.

Comparison of multidimensional pension landscape and
considering recent reforms within European countries indicate
that the picture of the overall composition of pension provision
is not constant. The most recent example is the German gov-
ernment’s proposal to improve the coverage of supplementary
pension schemes. The Dutch process of occupational pension
reform and turning DB plans to DC plans fits into an interna-
tional pattern, driven by fixed contribution rates. Studies about
overall pension provision are thus more important than ever.
Otherwise, there is a risk of losing essential parts of the pen-

sion puzzle.
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2. Ismo Risku— Demographic challenges and their fiscal
impact on public pensions in Finland

1. Introduction and summary

The Finnish pension system has been under an almost con-
stant reform process since the 1990s. In the early 1990s it was
widely recognised that the system is unsustainable. A series of
cost-cutting pension reforms were launched. Unfortunately, the
goal seems to be constantly moving and new challenges emerge
as soon as old ones have been tackled. Most likely, the system
will need more reforms.

This paper is descriptive by nature. First, | summarize the
Finnish pension system as it stands now (Chapter 2). Then I tell
the story of cost-cutting reforms and describe the ongoing dis-
cussion on current topics under reform (Chapter 3). I have tried
to describe the reform process so that it would provide an un-
derstanding of and insight into the reform process. All the re-
forms conducted so far have been long term by nature. It re-
mains to be seen how well past decisions will deliver results. In
Chapter 4 I highlight future challenges.

There are two demographic challenges that almost all public
pension systems will face: longer life expectancy and declining
fertility. The Finnish pension system is no exception.

It has been twenty years since Finnish labour market organ-

isations decided that the response to longer life expectancy is
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either lower pension benefits or longer work careers. The life
expectancy coefficient and a flexible retirement age were
agreed on in 2002. The purpose of the life expectancy co-
efficient was to fix the capital value of the earnings-related
pension irrespective of life expectancy. The flexible retirement
age would enable persons to compensate lost pension by post-
poning their retirement. It was up to the individual to decide
which alternative to select.

It turned out that people preferred to have their pensions
cut. Only a relatively small fraction of persons continued work-
ing past the lowest retirement age. An immediate consequence
was a smaller labour supply; a longer-term threat was declin-
ing pension benefits. In 2014 the labour market organisations
decided to increase the retirement age and link it to life
expectancy. The window of flexible retirement was extended.
The capital value of the pension would still be unaffected by
mortality gains. However, both the retirement age and the pen-
sion level would adjust. Individuals would have a more limited
choice.

So far older workers have responded to the rising retirement
age by extending their work careers. A potential problem in the
longer run is that disability pensions and dropping out of the
labour force would become common phenomena.

It seems that, by trial and error. Finland may have found an

appropriate way to respond to longer life expectancy. Although



we do not know yet how well our current adjustment will work
out, we know one fact: if the historical mortality trend would
continue, our pension system, without an adjustment to longer
life expectancy, would be unsustainable.

The total fertility rate dropped in Finland from an ample 1.8
in 2010 to 1.4 in 2020. It is obvious that the current fertility
rate is incompatible with current pension contribution rates
and current pension benefits. The current legislation would im-
ply that pension contribution rates would increase in the 2050s.
This is problematic for two reasons. First, the cost would shift
to younger generations, along with other age-related expenses,
as well. Second, it is quite uncertain that very high contribution
rates would be accepted in the future. In other words, pension
security would be compromised. So far there is no solution to
the fertility problem.

One theme of the Finnish pension reforms is a unification of
pension benefits. In 1990, civil servants and other public sector
employees had more generous benefits than private sector em-
ployees and the self-employed. Currently there are no sig-
nificant differences between civil servant and private sector
pension benefits.

The public sector accrual rate was 2.2 per cent per year, and
the target pension was 66 per cent of the final salary. It would
take 30 years to achieve this pension. The standard retirement

age was 63 years. Certain groups, most notably military person-
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nel, had lower retirement ages and higher accrual rates. The
private sector accrual rate was 1.5 per cent per year and the
target was a 60-per-cent pension for 40 years of service. The
general retirement age was 65 years.

There was a final-salary principle both in the private and the
public sector. However, pensions were calculated separately for
each employment relationship. If a person changed their em-
ployer frequently, the final-salary principle would not give
much extra benefit. Furthermore, there were some groups in
the private sector (e.g., construction workers, farmers and the
self-employed) that were under the career-average pension
rule.

In practice, the final-salary principle was more important in
the public sector than in the private sector. The State as well as
all local governments were counted as a single employer.
Therefore, a typical civil servant working for the State was
granted a final-salary pension. It did not matter even if they
changed jobs within the State. In the private sector, employer
organisations are smaller, implying more frequent employer
changes.

Unification of pension benefits between the public sector
and the private sector came into being in two steps. First, pub-
lic sector accrual rates and retirement ages were harmonised
with those of the private sector in 1993. This was done with a

long phasing-in period. In fact, there are still some public sec-



tor workers with a lower retirement age due to the phasing-in.
One obvious reason for this reform was the deep recession in
Finland. The State was in financial crisis.

The second step was the 2005 pension reform. The final-sal-
ary principle was replaced by the career-average rule. The la-
bour market organisation representing academic personnel op-
posed this reform fiercely. However, despite the opposition of
the academics (of which a large fraction works for the State or
for a local government), the reform was put forward. As a result
of the 2005 pension reform, pension accrual has been identical
for two persons with identical earnings, irrespective of their
employer.64)

The definition of disability was (and still is) different in the
private sector and in the public sector. In the private sector,
the remaining earnings capacity for any suitable job is
considered. However, in the public sector, the remaining earn-
ings capacity for the person’s own job is considered. For exam-
ple, if a flute player working in a public sector orchestra lost
their little finger, they would be granted a disability pension. If
they worked for a private sector orchestra, they would have to
quit their job and look for a new one. This is the only remain-

ing difference between public sector and private sector earn-

64) Not so long ago I talked with a professor of economics who holds a deep
understanding of pension systems. He wasn’t sure if he was insured by the
private sector pension system or by the State pension system. It doesn't
matter.
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ings-related pension benefits.65)

Even though earnings-related pension benefits are by and
large uniform across different sectors of the economy, pension
financing is sector specific. Private sector employee pensions
are financed by pension contributions levied from private sec-
tor employees (TyEL contribution). Pensions for farmers and
the self-employed are financed by pension contributions paid
by farmers and the self-employed and the State. Local govern-
ments and the State are responsible for their own pensions.

Recently, there was a serious attempt to merge the private
sector and the local government pension schemes. The most
important reason for this merge was a plan by the Finnish
Government to revamp health care. More room for private pro-
viders in publicly financed health care was planned for.
Separate private and local government pension schemes would
not fit well with this health care system. However, the heath
care reform failed a few years ago. The current Government
passed a health care reform, which will not expand the role of
private health care providers. The attempt to merge the two
pension systems failed during the autumn of 2021. It remains to
be seen if there will be a new attempt to merge these two pen-
sion systems in the future.

The central labour market organisations have been the actual

65) Military personnel and some other special groups still have lower retirement
ages and higher accrual rates, although the retirement ages in the military
have increased markedly.



decision makers in the Finnish pension system. Arguably this
has created stability and long-term commitment to Finnish
pension policy. These organisations (and in many cases even
individuals within these organisations) will stay the same irre-
spective of political elections. Another hallmark of pension re-
form negotiations has been an almost total lack of publicity. All
decisions have been prepared within a small group behind
closed doors. Only the outcome of the pension negotiations has
been public.

There are no guarantees that the central labour market or-
ganisations can find solutions to future problems. Employers
are more critical towards centralised negotiations and, for ex-
ample, the Finnish forest industry is no longer a member of the
Confederation of Finnish Industries (EK), the central employer
organisation. The unionisation rate has declined, weakening
the labour unions. A general quest for openness may also chal-
lenge the old way of finding compromises. These trends suggest
that making pension policy in the traditional way might be
more difficult in the future. However, it is unclear what will re-
place the current decision-making process if the former con-

sensual approach runs into difficulties.

2. The Finnish pension system
This chapter describes the Finnish pension system as it is in

2022. In practice, pension provision in Finland consists of pub-
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lic pensions, that is, statutory pensions. The role of occupa-
tional or voluntary pensions is very limited.

Public pensions consist of earnings-related pensions, na-
tional pensions and a guarantee pension. Statutory earn-
ings-related pensions are the backbone of pension provision;
they count for approximately 90 per cent of all pensions in
Finland. The aim of the earnings-related pension is to enable
consumption smoothing in retirement. It is linear in earnings
without a ceiling, that is, the accrual rate is the same irre-
spective of the earnings level. (138 13-13).

There were 1 562 000 million pension recipients in Finland in
the end of 2020. The number of persons receiving only the
earnings-related pension was 994 000 and the number of per-
sons receiving both the earnings-related pension and Kela
pension (the national pension or the guarantee pension) was
488 000. The number of persons receiving only Kela pension
was 80 000. The share of persons receiving only the earn-

ings-related pension has been increasing.66)

66) Numbers refer to persons living in Finland. Statistics available at:
https://tilastot.etk.fi/pxweb/en/ETK/
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2.1 Earnings-related pensions

Earnings-related pensions are based on sector-specific
schemes. The scheme covering private sector employees (TyEL)
is the most important. Local and central government employ-
ees, the self-employed and farmers have their own schemes. In
practice, all gainful employment is covered by an earn-
ings-related pension scheme.

The benefit rules in these different schemes are by and large
uniform. Earlier, there were significant differences in
scheme-specific benefit rules. For example, the retirement
ages were lower and the accrual rates higher in the public

sector. Currently the most important difference between the

67) “Total pension in Finland 2021 How are earnings-related pensions, national
pensions and taxation determined?” Suvi Ritola Samuli Tuominen Finnish
Centre for Pensions, Reports 05/2021
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different schemes lies in their financing (to be explained later).

Accrual rules

For wage earners, earnings-related pensions accrue based on
the earned income as of age 17 until the age at which their in-
surance obligation ends. Currently this takes place at age 68.
Pension accrues at a rate of 1.5 per cent of the annual gross
earnings for insured persons of all ages.68) However, the effec-
tive accrual rate can be considered to be lower than 1.5 per
cent since the accrued pension will be reduced by the life ex-
pectancy coefficient. This coefficient is less than one and ex-
pected to decline further as life expectancy increases.

Furthermore, pension accrues during periods of numerous
social benefits. The earnings-related unemployment allowance,
the parenthood allowance and the sickness allowance are the
most important social benefits for which pension accrues.

The earnings-related pension acts are supplemented by the
Act on compensation for Pension Accrual from State Funds for
Periods of Childcare and Periods of Study (VEKL). Based on this
act, pension accrues from studies leading to a vocational or
university-level degree, as well as from childcare at home for

one’s own children under the age of three.

68) During a transition period until 2025, pension will accrue at a rate of 1.7
per cent of their annual earnings for persons aged between 53 and 62
years.



Indexing

When calculating the initial pension amount, the income
from different years is adjusted using the wage coefficient. It is
a weighted average in which changes in wages weigh 80 per
cent and changes in consumer prices weigh 20 per cent.
Pensions in payment are adjusted using an earnings-related
pension index, in which changes in wages weigh 20 per cent
and changes in consumer prices weigh 80 per cent.

Earnings-related pension benefits are the disability, old-age,

partial old-age, years-of-service and survivors' pensions.

The disability pension can be granted either as a full or a
partial pension, depending on the insured person's degree of
disability. The partial disability pension amounts to half of the
full disability pension.

The disability pension is the pension amount accrued up to
the date on which the disability begins, plus an additional pro-
jected pension component. The projected pension component
is calculated for the period from the date on which the dis-
ability begins to the person’s retirement age.

The accrual rate for the projected pension component is 1.5
per cent of the annual earnings. The projected pension compo-
nent is based on the average earnings that the individual re-
ceived over a period of five years before the disability began.

The life expectancy coefficient affects the starting amount of
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the disability pension as explained later in this chapter.

The above rules imply that the disability pension amounts
approximately to the amount of pension a person would have
received had he/she continued working until the retirement
age.

The retirement age for the old-age pension is 63 years for
persons born in 1954 or earlier. It rises by three months per
birth cohort as of those born in 1955, until it is 65 years for
those born in 1962. As of those born in 1965, the retirement
age will be linked to life expectancy.

The insured person must resign from their work to qualify for
the old-age pension (note the difference compared to the par-
tial old-age pension discussed below). After resigning, they may
enter into a new employment relationship with any employer,
including their former employer.

If the insured defers their pension past their retirement age,
their accrued pension will grow by 0.4 per cent for each month
of deferral. If the insured works while getting a pension, new
pension will accrue at a rate of 1.5 per cent.

There is also a target retirement age. It is a technical concept
defined in pension legislation. By deferring retirement until the
target retirement age, the pension increase for late retirement
will offset the effects of the life expectancy coefficient. In
practice, the effect of the target retirement age is, at best,

modest.



Currently, the insurance obligation ends at age 68. Employers
have the right to end the employment contract when the em-
ployee reaches this age. For those born between 1958 and
1961, the insurance obligation ends at age 69, and for those
born in 1962 and later, at age 70. Only a small fraction works
until this age limit.

The old-age pension of a person who gets a full disability
pension will be of the same amount as the full disability
pension. When a partial disability pension (which is 50% of a
full disability pension) becomes an old-age pension, the

amount of the pension doubles.

The partial old-age pension (50% or 25% of the accrued pen-
sion) can be drawn before reaching one’s retirement age. The
part taken early, before reaching the retirement age, will be
permanently reduced by 0.4 per cent for each month of early
take-up. Currently, the age limit for the partial old-age pension
is 61 but it will increase with the general retirement age.

There are no restrictions on working while drawing a partial
old-age pension. The employee needs not inform the employer
that they are taking out a partial old-age pension.

The years-of-service pension is for persons close to retire-
ment age, who have done mental or physical work that requires
great effort for at least 38 years. In addition, the insured per-

son’s ability to work must be reduced, but not by as much as
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for a disability pension. It is now payable one year before the
retirement age. This difference will grow to two years as the re-
tirement age increases. The number of persons receiving the
years-of-service pension is currently very low (just few per-
sons).

Survivors’ pensions are paid to the surviving spouse, the chil-
dren and, in some cases, to a former spouse to whom the de-
ceased was paying alimony. The total amount of the surviving
spouse’s pension depends on the number of beneficiaries. The
amount is at its highest when the beneficiaries include the sur-
viving spouse and at least two children. In that case, the survi-
vors pension equals the deceased person’s pension.

If the surviving spouse is the only beneficiary, the survivors'
pension amounts to half of the pension of the deceased spouse
at maximum. However, in this case the surviving spouse’s pen-
sion is typically reduced on the basis of the surviving spouse's
own pension. These rules are gender neutral, but in practice
survivors' pensions are paid mostly to widows.

Survivors born before 1975 are entitled to lifelong survivors’
pension. Those born after 1975 are entitled to the survivors’
pension for 10 years, if there are no children younger than 18

years in the family.

Automatic adjustments to life expectancy

The initial amount of the old-age pension, the partial



old-age pension, the disability pension and the years-of-serv-
ice pension is adjusted with the life expectancy coefficient
based on changes in life expectancy. The amount of the start-
ing pension is determined by multiplying the accrued pension
with the life expectancy coefficient.

The value of the life expectancy coefficient is determined so
that the capital value of the old-age pension remains un-
changed, even if the mortality rates of those of a pensionable
age were to differ from the mortality rates observed between
2003 and 2007. The life expectancy coefficient affects the pen-
sions of persons born in 1948 and later. The value of the co-
efficient is determined separately for each cohort.

As of those born in 1965, the retirement age will be linked to
life expectancy. The life expectancy coefficient will be made
more lenient to make up for increases in retirement ages high-
er than 65 years. The idea is that the effect of longer life ex-
pectancy will be divided between the life expectancy co-
efficient and the retirement age. The retirement age will be de-
termined so that the ratio between the computational working
life (time from age 18 to the retirement age) and the life ex-

pectancy of a pensioner will remain stable.
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HHE 13-1) Number of pension recipients (at 31 Dec. 2020) and pension
expenditures (€ billion, 2020) by benefit type

€ billion Numbe(qgéo;;ersons
All pension benefits 32,2 1562
Old-age pension 27,7 1346
Disability pension 2.4 192
Special pension for farmers 0,0 8
Survivors' pension 1,8 232

2.2 National and guarantee pension

The national pension and the guarantee pension secure an
income for pensioners with a small or non-existing earn-
ings-related pension. For the most part, the types of pension
benefits and the entitlement criteria in the national pension
scheme are identical to those in the earnings-related pension
scheme.

The retirement age in the national pension scheme is 65
years until the retirement age in the earnings-related pension
reaches 65 years. After that, the retirement age in the national
pension scheme will rise along with that in the earnings-related
pension scheme. Note, however, that the life expectancy co-
efficient is not applied to the national pension or the guarantee
pension.

The amount of the national pension depends on the size of



the earnings-related pension and on the pension recipient’s
family status. In 2021, the full national pension was 663 euros
per month for a single person. For a married or cohabiting per-
son, it was 592 euros per month. The amount of the national
pension decreases as the amount of the earnings-related pen-
sion increases. Half of the monthly earnings-related pension
that exceeds a small threshold (approximately 60 euros) is de-
ducted from the national pension until there is no national
pension left to pay.

The guarantee pension raises the level of the smallest pen-
sions to a minimum pension level. In 2020, this minimum level
was 835 euros per month. (513 13-13))

All benefits and earnings limits of the national pension, as
well as the amount of the guarantee pension, are tied to con-
sumer prices. Because of this indexation rule it is almost im-
possible to produce sensible long-term cost projections con-
cerning minimum pensions. It is not realistic to assume that
there will be no benefit increments in the future. On the other
hand, there is no rule determining these increments.

By a decision of Parliament, the national and guarantee pen-
sions have undergone occasional discretionary increases. The
national pension was increased at the beginning of 2008 and
the guarantee pension at the beginning of 2019. Both pensions
were increased again in 2020. On the other hand, the national

pension index itself was cut or frozen both in 2015 and in
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2017-2019.
The State finances national pensions and the guarantee pen-

sion solely according to the PAYG system.

2.3 Earnings-related pension financing

Private sector employee pensions are partially funded. A giv-
en part of the annual pension accrual is pre-funded while the
rest of the pension is financed with annual contribution income
through the pay-as-you-go (PAYG) system. In recent years, ap-
proximately one fifth of the private sector pension expenditure
has been financed with pre-funded pension assets. Partial
funding has been applied in the private sector from the begin-
ning of the system.

The private sector pension system is run by pension in-
surance companies, industry-wide pension funds and company
pension funds. This decentralization has been a key element of
the system right from the beginning. However, the number of
pension providers has declined continuously. Currently more
than 90 per cent of all private sector pension assets are held by
three major pension insurance companies (Ilmarinen, Varma
and Elo). It would be very difficult to start a new pension in-
surance company.

In practice, private sector financing is rather complicated.
The partial pre-funding and decentralization are roots of the

complex system. Numerous funding and solvency reforms have



also added complexity.

Funding and solvency rules in the private sector have been
under almost constant reform since the late 1990s. A main goal
has been to reform the rules to enable more risk-taking and
achieve higher long-term returns. The share of stocks has in-
creased markedly during the last 16 years. (%1% 13-15] shows
the asset allocations of private and public sector pension pro-
viders combined. However, the figure would be roughly similar
if only the private sector would be shown.

Earnings-related pensions for the self-employed (YEL) and
farmers (MYEL) are financed according to the PAYG principle.
There is a significant state subsidy to these systems. More de-
tails concerning private sector pension financing is given below
(sections 2.3.1 and 2.3.2).

State and local government earnings-related pensions were
financed according to the PAYG principle until the end of the
1980s. In 1988, the Local Government Pensions Institution (now
Keva) began funding pensions to curb the increase of the pen-
sion contribution rate. The State Pension Fund was established
in 1989 to accommodate future state pension expenditure.

Though the funding in the public sector stared later than in
the private sector, currently pension funds relative to ex-
penditures are approximately equal in both sectors ((1¥H
13-14)). It should be stressed that funding in the private sector

has been a part of the system right from the beginning.
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However, in the public sector, the decision to prefund was
made as a pre-emptive move in the face of increasing pension
costs. In fact, funds relative to expenditures have slightly de-

clined in the private sector from the early 2000s.

(B8 13-14] Pension assets relative to pension expenditure
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(B8 13-15] Asset allocation, all earnings-related pension assets
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2.3.1 Private sector employees

Old-age and disability pensions are divided into a funded and
a pooled component. The assets for the funded component are
accumulated by the pension provider in which the employee is
insured. The assets for the pooled component are collected ac-
cording to the PAYG principle during the year in which the
pension is paid. Survivors’, partial old-age and years-of-service
pensions are financed in full using the PAYG system.

Old-age pensions are funded as pensions accrue. Disability
pensions, on the other hand, are funded when the pension
begins. Using a common set of actuarial principles, each pen-
sion provider calculates the amount of technical provisions

caused by funded pension components.
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A nominal three-per-cent discount rate is used when calcu-
lating technical provisions. In most years, the return on pen-
sion assets exceeds this three-per-cent discount rate used to
calculate the technical provision. The realised surplus from in-
vestments increases the solvency of pension providers. Based
on the average solvency and investment return on shares, the
funded components of old-age pensions are increased. In addi-
tion, the contributions of 53-62-year-old employees are used
to increase the funded components until 2025.

The larger the funded parts of the old-age pension become,
the less pension contributions are needed to cover the annual
pension expenditure when the pension is in payment.

Increases to funded pensions can be targeted in varying
amounts to different age groups to achieve a steady develop-
ment of the contribution rate. The targeting affects the dissolv-
ing of funded pension components. The older the individuals
are for whom the increases are targeted, the faster the in-

creases dissolve. As a result, the contribution rate decreases.

2.3.2 Self-employed and farmers

Since the inception of the pension schemes for the self-em-
ployed (YEL) and farmers (MYEL), their pension expenditure
has been financed according to the PAYG principle. The State
pays the part of the expenses that the pension contributions

are inadequate to cover.



The YEL contribution rate corresponds roughly to the aver-
age TyEL contribution rate. In 2017, the State paid approx-
imately 15 per cent of the YEL expenditure. The State’s share
has been increasing recently, and this trend is likely to con-
tinue (-3 13-2)

The average MYEL contribution rate is approximately half of
the TyEL contribution rate. In 2017, the State paid nearly 80
per cent of the MYEL expenditure. The large role of the State
regarding MYEL financing is due to an unfavourable age struc-

ture and the low MYEL contribution rate.

(EH 13-2) The State’s shares in the pension systems of the self-employed and
farmers

Farmers (MYEL)

2005 2010 2015 2020

Expenditures and operating costs, €

. 539 655 801 881

million
State’s share, € million 401 501 620 712
State’s share, % 74 % 76 % 77 % 81 %

Self-employed (YEL)

2005 2010 2015 2020

Expenditures and operating costs, €
million

State’s share, € million 32 97 83 371
State’s share, % 5% 11 % 7 % 26 %

622 915 1182 1755
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3 Responses to population ageing

3.1 A brief history of the Finnish pension system69)

A national pension system based on funded individual ac-
counts was originally established in the late 1930s. However,
after the war, benefits provided by this system were generally
considered inadequate. The national pension system was re-
formed in the late 1950s. Modest individual accounts were ig-
nored, and flat-rate benefits financed on a pay-as-you-go basis
were introduced. The national pension reform left deep scars
as wage earners felt that pension accounts had been
confiscated.

The reformed national pension did not aim to provide cer-
tain replacement rates. Therefore, a demand for earn-
ings-related pensions remained. An earnings-related private
sector pension system (pension laws TEL and LEL) was estab-
lished in the 1960s. Labour market organisations were the
strongest advocates of this system. These organisations wanted
to minimize the risk of political inference. This is probably one
reason why a decentralised organisation based on private pen-
sion providers (pension companies, industry-wide funds and
company funds) was chosen.

During the 1960s and early 1970s it was unclear whether the

69) Descriptions of early stages of the pension system till mid 1990s draws by
and large on Hannikainen and Vauhkonen ( xxx), a comprehensive study in
to the history of Finnish earnings-related pension system.



earnings-related or the national pension system would become
the main system of the country. Both earnings-related and na-
tional pensions were made more generous up to the
mid-1980s. Pension levels were increased and pathways to ear-
ly retirement were established.

By 1990 it was clear that the earnings-related pension system
was the main source of pension benefits for the general
population. The role of the national pension was
supplementary. Virtually all gainful employment was covered
by statutory earnings-related pension insurance.

In the private sector, a target of a 60% replacement rate was
set. For the public sector, the target was 66%. The pension was
calculated from each employment relationship separately and
it was based on the earnings during the last four years.”70 In the
public sector, local government employment and state employ-
ment were counted as one employment relationship. These
rules implied that a person with a long employment relation-
ship and an increasing career wage profile was rewarded by the
collective pension system.

The general retirement age in the private sector earn-
ings-related and the national pension systems was 65 years. In
the public sector earnings-related pensions, it was 63 years.

However, early retirement was common. The expected effec-

70) The years with the highest and lowest earnings within these four years were
dropped.
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tive retirement age in the early 1990s was 4-5 years lower than
it is now. 7D The employment rates of the elderly were low ({3
1% 13-18)).

The unemployment pathway to retirement (or pension pipe-
line) was the most important early retirement pathway. The age
limits related to this early exit route varied somewhat. At the
earliest, a person aged 53 could retire from employment by
first receiving a regular earnings-related unemployment benefit
for two years and then additional days of the unemployment
benefit (payable only to aged unemployed persons). These ad-
ditional days were then followed by the unemployment pen-
sion, which turned into an old-age pension when the person
reached the retirement age.

The pension pipeline was a soft, easy and cheap way for an
employer to get rid of employees if there was a need to fire
personnel. However, on a collective level, it led to the loss of
work potential. A comparison to Sweden reveals that employ-
ment rates among the elderly were significantly lower in
Finland. This is still the case, even though the difference is now
somewhat smaller than in the late 1980s.

An individual early retirement pension was another sig-
nificant route to early retirement. It was a disability pension for

older persons with more lenient requirements than a regular

71) Kannisto (2006). The expected effective retirement age is calculated
similarly as life expectancy.



disability pension. Furthermore, a regular disability pension
was (and is) normally payable only after one year of sickness
benefit. The individual early retirement pension, on the other
hand, could be granted without receiving the sickness benefit
first.

Furthermore, there was a special early retirement scheme for
farmers. The idea was to enable an earlier transition of the
farm to the next generation.

Part-time pensions were introduced in the late 1980s. If older
workers reduced their working hours enough, they could be
granted this benefit. In essence, the part-time pension was a
subsidy to reduce working hours (i.e., the benefit was collec-
tively financed).

It is not totally clear why part-time pensions were introduced
in the first place. According to the formal explanation, the aim
was to enable longer work careers. However, there were de-
mands for lower occupation-specific retirement ages during
the 1980s. One reason the part-time pension was introduced
might have been that it was an answer (i.e., a cheaper alter-
native) to these demands.

Pension financing was based mainly on the pay-as-you-go
(PAYG) principle. Only private sector earnings-related pensions
were partially funded, and even these pensions were mostly
PAYG. All other pensions, that is, public sector earn-

ings-related pensions, farmers' and self-employed persons’ as
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well as national pensions, were pure PAYG. However, there
were plans to start public sector prefunding and, in fact, local
government pre-funding started in 1989. This will be described

in more detail in the next section.

3.2 Reforms in the 1990s

During the early 1990s, it became evident that the earn-
ings-related pension system is financially unsustainable. A pen-
sion committee established in 1990 published its report in 199
172). According to the report, the work force would decrease
markedly. The pension expenditure relative to the wage bill
would increase rapidly and continuously. The committee pro-
posed a number of reforms which, if implemented, would sig-
nificantly decrease pension expenditure in the long run and in-
crease employment among the elderly.

Another major event paving the way for reforms was the de-
pression in the 1990s. It was probably the severest peace-time
crisis of independent Finland. The underlying causes of the re-
cession were a boom created by the capital market liberaliza-
tion in the 1980s and a high reliance on exports to the Soviet

Union. The Western European recession was reinforced by the

72) The committee was chaired by Kari Puro. At the time of the committee, he
was the highest-ranking civil servant in the ministry of Social Affairs and
Health. Later he was elected CEO of Ilmarinen, a large pension insurance
company. Puro chaired also an informal negotiation group (“Puro group”)
which effectively made all important pension policy initiatives in the 1990s
and early 2000s.



collapse of Soviet exports. Futile attempts by the Finnish gov-
ernment to maintain its exchange rate led to extremely high in-
terest rates. Unemployment rates rose steeply and property pri-
ces collapsed, leading many families to lose their wealth. Even
the credibility of the Finnish State as a borrower was uncertain.

Given this unforeseen crisis, all pre-crisis doubts concerning
the sustainability of the Finnish pension system were
magnified. Projections published by the pension committee in
1990 seemed hopelessly optimistic.

The most important proposals of the committee were as fol-
lows: (1) A pensionable pay should be based on more than the
last four years of each employment relationship. (2) The un-
employment pension should be abolished.”? (3) The age limit
of the individual early retirement pension should be increased
from 55 years to 61 years. (4) Benefit rules in the public sector
should be harmonised with the private sector rules.

The committee was not unanimous on a single point in the
policy proposal. However, later on, all four above-mentioned
reforms (and much more) were implemented. Pension reforms
during the 1990s as well as the 2005 pension reform were de-
cided by the central labour market organizations’ negotiation
group called the Puro group.

Political parties and the government were not very active in

73) This was the first time in the history of the pension system that a benefit
was proposed to be abolished. Furthermore, the timing was remarkable as
the unemployment rate was soaring at the time.
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pensions policy. In some cases, when the Government took an
active role, it caused resistance among the labour unions. In
other cases, targets set by the Government created a needed
pressure to labour market organisations to deliver results.

The following list includes the most important reforms pre-

dating the 2005 pension reform.74

1989
* The Local Government Pension Institution (Keva) launches
pre-funding”>. The pre-funding programme continues de-

spite the economic depression in the 1990s

1990

* The survivors' pension reform takes effect on 1 July:

- Before the reform, only widows were granted survivors’
pensions. Thanks to the reform, also widowers become en-
titled to a surviving spouse’s pension.

- The surviving spouse’s own pension is taken into account
when calculating the pension. The higher the surviving
spouse’s own pension is relative to the deceased person’s
pension, the lower the survivor's pension.

- Orphan’s pensions are made more generous.

74) For a more detailed list of benefit changes by year, go to
https://www.etk.fi/en/finnish-pension-system/pension-reforms/previous-pensi
on-reforms/year-by-year-changes/

75) Currently Keva is the biggest pension investor in Finland with 58 billion €
of assets in 30.12.2020.



* The State Pension Fund (VER) is established.76)

1992

* Pension recipients start to pay a national pension
contribution.

1993

* Employee’s pension contribution comes into force. An in-
crease in the contribution rate reduces the pension index.

* In the public sector, accrual rates and retirement ages are
harmonised with those in the private sector. Public sector
retirement ages increase to 65 years with a long phasing-in

period.

1994

* The index adjustments of earnings-related and national
pensions are suspended the year 1994. This suspension will
remain permanent (i.e., there will be no compensation lat-
er).

* The lower age limit for the individual early retirement pen-
sion is increased from 55 to 58 years (persons born after
1939).

* The age limit for the part-time pension in the private sector

is lowered to the same as in the public sector, that is, from

76) https://www.ver.fi/en-US/VER_as_an_Organisation/Mission
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60 years to 58 years.

* The entitlement criteria for the unemployment pension are
tightened.

* The accrual rate of the earnings-related pension is in-
creased to 2.5 per cent for persons aged 60-64.

* The accrual on earnings-related pensions is extended to
cover adult education and rehabilitation.

* The national pension scheme requires a five-year minimum
time of residence in Finland before a pension can be award-
ed, and the national pension is made proportional to the

time of residence in Finland.

1996

* Earnings-related pensions of those who have turned 65
years is indexed (20% to earnings growth and 80% to price
level). The 50/50 index remains for persons below 65 years.

* The pensionable wage is gradually changed from the last 4
years to the last 10 years of employment.

* The employee’s earnings-related pension contribution (x%
in 1996) is deducted from the pensionable wage.

* The entitlement criteria for the projected pension compo-
nent is tightened and the projected pension component is
lowered.

* The national pension becomes fully deductible from the

earnings-related pension (i.e., a basic national pension pay-



able to all pensioners is abolished).
* National pension contributions are no longer levied from

the insured and the pension recipients.

1997

* Funding rules in the private sector pension system are
reformed.

* The discount rate is lowered from 5 to 3 per cent. Accrued
funded pensions are cut to keep the present value of funded
pensions intact. The actual benefits payable to pensioners
are not changed. Only the roles of funding vs. PAYG is
changed.

* Working capital of pension insurers is increased to allow for

riskier asset allocations.

1998

* Very short employment contracts as well as all work for pri-
vate households are to be insured.

* The eligibility age for the part-time pension is lowered to 56

years. The change will be in force until the end of 2002.

2000
* The age limit for the individual early retirement pension in-
creases from 58 to 60 years.

* The level of new unemployment pensions is lowered. The
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projected pension component is no longer added to the un-
employment pension, but it is paid when the unemployment

pension becomes an old-age pension.

2003

* Parliament passes the 2005 pension reform package
(described in the next chapter).

* The retirement age for the part-time pension is restored
from 56 to 58 years for those born in 1947 and later.
Simultaneously, pension accrual during the part-time pen-
sion is weakened somewhat.

* The individual early pension is no longer granted to persons
born after 1943. However, in the public sector, individual

early pensions may still be granted to persons born between

1944 and 1947.

3.3 The 2005 pension reform

Like most reforms listed above, the 2005 pension reform was
based on an agreement by the social partners. These reforms,
including the 2005 pension reform, were negotiated in the Puro
group.

The most difficult question in the 2005 pension reform was a
change from the final salary principle to the career average

principle.7?) In 1996 the four-year- final salary rule had been

77) 1 began working at the Finnish Centre for Pensions in 1999. The dispute



extended to 10 years. In practice this 10-year rule was
complicated. There were numerous exceptions to the basic
rule. Labour union organisations representing educated work-
ers (STTK and AKAVA) opposed career average pensions. The
organisation representing blue collar workers (SAK) and em-
ployers were favouring the career average rule.

In the end, all but AKAVA (representing academic workers)
endorsed the career average rule. The reform was put forward
despite AKAVA opposing it. It is noteworthy that, currently, vir-
tually nobody questions the praxis of having the career average
earnings instead of the final salary as the basis of earn-
ings-related pensions.

After the social partners reached a mutual understanding of
the 2005 reform, a formal law preparation process took place.

The aims and means of the 2005 pension reform were as fol-

lows (adapted from Borsch-Supan [2005]):

(1) to make the earnings-related scheme more sustainable by
(1 a) increasing the extent of prefunding, and

(2 b) linking benefits to life expectancy;

(2) to increase labour force participation among older workers

by

between career-end salary versus career average salary as a basis for the
pension was evident to all of us who were involved in the reform process.
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(2 a) introducing a flexible retirement age window,

(2 b) sharply increasing the accrual rate within the window
of retirement,

(2 ©) increasing the actuarial adjustment of early retirement
pensions,

(2 d) abolishing the cap on the replacement rate, and

(2 e) restricting access to other pathways to retirement;

(3) to make the system more equitable by
(3 a) basing benefits on life-time earnings,
(3 b) equalizing the minimum age for benefit computation
and contribution requirement,
(3 ©) changing the indexation rules, and

(3 d) redefining accrual for certain non-working episodes.

Sustainability was enhanced, in particular, by linking benefits
to life-expectancy. In other words, the life-expectancy co-
efficient was introduced. The idea of this coefficient was cop-
ied from Sweden.

The life-expectancy coefficient was agreed in the following
way. After everything else was agreed on, a representative of
blue-collar workers (SAK) asked if the problem of increasing
life expectancy should be settled, as well. A recent report by
Lindell et. al. (1999) showed how the Swedish adjustment

mechanism to longer life expectancy could be applied to the



Finnish pension system. This proposal was accepted by others
and it was added to the 2005 reform packet.

Only later was it understood that the life-expectancy co-
efficient was a major step that made the Finnish pension sys-
tem more sustainable by making Finnish earnings-related pen-
sions less generous in the long run. Currently the life-expect-
ancy coefficient cuts approximately 5 per cent from new earn-
ings-related pensions. If mortality trends continue as before,
this effect is likely to become very significant (see Chapter 4).

Restricting access to other pathways to retirement (2 e)
meant several things. The most important was an abolition of
the unemployment pension. However, it was partially replaced
by additional days of the unemployment benefit.

Subsequently there have been further increments to the age
limit of the unemployment pathway to retirement. The current
Finnish government has decided to abolish the additional days
of the unemployment benefit altogether, but this reform has
not been implemented yet.

Introducing a flexible retirement age meant that individuals
could decide their retirement age within a window of 63 to 68
years. Before the 2005 reform, the general retirement age was
65, with a possibility to take out early pension with an actuarial
adjustment of the pension from the age of 60 onwards. The ac-
crual rate after reaching 63 years was increased to 4.5 per cent

to encourage longer work careers.
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The flexible retirement age and the life expectancy co-
efficient formed a pair. On the one hand, the life expectancy
coefficient reduced the monthly pension but, on the other
hand, the flexible retirement age gave an individual the oppor-
tunity to continue working and thus compensate for any ad-
verse effects of the life-expectancy coefficient.verse effects of

the life-expectancy coefficient.

3.4 Financing

Financing rules have evolved in connection with benefit
rules. However, these reforms have taken place slightly
differently. Moreover, financing rules differ markedly across

the pension systems.

3.4.1 Private sector employees

The financing of private sector employee pensions was based
on partial funding from the beginning. Formally almost all
old-age pension accruals were prefunded until 1997. In prac-
tice, however, the funding rate was rather modest, approx-
imately around 20 per cent. A number of aspects were not tak-
en into account in funding. For example, costs arising from in-
dex adjustments to accrued pensions and pensions in payment
were not prefunded. 78)

From the beginning to the early 1990s, loans to employers

78) This applies still.



were the main investment vehicle. Under interest rate control
and high inflation, the real return on these loans was negative
or modest at best. During the 1990s, as a result of the deep de-
pression, the demand for loans from employers declined. The
state of Finland became the most important borrower. The sol-
vency capital was small, and therefore it was not possible to

take investment risks.

The 1997 financing reform enabled changed investment
rules:

- A technical discount rate was lowered from 5 to 3 per cent.
Accrued funded pensions were cut so as to maintain the
present value of funded pensions intact. This increased reli-
ance to PAYG financing.

- Lower discount rate would have implied higher funded
contribution. Rather than increase the contribution rate, it
was decided to decrease funded accrual rate to 0,5 %. That is
1,5 per cent accrual rate remained, but only 0,5 % accrual
was prefunded (still index adjustments etc. remained PAYG).

- Solvency capital of pension providers were increased. This

enabled more risk bearing investments.

In 2007, increased stock allocations were enabled by making
the pension liability more flexible. Liability would increase or

decrease depending on the returns of stock investments. The
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timing of this financing reform was somewhat unfortunate. The
2008 financial crisis hit Finnish pension institutions hard. They
had to sell stock amid the crisis. To prevent further damage,
private sector pension providers were bailed out by quick
changes in the legislation.

During the 2010s, the flexibility of pension liability with re-
spect to stock returns was further increased. Currently, 20 per
cent of the required return on pension liability is tied to re-
alised stock return.

The currently required return on liability is based on an aver-
age solvency (80% weight) and an average stock return (20%
weight) of pension providers. However, there is a minimum re-
turn of 3 per cent stemming from the discount rate.

As the Covid19 crisis hit the stock market, it seemed for a
moment that yet another bailout would be needed. However,
markets recovered and no legislative action was required.

There are two interlinked factors which a private sector pen-
sion provider must take into account when making decisions
on asset allocation. First, solvency must be maintained
continuously. Second, the required rate of return depends on
the return other (rivalry) providers are achieving. Therefore, a
pension provider takes risks if it decides to allocate assets dif-

ferently than others.



3.4.2 Public sector employees

The local government pension system was fully PAYG until
the end of the 1980s. In 1988, Keva (the Local Government
Pension Institution) began prefunding. Currently Keva has
more assets relative to pension expenditure than private sector
pension providers.

Keva exercises great discretion over its investment policy.
Despite this discretion, Keva's investment allocations do not
differ very much from those of private sector pension
providers.

The State Pension Fund (VER) is a less independent investor
than Keva. There are two major similarities, however. Assets
held by VER form a buffer fund and VER does not have any sol-
vency rules. In practice, funding in VER is somewhat condi-
tional on state finances. The State can adjust outflows from
VER relatively flexibly. The State is responsible for paying the

pensions

2H 13-3) Pension assets, accrued pensions and funding ratio as of
31.12.2017. Accrued pensions are discounted by 2,5 per cent real
rate till 2028 and by 3,5 per cent real rate thereafter

. All
Private Local earnings—
sector governmen State 9
related
employees ts -
pensions
Assets (€ billion) 126,2 19,6 52,3 202,3
Accrued pensions (€ billion) 414,2 94,6 137.3 714,5
Funding ratio (%) 30,5 20,7 38,1 28,3

Z}&: Tikanmiki et al 2019
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3.5 Towards the 2017 pension reform

It was gradually observed that the employment rates of per-
sons around 60 years increased markedly. However, 63 years
seemed to become the new normal retirement age. This im-
plied that benefit levels and labour supply would decline in the
long run more than anticipated. Furthermore, the 2008 finan-
cial crisis hit the Finnish economy badly. A roughly eight per
cent GDP collapse with very sluggish recovery was seen. The
sustainability cap of the general public sector increased
markedly.

In 2009, prime minister Matti Vanhanen’9 proposed increas-
ing the retirement age to 65 years. This proposal met strong
opposition from the labour unions. A long negotiation process
began. Finally, in 2014, the labour market organisations
reached an agreement which was also accepted by the
Government. The aims of the reform were to extend working
careers by 1.5 years and to reduce the sustainability cap by 1
percentage point relative to GDP. This would be achieved by
raising the retirement age.

During the negotiation process, a number of studies evaluat-
ing the effects of the 2005 reform were published. Probably the
most comprehensive one was Uusitalo and Nivalainen (2013).

According to it, the employment effects of the 2005 reform

79) Basically, Mr Vanhanen was “a wrong man” to reform the earnings-related
pensions. His party (Centre) was actively reforming the national pension
system in late 1950s, leaving deep scars to social partners.



were modest. Early withdrawal from the labour market reduced

somewhat but retirement around age 63 increased as a result of

the reform.

The 2017 pension reform was preceded by an international

evaluation of the Finnish pension system published in 2013.

Professors Nicholas Barr and Keith Ambachtsheer conducted

the evaluation.

Barr summarises the strengths of the Finnish pension system

as follows:

1)

2)

3)

4)

5)
6)

The system involves all interested parties and is run
consensually.

The system is unified: though the earnings-related pensions
of workers in private firms are private and competing, they
operate within a unified national framework.

The system constrains workers' choices, both over how
much to save and over pension provider.

The system is compatible with labour mobility because the
pension systems of workers in the private, public and mu-
nicipal systems are all basically the same.

Adequacy: the system scores well for most people.

Coverage is high because (a) the national pension and guar-
antee pension are based on residence, (b) employment rates
in Finland are high for both men and women, and (c) the

earnings-related pension system covers almost all earnings.
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Barr finds two major problems, if the present system remains
unchanged:

1) Diminishing adequacy: if nothing changes, people will retire
at 63 with a lower and lower earnings-related pension via
the longevity factor.

2) Declining sustainability: contributions could rise as life ex-
pectancy increases; but contributions are already fairly high
by international standards, so the scope for increase is

limited.

As we will see in the following section, the 2017 pension re-
form addressed both problems. However, they are not solved.
In particular, plummeting fertility creates new sustainability
problems that Barr did not envision.

Ambachtsheer focused on the institutional structure and gov-
ernance of the Finnish pension system. He expressed doubts if
the decentralized and competitive model is the most efficient
one. Economies of the scale are lost and competition tends to
create  herd behaviour in asset allocation decisions.
Furthermore, the relatively high weight of domestic invest-

ments was questioned.

3.4 The 2017 pension reform
The most important change of the 2017 pension reform was

to increase the old-age pension retirement age. It will rise



gradually by three months per year until 2027. This increase
started from the 1955 birth cohort. As of the 1965 birth cohort,
the retirement age for the old-age pension will be linked to life
expectancy. The retirement age will rise so that the ratio be-
tween the theoretical working life (time from age 18 to the
old-age retirement age) and life expectancy at the retirement
age will remain stable.

The calculation of the life-expectancy coefficient changes
when the retirement age is linked to life expectancy. The life
expectancy coefficient will cut the benefit levels less. The idea
is that the capital value of the pension will remain independent
of life expectancy. However, when the retirement age rises, the
life expectancy coefficient need not cut benefits as much as the
pre-2017 legislation implied. In other words, there will be no
double counting of longer life expectancy.

Accrual rules were also changed. The starting age of accrual,
which comes with the requirement to pay pension con-
tributions, was lowered to 17 years. The accrual rate of 1.9 per
cent for persons aged 53-62 was lowered to 1.7 per cent. This
will be further lowered to 1.5 per cent in 2025. Before 2017, the
accrual rate for persons aged 63-67 was 4.5 per cent, but there
was no separate increment for deferred retirement. This super
accrual rate was replaced by a regular 1.5-per cent accrual rate
and an increment for deferred retirement of 0.4 per cent per

each deferred month.
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The part-time pension was replaced by the partial old-age
pension. The former was essentially a subsidy for reduced
working hours. The latter includes an actuarial reduction for
early retirement (0.4% per month). There are no limitations to
the amount of work that can be done while drawing a partial
old-age pension.

The years-of-service pension as a new benefit type was
introduced. This pension may be granted to a claimant who has
turned 63 years and whose working life, spanning at least 38
years, has mainly involved strenuous work. So far, the role of
this benefit has been, in practice, zero.

The Finnish Centre for Pensions projected that the reform
would somewhat reduce expenditure and contributions relative
to wages (53 3-14). Most importantly, the projected con-
tribution rate after the reform seemed to be relatively stable.
Also, monthly pensions were projected to increase somewhat.
In fact, the projections implied that pension expenditure would
increase because of the reform but the wage bill would in-

crease even more, resulting in lower contribution rates.



2 H 13-4) Projected effects of the 2017 pension reform

Pre—refom projection 2020 2025 2040 2060 2080

Contribution rate, % 25.4 25.9 24.7 25 26.2

Expenditure relative to wage bill, % | 28.1 28.7 27.4 28.4 29.6

Effect of the reform

Contribution rate, % -1.0 -1.5 -0.3 -0.6 -1.3

Expenditure relative to wage bill, %| 0.0 -0.8 -1.3 -0.7 0.1

Z}&: Reipas and Sankala 2015

Intergenerational effects of the reform were explicitly taken
into account in the reform proses. In fact, this was one rela-
tively important aspect of the reform. ¥1% 13-16 shows a co-
hort specific effect of the reform on life-time pension benefits
and contributions. These effects are expressed as per cent of
life-time earnings. The cohorts born from 1960s to 1980s faced
a modest reduction in their pension benefits. Younger cohorts
gained in terms of pension benefits. Those born in the 1970s

and later gained in terms of pension contributions.
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(B3 13-16] Projected effects of the 2017 pension reform by birth year,
reform effects as a per cent of present value of life—time

earnings
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A gradual process of pension reforms from the 1990s have
changed the Finnish earnings-related pension system in a num-
ber of aspects. The basic idea of earnings-related and partially
funded (but mostly PAYG) pensions has remained. Early retire-
ment is now less common and old-age pensions are less
generous. The role of prefunding has increased, in particular as
public sector buffer funds were created. All this has made the
system more robust in a face of an ageing society. However, it
is virtually impossible to know the total effect of these reforms.
(319 13-17] shows how present law projections of earn-

ings-related pension expenditures relative to the wage sum



have evolved under the last three decades. With great con-
fidence we can claim that the current earnings-related pension
scheme is much more robust than the one prevailing in the be-

ginning of the 1990s.

(81" 13-17) Earnings—related pension expenditures relative to the wage sum,
realised figures and long—term projections from selected years
(P 1990 - P 2019)
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3.5 Current discussions

3.5.1 Effects of the 2017 pension reform

It is still too early to assess rigorously the effects of the 2017
pension reform. However, it seems that increasing the general
retirement age works as intended: older persons tend to post-
pone their retirement and lengthen their working lives. The ex-
pected effective retirement age has increased in line with
pre-reform assumptions. It was assumed that the expected ef-
fective retirement age would increase to 62 years by 2020
(Reipas and Sankala 2015). The actual age in 2020 was 61.9
years (-1 13-19]). In 2021 the expected effective retire-
ment age increased to 62.4 years. This was a goal of the reform
to be achieved in 2025. However, covid19 pandemic may have
caused this outcome.80)

Though the effective retirement age has increased markedly
from the mid-1990s, life expectancy has increased even more.
Male life expectancy has increased by 6.0 years between 1996
and 2020 while the effective retirement age has increased by
3.8 years. The corresponding figures for females are 4.1 years
and 2.5 years, respectively. The employment rate of the elderly

has also increased markedly ((F19 13-18)).

80) Medical resources have been devoted to the covid pandemic. Persons with o
ther health problems may be waiting. https://www.etk.fi/en/research-statisti
cs-and-projections/statistics/effective-retirement-age/



(BE1" 13-18] Employment rates 1990-2020, by age
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(E1" 13-19] Expected effective retirement age 1996-2020 by gender
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3.5.2 Plummeting fertility

Because of decreasing fertility, population prospects wors-
ened during the last decade. In 2010, the total fertility rate
(TFR) was 1.86. By 2019, it had plummeted to 1.35. When the
2017 pension reform was prepared, no attention was paid to
decreasing fertility. With hindsight, a slight decrease was ob-
servable at that time. But while the 2017 reform was prepared,
the population projection by Statistics Finland from 2012 was
applied. Therefore, the latest population data taken into ac-
count was from 2011.

The long-term prospect of the Finnish work force was stable
in the 2012 population projection but no longer so in the 2018
population projection ([(3*1¥ 13-20]). The new population
projection implied an ever-shrinking labour force. In the
2070s, the population in the age bracket 15-64 would decline
from 3.5 to 3.0 million. This implies that expenditure relative
to wage bill would increase from 30 to approximately 35 per
cent.

In other words, when the 2017 reform was agreed on, it
seemed that the workforce would be roughly constant in the
long run. The reformed system, together with this population
prospect, implied that the pension system was on a stable path.
However, right after the 2017 reform became effective, the
population prospect had turned dim.

In Chapter 4, we present some scenarios which highlight the



effects of the future fertility rate on pension financing.

(512 13-20] Population aged 15-64 in Statistics Finland's population forecasts
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3.5.3 External evaluation
A report “Pension adequacy and sustainability: An evaluation
of the Finnish pension system® by professor Torben M.

Andersen was published in the autumn of 2021.

According to Andersen report, the system is well-functioning,
and the outcomes stand strong in international comparison.
The key strengths of the system are as follows:

(1) From a citizen's perspective the pension system has a rela-
tively simple defined benefit structure and portability of

pension entitlements across jobs.
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(2) Pension adequacy assessed in terms of both poverty allevia-
tion and replacement rates is currently on par with or better
than most other countries.

(3) Automatic adjustment mechanisms linked to longevity play a
crucial role for the financial viability of the system, and

therefore its resilience.

The key challenges are the following:

(1) The financial viability of the system is challenged in the me-
dium to long run. Built-in adjustment mechanisms are not
strong enough to ensure a balance between contributions
and pension expenditures.

(2) The regulatory framework for pension providers” investment
policies is not clearly aligned to the properties of the pen-
sion system.

(3) The projected real value of pensions increase across all
groups. However, there is a widening gap between pen-
sioners and those active in the labour market and, in the
long run, a tendency towards widening inequality within the

group of pensioners.

Andersen points out that a financing problem is likely to
arise according to the projections. Neglecting this issue in-
creases the likelihood that large changes will be needed at

some point in the future. This creates uncertainty and has in-



tergenerational distributional consequences. It is therefore im-
portant to formulate a reform strategy. Andersen sees two al-
ternative strategies. One is to increase contribution rates to al-
low for more pre-funding. Another is to further strengthen ad-
justment mechanisms to minimize the need for discrete inter-

ventions in the future.

3.5.4 Automatic adjustment mechanisms

The former managing director of the Finnish Centre for
Pensions, Jukka Rantala (2019)8D, proposed that new automatic
adjustment mechanisms should be seriously studied. According
to Rantala it would be a problem from the point of view of in-
tergenerational fairness if pension contributions and future
pension accruals were only margins of adjustment.
Furthermore, uncertainty surrounding future policies would
erode the credibility of the pension system. There were two
reasons this was a significant statement. First, Rantala has a
long and distinguished history in the pension system. Second,
policy statements given by him are rare.

In essence, professor Andersen (2021) repeated the argument
stated by Rantala. Financing problems are likely to create un-
necessary uncertainty, and adjustments may be unfair for
younger generations.

Automatic adjustment mechanisms are currently under

81) https://www.etk.fi/blogit/uudet-elakelaskelmat-antavat-aihetta-pohdintaan/
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discussion. However, preparations are by no means intense.
This is probably because there is no immediate pressure to do

anything. It remains to be seen if new stabilizers will emerge.

3.5.5 Investment rules

The private sector employee scheme applies a 3 per cent
nominal discount rate when calculating old-age pension con-
tributions and pension liability. This level was introduced in
1997 (see above). At the time, long-term market rates were over
3 per cent. That is, in 1997 the minimum interest rate required
from the pension insurers was easily reached by investing as-
sets in long-term bonds. This margin of safety no longer exists.
On the contrary, the discount rate is far too high relative to the
market rates.

An obvious solution to the high discount rate would have
been to lower it. This was done in 1997. However, now this sol-
ution was not chosen. It was decided to keep the discount rate
at 3 per cent and to make the return requirement more flexible.

Should the solvency of a pension provider decline much, the
required return on pension assets could be less than 3 per cent.
A change in law enabling this is now under preparation in the
Ministry of Social Affairs and Health.82) Right now the solvency

of the pension providers is record strong. However, the finan-

82) Risku et. al. (2020) studies various alternatives to financing rules, including
a lower or a more flexible discount rate.



cial crisis in 2008 and the corona crisis in 2020 revealed that

solvency may decline very rapidly.

3.5.6 An attempted merge of the private sector and local gov-
ernment employee schemes

As explained above, the earnings-related pension system
consists of numerous separate pension schemes. Benefit rules
in these schemes are roughly identical but their financing is
separate (i.e. local governments are financially responsible for
local government pensions etc.). This creates some practical
frictions. It also creates extra uncertainty regarding financing.
Should employment patterns between separate schemes
change, losing schemes would experience difficulties with
PAYG financing.

There was a serious attempt to merge the two largest earn-
ings-related schemes, that is, the private sector employee
scheme and the local government scheme. However, the parties
involved in the process were unable to find an acceptable sol-
ution, and consequently this attempt failed in the autumn of

2021.
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4 Future prospects

4.1 Pertility

The fertility rate affects long term prospects of PAYG
pensions. If a decline in the fertility rate is observed, it can
easily be overlooked. Ensuing problems are not immediate and
one can assume (or hope) that the situation improves by itself.
However, a prolonged low fertility changes the population

structure for the long run.

In the following we will demonstrate the effects of the fertil-
ity by three scenarios. In each of the scenarios the total fertility
rates (TFR) will be a constant:

* In the baseline projection, TFR is 1.45.

* In the projection with low birth rates, TFR is 1.20.

* In the projection with high birth rates, TFR is 1.70.

The baseline projection is based on Statistics Finland's 2018
population projection. By historical standards, TFR is relatively
low in the baseline projection ((F+1% 13-21]). However, it is
slightly higher than the current level. The trend seems to be
rather a declining than an increasing fertility. This is the case
internationally, as well. For example, urbanisation seems to be

connected to a declining fertility rate.



(BE1" 13-21] The total fertility rate in Finland 1960-2020.
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The birth rate will not affect pension expenditure in a sig-
nificant way until the 2060s. It will, however, affect the financ-
ing base of pensions already as of the late 2030s when those
born in 2019 start to enter working life. The impact will grow
gradually over several decades and be fully realised in the
2100s.

The number of working-age people declines in the long run
in all fertility projections. Currently the population aged 15-64
years numbers 3.4 million. In the baseline projection, the num-
ber goes down to 2.7 million by 2085 ((1% 13-20)). In the
low TFR projection, the population aged 15-64 years numbers
2.3 million at year-end 2085, and in the high TFR projection,

3.2 million.
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In the low TFR projection, the wage sum is 7.5 per cent lower
than in the baseline projection by 2065. By 2085, it is 15.4 per
cent lower. In the high TFR projection, the wage sum is 7.6 per
cent higher by 2065 and 16.6 per cent higher by 2085 than in

the baseline projection.

(B3 13-22] Pension expenditure relative to wage bill, private sector
employees
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(B8 13-23] Pension contributions relative to wage bill, private sector
employees
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A lower or higher wage sum affects directly the ratio of pen-
sion expenditure relative to wage bill. In the baseline projec-
tion, the ratio is 37 per cent (private sector employees, TyEL).
In the low TFR projection, it is 43 per cent and in the high TFR
projection, it is 32 per cent.

It is important to note that prefunding dampens the effects of
fertility on the contribution rate. In 2085, the effect of the low
fertility rate is 6.1 percentage points when we look at ex-
penditure relative to wage bill. The effect is 4.1 percentage
points relative to the contribution rate. (1% 13-22], (F1¥
13-23])

It would be possible to further dampen the effects of the fer-
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tility rate on the contribution rate just by increasing the fund-
ing ratio. In a fully funded system, there is no direct link be-
tween the contribution rate and the fertility rate. However, full
(or almost full) funding would require very high contribution
rates in the first place. But there is another way to proceed.
The level of prefunding could be conditional on the relative
number of young people. Risku et. al. (2020) presents a study
case of this idea.

Consider the relative number of the working age population (
NWA;) and that of the children (NC) in year i (NWA,/NC)). If
this ratio goes up, it tells that prefunding should be increased
to smoothen contributions in the long run. In fact, precisely in
this case the nation would need to invest less for its own
offspring. Financial assets could be a substitute to fewer chil-

dren in terms of pension financing.

Let us fix a starting year, say 2022. Now we could simply ad-
just the volume of prefunding by the fraction
LA
NG,
( NWAZOZZ )
NCZOZZ

Given this rule, nothing happens to prefunding in 2022. But
after 2022, the volume of prefunding increases automatically if
the relative number of children declines.

However, since nothing happens during the first year of the



reform and all subsequent changes are only gradual, the effects
of this policy are likely to be relatively modest. Of course, the
effects of this policy depend on the population structure.
(19 13-24] demonstrates the effect of this policy on the
private sector contribution rate in Finland. This rule would first
imply higher contribution rates. Later on, it would allow lower
contribution rates than the present legislation does. The pro-
jection presented in [F+71% 13-24] is based on a TFR of 1.35. If
one assumed a lower TFR, the effects of this policy would be
more pronounced and vice versa. Even though this technique
in itself would not change much, as part of a larger reform
packet, it might be one way to automate adjustments to an age-

ing society.

(£33 13-24] Private sector pension contribution rate under present law and
under age structure related prefunding
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4.2 Migration

Higher immigration could help counteract the adverse effects
of population ageing. Lately, net migration in Finland has been
around 15,000 per year. This can be compared to the number
of births: 55,000 in 2020. As far as Finnish earnings-related
pensions are concerned, immigration is likely to be beneficial.
If people work, they first contribute to the system and only lat-
er receive benefits. If they are outside the labour force, they
are not covered by the earnings-related pension system.

However, when considering wider public sector finances, the
above does not hold. Persons contributing little to the public
sector but benefitting from public transfers and services are not
likely to strengthen the public sector, neither in the short nor
in the long term.

On the other hand, when speaking of immigration, public
sector sustainability is not all that matters Employees may be
needed for certain jobs (consider, for example, care workers in
an ageing society) and value added to the economy as a whole
might be positive even if the effects on the public sector were
negative.

Migration is a much wider issue than that of pension
financing. A careful policy analysis should take this into

account.



4.3 Mortality

The 2005 pension reform introduced the life expectancy
coefficient. The idea of this coefficient was to fix the capital
value of old age pension even if mortality declines. Insured
could counteract the effects of the life expectancy coefficient
by postponing their retirement. Hence the window of flexible

retirement was introduced between ages 63 and 68 years.

(2112 13-25] Life-expectancy at birth by gender 1972-2020
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It turned out that introducing the life expectancy coefficient
was only partly successful. Starting pensions were adjusted by
the coefficient. This benefit reduction has been widely ac-

cepted by the public.83) However, no signs of postponed retire-
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ment were observed. In the long term, labour supply and pen-
sion levels were at risk. Hence in the 2017 pension reform, the
mechanism was adjusted. Both the retirement age and the pen-
sion level are now linked to life expectancy.

It is noteworthy that without the automatic adjustment to
longer life expectancy, the Finnish earnings-related pension
system would be financially unsustainable. This is the case at
least if the current mortality trend continues. Earnings-related
pension expenditure relative to wage bill would increase con-
tinuously from an already high level of an ample 30 per cent to
almost 47 per cent by 2085. Our present law projection in-
dicates that expenditure relative to wage bill will reach 37 per
cent by 2085.84)

The current system must be reformed to be sustainable in the
long term. Without automatic adjustments to longer life ex-
pectancy, a reform is inevitable sooner or later. From a genera-
tional point of view, it was more equitable that the life expect-

ancy coefficient was decided on 20 years ago.

83) The earnings-related pension index putting a 20 per cent weight on
earnings growth and an 80 per cent weight on price changes has been
almost continuously under popular criticism. The criticism is that the
weight on earnings growth should be higher.

84) This projection is based on Statistics Finland's population projection like
other projections in this paper. It assumes that the observed declining
mortality trend will continue.



(B8 13-26] Earnings-related pension expenditure relative to wage bill, all
earnings—related pension laws
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Adjustment mechanism implies later retirement and lower
pensions. The lowest retirement age was 63 years for those
born in 1954 or earlier. For younger generations the retirement
age will be increased by 3 months per cohort, until it is 65
years. The generation born in 1965 is the first with retirement
age tied to the life expectancy. According to the current
Statistics Finland population projection the retirement age for
those born in 1970 will be 65 years and 8 months. Currently the
value of the life expectancy coefficient is approximately 0.95.
It will be good 0.9 for those born in 1970 according to the pop-

ulation projection.

So far, the decline in the mortality rate has been relatively

stable in Finland ((321¥ 13-25]). Effects of the covid19 pan-
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demic have been at least so far rather limited to mortality. The
life expectancy coefficient and the retirement age are based on
a mortality averaged for the past five years. In practice, minor
year-by-year changes in the mortality rate are irrelevant.
However, the adjustment mechanism is not suitable if we were
to face a strong transient change in the mortality rate or the
mortality trend were to change in a fundamental way. Past data

would be inappropriate in such scenarios.
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