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1.



Foreword



In Sweden, efforts initiated in the 1990s resulted in the pension reform which was implemented as of 1999. The old pension system was underfinanced, and with an ageing population this problem would have become more evident in the future. The alternatives were to raise pension contributions, which would place a heavy burden on the working population, to reduce benefits or to raise the retirement age. Price indexing of pensions and pension rights also contributed to the financial instability of the system. The new national pension system that has been introduced is flexible to both demographic and economic fluctuations and is also financially stable. It has the support of a large majority in the Swedish parliament, Riksdagen. Thus, a pension system that is both politically and financially sustainable in the long term is already in place. In the light of this, naturally the essential contents of Sweden’s first strategy report were already well known. For this reason, the first report was not published in Swedish and has therefore had no noticeable impact on national debate or policies. Nowadays, the public debate primarily concerns effects on pension levels following the reform and also pension development for current pensioners. In this context there are also discussions about how the new and sustainable system will affect pension levels in the long term. A matter given political priority is to spread knowledge about the function and effects of the system so that beneficiaries can make conscious choices in matters that affect their pension. All in all, the contents of the new report should contribute to the debate on the effects of the pension system and it is, therefore, positive that it is also being published in Swedish. This report is based on the eleven objectives set within the framework of the open method of coordination in the pensions area which the European Council approved at Laeken in December 20011. Based on these objectives, member countries shall present a national strategy report on 15 July 2005. This report is Sweden’s contribution. Pensioner organisations, labour market partners and some authorities and organisations have been given an opportunity to comment on the formulation of the report. The report is divided into three chapters based on the overall Laeken objectives of adequate pensions, the financial sustainability of the pension system, and modernisation of the system. It begins with a description of Swedish pensions.
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For an overall picture of Swedish pensions and the eleven Laeken objectives, see annex 5.1
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2.



Swedish pensions



Swedish pensioners’ income primarily comes from the national pension system. Alongside this income, almost all receive an occupational pension. In addition to the national pension and occupational pension, the individual is free to supplement these insurances with private pension savings. A state tax-financed guarantee pension is paid to those who have not earned an adequate income-related pension themselves. For those who do not qualify for a sufficiently large guarantee pension there is a so-called maintenance support for the elderly. A means-tested housing supplement may also be granted to those in need of it. This basic security is intended to give pensioners an adequate standard of living and constant purchasing power over time. In addition to the pension system’s benefits, there are other public services and benefits aiming to enable the elderly to maintain a good standard of living. 2.1



The new national income-based pension system



The reformed national pension system has been gradually introduced and special provisional rules apply for certain age groups2. The new national income-based pension system is largely a pay-as-you-go system, that is to say an insurance system where the contributions paid in by those who are gainfully employed cover that year’s pension disbursements. At the same time, the contributions are registered in fictitious individual accounts. Pension rights of 18.5 per cent of the pensionable income are credited throughout a lifetime in accordance with the so-called life-income principle, in which every Swedish krona paid in to the system results in an equivalent pension entitlement. When a pension saver dies, the remaining funds on the saver’s account are divided amongst other savers in the form of a survivor’s bonus. The fixed charge of 18.5 per cent of the pensionable income is paid in partly by the beneficiary and partly by the employer. The beneficiary pays a national pension contribution of 7 per cent of his/her gross income up to a ceiling of 8.07 income base amounts3. The national pension contribution reduces the pensionable income to 93 per cent of the gross income. The employer’s contribution fee to the pension system, the old-age pension contribution, amounts to 10.21 per cent of the wage amount and is paid on incomes up to 8.07 income base amounts. Additionally there is a tax on incomes over 8.07 income base amounts. This tax, at the same percentage as the pension contribution, goes to the Central Government budget and has no connection to the income-based pension system. In the national pension system that applied before the reform, there was a ceiling for income that was pension accruing. The ceiling was price-indexed between the years 1960 and 2001. As incomes on average increased more rapidly than prices, price indexing of the ceiling resulted in a reduction in incomes insured in the national old-age pension system from around 97 per cent of the income sum in 1960 to under 90 per cent in 2000. After 2002, the ceiling has instead been indexed according to change in average income, which means that the proportion of the income sum insured in the national system will, in principle, remain fixed irrespective of income development. In addition to income from gainful employment, compensation for loss of income in the case of, inter alia, sickness, unemployment and parental leave is also pensionable. The equivalent 2



For a more detailed description of the old pension system and the provisional rules, see annex 5.2 The income base amount for 2005 is SEK 43 300 and is adjusted upwards according to changes in the income index, that is to say average income development.
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of the contribution the employer would have paid is financed from the Central Government budget. Furthermore, in addition to real income, some fictitious incomes give pension rights. In a life-income based pension system, there is a need for special compensation, from a pension point of view, for absence from the labour market that should reasonably not result in reduced pension entitlement. Certain groups in society are therefore credited with a supplementary pension right, a pensionable amount. Pensionable amounts are given to four groups: parents of small children, national military service, students and persons with sickness compensation and activity compensation. These amounts are financed totally from public revenue. Contributions are paid into two different parts of the pension system, which together make up the national income-based pension. The lion’s share, 16 percentage points of the pensionable income, go to the pay-as-you-go system, that is to say an insurance system in which the contributions paid in by those in gainful employment cover that year’s pension disbursements, and give the equivalent pension entitlement. The remaining 2.5 percentage points are consolidated in the premium pension system in an individual premium pension account, in funds of the beneficiary’s choice. The accumulated contributions paid in to finance insurance for the income-based pension from the pay-as-you-go system are managed in a buffer fund. The buffer fund is included amongst the assets of the pay-as-you-go system and evens out any fluctuations in the flow of pension contributions and pension disbursements. It also contributes to the long-term financing of the pension system. Pension rights earned in the pay-as-you-go system are adjusted upwards according to changes in average income in society. In the previous defined-benefit system, the value of pension benefits earned was linked to the development of the consumer price index. This guaranteed the purchasing power of pension benefits. However, in that real income development was not followed, pension rights and the relative value of the pensions did not develop in pace with the general standard of living. On retirement, the annual value of the pension is calculated by dividing the individual’s accrued capital in the pay-as-you-go system by the annuitisation divisor. This is based on the statistical expected remaining average life expectancy of the cohort and a norm for national future annual growth of average wages of 1.6 per cent. The expected growth is incorporated so that the step from wage to pension will not be too great. The pension capital divided by the annuitisation divisor gives the annual income-based pension. The later a person retires, the higher the annual pension will be since the pension capital increases at the same time as the then remaining life expectancy and hence the annuitisation divisor decreases. For pension disbursements, flexible indexing is applied which means that the pension is adjusted upwards in relation to average income development in society, deducting the growth norm of 1.6 percentage points which has already been calculated for on retirement. If there should be an unfavourable demographic or economic development, the pay-as-yougo system’s financial stability may be temporarily threatened and for this reason it also contains an automatic balancing mechanism. By dividing the system’s assets, namely revenue from contributions and the buffer fund, by total pension liability, a measure of the pay-as-you-go system’s financial status is obtained, a so-called balance figure. If the balance figure exceeds one (1), assets outweigh liabilities. If the balance figure is less than one, liabilities outweigh assets. Should the balance be allowed to be less than one over a long period, the buffer fund may be emptied and it would not be possible to finance the income6



based pensions with a contribution of 16 per cent. In order to avoid this situation, indexing of pensions and pension balances will be annually recalculated using a lower index number if the balance figure is less than one. As the financial situation improves, there will be a return to income indexing. In addition to the income-based pension from the pay-as-you-go system, there is the premium pension, the size of which depends on contributions paid and what return the chosen funds have yielded. The premium pension saver can place funds in up to five different funds. There are almost 700 funds with varying risk profiles to choose between within the system. It is also possible to switch funds at any time and there is no charge for this service. If the saver does not choose a fund, the money is placed in the publicly managed Premium Saving Fund (Premiesparfonden). A charge of, at present, 0.22 per cent of the credit balance on each premium pension account is deducted annually for administrative costs. In accordance with cooperation agreements with the fund administrators, the Premium Pension Authority (PPM) is entitled to a discount on their contributions. PPM returns the discount to the premium pension savers. Assets in the premium pension system can only be used for disbursement of pensions. However, there are possibilities of taking out survivor’s protection in favour of a protected circle of survivors. On retirement, the beneficiary can choose either to keep his/her capital in the chosen funds, which gives a pension that is recalculated every year taking into account how the value of the funds has developed, or to place the capital in a traditional annuity insurance that guarantees life-long disbursement of a fixed monthly amount. If the annuity alternative is chosen, the financial risk is transferred to PPM. In both insurance forms, the method used in principle is that the value of the pension account is divided by an annuitisation divisor based on estimated average life expectancy and, on retirement, the pension benefit is credited with an estimated future interest rate of 3 per cent minus administrative costs. The 3 per cent interest is an assumption of future return on the pension capital when the pension is calculated. If returns are in excess of 3 per cent in a traditional insurance, an additional amount is disbursed. In the fund insurance alternative, the credit balance on the premium pension account will be higher to the equivalent extent and the higher credit balance is the basis for calculation of the annual pension. Income-based pensions and premium pensions can be drawn from the age of 61 at the earliest. The size of the annual pension will increase the later a person chooses to retire. Pension rights may be earned for an unlimited time, and no definite retirement age exists. Under the Employment Protection Act, an employee is entitled to stay on in his/her employment until his/her 67th birthday. 25, 50, 75 or 100 per cent of the pension may be drawn. If the individual continues to work after beginning to draw the pension, new pension rights are earned irrespective of age. 2.2



Occupational pension and private pension saving



A very large proportion of wage earners, approximately 90 per cent, are covered by some form of occupational pension insurance. The four major collectively bargained contract areas insure about 80 per cent of wage earners. Occupational pension agreements are generally concluded through collective agreements between labour market partners and are binding on all parties included in the agreement. Legislation makes no particular demands on the contents of the pension agreements. Defined-benefit solutions previously dominated the market but now a clear trend is noticeable towards defined-contribution occupational pensions.
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For wage-earners with incomes up to the social insurance income ceiling, collectively agreed insurance primarily implies a supplementary pension to the national old-age pension, while for those with incomes above the income ceiling in the national system, it is their main insurance protection. Collectively agreed insurances also contain to varying extents survivor’s protection (sum payable at death or repayment protection) and sickness insurance benefits in the event of long-term illness4. It is possible to supplement income-based pension and occupational pension with private pension saving. Private pension saving, in the form of an insurance policy or in a pension savings account, differs from other private saving in that it is tax deductible. Thus, the right to deduct private pension saving makes it easier for the individual to even out the difference in income before and after retirement and creates better preconditions for supplementing national pension and occupational pension with a private insurance. Since self-employed persons carrying on operations in a private firm or partnership do not have terms of employment with their company – which is a requirement for occupational pension – they are assigned to the regulations for private pension saving. In 2002, 44 per cent of women and 36 per cent of men aged between 22 and 64 saved in private pension schemes. Tax deduction pertaining to private pension saving may amount to half a price base amount as well as 5 per cent of the part of the occupational income that exceeds 10, but not 20, price base amounts. Depending on the size of the occupational income, the highest deduction allowed is therefore between SEK 19 700 and SEK 39 400 in 2005. Regarding private business activities, half a price base amount and in addition 35 per cent of the income from the business may be deducted. The total deduction may at most amount to 10.5 price base amounts. 2.3



Basic security



For those who for different reasons do not receive an adequate pension from the national pension system, the state provides basic security which is disbursed in the form of a guarantee pension or maintenance support for the elderly, sometimes supplemented by a housing supplement. In contrast to the old-age pension system outside the Central Government budget which is financed by contributions, basic security is tax-financed. Consequently, changes in benefit levels, as a result of political priorities, may occur in the future. A common feature of all the different forms of basic security is that they may be disbursed from the age of 65, at the earliest. Those who have not earned the minimum level of an income-based pension receive a guarantee pension financed from the Central Government budget to make up the deficiency. The guarantee pension is fully taxed and amounts to 2.13 price base amounts (SEK 83 922 in 2005) for single people and 1.90 price base amounts (SEK 74 860 in 2005) for married persons5. The fact that the guarantee pension is expressed in terms of the price base amount means that it is adjusted upwards every year with reference to the consumer price index. The reason why the guarantee pension is price-indexed instead of income-indexed like the national income-based pension from the pay-as-you-go system is that it is a basic security that must always guarantee a certain purchasing power. The guarantee pension is adjusted against other pensions from the Swedish old-age pension system and from comparable foreign national pensions, but is not reduced by wage income, capital income, occupational pension or private pension insurance. 4 5



For an overview of the major occupational pension agreements, see annex 5.3 The price base amount for 2005 is SEK 39 400.
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To receive a full guarantee pension, 40 years of residence in Sweden is required, counted from the age of 25 to 65. If the beneficiary has 39 years of residence, the guarantee pension is calculated as 39/40ths of the full guarantee pension. As a principle rule, guarantee pensions are only paid to persons living in Sweden. Housing supplement for pensioners is subject to means testing and is affected by housing costs, income and capital. The housing supplement amounts to 91 per cent of housing costs up to SEK 4 670 a month for single persons. Housing costs for a person who is married or cohabiting is calculated as half the couple’s joint housing costs, that is to say up to SEK 2 335 a month. Thus, the highest housing supplement that may be disbursed is SEK 4 250 a month. Housing supplement is reduced in accordance with special rules depending on the individual’s and any partner’s capital, pension income, income from capital, earned income, etc. The amount is tax free. If the pensioner’s income after deduction for reasonable housing costs is under an acceptable level, a special housing supplement may be granted. This benefit applies mainly to those with high housing costs. A reasonable housing cost is at most SEK 5 870 a month for single persons and SEK 2 935 for a pensioner who is married or cohabiting. The established reasonable standard of living after housing costs have been paid corresponds to 1.294 price base amounts (about SEK 51 000 in 2005) for those who are unmarried and 1.084 price base amounts (about SEK 42 700 in 2005) for those who are married. Only a reduced guarantee pension can be disbursed to those who have not resided in Sweden for a long enough period of time. To ensure that these people do not become dependent, in the long term, on social assistance from social services, there is further protection in the form of maintenance support for the elderly. This support is a means-tested benefit intended to guarantee a reasonable standard of living for persons who are 65 or older. It is tax free and its size depends on the income and housing costs of the beneficiary and his/her partner. Like the guarantee pension, maintenance support for the elderly follows the price index, since this support must guarantee a certain purchasing power. 2.4



Other benefits



Other systems and benefits are available that contribute to the welfare of the elderly and which are of major importance when assessing what is a reasonable level for pensions. This covers a wide range from high-cost protection to pensioners’ discounts on different products and services. Services of this type also contribute to ensuring that Swedish pensioners are active in most areas of social life and take part in both political and cultural activities. Care of the elderly is heavily subsidised and care recipients pay only a small part of the real costs. Each municipality determines the charges for care of the elderly itself. Most municipalities have income-related and benefit related rates. The greater part of care of the elderly is financed through taxes. Municipalities offer transportation service for those who due to a functional disability cannot travel by public transport. Through this service, people with a functional disability can travel by taxi or specially adapted vehicles at prices equivalent to those for public transport. The right to transportation service is means-tested. Regional and national journeys may also be undertaken within the framework of the service.
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In order to give people with a functional disability an opportunity to lead independent lives in their own homes, municipalities have a legal obligation to provide allowances for the adaptation of housing if this is needed to make the home of the disabled person better suited to the purpose. Adaptation may, for example, concern the removal of doorsteps and conversion of bathrooms. Regarding health and medical care, dental care and pharmaceuticals, there is special highcost protection which means the patient only pays charges or costs up to a certain sum.
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3.



Swedish pensions and the eleven Laeken objectives



3.1



Adequate pensions



The reformed national pension system aims to create fairness both within and between generations and also to be flexible to economic and demographic developments. The legitimacy of a national pension system is strengthened if all, irrespective of income, receive a considerable part of their pension from it and may maintain a decent standard of living after retirement. An overall goal of the government’s economic policy for the elderly (the tax-financed part of the pension system) is to offer those with no or a low income-related pension, index-linked basic security. At the same time, the costs of basic security should be kept within economically reasonable frames. Another aim has been to ensure that the level of the basic security should not have a negative impact on work incentive. However, it is only by evaluating the national pensions together with supplementary pension systems and other benefits for the care of the elderly and the welfare system that a full picture of pensioners’ standard of living can be obtained. Pensioners’ financial standard is regularly followed up in special reports. 3.1.1



Solidarity in the national pension system



A greater part of the Swedish national pension system has been and will continue to be built up as a pay-as-you-go system. The system redistributes society’s scope for consumption from the gainfully employed population to pensioners. Underlying this redistribution is a pledge, a kind of contract, between several generations. However, the Swedish pension reform signifies a fairer contract between the generations than the previous pension system did. Firstly, in future, pensions will be based to a far higher degree than previously on the extent to which those who draw pension have contributed to the system’s financing in the form of paid contributions. Secondly, the indexing of earned pension rights and disbursed pensions which will be according to average wage development in society will mean that both prosperity and adversity will be shared between the gainfully employed population and the pensioners, and that adaptability to economic fluctuations is achieved. Thirdly, the reformed pension system is financially stable and has a fixed premium rate which means that pension commitments cannot exceed the system’s assets. This means that too heavy a burden based on a social contract decided by previous generations will not be passed down to future generations. An important quality for a pension system is that it is designed to avoid distribution conflicts between generations. With automatic balancing, there is no risk that the costs of today’s pensions will be shifted to future generations. The national pension system contributes to a levelling of incomes between different groups in that some pension rights are financed by means of transfers and taxes. The guarantee pension system also contributes to such redistribution. Furthermore, in the pension system only income up to a certain ceiling is pensionable. The part of the pension contributions for income above the ceiling which is paid by employers, is paid as a tax to the Central Government budget and does not give pension rights. The annuitisation divisors in both the pay-as-you-go and premium pension systems are calculated on the basis of common life expectancy tables for men and women. In that women on average live longer than men, women may be expected to draw more pension in relation to the contributions they paid than men. Since women on average have lower incomes, the gender-neutral annuitisation divisors contribute to levelling out income differences between the sexes on retirement.
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3.1.2



Pensioners’ current and future standard of living



Studies of pensioners’ financial development during the 1990s show that pensioners with low pensions fared best. Increased basic security and improved tax rules meant that the pensioners who were worst off saw a certain real net improvement. Those with higher pensions experienced a certain real deterioration, chiefly because pension incomes linked to the price base amount deteriorated in real terms. A number of changes in the method of calculating the price base amount were carried through in the 1990s, inter alia due to the then very difficult situation regarding public finances. As a result, the development of the base amount was lower than the development of the consumer price index. In this way there was a certain levelling of pension incomes. The implementation of the pension reform in 2003 meant substantial changes to the pension system and basic security. For people born in 1937 or earlier and who drew old-age pension in December 2002, their pension was changed as of 1 January 2003. The previous basic security, that is to say basic pension, pension supplement and the special basic tax deduction allowance ceased to apply and were replaced by a fully taxed guarantee pension. The intention was that after the reform everyone would have at least as much in pension, after tax deduction, as they had had previously. In practice, almost all received an increased net pension by on average SEK 250 a month. As a rule, the rise was greatest for those with the lowest pensions since the basic security was adjusted upwards. In connection with the pension reform the rules for housing supplement also changed. The changes mainly involved adaptation to the reformed old-age pension rules. Another essential improvement for the worst off pensioners was the introduction of maintenance support for the elderly on 1 January 2003. This support was disbursed to over 11 000 people in 2004. In that income-based pensions from the national system are flexibly indexed, pensioners’ income development follows economic development and hence also the income development of the gainfully employed. This reduces the differences in income between pensioners and the working population. Basic security in the form of a guarantee pension and maintenance support for the elderly follow price development. Table 1 gives the proportion of people, divided into different age groups, whose disposable income is under 60 and 50 per cent respectively of the median for the whole population. Table 1 Share of people with a low financial standard, per cent, 2003 Share under 60 % of median income1) Age group 25–49 50–64 65+ 65–85 85+



Men 8 5 9 8 14



Women 10 3 14 11 26



All 9 4 12 10 23



Share under 50 % of median income Men 5 3 4 3 5



Women 5 1 5 4 11



All 5 2 4 4 9



Source: Statistics Sweden 1) Disposable income per consumer unit. Disposable income is income including transfers and benefits after taxation. The fact that income is given per consumer unit means that families’ consumption has been related to their composition in accordance with a special weighting system. It is used to be able to make comparisons between disposable income for different types of family units and households. The equivalence scale measures the first adult (head of the household) equal to 1, other adults and children (at least 14 years) equal to 0.5 and each child under 14 as 0.3.
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With the 60 per cent criterion, the proportion with a low financial standard is higher amongst those who are 65 years old and older than amongst the gainfully employed aged between 25 and 64. Amongst pensioners, women have a low financial standard to a greater extent than men. This is because women of that generation had a different work pattern and were often not gainfully employed to the same degree as men. At the individual level this means that more women receive low pensions. The difference in the share with a low financial standard between men and women who are gainfully employed is smaller, which is due to changed work patterns amongst women – something which will be gradually reflected in pensions. Older pensioners, over the age of 85, are a group with a higher share with a low financial standard based on both the 60 per cent criterion and the 50 per cent criterion. The higher average life expectancy of women indicates that older women pensioners, who often had a lower income standard, are predominant in this age group. Basic security in the form of full guarantee pension for single persons entails an annual income of SEK 82 218 in 2003 which is slightly more than 50 per cent of the median income6. However, the guarantee pension is supplemented by the housing supplement for pensioners and special housing supplement, which gives a total income which in most cases exceeds 60 per cent of the median income. The level of the highest maintenance support for the elderly for a single person gave an annual income of SEK 49 948 in 2003 which is just above 30 per cent of the median income. When support for housing costs is added, an income close to 50 per cent of the median income is reached. As far as basic security in the national pension system is concerned, it may be assumed for several reasons that its importance will decline. Price indexing of the basic securities means, in the case of unchanged rules and higher real wages, that the real value of these pensions will decrease in relation to wage income and income-based pensions. But when the economy grows, fewer and fewer individuals will have an income low enough to entitle them to a guarantee pension. Through the increased frequency of women in gainful employment, more and more women will also be entitled to an adequate income-based pension compared with the situation today. People’s financial situation is not fully captured with the aid only of information about annual income but needs to be supplemented with a description of assets, liabilities and expenses to give a fair picture of their standard of living. Another way of measuring poverty is to examine how large a share, in different sections of the population, can manage their day-to-day expenses or who can produce a certain sum of money if needed. Table 2 Difficulties in managing day-to-day expenses and producing cash, per cent, 2003 Share without cash margin1)



Share that has had financial difficulties2) Men Women All 18 19 18 16 17 17 2 4 3 2 4 3



Age group Men Women All 13 17 15 0–64 45–54 12 17 14 6 14 11 65– 7 16 12 75– Source: Statistics Sweden, The Swedish Survey of Living Conditions 1) Cash margin means that SEK 14 000 can be produced within a week 2) To have had financial difficulties means that the person has found it difficult to cover day-to-day expenses for rent, food, etc. in the last 12 months. 6



The median income for 2003 is calculated at SEK 157 632
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Pensioners as a group have less difficulty than those in labour active age groups to produce a cash margin. When the individual age groups are studied, it is found that pensioners in general have less financial difficulties than those in labour active age groups. The differences are very marked when it comes to difficulties in managing day-to-day expenses. One reason may be that pensioners have more predictable expenses than younger people and perhaps have a different interpretation of the meaning of “difficulties in managing day-to-day expenses”. The elderly often have more capital, largely consisting of their property, and lower debt than those in the labour active age group. Women in general have a poorer financial position than men in all age groups. A way of further comparing pensioners’ financial situation with that of the population in gainful employment is to look at their incomes. In table 3 the median income of the elderly is analysed in relation to the median income of age groups in gainful employment. In this way an idea is given of how income changes when a person becomes a pensioner. Table 3 Median income1) for pensioners and persons gainfully employed, 2003 (SEK) Age group



Men



Women



All



168 000 159 000 163 000 25-49 196 000 197 000 197 000 50-64 143 000 121 000 130 000 65+ 65-85 146 000 127 000 136 000 85+ 119 000 105 000 108 000 Source: Statistics Sweden 1) Disposable income per consumption unit. Disposable income is income including transfers and benefits after tax. The fact that income is given per consumption unit means that families’ consumption has been related to their composition according to a special weighting system. It is used to be able to make comparisons between disposable income for different types of family units and households. The equivalence scale measures the first adult (head of household) equal to 1, other adults and children (at least 14 years) as equal to 0.5 and each child under 14 as 0.3.



Younger pensioners have higher incomes than the pensioner group as a whole. The disposable income for all people over the age of 65 in relation to those between the ages of 50 and 64 is 66 per cent. There is a certain levelling out of incomes between pensioners and those gainfully employed as pensioners with a low income may receive housing supplement and special housing supplement which are exempt from taxation. The difference in disposable income between those over the age of 65 and those in labour active age groups is greater in the women’s group than in the men’s group. Incomes for women in labour active age groups have increased due to a higher employment frequency and a higher level of education amongst women. Calculations of replacement rates show how much incomes change when a gainfully employed person retires. The variable compares the annual income from the first year of retirement with the last income from gainful employment the year before retiring. It is an indicator of the security the pension system offers when a person leaves the labour market. Future replacement rates are calculated in accordance with the rules applicable in the pension systems today. However, many systems are not financially sustainable in the future, particularly bearing in mind the ageing populations in most countries in Europe. A definedbenefit system, like the old ATP pensions scheme, would certainly have given unchanged replacement rates over time in spite of rising average life expectancy but would also have meant a precariously growing maintenance burden on the dwindling working population
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and a financially unsustainable system. Instead, the reformed defined-contribution pension system has meant a balance between economic and demographic development and the level of pension. Because the system is financially sustainable, the replacement rates reported here are also real. Table 4 Replacement rates



Constant income Constant income at 66 % APW at 100 % APW1) Poor pensioner



Increasing income from 100 to 200 % APW



Pension at age 67 yrs with 42 working years



2005 2005 2005 2007 Gross replacement rate from the national pension system 53 63 36 63 Gross replacement rate from occupational pension 15 15 33 15 Gross replacement rate 68 77 69 77 Net replacement rate 71 97 77 80 Replacement rate of housing supplement for pensioners 0 15 0 0 Source: Social Insurance Office and Ministry for Health and Social Affairs Note: 2005 refers to the pension in 2005 in relation to income from work in 2004. The following preconditions are assumed: 40 working years, productivity and wage development: 1.8 per cent, inflation: 2 per cent, real rate of return: 3 per cent 1) Wage of an average production worker (APW)



The national pension system shows a replacement rate of 53 per cent in 2005 for a typical case defined in accordance with the frameworks decided in the Social Protection Committee Indicator Sub-Group (ISG)7. The occupational pension agreement adopted will add a further 15 percentage points to the replacement rate and the total sum will be 68 per cent before tax, excluding other means-tested benefits. The net replacement rate is 71 per cent. People with low incomes are covered by a guarantee pension and also receive other benefits, such as, for example, housing supplement. The result is that pensioners with low incomes receive a fairly high replacement rate. For those with incomes above the income ceiling and high final salaries, a major share of income from work is compensated by income from occupational pensions.
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For a more detailed description of the calculations and detailed results, see annex 5.4
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Table 5 Development of replacement rates 2005–2050 100 % av APW1)



Gross replacement rate from the national pension system Gross replacement rate from occupational pension Gross replacement rate



2005



After 10 yrs2)



2010



2030



2050



53



46



50



43



40



15



13



15



16



15



68



59



65



59



55



Net replacement rate 71 62 68 60 57 Source: Social Insurance Office and Ministry of Health and Social Affairs Note: 2005 refers to the pension in 2005 in relation to income from work in 2004. The following preconditions have been assumed: 40 working years, productivity and wage development: 1.8 per cent, inflation: 2 per cent, real rate of return: 3 per cent. 1) Wage of an average production worker (APW) 2) Income ten years after retirement in 2005 in relation to the forecasted average income 2014



The gradually decreasing replacement rates are the result of a fixed contribution, a fixed retirement age according to the preconditions for the calculation and a gradually increasing average life expectancy. The annuitisation divisor in the pension system will be higher the longer people live as pension capital must be distributed over more years. One way of compensating for the falling replacement rates is to work longer, since the additional years of life are healthy years. 40 years of work are not sufficient to maintain a life of 90 years. The calculations show that younger cohorts who retire in 2050 would need to work for 44 years, up to the age of 69, in order to receive a replacement rate close to that received by those who retire in 2005 in the national pension system. The four extra working years mean that a larger pension balance is accumulated and also the annuitisation divisor is lower. Looking at income ten years after the time of retirement, it may be seen that the replacement rate declines. The norm for future income growth of 1.6 per cent is included in the annuitisation divisor at the time of retirement. Thereafter, the pension is adjusted upwards with general wage growth (in accordance with the income index) minus 1.6, which gives a real growth of just 0.2 per cent in these calculations. Wage growth increases by the presumed 1.8 per cent. In the calculations it is assumed that the pensions are income-indexed and that the automatic balancing mechanism is not activated. An activated balancing mechanism would mean lower replacement rates from the national system but could also produce higher results when the pension system recovers and the balance figure increases. All in all it may be seen that income decreases on retirement. At the same time, income indexing means that pensioners’ income development will follow the income development of those gainfully employed. Furthermore, through the basic security, all pensioners are guaranteed an adequate standard of living. Additional factors to be taken into consideration when analysing pensioners’ standard of living are that pensioners often have lower debts and more assets than the working population, and that their expenses are often lower, amongst other things as a result of the benefits and services addressed to pensioners. 3.2



Financial sustainability



The old-age pension system is directly linked to the economy and the development of average life expectancy, which together with the automatic balancing mechanism and the 16



strong connection between contributions paid and disbursed benefits, guarantee the financial sustainability of the system. The system is autonomous and is not affected by fluctuations in the Central Government budget. The income and expenditure of the old-age pension system can only be used for old-age pensions purposes. Regarding the long-term sustainability of public finances, Sweden has set as its goal a surplus in public sector financial saving of on average 2 per cent of GDP over a business cycle. A surplus of this kind creates a stable basis for facing the challenges, in addition to pensions, that follow from a strong increase in the number of elderly in the population in the future. 3.2.1



National pension expenditure and financing



Disbursements of the national income-based pensions are primarily financed by current pension contributions on pensionable income from the active generation. 83 per cent of pensionable incomes are wage incomes and incomes of the self-employed. In addition, various taxable social insurance and unemployment benefits are included amounting 11 per cent as well as pensionable amounts totalling 6 per cent. The government pays the contributions that fall due on such incomes annually to the respective sub-systems. Pension from the pay-as-you-go system is also financed with money from the buffer funds and its income from interest. The original buffer fund was established as early as 1960 but it was created in its present form in 2000 and has applied a new regulatory framework since 1 January 2001. The new regulatory framework allows greater scope for investing in shares and investment abroad. A reason for changing the rules in these respects was to improve chances of achieving a higher rate of return at the same time as risk could be limited through greater opportunities for diversification. The buffer fund comprises five national pension funds (AP Funds) divided into the First – Fourth National Pension Fund and also the Sixth National Pension Fund. The First-Fourth AP Funds have identical commissions to manage balanced portfolios of Swedish and international shares and bonds. The Sixth AP Fund has broader scope to invest fund capital in unlisted companies but is limited to domestic investments. At present the National Pension Fund amounts to SEK 646 billion which constitutes about 11 per cent of the pay-as-you-go system’s assets side, which largely consists of the value of future contributions to the income-based pension. The income-based pension from the payas-you-go system is indexed to average income development and is, therefore, not directly connected with what happens regarding the yield on financial assets. On the other hand, the AP Fund’s rate of return has some impact on the system’s financial development but will chiefly affect disbursed pensions should the pay-as-you-go system become underconsolidated activating the automatic balancing mechanism, for example as a result of poor rate of return from the AP Funds. Two public authorities administer the national income-related pension – income-based pension from the pay-as-you-go system by the Social Insurance Office and the premium pension by the Premium Pension Authority. In addition, there are five public funds that manage the buffer funds in the pay-as-you-go system and a large number of private funds that manage the funds within the premium pension system. The pension system is autonomous and bears its own costs entirely. This means that the system’s administrative costs are also financed from contributions and fund capital. Thus,
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in the same way as in private systems, the administrative costs affect the size of pensions. Administrative costs for the whole of the income-related pension amounted to SEK 3 billion in 2004, which is equivalent to 1.9 per cent of annual disbursements. The costs have increased with the pension reform which may partly be explained by major initial investments. Administrative costs are expected to decrease in the future but a review has also been initiated in order to reduce costs. The basic security guaranteed by the government is financed from taxes and the administration of this basic security is financed through the Central Government budget. The national pension contributions’ share of GDP will be between 8 and 9 per cent throughout the period up to the year 2050. As the old national supplementary pensions scheme is phased out and more and more people are covered by the premium pension system, contributions to the national income-based pension from the pay-as-you-go system will decrease slightly while contributions to the premium pension system will increase more or less correspondingly8. Diagram 1 Income and expenditure of the national pension system as a share of GDP, 2003-2050 Percentage of GDP 9 8 7 6 5 4 3 2 1
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The diagram above shows how income from contributions and pension expenditure are expected to develop up to the year 2050. The difference between income and expenditure is expected to be negative in a few years time. The AP Funds will decrease during a transitional period, when the new pensions system is introduced and the old system is phased out at the same time as the large cohorts born in the 1940s retire. At the same time, the new
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A committee has been appointed to primarily evaluate and study the system’s design regarding the scope and composition of the selection of funds in order to make the individual’s choice of fund easier. The committee will also evaluate contribution costs to participating fund managers and judge the consequences for the system’s accumulated administrative costs.



18



premium pension funds will grow during the build-up phase of this system. Although the system is financially stable in the long term, its financial savings will vary from year to year. The existence of the buffer fund means that it will be possible to finance pension expenditure by a fixed contribution even during such periods. The balance figure shows the relationship between the system’s estimated assets and liabilities. The assets primarily comprise the value of the flow of contributions and, to a lesser extent, the assets in the buffer fund. The value of the flow of contributions is calculated in accordance with the method produced for the new pension system, which is based on a measurement of how much of the pension liability the flow of contributions could finance given the measurement period’s demographic and economic situation. The result for the income-based pension system was minus SEK 49 billion in 2004. The negative result has meant that the balance figure has come even closer to the level where the automatic balancing mechanism is activated. The system’s balanced surplus is SEK 9 billion, equivalent to 0.14 per cent of the system’s pension liability of SEK 6 244 billion. The somewhat negative development of the balance figure in recent years is to some extent due to the fact that average income – as it is measured by income index – increased slightly more rapidly than the income sum. If the balance figure in next year’s report is under one (1), the balancing mechanism will be activated. Employment is an essential factor for whether or not the balancing mechanism is activated. The rate of increase of the income sum partly depends on how average income develops and partly on the number of people with pensionable income. This, in its turn, largely depends on employment developments. Thus, employment developments affect the financial strength of the pay-as-you-go system. A decreasing employment rate means that the system’s assets side is weakened since it grows in pace with the income sum and how many pay contributions to the system. This may mean that the assets side may temporarily grow more slowly than the liabilities side which develops in pace with average income. However, this effect will be reduced by the fact that transfer incomes also give pension rights. On the other hand, increased transfers strain the Central Government budget as the state then has increased expenditure for pension contributions to the old-age pension system. If the balancing mechanism were activated this would also mean higher costs for basic security benefits. 3.2.2



The labour market and financing national pension expenditure



Changes in employment, productivity or changed demographic preconditions do not affect the financial stability of the national income-related pension system but are of major importance for its financial status and the size of pensions. A more efficient labour market that leads to employment for a large proportion of the population is hence of interest not just to that part of the population that is of working age but is also of great interest to present and future pensioners. The government has set the national goal for regular employment amongst persons aged 20–64 at 80 per cent. By international standards Sweden has a high rate of employment in spite of weak developments in the mid-1990s. It is above all high employment amongst women and elderly people that puts the rate of employment in Sweden amongst the highest in the EU.
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In the past three years employment development has been poor despite the fact that the Swedish economy has shown good GDP development as a result of favourable productivity growth. Employment has been held back in recent years, amongst other things because many companies have improved their results by far-reaching cost savings and restraint in new recruitment. The high rate of rationalisation that has characterised recent developments is not considered to be sustainable in the long term, however. The expected increase in employment in the years ahead is supported by an expected increase in domestic demand following from reductions in income tax and increased government grants to the municipalities which the government has announced. Diagram 2 Share of the population in regular employment1), 2003–2050 78



Share of the population



77



76



75



74



2049



2047



2045



2043



2041



2039



2037



2035



2033



2031



2029



2027



2025



2023



2021



2019



2017



2015



2013



2011



2009



2007



2005



2003



73 Year



Source: Eurostat 1) The share of the population aged 15-64 in regular employment



An increase in the labour supply of labour in combination with weak employment growth and an earlier weak international economic climate has meant that open unemployment continued to rise between 2003 and 2004. Average open unemployment rose by 5.5 per cent of the labour force in 2004, compared with 4.9 per cent in 2003. The government is giving priority to the task of restoring a low level of unemployment, initially back to 4 per cent. The increased number of participants in labour market policy programmes will contribute to the reduction.
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Diagram 3 Old-age dependency ratio – number of persons aged 65 and over by the number of persons aged 15–64, 2003–2050 Per cent 40 38 36 34 32 30 28 26 24 22 2048
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As in many other EU and OECD countries, the demographic development in Sweden will involve an increase in the percentage of elderly in the population during the first decades of the 21st century. This development will place heavier demands on the adaptation of both the economy and the welfare system. As far as Swedish pensions are concerned, it means that pension commitments will not be able to be covered by the contributions and more pensions must be financed by fewer contributions. The labour market must be adapted to a higher average age of the labour force. An increased proportion of elderly people in the population will have an effect on both pension disbursements and the demand for nursing and health care. Against this backdrop, it is essential to utilise unused resources in the population in and outside the labour force. Labour force resources of this kind are people born abroad who have a weak link to the labour market today but also young people and persons aged 55–64 who, at present, have a low rate of employment compared with the labour force in general. Table 6 Labour market participation, share of the population in per cent, 2003 Age 25-54 years 55-59 60-64 65-71



All 84 78 56 10



Men 85 80 59 12



Women 82 77 52 7



Source: Eurostat



The labour market situation of the elderly differs from that of the rest of the population through low participation in the labour force. If average life expectancy increases, due to the construction of the annuitisation divisor, the individual must earn additional pension rights by continuing to work to reach as high a monthly pension as would have been the case had average life expectancy remained unchanged. However, the annuitisation divisors can never be changed after 65, so that if average life expectancy should increase this will not affect cohorts older than 65. 21



The national pension system is designed to encourage the elderly to remain on the labour market for a longer period. The life-income principle is fundamental. The longer a person works, the higher his/her pension will be, which creates an incentive to work. The flexible retirement age and the possibility for partial withdrawal of pension, facilitates a gradual reduction of working hours. According to legislation, one is normally entitled to retain one’s employment up to the age of 67 – a rule which could previously be renegotiated in collective agreements. As a result of these negotiations, in principle all employees on the Swedish labour market were obliged to retire at the age of 65. In the reformed pension system the individual never ceases to earn pension rights, provided that he or she has an income that exceeds the lowest income level limit for liability to file an income-tax return. If a pensioner drawing his/her pension continues to be gainfully employed, his or her pension will be updated two years after the income year with reference to the recently earned pension credit. Thus, continued work can have an effect on pension, even after retirement. The basic security in the system, that is to say guarantee pension and housing supplement, however, do not encourage continued gainful employment for people with low pensions. In the case of a person who has earned few pension rights, additional payment of contributions need not necessarily mean that the final pension will be other than marginally higher. The probability of people with few pension rights landing in the guarantee pension’s reduction interval will increase when average life expectancy increases. In cases of this nature, the annuitisation divisor will be raised which means the income-based pension right will be divided over several years and give a lower annual pension. However, the number of people with a guarantee pension is expected to decrease in the future as incomes are expected to rise more rapidly than the price-indexed limit for guarantee pension. This will be the case if good future growth along with a high rate of employment is achieved. It is assessed that the number of old-age pensioners with housing supplement will also decrease in the long term, as more and more people will have an income-based pension and average pension will increase. The collectively bargained defined-benefit occupational pensions may give an incentive to stop working prematurely for those with wages above the income ceiling in the national pension system. The defined-benefit elements also mean that it is unprofitable to reduce working hours since the benefit is based on wages in the last few working years. If a person cannot manage to work full time, this construction may mean it is more financially profitable to stop working altogether. By international standards, the average age for leaving the labour market in Sweden is high, particularly for women. This reflects a different labour market behaviour in the women’s generation now in their 60s compared with earlier generations. Older generations of women did not have as well established a link to the labour market. As a rule they did not start gainful employment until their children had grown up, and they often left working life early, for example concurrently with the retirement of their, in most cases, older husband. Men’s retirement age has also increased and this possibly reflects the fact that men in their 60s are more highly educated then in previous generations, and that they have a different occupational structure. Previous studies of how individuals in Sweden finance their retirement from the labour force have shown that sick leave or periods on unemployment benefit is the first stage in the retirement process in a majority of cases. In the 1990s, provision through collectively bargained pensions was also an important retirement path. Recent statistics indicate that exit via long-term sick leave or sickness and activity compensation followed by early retirement
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may have increased in recent years. Leaving working life directly via old-age pension is not the most common route. Table 7 Average age for drawing old-age pension and average age of retirement from the labour force, 2003



Average withdrawal age for oldage pension1) Average age of retirement from the labour force2)



All



Men



Women



64.7



64.8



64.7



62.8



63.1



62.6



Source: National Insurance Office 1) Average age for withdrawal of old-age pension from the national pension system. The calculation also includes partial withdrawal of old-age pension. 2) Exit with sickness compensation and activity compensation as well as collectively bargained retirement are included in the calculation. The calculation refers to individuals who worked at the age of 50.



The anticipated future scarcity of labour, however, makes it essential to increase labour supply amongst older people and persuade them to remain on the labour market longer. To avoid early retirement, the government has announced measures that focus on the driving forces that motivate people to work. The measures are primarily expected to have a more long-term impact and not to produce immediate effects. The government is considering amendments to the tax and transfer systems in order to make it easier for older people to take an active part in working life. Furthermore, it is considered essential to develop opportunities for changes in career and occupation for those who are engaged in mentally and physically demanding professions where it is often impossible to work up to the age of 65. The government considers flexible work forms should be developed for older employees as an alternative to early retirement from the workforce due to ill health or incapacity to perform a specific service9. It is also important to create incentives for employers to recruit older labour. Employer’s social security contributions amount to a total of 32.82 per cent of the tax basis, which is made up of the gross wage including taxable benefits and is payable for an employee up to and including the year he/she reaches 65. Subsequently, a special payroll tax of 24.6 per cent of the gross wage is payable. However, premium contributions to occupational pensions, which vary between different agreements, may affect the demand for older labour. The premium contributions to the defined-benefit occupational pensions are substantially higher for older employees and for incomes above the income ceiling, which many older employees have. Increasing absence due to illness has also meant that fewer and fewer of the middle-aged population stay in the work force, which applies in particular to occupations where women predominate. Since 1994, the accumulated number of cases of illness in the age group 35–54 has risen by almost 50 per cent. Many of these people never return to the labour market. Thus, they are to be maintained by the national insurance system for several decades until they qualify for old-age pension and hence do not contribute to economic growth and the tax base that affects future pensions either. But after several years of strongly increasing sick leave rates, trends changed in 2003 and the number of people on sick leave has since decreased, albeit from a high level. The government considers the objective of halving the



9



Source: Sweden’s Action Plan for Employment 2004
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sick leave rate is within reach. However, the number of newly granted sickness and activity compensation has increased considerably in recent years which is a cause for concern. Diagram 4 Number of sickness cases 1974–2004 Number 300 000
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Source: Ministry of Health and Social Affairs Note: Short-term sick leave = up to 180 days, long-term sick leave = 180 days or longer



In order to combat ill health in working life, the government has decided on an action plan. The programme comprises measures to improve the work environment and set out clearer employer responsibility, measures for a rapid return to work after recovery, commitments for greater accessibility to health care and medical treatment and efforts within the field of statistics, research, etc. An individual’s ability to work must, if possible, be utilised even if it is limited and the ambition is to prescribe half-time sick leave rather than full time. The responsibility of the individual to assist in a return to working life will be made clearer and measures will be taken to counter cheating and abuse of social benefits. Follow-up of and support for people with sickness compensation will increase. As of the beginning of 2005 the government has introduced a compulsory examination of work capacity at least every third year for people with sickness compensation that is not time-limited. Certain regulatory amendments to rules have been introduced in January 2005 in order to further the government’s objectives for reduced ill health in working life. 3.2.3



The financial sustainability of occupational and private pension schemes



Defined-benefit solutions have so far dominated the occupational pension market, but a clear trend can now be seen towards defined-contribution, funded occupational pensions. Today, beneficiaries, to varying degrees depending on which contractual area they belong to, have an opportunity to choose how they want consolidated pension funds to be managed. Disbursements will therefore be affected by developments on the financial markets and yields will vary for different individuals. However, this does not apply to the defined-benefit parts which often insure incomes above the national pension’s income ceiling. 24



Discussions about the financial sustainability of the pension systems chiefly concern the national systems. As a result of the structure of the majority of occupational pensions, the question is, however, equally relevant to them since they are also affected by the ageing population and economic growth. Some occupational pensions still have defined-benefit elements and may have difficulty in managing their commitments in the future. The employer must, however, secure the pension commitment in a satisfactory way. By paying premiums to an occupational pension insurance, which is provided by a life insurance company, or to an occupational pension account, the employer can insure his undertaking for pension disbursements with any of these types of institution. Insurance of the pension commitment may also be affected by the account provision combined with a financial guarantee, such as credit insurance, or by allocating funds to a pension trust. Occupational pension insurance is in the same category as life insurance and hence is covered by the rules that apply to life insurance operations. The government has presented proposals on the prudent person principle which is directed at the decision process in the individual institution. Operations must be carried on in a manner that ensures the individual beneficiary has all the knowledge needed to take informed decisions. It is proposed that the new rules in the occupational pension area take effect from 1 January 2006. Private pensions are invested funds and the terms vary depending on the type of contract. The individuals themselves may choose how they want their funds to be invested. On the other hand, opportunities to move saved funds between different managers are limited. Agreements on future pension disbursements may be entered into with insurance companies, banks or directly on the securities market. Saving may be through a traditional life insurance, a unit-linked insurance or by means of a so-called individual pension account. Under the Act concerning Individual Pension Saving, a person may save for his/her pension through an authorised pension savings institution in deposits, shares in a securities fund or other listed securities. Disbursements of private pensions amounted to SEK 19.5 billion in 2004. In the 2002 income year, two million wage earners, or about 40 per cent of all those active on the labour market, claimed tax deductions for private pension savings of a total amount of SEK 13 billion, or on average SEK 6 400 per saver. Regarding the right to deduct for private pensions, this is limited by a ceiling that is price-indexed. Private pension saving can be expected to increase during periods when the replacement rates in the national system are low. However, like the national pensions, private pensions are also affected by demographic and economic developments. This means that in order to obtain an equally high private pension when economic conditions are poor and there is an ageing population, the premiums paid must increase. As mentioned previously, private pension saving is today tax subsidised through the entitlement to a tax deduction of earnings for private pension insurance premiums and in that taxation is postponed until retirement. Thus, tax revenue is deferred to a later date when the individual’s burden on public finances is often greater. The aim of the subsidy is to encourage long-term saving and to raise savings rates. An additional aim is to reduce the risk of pension funds being moved abroad. One problem is, however, that the currently applicable tax rules for occupational pension saving and private pension saving contribute to early retirement. A commission of inquiry has now been appointed to examine the tax handling of the occupational pension and the 25



tax deductible private pension. The aim of the inquiry is to adapt tax regulation in favour of jobs supply and growth and also to minimise the risk of weakening the tax base. The national pension system is designed to be financially sustainable, but sustainability should preferably not be at the expense of lower pensions. Supplementary private pensions may grow in importance if the level of the national pensions falls but they are affected to the same extent as the national system by demographic and economic fluctuations. To achieve adequate pensions without raising contributions and premiums, a high level of employment and good productivity developments is required. 3.3



Modernisation



As Sweden has already implemented a pensions reform, the principle needs for modernisation have already been provided for. As described below, the type of career or work is insignificant for a person’s pension, but since the pension is based on the life income, it is essential that the beneficiaries be acquainted with the size of their pension. Efforts to increase knowledge about the system are therefore a priority. 3.3.1



Pensions and working life



The most important reason for reforming the Swedish national pension system was that increased costs as a result of the changed demographic balance and low growth were threatening the stability of the system. But there were also other reasons. The previous system favoured those who had had an uneven income development or been in employment for a shorter period of their lives and was unfavourable to those who had had an even income development and worked over a long period. The reason was that pensions in the old system were defined-benefit pensions and were calculated against the 15 best income years. Two people with the same life-income could therefore receive very different pensions in spite of the fact that they had paid in the same amount in contributions. In the reformed system, pensions are instead based on life-income. The pension solely depends on how much has been paid into the system. There are no provisions in the national pension system implying that special professional categories be treated differently with regard to pensions. Form of employment is of no significance for earning old-age pension rights. Part-time workers earn pension rights according to their income under the same rules as for full time workers, that is to say based on the size of the pensionable income. For entitlement to income-based old-age pension, it is sufficient if a beneficiary has been credited with pensionable income for one calendar year. The pension is exportable and can be disbursed wherever in the world the beneficiary is resident. The guarantee pension may also be paid to people living in other EU member states. This is coordinated by special ordinances. In the case of self-employed persons, the pensionable income is based on the income the self-employed person receives from his/her firm. He/she pays a national pension contribution on this income at the same time as the firm pays social contributions on the income (inter alia an old-age pension contribution). The total pension entitlement in the national system for a self-employed person is hence the same as for all beneficiaries in society. Thus, in principle, the national pension system gives everyone the same possibilities of building up an adequate pension. At the same time, the system is a reflection of the labour market where conditions are not equal for everyone. One example is that many women still 26



devote more time to unpaid work and less time to paid work than men, which results in lower average pensions for women; another is that some people suffer from ill health more than others and therefore cannot work as much. Changed attitudes to encouraging more elderly people to stay in the labour market are also needed in connection with an ageing population. A feature of the pension system that aims to prevent differences on the labour market making themselves felt in pensions, is that social insurance benefits such as sickness benefit, parental benefit and unemployment benefit give pension rights in the same way as any other income. Another feature that counteracts some of these effects is that in addition to real income, certain fictitious incomes also give pension rights. For notional income of this type, designated pensionable amounts, the whole contribution is paid to the pension system by the state. Most important from the point of view of distribution policy are the child rearing years which give extra pension rights to parents with children under four. Parental benefit is indeed pensionable but it does not compensate the total loss of income during the period the parent is at home with the child, or the lower income received by many parents of small children who reduce their working time to half-time. In addition to the years with small children, pensionable amounts are credited for basic national military training in Sweden, for higher studies and for sickness compensation and activity compensation. As far as occupational pensions are concerned, the effects of different types of careers depend on the contractual area. For example, for a private sector skilled worker the pension is calculated on the salary he/she earns directly prior to retirement while the private sector labourer’s pension is determined by premiums paid into the system and the rate of return on these. When an employee changes jobs, he/she may change contractual area with regard to occupational pension. In this context it should be emphasised, however, that Swedish collective agreements are very broad, that is to say a contractual area often covers several trades. In the case of a change of contractual area, coordination of the matter is effected in principle by granting a paid-up pension policy of earned pension rights10 and by including the period of service from the previous employment. The fact that there has been a development towards the financing of larger elements of systems by contributions is an advantage in that the employee can transfer the accumulated premiums to an employer in another sector with the same type of agreement more easily. Defined-benefit contracts may mean that it is disadvantageous to change jobs between different sectors. The definedbenefit pension agreements may also have an inhibitive effect as regards working abroad. Occupational pension agreements are not always coordinated with the rules applicable to the national pension system. They may, for example, cause early retirement from the labour force and obstruct the change of occupation, particularly for older people. As a result of the system’s design in which the final wage is the primary basis for pension, older people lose out if they reduce their working hours or change to a job that pays a lower wage. 3.3.2



Gender and gender equality



In order to give everyone a secure old age with an adequate standard of living, basic security is available in the national old-age pension system which also contributes towards equalising differences in pension levels between women and men. Women are substantially overrepresented amongst those who draw some form of basic security. Both guarantee pension and housing supplement are disbursed to four times as many women as men. This is because women generally have lower income-related old-age pension than men. The difference is 10



Persons who leave their employment before the contracted retirement age are given a paid-up pension policy in pension systems designed as a level premium method of insurance. The paid-up pension policy expresses the pension amount the person is entitled to draw on retirement, based on the premiums/contributions paid in during the period of employment.
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greatest in older cohorts which is due to the fact that older women were not gainfully employed to the same extent as older men and are also single to a greater extent due to the death and their partners. The younger the cohorts studied, the less difference between women and men’s pensions. Amongst both women and men, pensions are generally lower in the oldest cohorts but increase gradually the younger the persons studied. This is because it was not possible to earn pension rights before 1960 when the National supplementary pensions scheme (ATP) was introduced. An income-related pensions scheme did not exist in Sweden prior to this and since 30 years’ service was required to receive a full ATP pension, the system did not reach a fully functional stage until the 1990s. The pension regulations are in themselves gender neutral. Even so, some rules may be said to favour a specific gender. When income-based pension is calculated, for example, the same annuitisation divisor is used for women and men and since women on average live longer than men, a common annuitisation divisor may be said to favour women. Pensionable amounts for parents of children under the age of four may also be said to favour primarily women since they are automatically given to the parent with the lowest income which in most cases is the woman. This only applies if the parents have not requested any other arrangement. The Swedish system is based on the individual and earned pension rights are not divided, for example, in connection with divorce. But, on the other hand, in the premium pension system, the consolidated part of the national system, it is possible for couples to request that pensions rights be annually transferred to their spouse. Survivor’s pensions were reformed in 1990 and widow’s pension, which was a life annuity and could only be disbursed to surviving women, was abolished and replaced by an adjustment pension. Far-reaching transitional regulations were introduced at the same time and allow for a slow phasing out of widow’s pension. At present approximately 370 000 women receive widow’s pension. Adjustment pension may be disbursed during a certain adjustment period to both surviving men and surviving women until they reach 65. After that, they are considered to have their maintenance secured by the old-age pension system. The reason for changing the rules was that the frequency of gainful employment amongst women had reached the men’s level and there was therefore no reason for a survivor’s pension for women only. Widow’s pension risked cementing old gender roles. The adjustment pension is gender neutral and aims to give the surviving spouse adequate financial protection during a certain period so that he or she can manage the financial readjustment after the death of a spouse. 3.3.3



Transparency of the system



3.3.3.1



Political stability



Since a pension system is a long-term undertaking, its design should not just ensure its financial sustainability but also its political sustainability. The design of the pension system can affect many plans and decisions for the individual during the active part of his or her life. The individual should therefore long before retirement be able to have an idea of what pension he or she can count on in different circumstances, that is to say the conditions that apply for entitlement to a future pension. The pension system’s rules must therefore be stable and only revised by way of exception. The Swedish pension reform is characterised by an aim to gain as broad a political agreement on the design of the system as possible. Five of the seven parties in the Swedish Parliament supported the political agreement that 28



was the basis for the reform: the Social Democrats, the Moderates, the Christian Democrats, the Centre Party and the Liberal Party which together make up 85 per cent of the members of he Parliament. The parties continue to cooperate in connection with changes to the system. 3.3.3.2



Information



The wide dissemination of basic knowledge about the principles of the system is a precondition for individuals’ pension planning and also for the effectiveness of the incentives to increased work that the system generates. Since 1999 all those insured in the new pension system have received annual information about their own pension through material dispatched by the National Insurance Office (known as the orange envelope). In connection with the dispatch, informational efforts have also been carried out, previously through TV advertising and notices in the daily press and most recently through advertisements on large billboards. The envelope contains information to the beneficiary about the pension rights he or she has earned for income-based pension and premium pension during the past year, how large the total pension balance earned is, and also contains a forecast of the future pension, given different assumptions on growth and rates of return on capital as well as time of retirement. In that this information is provided annually, even to those in younger cohorts, the individual can get an overview of his/her expected financial situation after retirement. The beneficiary is thereby given an opportunity to decide whether he or she wants to build up supplementary pension protection on a voluntary basis and to plan how long he or she should or wants to work to gain an adequate pension. Since December 2004 an Internet portal has been available, minpension.se, which is the result of cooperation between the government and the pension institutions. A collected forecast of both national pension and occupational pension may be obtained there. Based on the information the pension portal automatically collects about the citizen’s pension capital, given different assumptions about growth and rate of return, the portal provides a forecast of their total old-age pension from the age of 62, 65, 67 or 70. In future, private pension savings will also be reported to give the beneficiary an overall picture of his/her future pension. This is part of efforts to raise the level of knowledge about occupational pension agreements and private pension savings. In spite of the efforts made to inform the public about the reformed pension system, knowledge of the system is still not sufficiently widespread, which contributes to the relatively low confidence in the system. One of the tasks of the National Insurance Office is therefore to continue to spread knowledge about the pension system so that more people become aware of what affects their future pension. A further aspect of this work is the annual report for the pension system that is drawn up by the National Insurance Office11. Since the size of pensions depends amongst other things on the financial position and development of the pension system, the Swedish Parliament considered an annually recurring report of the system’s assets and liabilities to be essential. This is also a precondition for enabling a decision to be taken as to whether or not the system’s automatic balancing mechanism should be activated. The report should make it possible to follow and understand the financial development of the pension system and it should elucidate each and every the factor determining the size of both income-based pension and 11



For further information, see http://www.forsakringskassan.se/filer/publikationer/pdf/par04-e.pdf
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premium pension. Thus, an objective of the report is to provide information about the course of events that can affect the beneficiaries’ pensions. This means that the report must analyse the demographic, economic and behavioural risks and opportunities that determine the system’s financial position and which directly affect, or may in future affect, the value of the pension. A further ambition for the report is to adhere as far as possible to accepted accounting principles for insurance companies. The introduction of auditing the annual report is currently under discussion so that confidence in the report and ultimately in the pension system will increase.
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4.



Conclusions



There are many demands on a good pension system and the objectives to be fulfilled are sometimes incompatible. A pension system is therefore always, to some extent, a compromise which may, however, be more or less successful. Many of the defined-benefit systems that exist today, for example Sweden’s previous pension system, were good at the time they were created and on the conditions that applied at that time. However, an overall weakness is the insensitivity to economic and demographic changes. This can lead to financial problems and this fact is the underlying reason for Sweden’s reform of the pension system. A first demand in connection with the reform was therefore to design a system that was financially stable in the long term and did not risk shifting costs on to future generations. This resulted in a defined-contribution system with direct links to economic development and average life expectancy. In the reformed national income-related system, the pension can never be higher than the system can manage in the long term. This means it is always the pensioners and pension savers who bear the economic risk – in the same way as applies in the case of private pension saving. In a benefit-based system, a certain pension level is promised to the pensioner but it will be the pension savers and the taxpayers who must face the economic risk and insure that the pensioner receives the promised pension. Experience of a definedbenefit system shows that necessary adjustments of pension levels or contributions are politically difficult to carry out and therefore are implemented too late. They therefore tend to lead either to liabilities being shifted to future generations or to ad hoc decisions with sudden modifications of pension terms. Even though the level of Swedish pensions cannot be exactly foreseen, the system is financially completely stable, which provides clear rules that hold in the long term. In the final analysis, no pension system, whatever its design, can disburse higher pensions than it has coverage for. Therefore, for all pensions – public and private – financial stability must be the point of departure, not only to manage pension expenditure but also to limit antagonisms between groups and generations. To ensure that pensions are adequate, there are no shortcuts, a sufficiently large number of people must be in employment. A high employment rate is therefore the sure guarantee of adequate pension levels. In Sweden, occupational pensions play an important supplementary role. They have been partly reformed in the direction of defined-contribution systems. However, defined-benefit systems still largely apply mainly to incomes above the level covered by the national system, and they also retain the weaknesses that apply in general to defined-benefit systems. The Swedish national system is based on the life-income principle – the pension reflects all income earned throughout a lifetime. The reason for this is on the one hand the fairness aspect – you get what you pay for – and on the other hand the work incentive aspect, encouraging a longer working life and counteracting undeclared work. If this is to have the desired effect, basic knowledge is needed about what affects the pension. There are some deficiencies here that call for long-term informational efforts to make an impact. With a system where the pensioner bears the financial risk, it is particularly important to provide continual information about the value of the pension – just as in the case of private pension saving. Sweden has chosen to dispatch annual pension statements and nowadays an Internet pension portal is also available displaying a pension forecast for the national pension and for most occupational pensions. This is necessary so that individuals can assess, with timeliness, whether or not the pension is adequate and decide whether they are willing 31



to deny themselves part of their wages and invest the money in private saving for a higher future pension or whether instead they want to plan for a somewhat longer working life. With poor knowledge there is a danger that some will discover that their pension is inadequate too late but there is also a danger of oversaving, that is to say of making unreasonably major sacrifices during working life in favour of a pension that exceeds needs. Lastly, sound knowledge is also important for acceptance of the system. Even a good pension system risks missing its goals if, due to ignorance, those encompassed by it do not rely on it. The modernisation of the pension system concerns more than just implementing pension reform. It is also essential that work culture, existing gender roles, other associated systems and benefits keep up with the modifications. For the system to work, it is fundamental that knowledge is spread so that beneficiaries can make informed and conscious decisions. The Swedish pension reform has been implemented and it now remains to see to it that the pension system and other economic driving forces function interactively.
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5



Annexes



5.1



An outline of Swedish pensions in relation to the eleven Laeken objectives



Adequacy of pensions 1. Ensure that older people are not placed at risk of poverty and can enjoy a decent standard of living; that they share in the economic well-being of their country and can accordingly participate actively in public, social and cultural life.



The flexible indexing of the pensions means that pensioners’ income development follows that of the working population. For those who are not able to earn an adequate income-based pension themselves, the government-financed basic security is available which guarantees that all pensioners can enjoy a decent standard of living. Special benefits for pensioners, such as subsidised transportation service, care of the elderly and home help service, also contribute towards enabling pensioners to continue to participate in social life. Swedish pensioners are active in most areas of social life and participate in both political and cultural activities. 2. Provide access for all individuals to appropriate pension arrangements, public and/or private, which allow them to earn pension entitlements enabling them to maintain, to a reasonable degree, their living standard after retirement.



The major share of Swedish pensioners’ incomes comes from the national pension system. Alongside these incomes almost all receive an occupational pension. The national pension provides a good replacement rate for those with low and medium incomes, while those with high incomes are more dependent on the occupational pensions, since entitlement to pension rights in the national system only applies up to a specific ceiling. In addition to the national pension and the occupational pension, the individual is free to supplement these insurances with a private pension insurance. The fact that pension contributions are tax deductible encourages private pension saving. 3. Promote solidarity within and between generations



The pension system contributes to solidarity within generations in several ways. Employers’ pension contributions above the ceiling go directly to the Central Government budget, while the Central Government budget in turn finances pension rights for basic security, social insurance payments and pensionable amounts for parents of small children, etc. In this way the pension system redistributes resources between different groups in society. Regarding solidarity between generations, the flexible indexing means that pensioners’ income development follows that of the working population while the automatic balancing mechanism’s recalculation of pension rights and pensions means that all generations together must take the consequences of any economic setbacks. A stronger link between paid contributions and pensions disbursed also means greater fairness between generations. Financial sustainability of pension systems 4. Achieve a high level of employment through, where necessary, comprehensive labour market reforms, as provided by the European Employment Strategy and in a way consistent with the BEPG.



Changes in level of employment, productivity or changed demographic preconditions will not affect the financial stability of the national pension system, but are of major importance for its financial status and the size of pensions. Thus, a more efficient labour market that
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leads to a higher level of employment is not just of interest to the proportion of the population who are of working age, but is also of great interest to present and future pensioners. The government has set the national goal for regular employment amongst persons aged 20–64 at 80 per cent. By international standards, Sweden has a high rate of employment in spite of weak developments in the mid-1990s. A high rate of employment primarily amongst women and elderly persons, puts the Swedish employment rate amongst the highest in the EU. The anticipated rise in employment in the years ahead is supported by the fact that domestic demand is expected to increase following the reductions in income tax and increased government grants to municipalities announced by the government. 5. Ensure that, alongside labour market and economic policies, all relevant branches of social protection, in particular pension systems, offer effective incentives for the participation of older workers; that workers are not encouraged to take up early retirement and are not penalised for staying in the labour market beyond the standard retirement age; and that pension systems facilitate the option of gradual retirement.



A tenet of the reformed pension system is the life-income principle, which means that every earned pension right for all years of service shall be the basis for the final pension. The strong link between contributions paid and the actual benefit is an important incentive to work to a higher age. To make it easier for the individual to continue working, bearing in mind his/her preconditions, the rules of the pension system are flexible: retirement may take place at the age of 61 at the earliest and there is the option of drawing pension fully or partially. In order to avoid early retirement from the labour market, the government has announced measures that focus on incentives to work. The measures are expected to have a more longterm impact rather than produce any immediate effects. The government is considering modifications of the tax and transfer systems to make it easier for older people to take an active part in working life. Furthermore, it is considered essential to develop opportunities for changes of career and profession for those who are engaged in physically and mentally demanding professions, in which it is often not possible to work up to the age of 65. In the government’s view, flexible work forms should be developed for older workers as an alternative to early retirement from the work force due to ill health or inability to perform a specific service. 6. Reform pension systems in appropriate ways taking into account the overall objective of maintaining the sustainability of public finances. At the same time sustainability of pension systems needs to be accompanied by sound fiscal policies, including, where necessary, a reduction of debt. Strategies adopted to meet this objective may also include setting up dedicated pension reserve funds.



The income-related old-age pension in the national pension system is separate from the Central Government budget. It is an independent class of insurance and is financed by the specifically directed contribution of 18.5 per cent of the pensionable income. The contribution rate shall be fixed and the pensions vary. Any need of financial adaptations is handled in the income-based system by an automatic balancing mechanism which insures a balance between the system’s liabilities and assets. The system also has a buffer fund which contributes to its long-term financing. 7. Ensure that pension provisions and reforms maintain a fair balance between the active and the retired by not overburdening the former and by maintaining adequate pensions for the latter.
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If the autonomous system’s liabilities exceed its revenue the automatic balancing mechanism is activated, which means that pensions and pension rights are adjusted upwards at a slower pace. In this way, the working population and the pensioners share the burden of any economic problems. 8. Ensure, through appropriate regulatory frameworks and through sound management, that private and public funded pension schemes can provide pensions with the required efficiency, affordability, portability and security.



Occupational pensions are generally the result of collectively bargained agreements between the social partners. The law makes no special demands on the contents of pension agreements, but employers must guarantee their pension commitments. This may be affected by appropriation to an account combined with an economic guarantee, such as credit insurance, or by appropriating funds to a pension trust. The operations are to be carried on in a way that ensures the individual beneficiary has all the knowledge needed to take informed decisions. New rules for the occupational pension area are proposed to enter into force on 1 January 2006. Modernisation of pension systems in response to changing needs of the economy, society and individuals 9. Ensure that pension systems are compatible with the requirements of flexibility and security on the labour market; that, without prejudice to the coherence of Member States’ tax systems, labour market mobility within Member States and across borders and non-standard employment forms do not penalise people’s pension entitlements and that self-employment is not discouraged by pension systems.



In the reformed system the pension is based on life-income. In principle the pension system gives all who are gainfully employed the opportunity to build up a pension to match their income. It will therefore be possible to maintain a standard of living during retirement largely equivalent to the previous standard of living. Apart from the pensionable amounts for parents of small children, national servicemen and people with sickness compensation, there are no provisions in the national pension system that treats special occupational categories or groups differently with regard to pensions. The national pension may, furthermore, be exported to other countries. Regarding occupational pensions, the effects of different types of career depend on the agreement in question. In the case of a switch to a different contractual area, coordination is in principle affected by giving a paid-up pension policy of earned pension rights and crediting the period of service from the previous employment. Thus, pension rights are not lost in connection with a change of employment. However, defined-benefit agreements may mean that it is disadvantageous to change jobs between different sectors or to work abroad. 10. Review pension provisions with a view to ensuring the principle of equal treatment between women and men, taking into account obligations under EU law.



The pension system contains no gender-specific rules which is sometimes to the benefit of women, for example in the case of the gender neutral annuitisation divisor. However, women are strongly over-represented amongst those who draw some form of basic security, both guarantee pension and housing supplement are disbursed to four times as many women as men. 11. Make pension systems more transparent and adaptable to changing circumstances, so that citizens can continue to have confidence in them. Develop reliable and easy-to-understand information on the longterm perspectives of pension systems, notably with regard to the likely evolution of benefit levels and
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contribution rates. Promote the broadest possible consensus regarding pension policies and reforms. Improve the methodological basis for efficient monitoring of pension reforms and policies.



In order for beneficiaries to be aware of how large their future old-age pension can be expected to be, annual information, containing forecasts for the individual’s pension, is dispatched to all who are insured in the new pension system. Since December 2004 an Internet portal, minpension.se, has also been available where a collected forecast both of national pension and occupational pension can be obtained. These tools focusing on the individual are complemented with public informational efforts to raise the level of knowledge about the pension system. The pension system has broad political support.
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5.2



The old pension system and the transitional rules



The national supplementary pension scheme (ATP), which was introduced in 1960, was designed as a pay-as-you-go system, and a buffer fund was gradually built up to level out income from contributions and expenditure over time. The compensation from ATP depended on a person’s income during his/her 15 best working years. To receive unreduced ATP, a person had to be credited with ATP points for 30 years. Within the framework of the pension system there was basic security in the form of a basic pension and a pension supplement. The defined-benefit ATP system was reformed for several reasons. First and foremost it was not financially stable and its design implied a weak link between life-income and pension for the individual. Indexation of earned pension points was linked to the consumer price index. The rules for calculation of ATP pensions were also unfair. Due to the 15/30year rules, the ATP system favoured those who had an uneven income development or worked for a short period of their lives. Likewise, the ATP system was unfair to those who had had an even income development and worked over a long period. Two people with the same life-income could receive very different pensions in spite of the fact that their total payment of contributions was the same. The reformed system is being introduced gradually. Those born in 1937 or earlier are covered by the supplementary pension system only (that is to say the old system). The intermediate generation, that is to say those who were born between 1938-53, earn both pension points in the supplementary pension system and pension rights for income-based pension (from 1960 at the earliest) and premium pension. The extent to which people in the intermediate generation are affected by the new or the old system depends on their date of birth. People born in 1938 receive 4/20ths of their pension from the reformed system and the rest in accordance with the old rules. A person born in 1939 receives 5/20ths from the new system, etc. Those born in 1954 and later are totally covered by the reformed pension system. As of 2003, ATP supplementary pension consists of the previous ATP pension and the ATPbased basic pension. The supplementary pension is calculated according to the number of credited years and the income during those years. To earn credits, pension points are established for each credited year. Pension points are calculated as the ratio between the pensionable income – after an increased price base amount has been deducted – and this base amount. The 30-year rule means that 30 years credited with points are required to receive an unreduced pension. Points may be credited up to the 64th year12. The supplementary pension consists of two parts: 1. 60 per cent of the product of the price base amount and the average of the 15 highest points and 2. an amount equivalent to 0.96 price base amounts for single people and 0.785 price base amounts for married people (known as the basic pension supplement). The supplementary pension is drawn by people born in 1937 and earlier, and also those born between 1938–53 according to ratio parts. Pension may be drawn from the age of 61 and it may also be drawn later than 65. Early retirement reduces the pension by 0.5 per cent for every month before the age of 65, postponed retirement increases the pension by 0.7 per cent for every month postponed up to the age of 70. The amount is price-indexed up to and including the year the beneficiary reaches 65. As from the year the beneficiary reaches 66, 12



For the intermediate generation, that is to say those born between 1938–53, it applies that as from the 65th year they earn income-based pension and premium pension without any ratio reduction. Income– based pension rights and premium pension rights equivalent to 18.5 per cent of the pensionable income is hence received as from the 65th year.
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the supplementary pension is indexed in accordance with the same flexible indexing rules that apply to income-based pension, that is to say by average income development minus 1.6 per cent. Basic security in the old system consisted of a residence-related basic pension, a pension supplement for those with no or low ATP points and a special basic tax deduction allowance. On 1 January 2003 the old basic security was replaced and for those people who have not built up an adequate pension themselves, there is a guarantee pension supplement. The guarantee pension may be disbursed from the age of 65 at the earliest to persons born in 1938 or later. Full guarantee pension amounts to 2.13 price base amounts for single people and 1.90 price base amounts for people who are married. People born in 1937 or earlier as a rule have already started to receive pension in accordance with the old rules. Their pensions were recalculated on 1 January 2003 and for them basic security consists of an interim guarantee pension with somewhat deviating rules. The level for full guarantee pension is somewhat higher and amounts to 3.16 price base amounts for single people and 2.83 price base amounts for those who are married. However, the interim guarantee pension is also reduced by occupational pension.
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5.3



The major collective occupational pension agreements



The majority of collective agreements on the labour market contain agreements on pension benefits. Pension insurances are agreed in accordance with two main principles – definedbenefit or defined-contribution pension benefits. The aim is to supplement national pension benefits. In the defined-benefit systems, the final pension is defined as a certain proportion of the pensionable wage. The contribution is then decided afterwards when on the one hand it is known how the individual’s pay has developed and, on the other hand, how the pension capital has developed. In the defined-contribution system, the size of the final pension depends on how the capital has been managed. In collective agreements there is a contracted age of retirement of 65. There is a possibility of early retirement from the age of 61 and also from the age of 55. There are rules for delayed retirement and they are limited to the age of 70 at most. In the case of early retirement, the monthly pension is reduced in that disbursement of the pension benefit reaches over a longer period. Early retirement pension can only be drawn as a full pension with the exception of the agreement for local government employees. Certain parts of the pension benefits may be drawn as a temporary pension, for example between 60-65. Delayed retirement means the monthly pension amount is increased for life. Pension starts to be earned at the age of 20-21 in the case of the defined-contribution pension and generally at the age of 28 in the case of the defined-benefit pension. For defined-contribution pension there is generally no income ceiling as there is in the case of defined-benefit pension.
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Table A1 An overview of the major occupational pension systems in Sweden



Agreement



SAF-LO ITP ITPK



PFA



Contractual area Workers in the private sector from age 21 Salaried employees in the private sector from age 28 Local government employees from age 28 Local government employees from age 21 Civil servants from age 23



PA 03 Civil servants from age 28



Type of insurance



Compensation/contribution



Withdrawal possible as from



Definedcontribution



3.5 % of the wage



55 yrs



Defined-benefit



10 % of the pension base < 7.5 IBA1) 65 % of the pension base 7.5 – 20 IBA 32.5 % of the pension base 20 – 30 IBA



Definedcontribution



2 % of the wage



Defined-benefit



62.5 % of the pension base 7.5 – 20 IBA 31.25 % of the pension base 20 – 30 IBA



61 yrs



Definedcontribution



3.5-4.5 % of the wage



55 yrs



Defined-benefit



60 % of the pension base 7.5 – 20 IBA 30 % of the pension base 20 – 30 IBA



Definedcontribution



2.3 % of the wage



Definedcontribution, Kåpan



2.0 % of the wage



1)



55 yrs



61 yrs



Income base amount Note: The table describes the agreements as they are intended to be when fully functional, that is to say when the old rules have been completely phased out. In principle, all present pensioners receive occupational pension from older agreements and these agreements differ considerably from the agreements which now cover the majority of the gainfully employed population. However, the older agreements basically covered the same groups on the labour market and with similar contribution and compensation levels
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5.4



Replacement rate calculations



Replacement rate calculations in the Swedish national pension system are carried out in accordance with the framework decided by the Social Protection Committee’s (SPC) Indicator Sub-Group (ISG). Gross and net replacement rates are calculated for base cases retiring in 2005, 2010, 2030 and 2050 (referring to the 1940, 1945, 1965 and 1985 cohorts respectively) with reference to their earnings the previous year. The base case for the calculations is a single male13 who is a full-time private sector worker that retires at the age of 65 after a 40-year uninterrupted career. Real rates of return that on pension funds are predicted to be 3.0 per cent and inflation is set at 2 per cent as from 2004. The preconditions are in accordance with the guidelines produced by the Ageing Working Group (AWG). The calculations encompass the national pension comprised of both income-based pension and premium pension components, and a supplementary occupational pension based on the ITP scheme for white-collar workers in the private sector14. The ITP agreement is divided into two tiers: a defined-benefit tier and a defined-contribution tier. The defined-benefit tier, ITP, is calculated as one percentage of the final salary. The ITP Board exercises right of decision over the adjustment upwards of disbursed pensions – but these have largely followed inflation and are so modelled in the calculations. The funded defined-contribution tier, ITPK, may be disbursed either as a smaller sum for the beneficiary’s remaining life or a higher amount as a time-limited benefit during the first five years of retirement. In calculations we choose to work with the first alternative as the other produces unreasonably high replacement rates during the first five years and a subsequently rapidly falling pension income. This agreement has been used in the calculations because it is one of the major agreements for white-collar workers in the private sector. For the income-related pension, the base case is assumed to receive a constant gross wage of 100 per cent of the earnings of an average production worker (APW). The average income for an APW amounted to SEK 244 454 in 2003. A wage growth rate of 3.2 per cent between 2003 and 2004 has been projected. The growth of future real earnings is estimated to be 1.8 per cent from 2004. The size of the annuitisation divisor is based on forecasts from Statistics Sweden of average life expectancy for each cohort. The growth rate norm of 1.6 per cent is included in the annuitisation divisor. Housing supplement for pensioners is also included in the calculations. The base case is assumed to have an apartment with two rooms and a kitchen and an average monthly rent of SEK 3 970 in January 2004. The ceiling for housing costs is predicted to increase in pace with an inflation rate of 2 per cent. These ceilings are politically set and historically have followed the increase in the rent cost index which in general is higher than inflation. Private pension saving is excluded from the calculations.



13



The sex of the worker does not have any affect on the calculations for the Swedish pension system. Ongoing renegotiations of the ITP scheme apply, amongst other things, to the transition from a defined-benefit system to a defined-contribution system. This may affect the calculated replacement rates that are based on the agreement in its present form.
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67.7 64.9 58.4 55.8 58.6 77.3 55.8 63.9



62.0



14.1



14.7 49.9



48.0



35.2



48.1



14.5



33.6



69.0



32.9



36.1



58.7



32.7



25.9



2050



67.0



14.0



53.0



2005



53.7



14.5



39.2



2050



2 % Prudent rate of return



62.9



13.3



49.6



2005



44.1



13.9



30.3



2050



Broken career (30 years of seniority)



77.4



14.6



62.8



2007



60.8



15.0



45.8



2052



Retirement at age 67 with 42 years of seniority
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71.4 67.8 60.2 56.7 61.6 96.7 58.0 67.7 50.8 65.2 48.9 76.7 66.6 70.8 54.6 69.7 45.4 79.7 61.7 Replacement rate of housing supplement for pensioners 0 0 0 0 0 15.4 0 0 0 0 0 0 0 0 0 2.9 0 0 0 Source: National Insurance Office and Ministry of Health and Social Affairs Note: 2005 refers to the pension in 2005 in relation to earnings in 2004. The following preconditions are assumed: 40-year career; productivity and wage development: 1.8 per cent, inflation: 2 per cent, real rate of return: 3 per cent 1) Average production worker wage, APW 2) Income ten years after pension in 2005 in relation to predicted average earnings 2014



Net replacement rate



Gross replacement rate



Gross replacement rate from the national pension system 53.0 49.6 42.6 40.4 46.1 62.5 40.4 49.7 Gross replacement rate from occupational pension 14.7 15.3 15.8 15.4 12.5 14.7 15.4 14.2



2005



Rising Constant Concave Rising income income income from from 100 to income of profile 80 to 120 % 200 % APW 66 % APW from 75 to APW Poor pensioner 105 % APW



After 10 2005 2010 2030 2050 yrs2) 2005 2050 2005 2050 2005 2050



Constant income of 100 % APW1)



Table A2 Replacement rates



Table A3 Information on the representativeness of the calculations Men



Average retirement age of the net flow of retirees1)



Women All Men Women



Average seniority at retirement of the new flow of retirees2)



All Coverage rate of the national pension system (share of the gainfully employed population) Men Active membership of occupational pension schemes (share of the gainfully employed population) 1)



Percentage of the annual flow of new retirees receiving occupational pension1)



Average pension income as a share of average earnings (as a percentage) 5)



28 yrs 100 % Not available Not available



All



Approx. 90 %



Men Women



91 % 83 %



All



87 %



Overall contributions to occupational pension (as a percentage of gross salary)3) Pension income for a given cohort as a share of earnings (as a percentage)



24 yrs



Women



Overall contributions to the national pension system (as a percentage of gross salary)



4)



64.8 64.7 64.7 30 yrs



17.21 % 13.7 % 60.6 % 59.9 %



Source: Ministry of Health and Social Affairs, National Insurance Office 1)



Pensioners who retired in 2003. Number of working years for the1937 cohort who retired in 2003. The number of working years includes only years with a pensionable income; early retirement from the labour market through sickness compensation and activity compensation or contractual retirement results in a lower number of working years. 3) Contributions to occupational pension (ITP) include other social contributions in the scheme. The employer must also pay extra payroll tax on all contributions paid to occupational pension agreements. The tax is included in the calculations. 4) Gross median income for pensioners aged 66–74 (excluding other social allowances and insurances) in relation to the median income for gainfully employed persons aged 50–59 (including income from pensionable social insurances). 5) Average gross income for pensioners aged 66 and up (excluding other social allowances and insurances) in relation to the median income for gainfully employed persons aged 20–64 (including income from pensionable social insurances). 2)
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5.5



Statistical annex



Table A4 Financial statistics



Public sector Percentage of GDP Income Expenditure of which interest payments. Financial saving Primary financial saving



2000



2003



2005



2010



2020



2030



2040



2050



59.8 54.7 4.1 5.1 6.0



56.1 55.6 2.2 0.5 0.5



54.7 54.0 2.2 0.6 0.6



55.9 53.9 2.6 2.0 2.2



56.4 54.7 1.8 1.7 1.0



57.2 57.4 1.6 -0.2 -1.1



57.1 57.8 2.0 -0.7 -1.2



56.7 57.5 2.3 -0.8 -1.0



52.8



52.0



50.5



45.8



33.2



31.9



38.8



45.9



Gross liabilities according to Maastricht Adjusted gross liabilities according to Maastricht Net liabilities



31.9



32.3



29.4



19.3



1.4



5.1



22.7



36.8



1.3



-1.3



-2.7



-11.1



-30.3



-33.0



-23.1



-17.1



Old-age pension system Percentage of GDP Income Primary income (income from contributions) of which government transfers Income from capital Expenditure Financial saving Primary financial saving



10.8 9.2 3.5 1.5 8.6 2.2 0.7



8.5 7.6 1.8 0.9 6.5 2.0 1.1



8.4 7.5 1.8 1.0 6.4 2.1 1.1



8.6 7.4 1.9 1.2 6.9 1.6 0.5



8.8 7.6 1.9 1.2 7.9 0.9 -0.3



8.9 7.7 2.0 1.2 8.2 0.7 -0.5



8.8 7.7 2.0 1.0 8.4 0.4 -0.6



8.9 7.8 2.1 1.0 7.7 1.2 0.1



Assets Rate of return, per cent



35.8 4.3



28.2 3.2



29.6 3.3



33.2 3.5



34.6 3.5



34.4 3.4



30.5 3.4



31.3 3.3



9.5



9.5



9.9



10.6



11.0



11.1



10.5



29.2



29.3



31.8



37.5



41.6



43.6



42.4



Pensions and demography The public sector’s old-age pension expenditure 8.6 according to ESPROSS, percentage of GDP Old-age dependency ratio, 65+/20-64 yrs, per 29.4 cent
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