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Abstract 
 
This dissertation is about public pension systems, intergenerational redistribution and welfare 
state change. The aim is to enhance our understanding of how national pension systems have 
evolved and how welfare states react to the challenges of population ageing and fiscal stress, a 
problem which I refer to as the pension dilemma. I take a combined look at policymaking and 
policy performance. On-the-ground outputs are assessed with a particular attention to 
redistribution across age groups and generations. The working hypothesis is that the burden of 
adjustment falls disproportionately on the young. While current and soon-to-be retirees have 
seen their pension rights largely unaffected, current labour market entrants will receive less in 
return for contributions paid, are more likely to experience career interruptions, and will, 
consequently, have more difficulties in obtaining full pension rights.  
 
Apart from being important in its own right, the hypothesis serves to tease out similarities and 
differences between countries. A look at demographic trends, the composition of social 
spending, and the socio-economic status of the aged across the OECD, reveals that diversity 
dominates among advanced welfare states. Studying the evolution of pension policy in three 
countries with Bismarckian pension systems, Italy, Germany and Sweden, we see, 
furthermore, that despite some similar policy responses, there is a surprising continued 
diversity with regard to how reforms are carried out and how these systems actually function. 
Advanced political economies have followed distinct paths in the past, and I submit that 
trajectories continue to be separate even though, on the face of it, reforms are in the process of 
making institutional architectures more alike.   
 
Going beyond the Bismarckian label, I characterise the Italian pension system as incoherent, 
the German as a classical and, finally, the Swedish as an egalitarian Bismarckian system. I 
submit that even in the context of significant reforms, they continue to be distinct from each 
other, and the dissertation offers an explanation of why we see a pattern of continued 
diversity. Most importantly, I submit that we need to situate the pension systems in their 
proper context taking account of their different socio-economic and institutional starting 
points.  
 
By studying the development of three modern pension systems over time, it becomes evident 
that  previous  policies  form  the  most  fundamental  roadmap  to  new  policies.  Positive  and  
negative policy feedbacks coexist. In some instances the cost of deviating from old principles 
renders certain policy options unfeasible (positive feedback). At other times they facilitate 
change through problems associated with old policy (negative feedback). Hence, actual policy 
output is more likely to be dictated by existing policies than exogenous shocks. If you begin 
with  a  more  uniform  and  egalitarian  system,  the  odds  of  reforming  the  system  into  a  
continued uniform and egalitarian system are rather good. By the same token, it is a difficult 
task to turn an incoherent and fragmented system into a coherent and uniform one. The effects 
of changes made to an incoherent system are much more difficult to predict. A classical 
system will be somewhere in-between these two extremes. 
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1  Introduction 
 

Daddy’s pension is a mirage1 (Boeri and Galasso 2007: 79).   

 

It  is  well  known that  old  age  social  security  systems are  operating  under  radically  different  

economic and demographic conditions today compared to when these schemes were 

introduced and expanded in the decades following World War II. These changes have 

important implications for intergenerational distribution. More specifically, it seems that 

modern pension systems have become increasingly burdensome for the young, and that the 

cost  of  restructuring  these  systems  to  a  great  part  falls  on  the  generations  who  have  just  

started (or are yet to start) their working careers. While current and soon-to-be retirees have 

seen their pension rights largely unaffected2, current labour market entrants will receive less 

in return for contributions paid, are more likely to experience career interruptions, and will, 

consequently, have more difficulties in obtaining full pension rights.  

 

In this dissertation, which is a story about national pension systems, intergenerational 

redistribution and welfare state change, I use the above claims as a working hypothesis. Apart 

from being important in its own right, the hypothesis serves to tease out similarities and 

differences between countries. I show that the extent to which it is supported depends on 

which  country  you  study.  That  is  to  say,  national  pension  systems  differ  greatly  in  their  

properties (i.e.  they function differently), and I maintain that this is true also after the 

important reforms which have taken place in recent years. In short, change is not equal to 

convergence. The dissertation offers an account of how Bismarckian pension systems have 

evolved and tries to answer the puzzle, why, despite a common policy dilemma, there are so 

few signs of convergence on a common path. I make the case that past policies together with 

the national context and, above all, the socio-economic setting within which pension systems 

operate, form the keystones in any pension reform process. Policy problems often have their 

origins within the system itself and are not only caused by exogenous shocks. Thus, the 

specific problems to be resolved differ across countries despite being challenged by a 

                                                
1 Original quote: La pensione di papà è un miraggio.  
2 It should be noted that I here refer to the changes in the pension system proper, such as e.g. to benefit rules and 
official retirement ages. These have typically been introduced only with considerable time lags. On the other 
hand, the rolling back of institutional pathways to exit the labour market early (e.g. the possibility in Germany 
for older unemployed and women to retire early), have generally been initiated more quickly and have, thus, 
contributed to a trend of rising effective retirement ages also among older workers (OECD 2005a, 2011).  
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common  dilemma.  Countries  realised  at  about  the  same  time  that  they  had  to  adjust  their  

pension systems to new, post-industrial times, but they started this process with very different 

odds of being successful.   

 

The dissertation tries to increase our understanding of how and why national pension systems 

are  changing  by  engaging  in  two  levels  of  analysis.  That  is,  I  tell  two  stories;  one  about  

similarities, i.e. common problems and policy trends that go in broadly the same direction. If 

one looks from above, one sees that advanced political economies have to cope with a series 

of similar challenges or a common dilemma (e.g. Jordan 2006). They are all challenged by 

adverse demographic trends caused by lower fertility rates than in the past and, at the opposite 

end of the life-cycle, increased longevity. The other (more important) story is about persisting 

divergences. Zooming in on a less aggregate level one observes that even though at the 

macro-level these modern welfare states face a fairly similar package of pressures, significant 

differences persist, both in terms of how the elements of the pension dilemma are put together 

in each case, as well as with regard to country responses.  

 

Two principal research questions feed into the two levels of analysis. First, in order to tease 

out cross-country similarities and differences associated with the welfare state transition that 

we are currently in the middle of, I ask what implications the pension dilemma, which I will 

describe in more detail below, has for intergenerational redistribution. In other words, how 

have the structural pressures associated with post-industrialism and demographic change 

affected the redistributive choices of the welfare state seen from an “age” perspective, and do 

common political determinants exist? The question originates from a hunch that in the context 

of ageing populations modern public pension systems have become increasingly burdensome 

for the young. At the same time, as the situation has improved for the elderly, structural 

changes have taken place in the labour market and in family patterns, which have made life 

more difficult for those of working age. For instance, full employment and permanent 

contracts can no longer be taken for granted, and single parent households have become 

increasingly common. Thus, the topic of pension reform touches on some important questions 

related to intergenerational redistribution.3  

 

                                                
3 I will elaborate on the important distinction between generations and age groups in chapter 3.  
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One should note that I do not suggest that the aged do not deserve their pensions, nor that we 

are likely to see a “generational war” (Lindh et al. 2005) due to irreconcilable cleavages 

between young and old. Rather, I stress the remarkable success that the old age social security 

programmes have had. This success, in turn, has created an unforeseen and new policy 

dilemma. In exploring the first question, which I address by analysing cross-national, 

aggregate data in the first part of the dissertation and through a small-n comparative analysis 

in the second part, I find that variation still dominates. Thus, the second question is more 

theoretical in nature and relates to institutional variation: Why does a high degree of cross-

country variation persist, despite common policy challenges? This question is addressed by 

tracing the evolution of the national pension systems in three countries, namely Italy, 

Germany and Sweden. Also the case studies are undertaken with a particular focus on 

intergenerational distribution.  

 

 

1.1 Public pensions in Italy, Germany and Sweden: Variation around a 
Bismarckian theme  

 
A major part of the dissertation is devoted to a more detailed study of three countries – Italy, 

Germany, and Sweden – and in the following section I introduce briefly the main 

characteristics of their national pension systems and their political economies more in general 

and explain why they are suitable for comparison. I acknowledge that they have many 

significant features in common, but yet I argue that they are better understood as different 

systems which continue to follow distinct trajectories. While I claim that we do not see any 

significant signs of convergence of these systems, this is not to say that they are not changing. 

Quite on the contrary, precisely because they are currently in a process of adapting to new 

challenges, it becomes particularly evident how strongly the evolution of these systems are 

coloured by national contexts and past policy histories. 

 

As countries Italy, Germany and Sweden share some basic characteristics. They are all 

advanced democracies with open, market economies and they are members of the European 

Union. They have highly developed welfare states offering a wide range of social protection 

programmes to its citizens (e.g., old age pensions, health insurance, support for the 

unemployed, families and so on). If you look from far above, one may even argue that the 

three countries seem to have proceeded down a common path. They have more often than not 
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been exposed to a set of common economic and social challenges. With industrialisation the 

problem of how to maintain oneself after retirement from work gained relevance, and towards 

the late 19th and the early 20th century most developed states introduced some kind of public 

social security provisions. The three countries have in common that they eventually opted for 

a generous earnings-related and pay-as-you-go (PAYG) financed public pension system. 

Though the timing of key events have been different, by the 1970s they all had public pension 

systems  dominated  by  a  large  public  pillar  which  aimed  to  provide  people  with  an  old  age  

income sufficient to maintain the living standard acquired during the active career. In other 

words, in all three cases the chosen approach can be classified as Bismarckian.  

 

Let us look more concretely at what Italy, Germany and Sweden have traditionally had in 

common with regard to the basic institutional design of their pension systems. In summary, 

their systems have been founded on the social insurance principle all having:  

 A large public pension insurance system covering most workers.  

 Private pensions crowded out by a generous public pillar. 

 Earnings-related public schemes aimed at living standard maintenance in old age 

 Pay-as-you-go financing with implicit generational contract and large flows of 

horizontal redistribution, i.e. the pensions of current retirees paid by current 

workers on the condition that future workers will finance the pensions of future 

retirees.   

 Old age pensions are conceived as insurance against  the  loss  of  income  when  a  

worker withdraws from the labour market. Income differences in the labour market 

should, thus, be reflected also in retirement. In fact, pensions are often considered 

as a form of deferred wages, and consequently, it is not first and foremost a 

mechanism for vertical redistribution like many other welfare state programmes.  

 

More recently these systems have been subject to demographic and fiscal pressures in a 

context of low economic growth, strong international economic competition and a shift in 

social risks. In an attempt to meet these challenges, albeit at different speeds, significant 

pension reforms have been passed in each of the three cases. Somewhat simplified we can say 

that in countries in which earnings-related public pensions dominate, we have seen two major 

changes. First, there have been efforts to develop multipillar systems in which different forms 
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of private (including occupational) pension schemes should play an increasing role. Second, 

the underlying logic of the earnings-related part of the public system has changed from 

focusing on how to guarantee a certain replacement level in relation to previous income (aka 

defined-benefit or DB) to one in which the contribution rate and not the replacement rate is 

set in advance (aka defined-contribution or DC). Although future replacement rates will 

depend on economic performance and demographic trends and are, therefore, to some extent 

uncertain, it is certain that the degree of income replacement offered by public pension 

systems will go down in the future. Taken together, the two trends imply a privatisation or 

individualisation of social  risk.  Italy,  Germany and Sweden can all  be taken as examples of 

such  a  trend.  Also  important  is  that  even  though  the  public  pillar  in  these  countries  is  still  

dominated by earnings-related pensions, they now all have what we can call a dual system of 

income security for the aged (e.g. Wilensky 2002: 217). That is to say, in Italy and Germany, 

where a basic pension tier aimed at preventing poverty has been weak or missing altogether, 

this function has been strengthened. Thus, it may seem that the institutional trajectories of the 

three countries are converging. Judging, furthermore, from their design and similar aims, one 

may believe that these systems produce somewhat similar outcomes, i.e. they function in a 

similar way with respect to, for instance, system generosity, their redistributive properties and 

how they protect different socio-economic strata.  

 

However, going closer or zooming in on our three countries – Italy, Germany and Sweden – 

we discover very different evolutionary patterns and that what appear to be similar policy 

architectures if you look from afar, are really not at all that similar when it comes to the 

qualities or outputs of these systems, i.e. what effects they have. When I started studying 

pension policies in these three countries I expected to find greater differences at the ideational 

and conceptual level. Because of different political institutions and variation in policymaking 

styles and in the way political competition unfolds I expected to see more fundamentally 

different policies. Instead, I discovered that they started with surprisingly similar intentions 

and ideas in mind concerning how their pension systems should deal with demographic 

ageing, financial squeeze and new social risks. Thus, for some time I was convinced that, 

contrary to initial expectations, I would tell a story about convergence in this dissertation. But 

then, starting to explore the empirical data on public social spending and on the socio-

economic status of old and young in these countries, the more I looked, the less I was able to 

defend such an account. In fact, the cross-sectional data which I describe in the first empirical 
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part of the thesis (chapters 3 and 4), clearly show that variation in functioning and 

performance is what dominates across a large number of advanced political economies.  

 

Concentrating more specifically on Italy, Germany and Sweden, I realised that beyond the 

mentioned common traits, the three cases should be considered as distinct systems. That is to 

say, functionally the systems have been very different in the past and as far as reform 

consequences can be assessed at this stage, they do not appear to be converging. First, there 

are substantial differences in their roads to arrive at the present institutional architectures. 

What this means exactly will become clear in the presentation of the detailed case studies. 

Second, I will show that these systems operate in highly different national contexts, and their 

properties as well as performance differ in some very fundamental ways. With a basis in the 

Bismarckian caption, I add three different adjectives to characterise the three cases. While the 

Italian national pension system can be labelled an incoherent Bismarckian case, the German 

system is best described as a classical Bismarckian case. Finally, the Swedish case looks 

more like an egalitarian Bismarckian system. As already noted, the three systems have been 

significantly reformed in recent years. Yet, I argue that even after reforms, these labels 

continue to describe well the fundamental properties of these systems.  

 

By highlighting some core differences between the national pension systems in the three 

cases, I show briefly why it is appropriate to treat them as distinct systems and why they fit 

the labels incoherent, classical and egalitarian.  The  evolution  of  the  systems  will  be  

discussed more thoroughly in chapters 5, 6 and 7. If we place the three countries along a one-

dimensional  axis,  as  has  been  done  in  figure  1.1,  we  would,  with  respect  to  most  relevant  

variables, get Italy and Sweden at the two extremes and Germany situated somewhere in the 

middle. Figure 1.1 lists seven important variables on which the three countries differ. Note 

that the characteristics refer to systems as they were before the recent reforms were 

introduced. This means that on some variables the situation will have changed somewhat, but 

the figure gives us a first idea of how the three cases differ.  
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Figure 1.1: Country variation with respect to main characteristics and role of the public pension system before 
recent reform efforts 

  Bismarckian  

 Incoherent Classical Egalitarian 

1. Age distribution of overall 
social protection 

Very strong elderly 
bias of social 
protection. 

Strong elderly bias of 
social protection. 

Balanced “age” 
distribution of social 
expenditure. 

2. Balance between cash and 
in-kind benefits 

Cash transfers 
dominant type of 
benefits. 

Cash transfers dominate. 

 

Mix between cash 
transfers and social 
services. 

3. Degree of fragmentation High, different 
treatment across 
occupational groups, 
also public vs. private 
sector cleavage. 

Moderate, separate 
scheme for civil 
servants; private and 
public sector employees 
insured in the statutory 
public pension 
insurance. 

Low, one scheme 
covering all workers, 
equal treatment across 
occupational groups and 
public and private 
sector. 

4. Redistributive outcome 

 

Unclear. Horizontal 
through PAYG, 
perverse through 
extremely differential 
treatment across 
professional groups. 
Some vertical through 
small minimum 
pension and implicitly 
through tax-financed 
state subsidy. 

Horizontal 
redistribution through 
PAYG. Vertical 
redistribution only 
implicitly through tax-
financed state subsidy 
and credit for child 
rearing. 

Horizontal through 
PAYG. Vertical 
redistribution through a 
significant basic 
pension, pension credits 
for certain non-earning 
groups, housing benefit 
for pensioners in need. 

 

5. Effective retirement age Below average. Close to EU average. High (well above EU 
average). 

6. Reference earnings for 
calculation of pension 

Final year(s) 
depending on 
occupational status. 

Lifetime average 
(earnings point system). 

Average of 15 best 
income years. 

7. Basic protection 

 

A modest ‘social 
pension’ available to 
elderly citizens who 
have not acquired 
pension rights under 
any other scheme. 

No basic or minimum 
old age pension, but 
general social assistance 
available to all citizens 
without sufficient means 
to sustain themselves. 

Basic pension with 
universal coverage. 

  
 Italy Germany Sweden 

Source: Own representation 

 

On  all  variables,  except  the  two  last  ones,  we  find  Italy  and  Sweden  at  opposite  ends  and  

Germany in the middle. The first two variables relate to characteristics of the welfare state in 
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these countries more in general. In chapter 4 I present actual numbers, but at this point the 

aim is simply to highlight some general characteristics without getting too bogged down in 

the finer details. In Italy, if looking at the welfare state as a whole, a dominant feature is the 

heavy elderly bias. A large part of total welfare spending goes towards financing public 

pensions. Also German social expenditure budget is dominated by outlays to cover the costs 

of old age pensions, but the ‘age bias’ is, nevertheless, less extreme than in Italy. In Sweden 

the general approach to welfare is more all-encompassing with considerable resources 

devoted also the working aged and the young (see chapter 4).  On the second dimension, we 

observe that Italy and Germany, as is typical of Continental or conservative welfare states, 

rely mostly on cash transfers. Sweden, on the other hand, takes a much more diversified 

approach investing considerable resources in in-kind benefits, such as e.g. public child care, 

housing schemes, and activation programmes for the unemployed. I, therefore, maintain that 

the Swedish welfare state is aptly described as egalitarian. 

 

With regard to the pension system more specifically, a third prominent feature in the Italy is a 

high degree of fragmentation made up of, among other things, a multitude of public pension 

schemes, which, in turn, lead to differential and incoherent treatment across occupational 

groups. This means that although the system, according to the old rules, appears very 

generous, exactly what treatment you will receive depends very much on your occupational 

status. For some groups, e.g. local government employees, the pension arrangements provided 

by the state have been extremely lucrative both in terms of eligibility criteria and with regard 

to the size of the benefit. Also in the private sector eligibility rules and the benefit formula 

were fairly generous if compared to public pension arrangements in other countries. They 

were, however, nowhere near as favourable as those enjoyed by public sector employees and 

a high number of different schemes made the overall picture very messy. In Germany, by 

contrast, the degree of fragmentation is much more moderate. The main cleavage is between 

civil  servants  (Beamte) and private sector workers, with different pension schemes existing 

for the two groups.4 Civil servants do not pay pension contributions and pension benefits are 

calculated on the basis of the final salary as opposed to the whole career for private sector 

workers. In contrast to the Italian case, however, the requirements to qualify for a full pension 

are fairly similar for the two groups. Unsurprisingly, of the three cases, Sweden has the most 

homogenous  or  least  fragmented  public  pension  system  with  one  public  pension  scheme  

                                                
4 Note that public sector employees who are not civil servants (Beamte) are also included under the general 
public pension insurance (Gesetzliche Rentenversicherung).  
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applying to all wage earners regardless of whether employment is with the state or in the 

private sector. As in the two other countries, the Swedish approach is dominated by the social 

insurance principle, but state pensions are administered by a single administrative body 

applying uniform rules across occupational sectors. In that way, a person’s old age pension is 

employment-centred to the extent that the size of the benefit is linked to his or her previous 

career and depends on previous earnings,5 but qualification requirements and generosity 

remain  the  same  across  occupational  groups.  That  is  to  say,  notwithstanding  being  

Bismarckian in its basic design, it is clearly more universal and egalitarian than the other 

cases.  

 

As  far  as  redistribution  is  concerned,  the  first  thing  to  note  for  all  countries  is  that  in  an  

earnings-related system financed according to the PAYG principle, the main effect will be 

horizontal redistribution, i.e. income is shifted across a person’s lifecycle from income 

earning years to retirement. The old age pension is conceptualised as deferred wages or 

insurance against income loss at retirement. Nonetheless, there are clear differences within 

this model. Some pension systems incorporate mechanisms for vertical redistribution through 

e.g. pension credits for child rearing or subsidised pension contributions for unemployed. 

Conversely, by giving well-off individuals higher returns on their contributions than low 

income earners, redistributive effects can, in some instances, be perverse. In this regard, 

system outputs can be closely linked to the mentioned institutional fragmentation. In Italy, as 

a result of the many different schemes and associated differences in generosity and eligibility 

rules, exact redistributive effects are difficult to come by. It is, nonetheless, evident that 

significant differentials exist between occupational groups when it comes to returns on 

pension contributions. One euro placed in a scheme for state employees yield a greater rate of 

return than a euro paid into a scheme for private sector workers. The extreme fragmentation, 

hence, has a large potential for perverse redistributive effects. That is to say, we can think of 

an  example  in  which  a  civil  servant  with  a  good salary  is  not  only  allowed to  retire  with  a  

shorter contribution record than a low wage earner in the private sector, but she or he will also 

have a higher share of her income replaced.  

 

Given that there is a differentiation between private sector and civil servants, also in Germany 

there are potentially some of the same effects. It should be noted, however, that civil servants’ 

                                                
5 Or the amount of contributions in the reformed system, but this is, in turn, a function of previous earnings, so overall even 
the new system deserves to be labelled ‘earnings-related.  
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gross salaries are set at a lower level than that of other public sector employees (i.e. who are 

not civil servants) with an equivalent education. In the Swedish case the bulk of the state 

pension benefit comes from the earnings-related pension insurance system in which only a 

modest degree of vertical redistribution takes place. What has distinguished the Swedish 

approach from the two other cases and enhances its image as the most egalitarian Bismarckian 

system,  has  rather  been  the  basic  safety  net,  which  is  truly  universal,  fairly  generous  (see  

point 7 in the above figure) and financed by general tax revenues. Hence, it ensures that 

considerable vertical redistribution takes place also within the framework of public pensions. 

Furthermore, a means-tested housing benefit, which is not normally considered as part of the 

pension system, represents a further significant component in the package of redistributive 

measures designed to ensure a minimum living standard for Swedish pensioners (OECD 

2009).  

 

Fifth, when assessing how generous a pension system is, one tends to start by looking at the 

benefit formula and how much of the income that is replaced by the pension. However, also 

the effective retirement age, i.e. the age at which people actually retire, is a useful indicator of 

how costly the system is. Above all financially, there are several advantages attached to a 

high effective retirement age. On the income side, later retirement means more years of 

contributions to the system with an associated positive effect on the revenue base. On the cost 

side later retirement obviously means reduced costs by decreasing the number of years in 

which a pension benefit has to be paid. Comparing our three cases we see a significant spread 

with regard to the average age at which individuals tend to withdraw from the labour market. 

Italy has one of the lowest effective retirement ages in Europe, whereas the Swedes can be 

found at the opposite end of the range, giving them a notable comparative advantage over 

both Italy and Germany. Germany has an effective retirement age pretty much in line with the 

EU average. 

 

When turning to the sixth dimension that refers to the traditional method for calculating the 

pension benefit, we see that Germany and Sweden switch positions. Also here Italy was at the 

one extreme with the most generous method6 for converting earnings into pensions. Sweden, 

by taking the average of the 15 best career years, was situated somewhere between Italy’s 

final salary method and Germany’s lifetime income approach. With a model in which benefit 

                                                
6 Albeit with different generosity levels according to which occupational sector an individual belongs to. This in 
turn is related to the fragmented nature of the pension system as a whole. 
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size was determined on the basis of total career income, the general public pension scheme in 

Germany was more actuarially fair than the Swedish and Italian counterparts.  

 

Finally, the seventh point concerns basic protection towards which the three countries 

traditionally have taken very different approaches. In the Italian case a basic old age cash 

benefit has been in place for decades, but has generally been inadequate to keep individuals 

with low lifetime incomes out of poverty. In Germany, in the absence of a basic (non-

contributory) old age pension, individuals with low or no pension entitlements have had to 

resort  to  the  general  social  assistance  scheme  available  to  all  residents.  In  sum,  the  way  

benefits under the public pension system are linked tightly to a person’s occupational history, 

along with the strong actuarial element incorporated in the benefit formula and the absence of 

a minimum pension guarantee, justify the description of Germany as a classical or ideal-type 

Bismarckian system. Lastly, the Swedes have a long tradition of a more comprehensive 

approach offering a universal and fairly generous basic old age pension. Overall, the variation 

makes the countries particularly interesting to study. Despite some important similarities with 

regard to their formal institutional characteristics, we are dealing with systems that function 

very differently. In other words, at a high level of abstraction the countries may look very 

similar,  but  as  we  study  these  pension  systems  more  closely,  we  discover  that  there  exist  

substantial differences. On the output side, the empirical picture related to the performance of 

a pension system will be very much a function of certain structural conditions, such as, for 

instance, the structure of the labour market, economic growth and demographic trends.  

 

 

1.2 What explains persisting variation? The argument  
 
The pension dilemma, which I will describe in more detail in the next section, has forced 

governments to be serious about their efforts to reform the existing pension arrangements. 

Structural changes threatened to undermine the sustainability and well-functioning of this 

highly popular institution, and as a consequence, there has been a considerable weakening of 

the traditional opposition against reform and a window of opportunity for reformers has 

opened.  As  Heclo  once  put  it,  [p]olitics  finds  it  sources  not  only  in  power,  but  also  in  

uncertainty [… ]” (Heclo 1974: 305). In good times, social and economic forces may allow 

the policymakers extra room for manoeuvre to introduce popular policies, whereas in hard 
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times associated with economic and social uncertainty, there is more room to adopt 

potentially unpopular cuts to generous institutions (Overbye 2010). Therefore, as we will see, 

significant and impressive policy changes have been adopted during the last two decades. 

Among the principal options on the menu of policy measures are (e.g. Bonoli 2000):  

 a shift in the financing mechanism from pay-as-you-go to funding, 

 changing how benefits are calculated, 

 increasing the retirement age, 

 a review of the indexation mechanism,7  

 adjusting the legal retirement age.  

 

At first glance it appears that countries are pulling in the same direction with regard to the 

institutional adjustments they have made to their pension systems. As some authors assert, we 

“observe a trend towards some convergence between different paths and towards substantive 

change” (Arza and Kohli 2008a: 1). If assessing these systems at a high level of abstraction, 

their  claim  is  uncontroversial  and  the  author  of  this  dissertation  cannot  but  agree.  

Convergence can be defined as “the tendency of policies to grow more alike, in the form of 

increasing similarity in structures, processes and performances” (Drezner 2001: 53 own 

italics), and it is an undisputable fact that important policy reforms have been passed in recent 

years. In an extremely influential report entitled Averting the Old Age Crisis, the World Bank 

(1994) set out some recommendations about how a country should organise their pension 

system.  The  model  was  based  on  a  system  consisting  of  three  pillars  –  each  referring  a  

different principal provider of a pension scheme. The first pillar is typically public, i.e. the 

state is the principal actor or main insurance provider. The second pillar is primarily 

occupational. Schemes are provided by employers and/or the result of collective agreements. 

Finally, in the third pillar we have private pensions. Here the banking and insurance sector is 

the principal actor offering individual pension plans to private investors. The World Bank 

model has become the reference case in most debates on pension reform, and particularly in 

countries in which the public pillar dominate, efforts have been made to encourage greater 

market involvement. Within public schemes, one of the most significant changes has been an 

individualisation of risk (Ebbinghaus forthcoming). Whereas previously it was the system that 

                                                
7 Pension benefits are typically indexed to either wages or prices, to prevent that the real value of benefits drops 
significantly as time passes by.  
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was the main risk bearer and absorbed the costs of uncertain adverse developments in relation 

to the overall balance of the system, in the future it will be the individual who has to bear the 

burden of shocks to the system.  

  

Thus, one may convincingly argue that some degree of convergence has taken place at the 

systemic level, i.e.  in terms of institutional structures or architecture. Nevertheless, and this is 

the  conundrum,  significant  differences  persist  in  spite  of  new  and  surprisingly  similar  

wrappings. Drawing parallels to the computer hardware industry, as we know, identical outer 

shells reveal very little about a computer’s potential and actual performance. The risk when 

talking about seemingly converging institutional architectures is to overlook these, to my 

mind, fundamental and persisting differences. Thus, I argue in this dissertation that, despite 

some common organisational principles, we see few signs of convergence when it comes to 

processes and actual system outputs or performance. That is, similar institutional 

configurations do not necessarily produce the same on-the-ground outcomes (Johnson 1999). 

Thus, both the assumption made by many economists – that we will see convergence on a 

single institutional model  – and the argument pushed by several prominent welfare state 

scholars and other comparative political scientists – that there is an absence of fundamental 

changes to the welfare state (e.g. Castles 2004; Esping-Andersen 1996; Weaver 2004 on 

pensions) – are too simplistic. The problem here is that both traditions remain more or less 

explicitly caught in the notion of a system which is most of the time supposed to be in some 

sort of equilibrium (on this note, see also Steinmo 2010) interrupted only by exogenously 

induced critical junctures. In such a framework the notions of stasis and change become a 

dichotomy, leading to endless discussions which essentially amount to whether the jar should 

be considered half full or half empty. Instead of doing analyses of comparative statics “in 

which institutions are invoked as an independent or intervening variable to explain some 

outcome” (Thelen 2009: 473), what is needed is a more dynamic conceptualisation of the 

welfare state and how it changes over time. Doing so opens for a more nuanced understanding 

of processes of institutional progression and can help us to get a better grasp of the variation 

we see across time and space.  

 

By studying three specific cases close up, we shall see that at a lower level of abstraction, 

what is striking are the differences in reform dynamics and policy implementation, making 

these  systems,  after  all,  significantly  different,  in  spite  of  the  many common principles  and  

ideas which have driven the recent reform efforts across advanced welfare states. That is, 
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modern pension systems continue to be set on separate paths despite being challenged by a 

common dilemma. Most importantly, both structural and institutional starting points differ in 

important ways across countries, which in turn define the exact problems the countries face 

(for a similar argument, see Bonoli and Shinkawa 2005a). While the pension dilemma exists 

in all countries, its ingredients are present in varying quantities fundamentally making the 

package of problems to be resolved different in each case (see e.g. Weaver 2004).  

  

The gist of the argument I am trying to make can also be presented with a small analogy from 

the  world  of  sports:  Imagine  that  two  famous  athletes,  swimming  ace  Michael  Phelps  and  

cycling star Lance Armstrong, are invited to participate in a charity ice hockey game, a sport 

that none of them are familiar with. Both Phelps and Armstrong like being challenged and 

gladly accept the invitation. The important thing to understand is that although they are both 

exceptionally fit athletes (cf. advanced political economies), they have fundamentally 

different properties. As a swimmer Phelps obviously has a strong back, flexible shoulders and 

an abundance of arm strength. Armstrong, on the other hand, has an exceptional stamina, but 

is more accustomed to using his legs. He is, thus, weaker than Phelps in his upper body. 

Unfortunately, not being used to skating, they both take a bad fall and leave the ice rink with a 

shoulder injury. At closer inspection it turns out that Phelps’ injury is less severe than 

Armstrong’s. The doctor points out that Phelps’, owing to his exceptional upper body 

strength, had after all managed to protect himself rather well in the fall. The athletes are 

advised that after a period of rest they will have to follow a standard shoulder rehabilitation 

programme with the aim of regaining their normal mobility and strength.  

 

The crucial point here is that Phelps is better placed for a speedy and successful recovery. The 

explanation is twofold: First, though the rehabilitation programme prescribes the same type of 

exercises for both patients, their starting points differ greatly. Given his minor injury, Phelps 

is able to start rehabilitation sooner than Armstrong, who will have to start only very 

gradually,  and  is  more  likely  to  experience  setbacks  on  the  way.  Second,  Phelps’  odds  of  a  

successful recovery are further enhanced by having stronger muscles around the injured area, 

In other words, he has a structural advantage over Armstrong when it comes to successfully 

resolving a common problem. In short, starting from a common problem  with  a  common 

cause, outcomes, nevertheless, differ because of variation in the initial conditions. Structural 

predispositions, together with the legacy of their previous activities, in part define the 

problem itself, and, additionally, they condition the effects of the prescribed treatment.  
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Coming back to the topic of public pensions and the welfare state; advanced political 

economies have in recent decades been undergoing large structural changes (such as e.g. in 

demography, household and family patterns, and the labour market structure), and only by 

incorporating these into our explanatory efforts will we be able to grasp more wholly how and 

why welfare states are changing and why cross-country variations persist. What is more, we 

need to look not just at the process of adopting the rules, but also at the outputs or effects of 

policies. In practice it is, of course, impossible to consider the full range of functions that can 

be linked to a core welfare state institution such as the public pension system. Thus, as far as 

functions or consequences are concerned, I focus attention on redistribution from an age 

perspective. Analytically, there is an obvious gap between the legislation of a policy measure 

and the effects that the measure will have. It is not automatic how the legislated policy is put 

into practice, let alone its stated objectives achieved. The extent to which policy objectives are 

reached will not least depend on the way the legislated policy is implemented along with the 

nature and degree of the problem that the policy intends to resolve. Thus, although the exact 

relationship between social policies on paper and their consequences and effectiveness in 

terms  of,  e.g.,  redistribution  and  poverty  reduction,  is  difficult  to  prove,  how policies are 

implemented undoubtedly represents an important intermediary stage in the causal chain 

(Pressman and Wildavsky 1973).  

 

Thus, I try to take implementation seriously. I believe, in fact, that much of the observed 

variation in policy output is generated at the implementation stage of the policy process. In its 

basic form implementation simply means to carry out or complete a policy. Conversely, a lack 

of implementation implies a failure to follow through legislated policy (see Pressman and 

Wildavsky 1973: xiii-xv). Most notably, in the area of pensions, there is great variation in 

how new rules are phased in, and in this regard there is an evident gap in the literature. Most 

studies mention only in passing (e.g. Immergut et al. 2007; Schludi 2005), if at all, that 

pension reform happens with long time lags and that it can take decades before adopted 

changes actually take effect. Yet, implementation time is essential if one is interested in 

reform consequences and the question of who pays the largest share of the adjustment costs. 

The extreme case in this respect is Italy which adopted a transition period of 40 years for the 

introduction of the new benefit formula. We shall see that Sweden, on the other hand, 

introduces a very similar formula in half the time. From a generational perspective, 

implementation time is important as it says something about who is paying the reform bill. A 
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long drawn transition means shifting the burden onto later cohorts whereas a too abrupt 

switch would be normatively suspect since persons close to retirement do not have the same 

opportunity as younger individuals to adjust their behaviour (e.g. by additional private saving) 

to ensure a satisfactory old age pension.  

 

Of course, referring to implementation as a source of variation between countries is not 

enough. We still need to identify the drivers or causal mechanisms which lead to the adoption 

of  new  policies  in  the  first  place,  and  we  want  to  understand  why countries take different 

roads to implementation. Here the more traditional political explanatory variables, such as, for 

instance, the structure of the political system, the strength of organised interests, party politics 

and the nature of political competition stand as the most obvious suspects. Nevertheless, I 

make the case that institutional starting points in the form of past policy design loom large 

also when it comes to explaining differences in implementation. More specifically, the 

architecture of the old institutions is arguably the most important point of reference for 

policymakers as well as the public when making up their mind about new reform proposals. 

That is, patterns of agreement and opposition are a result of the consequences the proposed 

policies are expected to have for different population groups, and these effects are best 

understood with reference to past policies. We shall see that if the opposition against reform is 

strong and the reform negotiations difficult, implementation tends to be slow. I, thus, describe 

transition patterns as a product of institutional starting points (or policy legacies) which, in 

turn, interact closely with the political system.  

 

In the next chapter I review the literature to outline some of the most prominent approaches or 

theories to understand welfare state variation and change. I then proceed to develop an 

explanatory framework which includes high problem pressure (such as e.g. an economic 

crisis) as a necessary condition for reforms, because, as the saying goes, ‘if it ain’t broken, 

don’t fix it.’ That is, only when it became evident that with current demographic trends 

pension costs would grow out of proportion within the foreseeable future, did the issue reach 

the political agenda. Reforms came as a response to new problems as the credibility and well-

functioning of current institutions came under question. In short, as a response to the more 

general question of how it has been possible to radically reform national pension systems of 

the Bismarckian type, which have typically been considered relatively immune to large-scale 

interventions, a functionalist story works rather well. The changing socio-economic context 
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alone is, however, unable to explain the variance in reform dynamics observed across the 

three cases.  

 

Therefore, to supplement the functionalist account I emphasise the importance of already 

existing welfare state institutions, i.e. policy legacies. Pre-reform institutional set-ups 

condition the menu of available policy solutions. However, my account differs from what has 

become standard institutional theory when it comes to defining the exact impact of policy 

legacies (especially the works of Pierson, e.g. 2000b; 2004). I maintain that the effect of 

policy legacies or feedback mechanisms is ultimately an empirical question; they can 

stimulate and facilitate as well as obstruct reform (Weaver 2010). The standard prediction 

coming from institutional theory will be familiar to most readers. The legacies of the past 

limit the feasible policy options and render difficult substantial changes, and one of the major 

theoretical conundrums linked to institutional approaches is, indeed, how to conceptualise and 

explain change (Peters 2005, 2008; Thelen 2009). As Thelen (2009: 474) aptly points out, 

“[s]ince the idea of persistence is virtually built into the definition of an institution, it should 

perhaps not be a surprise that the question of change is a weak spot in the literature as a whole 

and indeed across all varieties of institutionalism”.  

 

The policy reforms studied in this dissertation confirm that previous policies matter a great 

deal for the process of designing and enacting new policies. Above all, within a framework of 

common ideas, the way new institutional arrangements have been implemented has been a 

function of the institutional opportunities and constraints incorporated in the old system. 

Finally,  I  acknowledge  the  crucial  role  played  by  the  political  system  understood  as  the  

combination between the policymaking style and the more formal decision-making 

institutions. Policies are generated in close interaction with the political institutions. For 

instance, the presence of many veto points, like in the German case, enhances the likelihood 

of having many smaller reform steps rather than one large reform. In other words, enacting 

policies tends to take more time than in countries with a more centralised government such as, 

for example, Sweden.  
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Once policies have been approved, however, implementation can still happen efficiently.8 To 

explain why some reforms have short implementation times and others result in rules that 

come into effect only very gradually, one must study the mode of policymaking leading to the 

reform which, in turn, must be interpreted in the context of the policies which are being 

changed. If the reform process is characterised by conflict and confrontational negotiations, 

we are more likely to see a long drawn phase-in of new rules. This is a convenient mechanism 

to use if opposition is strong. Sceptics can often be bought off with generous transition rules 

since it generally implies that the rights of a large portion of current workers (and potential 

voters) are protected from reductions. Thus, a slow transition is a way for reform advocates to 

give something to reform opponents in an attempt to push through changes and avoid blame 

(Shinkawa 2005; Weaver 1986), while at the same time being able to push through a 

necessary reform. In summary, there is a close and interdependent relationship between the 

political system and the content of the policies that are being reformed. That is, the substance 

of old and new policies determines how people’s lives will be affected – who will gain and 

who will lose – and this, in turn, is crucial for the dynamic of the reform process. I will further 

elaborate on the theoretical framework in chapter 2, but before that I describe more in detail 

the pension dilemma, i.e.  the policy problem that forms the starting point of this dissertation. 

 

 

1.3 The pension dilemma 
 
To see how public pensions have turned into a policy problem, it is useful to think about the 

role of old age social protection from a historical perspective. Modern pension systems have 

democratised retirement9 – that is, retirement from work has become available to the masses 

and not just the privileged.10 Furthermore, through carefully designed indexation mechanisms, 

old  age  social  security  has  enabled  the  elderly  to  reap  the  fruits  of  a  growing  economy and  

achieve living standards by and large equivalent to those of the working age population. To be 

sure, poverty among the old is not eradicated, but no longer is old age synonymous with 

                                                
8 By efficient implementation in the context of pension reform, I intend a relatively short transition period from 
old to new rules. Conversely, I consider implementation with a 40-year time lag like in the case of the Italian 
1995 Dini reform as highly inefficient.  
9 Workers retired also before the introduction of modern pension systems, but then retirement – understood as a 
worker’s withdrawal from the labour market – was rather an outcome not voluntarily chosen by the worker, as a 
result of lay-offs or ill health. These individuals typically had to hope that their children were well-off enough to 
maintain them or else they had to resort to poor relief.  
10 As Thane (2006: 34) notes, “[t]hroughout history those with access to sufficient resources have been able to 
choose when to give up working for an income.”  
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poverty as it was in the early days of industrialisation and even as late as the 1960s (Bonoli 

2000; Esping-Andersen and Myles 2006). In addition, in absolute terms economic well-being 

has improved even among the poor. In rich democracies, the poor today are generally not as 

poor as in the past.11  

 

However, sometimes successful policy solutions give rise to new, unforeseen problems. Due 

to interactions with the environment in which they operate, they may, for example, lose their 

capacity to fulfil their original intentions and/or become unsustainable from a financial point 

of view. Public pension schemes represent such an example. That is, the accomplishment of 

making retirement accessible to all (which is truly one of the most laudable and significant 

achievements  of  the  modern  welfare  state)  has  given  rise  to  a  new  set  of  problems  which  

together make up what I refer to as the pension dilemma (see also Natali and Rhodes 2008: 26  

who refer to the "pension reform dilemma"). The concrete problem consists in making 

national pension systems fit for the future, i.e.  capable of tackling the challenges associated 

with profound changes to the operating environment of these systems. It is appropriate to call 

it a dilemma because it is a situation facing all advanced democracies and there does not 

appear to be an easy solution to the problems. The dilemma consists of several interrelated 

elements and is a direct result of a successful solution to the historical policy problem that 

was hinted at above. The two most obvious aspects associated with the dilemma are financial 

and demographic. Financially, public pension systems have come to create an enormous 

burden on national budgets. As a result of expanded system coverage, more generous 

pensions and system maturity, outlays have risen faster than what can be attributed to the 

growth in the share of elderly in the total population alone (Arza and Johnson 2006). And 

here we come to the demographic dimension of the dilemma.  

 

Most modern public pension systems follow the pay-as-you-go principle meaning that the 

social security contributions paid by the working-aged population are used to finance the 

pensions of current retirees.12 Hence, by design PAYG systems involve large-scale 

redistribution from working aged individuals to the retirees at any given time.13 As such, this 

is not problematic. You simply pay into the system during your working career under the 

                                                
11 But, of course, this does not mean that poverty is not a highly undesirable condition.  
12 In simplified terms, the PAYG model can be contrasted with a funded system, in which individuals pay into a 
personal account which they then start to draw on when they retire. 
13 Note that this implies redistribution across age groups. It may or may not involve also inter-generational 
redistribution. We will come back to the distinction between generations and age groups in section 3.2. 
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assumption that the day you retire, the next generation will pay enough in contributions and 

taxes to keep the national pension system in balance so that you can receive the pension rights 

you have accumulated. That is to say, the next generation contributors need to provide the 

system with sufficient revenue to give you an adequate return on the contributions you 

deposited during your active years. However, because of increased longevity and declining 

fertility, the challenge arises of how to finance current and future claims on the pension 

system. The problem is that with the shrinking base of working-age individuals relative to the 

number of elderly in the population, the system ends up in a financial squeeze. Unless the 

costs of public pensions are reduced (for instance, through a reduction of benefits, a 

tightening of eligibility criteria, and/or a higher retirement age), workers will in the future 

have to pay a steadily increasing share of their wages to finance public pensions. These 

financial and demographic challenges form the main explanation why the pension issue 

entered the political agenda in most advanced political economies.  

 

In addition, one should be reminded that as a policy problem the pension issue is not only 

about balancing budgets in the medium- to long-term. Once the need for reform has become 

apparent, one arrives at the problem of deciding on new policy solutions. Here another layer 

of the dilemma unveils itself. Linked to the question of what the new policies should look like 

is the challenge of reconciling the need to make public pension promises financially 

sustainable with normative considerations such as an equitable burden sharing between and 

within generations and deciding on the balance between horizontal and vertical redistribution 

incorporated in the system. Complicating the matter is the fact that the transition to post-

industrial societies has been characterised by important socio-economic transformations 

rendering obsolete many of the core assumptions upon which modern welfare states have 

been premised (Bonoli 2005; Taylor-Gooby 2004). These changes have implications for the 

effects of national pension schemes.  

 

What has happened is that there has been a “growing discrepancy between existing 

programme design and social demands” (Esping-Andersen 1996: 9). Generally, the typical 

life contingencies or social risks that people face have changed significantly over the last 

decades because of new patterns in the area of work and family relations. With the decline of 

the classical male breadwinner model of the family, more and more women have entered the 

labour market, and they often do not fit into the ideal-type career pattern (see Lewis 2001). 

Thus, poverty has become a familiar phenomenon also among many workers (especially the 
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low-skilled and single women) (Taylor-Gooby 2004). The increased likelihood of 

unemployment, income instability and single-parenthood represents only a few examples of 

enhanced social risks relevant to working-age individuals. The risks associated with old age 

have  gone  in  the  other  direction.  Today  the  retired  population  is  generally  made  up  of  

individuals who accumulated their pension rights in good economic times which included 

high job security and strong real wage growth. It is not uncommon for individuals who belong 

to the postwar generations to have both considerable savings and a mortgage free house as 

they  now  reach  retirement.  On  top  of  this,  they  enjoy  the  benefits  of  the  generous  old  age  

retirement income arrangements set up in the postwar decades.  

 

Thus,  it  seems,  at  least  to  me,  that  the  pension  dilemma  gives  rise  to  a  paradox.  That  is,  

pension contributions from well-off and poor workers alike, are currently financing not only 

the  poor  elderly,  but  also  the,  by  now,  many  relatively  affluent  retirees.  This  is  a  paradox,  

given that low income earners and workers with part-time contracts or significant gaps in their 

careers (often for no fault of their own) are the ones that are least likely to profit from 

lucrative pensions arrangements when they reach retirement. While historically there have 

been good reasons to let the working age population finance the pension benefits of the older 

cohorts,  population  ageing  and  slow economic  growth  have  led  PAYG financed  systems to  

drift into a model that place a, some would argue disproportionately, high financial burden on 

the generations that are young today (Myles and Pierson 2001: 308). In other words, 

unforeseen changes in the larger socio-economic setting in which pension systems operate 

have seemingly led to a transformation in the redistributive properties of these systems. The 

idea that policy can change through the opening up of a gap between policy intentions and 

effects, while programme structure remains intact, has been most explicitly articulated by 

Jacob Hacker (2004, 2005) who makes use of the notion policy drift.14 On this note, I should 

be careful to point out that (unfortunately) this dissertation does not offer a blueprint solution 

to how the pension dilemma can be resolved in practice. Furthermore, highlighting some of 

the problems that the Bismarckian model has run into does not imply that a residual or liberal 

model should necessarily be the preferred option. Intuitively one may think that a means-

tested model that channels benefits to low-income groups would be more efficient in reducing 

poverty and inequality. However, due to what as Korpi and Palme (1998)  have coined the 

“paradox of redistribution,” encompassing public welfare state programmes, which 

                                                
14 The issue of institutional change will be discussed in more detail in chapter 2. 
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successfully include also the middle class, appear to yield superior results with regard to 

poverty and inequality reduction . Thus, it is highly questionable whether a turn to private and 

funded pensions can deal adequately with the problems created by the current demographic 

trends if the aim is to balance both intra- as well as inter-generational equity considerations. 

  

Against the backdrop of the complex of challenges described above, most advanced 

democracies have by now carried out important reform steps. As a consequence, future 

generation pensioners will not enjoy the same public benefit levels as current retirees. 

Contribution rates, on the other hand, will not be reduced. In addition, with the recent 

reforms,  full  pension  entitlements  typically  require  an  entire  working-life  spent  in  

uninterrupted, full-time employment. Pension formulas based on the best income years of a 

person’s career, belong to the past in most countries. At the same time, as pointed to above, 

we know that due to post-industrial labour market structures, the ‘standard’ career is not so 

standard  anymore.  Thus,  at  least  at  first  sight,  the  burden  of  readjustment  seems  to  fall  

disproportionately on current and future workers whereas current retirees appear to be ‘reform 

winners’. In this dissertation, I explore how generations and age groups fare in the context of 

pension  reform  with  a  view  to  illustrate  that  despite  common  challenges  and  some  similar  

responses, there is great diversity in reform patterns and outcomes. By outcomes are intended 

how policies are implemented and how they function, i.e. what effects they produce for 

different groups of the population. Moreover, I make an attempt at explaining these persisting 

variations. The topic is important because issues related to changes in public pension systems 

and redistribution, is closely related to the question of how welfare states confront the 

problem of population ageing and feed into broader issues concerning the general evolution 

(i.e. where do we come from and in which direction(s) are we going) of the welfare state.  
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2 Patterns of change and variation in pension policymaking 
 

To a comparative political economy and welfare state scholar, the most interesting 

observation in the area of public pensions is that we have seen a development that greatly puts 

into question the mainstream argument, typical of the literature from the 1990s, that in most 

instances – and in particular in the continental context – we see a “frozen welfare state 

landscape” and “resistance to change is to be expected” because “long-established policies 

become institutionalized, and cultivate vested interests in their perpetuation” (Esping-

Andersen 1996: 24). In similar vain, Pierson (1998) characterised post-industrial welfare 

states as “immovable objects” making unlikely a complete rollback or radical transformation 

of these popular institutions. Despite the predictions, looking back at the two last decades, we 

observe that the institutional architecture of national pension systems has been gradually, but 

radically transformed. Recent history demonstrates that when pressures become large enough 

even  giants  (i.e.  public  pension  systems)  have  to  react  in  order  to  survive.  Thus,  in  recent  

years there has also been a proliferation of scholarly work investigating different aspects of 

social protection for the aged (Arza and Kohli 2008b; Bonoli and Shinkawa 2005b; Clark et 

al. 2006b to name but a few examples).  

 

One scholarly tradition attempts to describe and quantify the institutional and financial 

consequences of pension reform in the context of demographic change and tight budgets 

(Disney and Johnson 2001; Feldstein and Siebert 2002; Holzmann and Palmer 2006). 

However, the assessment of reform effects tends to be rather narrowly focused on a 

discussion of parameters such as replacement rates and financial sustainability in the context 

of population ageing. Such analyses are often very technical endeavours and, indeed, the 

ground is dominated by economists. The centre of attention tends to be on the effects – both at 

the  level  of  the  individual  as  well  as  for  the  economy  as  a  whole  –  of  changing  policy  

instruments and precise targets15 such  as  retirement  age,  methods  of  benefit  calculation  and  

indexation and method of financing. That is, the focus is on ‘what’ and ‘how’ questions 

related to policy output. Who gets what and how much? There is less concern for the process 

of making policies and the fact that many imaginable theoretical solutions may be politically 

unfeasible or that the execution of a policy is unlikely to be immediate. A cost-benefit 

                                                
15 Hall (1993: 278) has usefully suggested to think about the policymaking process as consisting of “overarching 
goals”, “policy instruments” and “precise settings or targets.” 
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calculation may look very different if a 40 year transition period is factored in. Thus, there is 

good reason to look also at  the timing and sequence of the reform process as well  as at  the 

way new rules come into effect. It is in the latter area the discipline of political science has its 

strength.  

 

Representing a different approach to the study of the welfare state, political scientists 

generally  devote  most  of  their  attention  to  questions  of  how  policies  come  about  and  look  

more closely at  the political  dynamics of pension reform (e.g.  Bonoli  2000; Immergut et  al.  

2007; Pierson and Myles 2001). Works within this research tradition often take policy effects 

as given and try instead to explain the political processes which in turn are thought to generate 

different policy responses across countries. Most recent work following this tradition has 

moved beyond the question of whether globalisation is causing a reduction in social 

protection arrangements (e.g., Drezner 2001; Tanzi 2002) or not, to look at how reform has 

been possible in a policy area in which institutional lock-in effects were expected to 

dominate. In line with the above-mentioned “frozen landscapes” hypothesis, the way public 

pensions are structured impacts directly or indirectly on most of the electorate, and since 

stakeholders, so the argument goes, are unusually numerous, reforms should be difficult to 

orchestrate (Bonoli 2000: 3). A large part of the welfare clientele should have been interested 

in preserving status quo (e.g. Häusermann 2007; Natali 2007; Palier and Martin 2008; Schludi 

2005). In short, works situated within this research tradition mostly deal with why-questions 

related to policy input and the political process underlying the development of policy: Why 

have countries developed different approaches to social protection for the old? Why are they 

responding at different speeds and with different measures to meet the challenge of 

population ageing and fiscal stress? Why do some reform efforts fail (e.g. in 1994 in Italy and 

Sweden in the 1980s) while at other times impressive changes are agreed upon even with 

broad cross-party consensus (such as in Germany in 1989 and Sweden, 1994)?  

 

The two broad traditions outlined above represent different ways to approach a highly salient, 

very real, policy problem, and my view is that we should try to learn from both of them. As an 

undergraduate student of political science, I remember being told that politics is about who 

gets what, when and how, and the pension dilemma seems to touch with an equal weight on 

all of these dimensions. Thus, I am convinced that new insights can be gained by studying 

both inputs and outputs of the policy process simultaneously. That is, the puzzle dealt with in 

this dissertation clearly relates to both policymaking (inputs) and effects (outputs). On the one 



 

  25 

hand, it is impossible to capture how countries differ without also looking at the function and 

effects of previous and future policies. One risks missing out on a whole lot of variation if 

looking mainly at policy inputs as the political science literature tends to do. And we cannot 

explain how pension reform has been possible without also studying the actual content of 

policies and how the affect the stakeholders. As Immergut and Anderson point out, “[p]ublic 

pension policies are a strong case of ‘redistributive policies’. They involve broad swathes of 

voters in questions of generational fairness and both class and gender equality” (Immergut 

and Anderson 2007: 3). Social policy research that is interested in the consequences of 

reforms needs to take account of the technical matters of financial sustainability and the 

replacement rates offered by a given system as these components are defining features of the 

complex policy problem that policymakers are charged with.  

 

Simultaneously, it is important to recognise that “decisions about which types of pension 

policy change are most effective and most desirable are not merely technical but also political 

matters. Politics enters into judgements about pension policy proposals because these 

judgements are based on political priorities and political feasibility” (Immergut and Anderson 

2007: 23). In a similar vain Bonoli (2000: 8) observes that pension systems transfers huge 

sums of money across generations, time, occupational groups, income groups, genders and so 

forth. Their distributional equilibrium reflects the power relationship between the different 

political actors who designed them.” I agree with Immergut as well as Bonoli that pension 

politics affects distribution along several dimensions. However, as opposed to Bonoli, who 

seems  to  interpret  the  distributional  effects  of  the  system  as  a  function  of  a  specific  power  

relationship of the actors involved in the policy making process, I will put a greater emphasis 

on socio-economic context and institutional starting points, contingency and unforeseen 

outcomes. It is not the case that any actor is powerful enough to design policy exactly the way 

he or she wants.  

 

We can identify at least four reasons why deliberate policy design is difficult. First, policy 

solutions normally emerge after negotiations between decision-makers and stakeholders, and 

the result  can more often than not be described as some sort  of compromise (Thelen 2009).  

Second, after their adoption, policies need to be implemented, something which is not 

automatic. That is, just as the process of making the policy can be fast or slow, so can its 

execution. Thirdly, the effects of the policies depend also on the exact nature of the problem 

to be resolved, which, in turn,  will  be a product of previous policies and the socioeconomic 
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context. Fourth, and finally, even in the presence of a supreme actor, the world would be too 

complex to foresee the exact long-term effects of a policy. As argued in the introduction, the 

pension dilemma is a policy problem that could not have been foreseen at the time the original 

national pension schemes were introduced.  

 

In the remainder of this chapter I provide a discussion of some of the most relevant theoretical 

perspectives that can potentially be used to explain how countries tackle the pension dilemma. 

Finally,  the chapter concludes with a short  note on the methods and underlying ontology of 

the project.  

 

 

2.1 Why policy outcomes differ: Alternative explanations  
 
How to explain why public policies differ across countries is one of the classical problems 

facing students of comparative politics. This is more difficult than to explain reform patterns 

for individual cases. On top of that, welfare state institutions, such as e.g. labour market or 

pension policies are not static. They can be altered either through changes to the institutional 

rules themselves or through transformations in the environment in which they operate. Thus, 

the comparative scholar when wanting to explain differences (or similarities) in public 

policies inevitably has to deal with the issue of policy change, which in turn links with the 

scholarly literature on institutional change. In this regard, a particularly relevant question is 

whether countries that may have been different in the past are now in the process of becoming 

more  similar  given  the  common  pressures  and  challenges  associated  with  globalisation  and  

demographic ageing (for a good discussion of the vulnerabilities of European political 

economies, see Scharpf 2000). Finally, social policies in modern societies consist of a myriad 

of highly complex rules. Hence, the explanatory task is not an easy one. Fortunately, there is a 

vast literature that gives us plenty of hints as to which factors may be useful to examine more 

closely.  

 
More concretely, the hope is that at the end of reading this text you will have learnt something 

about  how  modern  pension  systems  work  and  also  about  how  they  are  changing.  But  as  a  

discipline political science does not normally content itself with explicating how something 

happens, rather the aim is generally to develop explanations that say something about why an 

event or phenomenon occurs (Falleti and Lynch 2009). The dissertation shares the ambition of 
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wanting to offer an interpretation of why the wave of pension reforms which have taken place 

in the most recent decades, has proceeded at different speeds and with different outcomes. In 

the following section I set out some alternative analytical frameworks which may be helpful 

in interpreting how countries have tackled the pension dilemma. It is not an exhaustive 

literature review (see e.g., Arts and Gelissen 2002; Castles 2002; Pierson 2000b), but rather a 

discussion of the most obvious suggestions found in the welfare state and comparative 

political economy literature with the following guiding question in mind: What explains the 

different  roads  to  reform  of  social  protection  for  the  elderly  and  why  is  there  little  

convergence in policy outcomes? In short, what are the most obvious interpretations of 

change and variation in pension policy making that can be drawn from the literature?   

 

Theoretically, existing explanations for variation among modern welfare states can be divided 

in at least three or four broad perspectives highlighting different key factors; interests or 

power resources, values or culture, political institutions, and contextual or socioeconomic 

conditions. These traditions of welfare state research were, of course, originally developed to 

explain welfare state expansion, and it is, therefore, unlikely that they will provide us with 

satisfactory answers to all our questions in the present era of welfare state reconfiguration or 

restructuring. However, since these theories have brought us as a long way to understanding 

the origins, expansion and diversity of modern welfare states, they are, nevertheless, certain to 

give us useful hints when trying to explain the institutional changes taking place in response 

to  more  recent  policy  problems.  Many  of  the  established  strengths  and  weaknesses  of  the  

different theories are likely to be relevant also with respect to the most recent stage in the 

evolution of modern welfare states.  

 

In addition, one should be reminded that although it is often useful to distinguish between 

different theoretical strands for analytical purposes, the hypotheses which are developed on 

the basis of these frameworks are not necessarily mutually exclusive (Castles 2002). Given 

the level of complexity associated with the modern welfare state and its various policy areas, 

there is necessarily more than one variable which brings to bear on the design of welfare state 

institutions and the results they produce. Rather than one or two sets of variables, it is likely 

to be a whole chain of interactions that contribute to the formation of particular policies 

which, in turn, create their own, sometimes non-predictable or unintended, outcomes. 

Nevertheless, outlining the broad lines of the most important approaches found in the 

literature helps to guide the discussion once we enter into the analysis of single cases.  
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Gerontocracy 

The first explanation that I will discuss is actor-centred and focuses on the role of the elderly. 

Pensions are for most individuals something that they receive in the later stages of their lives. 

Therefore, it may seem reasonable to assume that a particularly old people will have a 

particular interest in influencing the rules concerning pension size and eligibility. More 

specifically, elderly individuals are directly affected by the qualification criteria, benefit 

calculation method and levels of generosity of national pension systems. Especially in the 

American literature, the role of the elderly in pushing for generous social security 

arrangements has often been emphasised. According to Pampel and Williamson (1989: 167) 

the elderly can be regarded as “an active political force in advanced democracies. […] 

Beyond public support, the aged gain political power structurally through large number, 

effective organization, and common interests in higher benefits.” Similarly in an early account 

Wilensky (1975: 26) describes the elderly as a population in need and a significant 

constituency interested in pushing forward the social security agenda. In another older 

contribution Preston (1984) emphasises that over time the ratio of old and young has changed 

and, as consequence, so has the policy environment as the relative share of elderly has 

increased . Numerically then, the aged emerge as a potentially powerful political force, and as 

Tepe and Vanhuysse suggest, “[t]heoretically, at least, the possibility exists that future 

distributive conflict over state resources will be played out less along the lines of class, skill, 

or ideology, and more along generational lines, with growing elderly cohorts increasingly 

gaining the upper hand over shrinking younger age cohorts” (Tepe and Vanhuysse 2009: 2). 

Hence, there are good reasons to consider the role of the elderly when looking for 

determinants of differences in structure and generosity of national pension systems. The 

resulting hypothesis is that cross-country variation is a result of international differences in 

the political strength of the aged. As convenient shorthand, I will refer to this as ‘the-power-

of-the-aged’ or ‘gerontocracy’ argument. 

 

An argument focusing on the power of the old appears to make even more sense in view of 

statistics on voting behaviour. Old people are more likely to vote than young people. The 

most recent OECD social cohesion indicators, based on data from the Comparative Study of 

Electoral Systems (CSES), show that the election turnout of the youngest voters (aged 

between 15 and 24) are, on average, 20 percentage points lower than for those aged 65 or 
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above.16 It can further be argued that the “higher participation of elderly people in national 

elections may also influence the political process, increasing the risk of electoral sanctions for 

governments introducing cuts to social programmes that disproportionately benefit the 

elderly”  (OECD 2007f:  102).  If  one  assumes  that  politicians  and  voters  always  follow their  

own self-interest, this also has clear implications for the possibilities to agree on cost saving 

pension reforms. The larger the share of elderly in the population, the more difficult it gets to 

pass pension reforms that would ease the burden on the working age population (Sinn and 

Uebelmesser 2002).  

 

The ‘gerontocracy’ argument clearly has a strong theoretical appeal, and it has, thus, also been 

subject to considerable attention by scholars interested in understanding what factors drive 

social spending and why cutting back on welfare is most of the time very difficult. Empirical 

evidence for the hypothesis is, however, found to be rather scarce. Already Wilensky (1975) 

qualifies his argument about gray power by pointing out that even if we might find a positive 

correlation between the age of the population and national social expenditures, one should be 

careful not to attribute such a finding to the political pressure exerted by the old alone. Also 

the adult, working age population may have a well-defined self-interest in pressuring the state 

to at least in part assume the responsibility for the socio-economic well-being of the aged 

(Wilensky 1975: 236-237). In a recent study conducted by Tepe and Vanhuysse (2009) 

different variants of the “gerontocracy” hypothesis are subjected to statistical testing and, if 

anything, their results point in the direction of a negative relationship between the size of the 

older population and the amount of real spending per elderly person. Of course, such findings 

run completely counter to the predictions derived from the ‘gerontocracy’ thesis and generally 

cast serious doubts over the empirical relevance and validity of the theory (on the German 

case, see Goerres 2008). The more in-depth case studies presented in this dissertation go in 

the  same  direction  as  Tepe  and  Vanhuysse’s  quantitative  study.  That  is,  with  regard  to  the  

cases examined, little empirical support is found for the ‘power-of-the-aged’ hypothesis.  

 

In  none  of  the  countries  examined  did  the  elderly  stand  out  as  a  driving  force  for  the  

expansion of public pensions. Nor do they appear overly active in the fight against pension 

cuts.  When the policymakers manage to convince the elderly that the pension system is 

unsustainable, it is indeed possible to make the aged accept changes to what have traditionally 

                                                
16 See appendix VI for cross-national data on the age gap of voter turnout. For an explanatory account of why 
voter turnout seems to increase with age, see Wattenberg (2002). 
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been very popular programmes. The major reason why it may not be as difficult as expected 

for the already-retired to accept reforms, is that in the end they are typically not the ones who 

are affected the most by reforms. There will always be a phase-in period that (to a larger or 

lesser degree) will free current retirees from the reform burden and thereby also remove the 

main incentive to protest. Finally, current events in France provide another test case for the 

gerontacracy argument. In these days (i.e.  October 2010) we see that thousands of people are 

taking to the streets to protest against the President Sarkozy’s plan to increase the legal 

retirement age from 60 to 62 years of age. The demonstrations are led by workers and young 

people and not the elderly, again suggesting that the gerontocracy thesis does not hold 

empirically.  

 

 

Values and culture. Different nations, different preferences?  

 A cultural or value-based approach typically emphasises differences in ideas in different 

countries. The basic claim is that different nations may want different things. In the past the 

argument has typically been put forward to explain why public policies in the US often differ 

from the ones found in other advanced democracies (see e.g. King 1973). To support such a 

claim with respect to pensions, it makes sense to look at citizens’ perception of the old as a 

vulnerable and deserving group in need of protection. That is, not only the aged themselves, 

but also younger age groups might in fact favour generous old-age benefits. The principal 

difference from the gerontocracy perspective discussed above is that a value-based approach 

treats retirement benefits as something that is potentially of interest to the public at large 

rather than just the old. In the context of explaining why pension systems vary then, the 

crucial question is whether there are significant differences in general public attitudes towards 

social security for the aged.  

 

Surveys have shown that pensions are in fact a very popular part of the welfare state and there 

appears to be little support for reducing old age benefits (Smith 2000; Hicks 2001; Kohli 

2005). Considering the evidence, in 1996 the annual ISSP survey focused on people’s 

attitudes towards the government, and it was found that in general there is very strong support 

for government involvement in ensuring the well-being of the elderly. Related to the more 

specific question of how the government should intervene, there is overwhelming support for 

maintaining or even increasing of public old-age benefit spending relative to existing levels 

(Hicks 2001; Smith 2000). Ten years later the survey was repeated and replicating some of 
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Smith’s (2000) inquiries using 2006 data (see figure 2.1), we find no large swings in popular 

opinion with respect to the question of whether the government should be responsible for 

ensuring the living standards of the aged. Among respondents indicating that they see it as the 

responsibility of the state to ensure that the old have a decent standard of living, there is some 

movement between the two response categories (i.e. ‘probably should be’ and ‘definitely 

should be’), but overall there is no shift away from the general view that it should be a 

government task to provide a decent living standard for the old.  
 

Figure 2.1: Public attitudes on the role of the government in providing for the elderly 

 On the whole, do you think it should be or should not be the government’s 
responsibility to provide a decent standard of living for the old 

 Definitely 
should 

Probably 
should 

Probably 
should not 

Definitely 
should not Can’t choose 

 1996 2006 1996 2006 1996 2006 1996 2006 1996 2006 
Canada 49.1 56.4 41.5 37.5 7.0 3.4 1.7 1.1 0.8 1.5 
Germany 49.9 47.1 44.5 45.6 3.1 4.9 0.4 0.7 1.8 1.7 
Italy 75.6 - 21.7 - 1.8 - 0.3 - 0.7 - 
Japan 45.2 41.8 38.3 41.7 6.1 8.1 2.3 2.7 8.1 5.7 
Sweden  67.0 65.5 27.6 29.6 1.5 2.5 0.7 0.5 3.2 2.0 
United 
Kingdom 70.4 59.4 26.0 36.3 2.2 2.6 0.4 0.2 1.0 1.5 

United States 37.9 56.1 47.6 33.8 9.8 8.0 3.3 1.8 1.5 0.3 

Source: ISSP 1996, 2006. Own calculations.17 
 

The overwhelming support for government involvement in providing for the old begs an 

explanation, and there are surely several different factors that might explain the above 

findings. One persuasive account is linked to the widely held perception of the elderly as 

poor. As has been pointed out, in the past “[t]he most compelling argument in favour of state 

responsibility for the welfare of the elderly came from those who were able to show that many 

of the elderly were poor for no fault (moral or otherwise) of their own” (Clark et al. 2006b: 

23). Although the stereotype of the elderly poor might not be as firmly entrenched in people’s 

minds as it once was, it is still likely to have considerable currency.  

 

Intergenerational solidarity may be a second reason for a disproportionately large support for 

old  age  pensions.  Everyone,  also  young  persons,  knows  a  pension  recipient.  In  fact,  most  

people are likely to have a beneficiary among their close relatives. Assuming that children 

feel  a  strong  affinity  to  their  ageing  parents,  one  should  not  expect  young individuals  to  be  
                                                
17 The 1996 figures are consistent with the results reported in Smith (2000).  
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negative towards state spending on old age. Their personal welfare is not only related to their 

own physical and financial well-being, but also to the knowledge that their parents can 

maintain an adequate standard of living also in retirement. What is more, even for children 

who care more about their own careers than the happiness and well-being of the parents, there 

exist good reasons why they should support old age state expenditure. First, the provision of a 

retirement income by the state relieves the young from the burden of providing financially for 

their parents. Second, the income received from a pension scheme often allows the elderly to 

make downward payments to their offspring. In such cases old age pensions can be 

interpreted as an indirect payment to the young (Kohli 1999, 2006). Note, however, that if one 

is concerned with equality and redistribution, such a reading is problematic because 

downward payments of this kind are likely to reinforce the existing income stratification. In 

other words, this form of private redistribution is unlikely to contribute to a reduction of 

economic inequality at the societal level (see Blome et al. 2008: ch. 10.13).  

 

Finally, it seems reasonable to think that the strong support for old-age social security has to 

do with the pay-as-you-go structure of modern pension systems and the fact that current 

workers are themselves future retirees. Assuming that they know that their contributions go 

towards financing the pensions of their parents’ generation, whose entitlements have already 

been determined, one should perhaps expect that working age individuals favour any reform 

that  lower  the  costs  of  public  pensions.  However,  given  that  they  are  themselves  going  to  

retire one day, it is also perfectly possible that they see such reforms as a threat to their own 

future pensions. Assuming that this is something that young people take into account, one 

may argue that, on the face of it, a continuation of relatively generous systems would be to 

their advantage.  

 

On the basis of the reported survey data, we can safely conclude that there is a strong public 

interest, not just on the part of the old, in government involvement when it comes to old age 

social security provision. Everyone expects to reach retirement age one day, and who does not 

want to then receive generous benefits? Therefore, both young and old have a strong incentive 

to ensure a secure and generous retirement income, and a majority of individuals think that 

the government should be responsible. However, we should be reminded that what we want to 

explain is why there is variation in policy outcomes. In this respect, the survey data presented 

above do not give us much leverage in our explanatory enterprise. That is, they do not take us 

far in explaining why countries differ. The data in figure 2.1 suggest that a decent standard of 
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living for the elderly is important to people regardless of nationality. A Brit is not much 

different to a Swede or Italian in her desires. We know, however, that there are great 

variations in how countries approach the old age pension issue. Therefore, a cultural 

perspective does not promise much by way of explaining why we see such different policy 

trajectories both with regard to the expansion of the systems and concerning how they have 

changed in recent years.  

 

 

Power resources 

One of the most influential perspectives within welfare state research is the power resource 

approach. This framework has been widely used for interpreting more generally variations in 

welfare state timing, structure, reform patterns and consequences. Traditionally, it focuses on 

the power resources of the left, and it can be described as a class-based “politics matters” 

perspective (Palme 1990: ch. 1). As opposed to, in particular, modernisation 

(industrialisation) theories (most prominently Wilensky 1975), power resource approaches 

emphasise the importance of “politics” and actors for understanding the development of the 

welfare state. Essentially, variations in the functions and design of welfare states are 

interpreted as outcomes of distributive conflicts between actors with different interests. 

Walter Korpi, one of the main protagonists in developing the power resources theory, 

explains that the centre of attention is on “interest-based categories of citizens having at least 

in part conflicting interests and differing in the power resources or assets they control” (Korpi 

2008: 4). Power resources are “characteristics which provide actors – individuals or 

collectivities – with the ability to punish or reward other actors” (Korpi 1983). For 

understanding  the  outcomes  within  a  political  economy,  then,  Korpi  identifies  two types  of  

power resources as fundamental, namely capital or “control of the means of production” and 

more generally “economic resources” and human capital including “labour power”, 

“education” and “occupational skills” (Korpi 1983; 2008: 4). In developing social protection 

institutions, “[p]olitical parties based in socio-economic categories relatively disadvantaged in 

terms of economic resources and relying largely on labor power are expected to be 

protagonists […]”(Korpi 2006: 168). That is, organised labour gains political power through a 

political party, and more power resources to the left are expected to lead to a larger and more 

egalitarian welfare state. Work inspired by the power resource perspective puts left parties, 

social democratic parties in particular, and organised labour at the centre of the analysis. Also 

Esping-Andersen’s (1990) seminal Three Worlds of Welfare Capitalism, in which he 
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identifies a link between mobilisation of the left and the degree of decommodification across 

various welfare states, can be classified as a contribution to the power resources theory.  

 

As regards redistribution across the lifecycle, and resources devoted to old age pension 

benefits in particular, there is no doubt that the power resources of the left have been 

important in the expansion of these programmes. For instance, social insurance in Germany 

was introduced in order to appease the growing working class in the late 19th century and can, 

thus, be interpreted as a consequence of labour power (see chapter 6). Nevertheless, it is less 

clear how power resources should matter in the context of recent welfare state restructuring. 

Given the weakened strength of left parties and organised labour in many advanced 

democracies, the power resource logic would predict that the welfare state should be on the 

decline. But as Pierson points out, “[c]utbacks in social programs have been far more 

moderate than the sharp drop in labor strength in many countries might lead one to expect 

[…]” (Pierson 1996: 150). In the case of pensions, we shall see that reforms have had the 

character of restructuring more than retrenchment, i.e.  cost-saving measures have been 

accompanied by, for example, strengthening the basic safety net incorporated in these pension 

systems which have traditionally focused on income maintenance in retirement. Hence, there 

is more to the story than simply a decline of social democratic power and a subsequent roll-

back of public pensions, which a narrow version of the power resources perspective may 

suggest.  

 

Importantly, in all the studied cases, proposals to incentivise private pension saving in the 

form of collective occupational schemes or individual private accounts have not come 

exclusively from the political right as a class-based perspective would predict. In Italy 

technical governments were responsible for the first large reforms in the 1990s. Thereafter, 

the reform agenda has been followed up by both centre-left and centre-right government 

coalitions. In the German case, there has been agreement among the mainstream political 

parties about broad direction of the reform. The first  reform in 1989, initiating a process of 

sequential system change, was a result of a broad, cross-party consensus. Through the 1990s 

the pension debate became more intense and at times conflictual, but it is difficult to see how 

these controversies can be linked to a shift in power relations between labour and capital as 

such. The conflicts were not serious enough to bring the reform process to a halt, and the two 

subsequent reform steps were undertaken with government coalitions of different colours in 

office. Sweden represents yet a different path to significant transformation of the national 
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pension system, but not even here the dynamics of the reform process can be well explained 

within a classical power resources framework. Despite the elite-driven nature of the process, 

the social partners on the union side as well as the employers’ side have by and large accepted 

the new pension system. Thus,  in class terms it  is  hard to identify a clear winner or loser in 

the reform process.  

 

More generally, one should also note that even though privatisation has been associated with 

a neo-liberal political agenda, it does not have to be synonymous with a retreat of the state in 

providing social security and the collapse of social democracy (Berner 2006; Olesen 2010). In 

the case of private pensions, although it is the market that act as the risk hedger or welfare 

provider, there is still a lot of room for state intervention through regulatory mechanisms and 

there is no single model of privatisation (see in particular Ebbinghaus forthcoming). There 

exist several ways in which the state can act as a regulator. Private pension funds are typically 

subject to the laws and regulations (e.g. with regard to auditing requirements, indexation, and 

investment rules) applying to any company in the financial industry of a country. If it wishes 

to do so, the state can also impose restrictions on the minimum rate of return guaranteed by a 

fund. Furthermore, on the consumer side, the state normally provides some sort of incentives, 

e.g. through tax credits, to encourage subscription to private pension plans. Also, countries 

have chosen different routes to increase the subscription to supplementary pension plans. One 

important example of this diversity is the choice between mandatory or voluntary 

contributions. In Sweden contributions to a funded pension are mandatory whereas in Italy 

and Germany, tax incentives are offered to all workers, but at the end of the day people can 

choose not to save privately.  

 

These differences in approach have consequences for the social orientation of the pension 

system. As Berner (2006: 495) points out with regard to the management of a private pension 

system, “a regulatory regime can either be more oriented towards social policy goals and less 

liberal, or it can be less oriented towards social policy goals and more liberal.” Could this 

observation come to the “rescue” of power resources theory? That is, can cross-country 

variations in modes of privatisation be explained by differences in power resources of the 

left? According to this line of reasoning, compulsory private contributions and stricter 

regulation to protect the investments of future pensioners would be an indication of Social 

Democratic power. We shall see that in Sweden it was indeed owing to the Social Democrats 

that the new system incorporated a private pension accessible to everyone through 
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compulsory contributions. However, compared to countries like Germany and Switzerland, 

the regulatory regime imposes less strict rules to protect the investors. In Germany, on the 

other  hand,  the  option  of  mandatory  subscription  to  a  private  plan  was  discussed  on  the  

initiative of the Social Democratic Minister for Social Affairs, Walter Riester. However, the 

idea was quickly rejected, something which seems to be in line with the power resources 

theory given that social democracy is generally considered to be more consolidated in Sweden 

than in Germany. Yet, the German case study shows that opposition came from across the 

political landscape; from the conservative parties, the Greens (the junior government coalition 

partner at the time), from two of the most important unions18 along with employers’ 

organisations,  as  well  as  from  within  the  SPD  itself.  Thus,  it  is  difficult  to  interpret  the  

opposition in power resources terms.  

 

A further problem for the power resource logic is the fact that its conclusions are premised on 

an assumption of uniform preferences among labour unions and left parties (Lynch 2006). 

With respect to the pension issue, such an assumption does not hold empirically. Apart from 

the fact that labour unions typically have both young and older workers, as well as a 

considerable share of retirees, among their membership (Anderson and Lynch 2007), there 

may be large differences in preferences among occupational groups (Häusermann 2010). To 

take just one example; whereas a highly educated salaried employee (i.e. a white-collar 

worker) is likely to have a strong preference for a final salary or best-years benefit formula, 

low-skilled workers with long careers and only modestly raising income profiles, will be 

better off with the lifetime earnings principle. During times of expansion, it was often 

possible to circumvent the problem of divergent preferences by establishing arrangements 

through which all groups of workers could improve their situation. For instance, the struggle 

over earnings related pensions in Sweden in the 1950s displayed such a dynamic and power 

resource theory, which highlights the instrumental role of the Social Democratic Party 

provides us with a powerful and convincing interpretation of events. The main division lines 

in the dispute did, indeed, run along class lines with capital and labour on opposite sides of 

the conflict. In the recent reform work in which hard budget constraints dominate, such 

positive sum solutions are no longer possible. With the existence of diverse preferences 

among labour interest organisations, it is also not always obvious which stance the left parties 

take. In fact, especially in Italy we shall see how in recent years the left has at times been split 

                                                
18 Die Deutsche Angestelltengewerkshaft (German White-Collar Union) and IG Metall. 
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over the pension issue with particularly the Refounded Communist Party, Rifondazione 

Comunista, and the biggest union and most left-wing union, the CGIL, taking a hard line 

stance against what they perceive to be too radical reforms.  

 

It should be noted, in addition, that the logic of power resources theory needs not be reserved 

for  the  working  class  or  the  political  left.  For  instance,  the  work  of  Peter  Swenson  (1991,  

2002) and in some ways the ‘varieties of capitalism’ approach (Hall and Soskice 2001; Mares 

2001) represents a kind of reversed actor-oriented logic showing that also key industrial 

relations actors mobilise their resources to affect distributional outcomes and point out that 

also business can play a positive role in shaping the welfare state.19 What the traditional 

power resources theory and perspectives focusing on the role of business and employers have 

in common is that they can be characterised as actor-centred approaches which pay more 

attention to ‘agency’ than ‘structure’ and ‘socioeconomic conditions’. Conversely, the crucial 

difference is that the VoC approach shifts attention from labour and social democratic politics 

to the relationship between labour and business, situating these actors within the larger 

political economy. Hence, also the conclusions drawn differ substantially.  

 

Especially Swenson presents a convincing case why capital and labour should not always be 

considered as diametrically opposed forces. His basic point is that the construction of a 

comprehensive welfare state should not be interpreted only as a straightforward struggle 

between labour and capitalist interests. More generally, the VoC literature has successfully 

demonstrated that social protection arrangements do not necessarily go against the interest of 

business  (in  particular  Mares  2001).  In  the  case  of  pensions  then,  we  should  expect  that  

industrial and financial actors take an active interest in shaping the policy agenda. Though the 

VoC perspective is certainly a helpful approach to a range of research problems in the study 

of advanced political economies, it, nevertheless, does not represent the most promising 

approach to our concrete problem of explaining the diversity in outcomes that we see in 

pension policy making. In none of our cases have industrial or financial actors represented a 

significant driving force in the reform process. On some key moments business representation 

has even been completely sidelined or not won through with their  views. Two examples are 

the 1994 reform in Sweden or in Italy with regard to the pension chapter of the 2007 Welfare 

                                                
19 The VoC approach offers a comprehensive framework within which to interpret developments and also cross-
national variation of national political economies more in general, but it also opens for interesting hypotheses 
about social policy making and the welfare state.  
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Protocol signed by the government and the social partners. This observation does not exclude, 

however, that especially financial service actors may become more influential in the future as 

the market for private pensions evolves.  

 

 

Structural changes, new challenges 

Political scientists obviously like to think that politics matter in creating policy, and I believe 

that they have more than just selfish reasons to think in this way. Owing to an increasingly 

voluminous scholarship focusing on the welfare state, significant headway has been made in 

our understanding of the mechanisms underlying the formation of social policy (Pierson 

2000a). Each of the perspectives outlined above point to political factors and each of them 

serve to shed light on distinct aspects of social and economic policymaking and the potential 

role of various groups of actors. Nevertheless, less actor-centred approaches should not 

simply be brushed under the carpet. In the welfare state literature, arguably the most powerful 

antidote to the many approaches putting political actors in the centre of analysis is arguments 

with their theoretical roots in the modernisation (or industrialisation) literature. Here 

contextual variables such as the macroeconomic and demographic situation are placed at the 

centre of analysis, and policymakers’ autonomy is believed to be conditioned on these factors. 

The roots of such a perspective can be traced back to modernisation theory associated with, 

above  all,  the  early  writings  of  Harold  Wilensky.  His  classic  work  The Welfare State and 

Equality (Wilensky 1975) links the development of social protection to the particular needs 

and problems developed in industrialising societies (see also Cutright 1965; Flora and Alber 

1981).  

 

The modernisation story works quite well for the early days of old age retirement 

arrangements. Historically, the spread of social security for the aged has close links to 

industrialisation of rural societies and economic advances. As industrialisation progressed and 

the living standards of the working population improved rapidly, the gap in economic well-

being between working people and those who could not work – often elderly individuals – 

grew (Ferrera 1998). In addition, due to improved living standards a growing number of 

people lived to later ages with the obvious consequence that the aged became more numerous. 

Hence, the problem of old age poverty became more and more visible (Thane 2006), and the 

welfare of older people turned into a political issue. The politicisation of the issue led to the 

introduction of public old age pensions in many countries. It should be noted that the nature 
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of the processes obviously varied considerably across countries (Arza and Johnson 2006). 

However, we can, nevertheless, generalise to say that national pension systems, as we know 

them today, are in most instances the products of expansionary pension reforms carried out in 

the aftermath of the Great Depression and the Second World War in response to the societal 

changes associated with economic progress. These reforms were core building blocks in the 

creation of modern welfare states. Coverage of the mandatory pension schemes was 

significantly expanded and benefits became more generous. As a result the situation of older 

people improved tremendously. 

 

Having its time of glory in the 1970s, modernisation theory is nowadays commonly criticised 

for being too apolitical, functionalist and over-simplified (e.g. Häusermann 2007; Voorhis 

1998). If anything, as the now conventional view goes, modernisation theory is more apt to 

account for welfare state expansion than the new era of restructuring. Nevertheless, one 

should be careful not to write off completely the main message of this perspective, namely 

that socio-economic variables matter for social policymaking. As Castles has more recently 

pointed out, the common belief that “the primary source of variation in public policy is 

political in nature […] has been challenged by evidence that social and economic forces are 

pivotal in determining outcomes and by arguments suggesting that the policy autonomy of 

political actors is much less than is often assumed by democratic theory” (Castles 2002: 216, 

emphasis in original). In fact, at least a priori, structural variables, such as the macroeconomic 

situation (including labour market performance and fiscal balance) of a country and its 

population structure, stand out as crucial for the degree of reform pressure perceived, for the 

amount of system change required, and as a key determinant of the likelihood of success 

(understood  as  ability  to  produce  the  strived  for  outcomes)  of  eventual  reforms.  Therefore,  

changing  structural  conditions  will  be  one  part  of  the  story  told  in  this  dissertation.  Public  

policymaking is much about responding to problems which the society is facing, and when 

changes  occur  in  the  structural  environment  or  in  the  premises  upon  which  welfare  state  

institutions are founded, the opposition to change that is present in more stable times, is 

considerably weakened (e.g. Overbye 2010).  

 

With regard, then, to the challenges posed by the more recent changes to the macroeconomic 

and demographic environment it is useful to recall two basic underlying facts, which have 

already been hinted to above but bear repeating given their importance. The first one has to do 

with the macroeconomic reality of today’s globalised world. In the recent decades all rich 
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democracies have come to face fiscal pressures that were unknown in the postwar ‘golden 

age’ of the welfare state. Whereas the immediate postwar decades were characterised by high 

economic growth, full employment, and the ability of national governments to control capital 

and balance their budgets, the advanced political economies currently operate under much 

tougher conditions with respect to all of these variables.20 The second aspect relates to the 

demographic context. It has long been known that most advanced industrial societies are 

faced with alarmingly low birth rates and citizens that live longer than before. The 

consequence is rapidly ageing populations. Taken together these dimensions create critical 

problems for the sustainability of current old-age social insurance institutions. I maintain that 

our explanatory efforts have to take account of these important changes, as they in many 

respects define the challenges to which recent reforms respond. To think about the 

counterfactual; with a continuation of strong economic growth, budget surpluses and high 

birth rates instead of hard budget constraints and increasing dependency rates, it is rather 

unlikely that pension reform would have become an issue. At least in part, the wave of 

pension reforms that have taken place the past two decades has been induced by a gradual 

transformation in the context within which social insurance institutions operate.  

 

Another way to see the utility of a structural perspective is through the concept of new social 

risks  (e.g. Taylor-Gooby 2004). In an attempt to define what should be included in the 

concept, Bonoli (2005, 2006) outlines five headings which summarise the substantive content 

of  the  concept.  New social  risks  include  the  following:  1)  the  problem of  reconciling  work  

and family life given the norm of female labour market participation; 2) single parenthood; 3) 

having  to  care  for  a  frail  (disabled  or  elderly)  relative  with  the  females  of  the  family  

participating in the labour market; 4) possessing low or obsolete skills; 5) insufficient social 

security coverage given the spread of career profiles that are no longer characterised by 

continuous, full-time employment with a steadily rising salary.21 These new risks were by and 

large unforeseeable at the time the cornerstones of modern pension systems were laid down. 

That  is,  other  policy  problems  were  on  the  political  agenda  when  national  pensions  were  

introduced. Even if it had been the case that one single actor had the power to decide 

completely on the course of action, it would be in the absence of perfect information. No 

                                                
20 There is an abundant literature on the challenges facing advanced capitalist political economies in the context 
of economic globalisation, e.g. Pierson (2001b), Scharpf and Schmidt (2000a, 2000b), Esping-Andersen (1996). 
21 These kinds of career profiles are often referred to as ‘atypical’ but this description is misleading as it 
disguises the fact that the phenomenon is already fairly widespread and is becoming ever more common.  
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actor, no matter how powerful, is capable of foreseeing the exact effects of the policy he or 

she advocates.  

 

Instead, as Heclo (1974: 305) has taught us, policymaking also involves a great deal of 

“puzzeling”. In other words, policymakers may well have clearly defined preferences or goals 

associated with their proposals, but they rarely know exactly what the ‘right’ policy solutions 

to produce the outcomes they prefer, should look like (see Pierson 2004: chapter 4, for an 

argument about the limits of institutional design). It would, thus, not be convincing to portray 

the distributional outcomes which we observe today, as reducible to the simple power 

relationship between the actors participating in the policymaking process. Even though it 

would be nice if we as political scientists could set up a neat equation predicting cause and 

effect,  this  study  of  generations,  redistribution  and  pension  reform  will  show  that  the  real  

world, which is indeed our principle unit of analysis, is too complex to allow for clearly 

separable independent and dependent variables.  Most  of  the  time  we  see  interdependent 

dynamics at work (Steinmo 2008). Since different forces may matter under different 

circumstances, it becomes crucial to take seriously the temporal as well as socio-economic, 

national and political context, in which the phenomena – be it pensions and redistribution, 

precarious employment or take up of private insurance – we are investigating are set.  

 

Overall,  I  submit  that  a  functionalist perspective does a surprisingly good job at explaining 

why pension institutions have had to change. That is, it has its strength in showing why status 

quo had become untenable. The next question is whether the functionalist or socio-economic 

perspective works as well when it comes to understanding patterns of policy change (Weaver 

2004). With this question in mind, below I discuss what the perspective is capable of before 

pointing out where the structural account runs into trouble. It is, of course, true that the 

countries we consider as modern welfare states are all democratic polities and advanced 

political economies, and there may, therefore, seem to be too little variation for a hypothesis 

which  focuses  on  the  level  of  economic  development  or  industrialisation  to  make  sense.  

However, as Scharpf and Schmidt (2000b: 7-18) point out, “differences matter!” Differences 

matter because “politics is inexorably rooted in society” (Heclo 1974: 3), and I maintain that 

at a lower level of abstraction, even the societies that we consider to be advanced democracies 

are sufficiently different to produce a rather large variation in outcomes.  
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A similar argument is made by Steinmo in his newly published book in which he makes the 

case that the three nations he compares are really “very different systems.” His point is that 

the countries he studies vary in some very fundamental ways. He notes that Sweden “is a 

large country with a tiny population on the northern border of the complex and historically 

warring European peninsula” (Steinmo 2010: 22). With regard to the two other countries 

studied in this dissertation, we note that Germany is a country with a much larger population. 

She has lost two major wars in one century and has experienced the division and reunification 

of its nation, all events which put the national economy under great strain and reshuffled the 

political landscape. Also Italy is a populous country, took part in two major wars in the 20th 

century and has been marked by considerable cleavages between the north and the south, as 

well as periods of strong political divisions and tensions. The country became a republic after 

the Second World War and in 1992 there was another political break leading to the so-called 

Second Republic. With these fundamental differences in mind, we start to understand how the 

Swedes have managed to develop a rather uniform and coherent pension system, while in 

Italy  and  to  some  extent  Germany  the  picture  is  much  messier  with  different  rules  being  

applied to different occupational groups. 

 

Together with the case studies, the data presented in chapter 4 of this dissertation will clearly 

demonstrate that there is a great deal of cross-country diversity with regard to macroeconomic 

performance and structure, the speed of demographic ageing and also in terms of socio-

economic (e.g., with regard to poverty and inequality) conditions of different population 

groups. To mention just two examples; economic crises have not always struck at the same 

time or with the same intensity, and population ageing is slower in Sweden than in Italy and 

Germany. By drawing attention to such differences, it becomes easy to see how some 

countries are better placed to achieve their reform objectives than others (remember the 

Phelps vs. Armstrong analogy from chapter 1). With respect to several important socio-

economic and demographic variables Sweden is better placed than Germany and above all 

Italy. For example, the country is advantaged by having a broader contribution base than the 

other countries due to higher female employment rates and a higher average retirement age. 

Thus, the task of creating a sustainable pension system requires less painful policy 

interventions.  

 

Accepting the argument that structural variation matters for how pension policy unfolds, a 

relevant factor to look at is the nature and urgency of the problems national pension systems 
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face. Serious warnings about future financial soundness of these systems should be 

instrumental in putting the issue on the political agenda. Furthermore, in times of economic 

crisis one would imagine that it is easier to get acceptance for potentially unpopular reforms 

(Overbye 2010). If one assumes that cross-national variation in patterns of national pension 

system restructuring can be linked to the higher degree of problem pressure and countries’ 

socio-economic situation, a simple hypothesis, which also stands as a direct challenge to the 

actor-centred perspectives outlined above, would be: A high degree of problem pressure and 

economic crisis, the more radical and rapid the reform process should be. The hypothesis 

serves to unveil a clear weakness in the socio-economic argument. It is true that economic 

crises often create uncertainty and can be used by policymakers as an argument why cuts or 

other modifications to the system are necessary. Nevertheless, as Bonoli points out “there is 

little correspondence between the seriousness of economic and financial problems 

experienced by governments, and their actions in the welfare area” (Bonoli 2000: 33). The 

empirical evidence presented in this dissertation lends support to Bonoli’s claim. For instance, 

while the old Swedish pension system was less fraught with immediate sustainability 

problems  than  the  German  or  Italian  one,  the  Swedes,  nevertheless,  got  serious  about  their  

reform work in the early 1990s and carried out a landmark and impressive overhaul of their  

pension system. The case studies will show that economic crisis can give added momentum 

and enhanced legitimacy to campaigns for change, such as, e.g., in Italy in the early 1990s.  

Furthermore, the socio-economic context plays a key role if we want to understand the effects 

of policy measures and the likelihood of achieving the desired outcomes once they have been 

adopted. However, structural pressures alone are generally not capable of explaining the 

timing and sequencing of the reform process.  

 

A socio-economic explanation is silent with regard to which policy solutions will eventually 

be adopted. For example, it does not provide an answer to a key question such as why it is not 

possible to switch from a PAYG-financed to a funded earnings-related public pension. Thus, 

the socio-economic perspective serves as a useful basis to explain what is happening to 

national pension systems, but it needs to be supplemented with other variables to understand 

better the political dynamics of current policy changes. In the next section, I develop an 

institutionalist  argument  to  explain  why  reform  patterns  vary.  More  specifically,  an  

institutionalist framework does not explain everything, but it does take us a step further in 

making sense of differences in the sequencing and speed of reforms, as well as in 

understanding why some solutions that are not feasible in one case may be a viable policy in 
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another setting. A good example is the introduction of mandatory contributions towards a 

funded pension on top of the traditional income pension (second tier) in Sweden. Such an 

option has never been considered in the Italian case, and in Germany the idea was refuted at 

an early stage of the negotiations leading to the Riester reform in 1998. The high contribution 

rate required to finance current claims within the earnings-related part of the system has 

effectively crowded out a mandatory funded solution as a viable policy option.   

 

 

Old policies as guides to the future 

Institutionalism, broadly speaking, is important both as a school of thought in comparative 

welfare state research as well as a theoretical direction in the classical political science 

literature. Institutions are identified as decisive intermediaries for political behaviour and as a 

crucial concept to account for variation between countries. One should immediately add that 

the institutionalist label represents a rather variegated bunch of people, and I shall not attempt 

to describe them all in this chapter (see Peters 2005; Pierre et al. 2008). In brief, at least three 

approaches can be identified within the institutionalist tradition, namely rational choice, 

sociological or historical institutionalism (Hall and Taylor 1996). Emphasising the 

significance of already existing rules, policy legacies and also key historical moments, the 

argument developed in the dissertation comes closest to the sub-category labelled historical 

institutionalism (e.g., Immergut and Anderson 2008; Pierson 2004; Steinmo et al. 1992). That 

is, the national context, including the political, economic, social and even cultural conditions, 

at the particular moments in which policy choices are made, must be taken into account 

(Steinmo 2008: 127). Only by being aware of the past and the contextual starting point for 

reforms are we able to make sense of the variation we observe in policy results.  

 
The historical institutionalist project in political science has been about showing how political 

institutions (conceived broadly) situated in a particular national context serve as filters in the 

making of policies. The point is not to diminish the importance of agency, but rather to 

demonstrate that institutions interact with the environment in which they are situated to shape 

and constrain preferences and behaviour. In this regard, since I am studying how countries 

deal with a policy problem, it is relevant to pose the question whether policies are institutions. 

Streeck and Thelen provide us with a convincing argument why the kind of policies that we 

consider here, namely rules about retirement and retirement pay, should in fact be considered 

institutions. I support their view that policies “are institutions in our sense to the extent that 
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they  constitute  rules  for  actors  other  than  the  policymakers  themselves  –  rules  that  can  and  

need to be implemented and that are legitimate in that they will if necessary be enforced by 

agents acting on behalf of the society as a whole” (Streeck and Thelen 2005: 12). Treating 

policies as institutions, in turn, allows us to draw also on the rapidly expanding literature on 

institutional change (Mahoney 2000; Ebbinghaus 2005; Streeck and Thelen 2005; Steinmo 

2008; Streeck 2009) in developing an analytical framework. 

 

What is sometimes confusing for social scientists, commonly trained to think in terms of 

independent and dependent variables, is that historical institutionalists typically place 

institutions at both ends of the equation (see e.g. Thelen 2009 ). Already existing institutions 

shape the way old institutions change and new ones are created, so the argument goes. Thus, 

we find institutions at both ends of the causal chain, and, depending on your ontological 

position, you may consider this a weakness. The author of this dissertation, on the other hand, 

belongs to those who at times find the distinction between independent and dependent 

variables rather artificial and far from what we can observe empirically. If one agrees that 

social processes should be conceived as interdependent rather than unidirectional, it becomes 

logical that causality runs in both directions. What is more, several scholars of historical 

institutionalist leaning have begun to argue that the welfare state and political economy 

institutions in general should be interpreted as inherently dynamic or evolving entities. An 

example of such a view can be found on the opening page of Wolfgang Streeck’s most recent 

volume in which he advises his readers not to try to understand institutions in political 

economies “one by one, in isolation from each other, but only as elements of the larger social 

system to which they belong – which in addition must be conceived not as a static structure, 

but as a dynamic process” (Streeck 2009: 1). It is precisely for this reason that the boundaries 

between stability and change will most of the time be fluid, and it is questionable how fruitful 

it is to treat them as a dichotomy as has been the norm in the past. Even though nowhere cited 

in Streeck’s volume, we note that his argument sounds like an echo of Parsons and Shils, who 

half a decade earlier wrote that “[t]he most general and fundamental property of a system is 

the interdependence of parts or variables” (Parsons and Shils 2001 [1951]: 107). Here 

reference can also be made to Steinmo (2010: 11) who goes as far as suggesting that 

“isolating factors as ‘independent’ variables may be an ontological fallacy.” In short, viewing 

institutions as interdependent has implications for how we conceive of institutional change.  
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More specifically, thinking about institutions as part of or embedded in a larger 

interdependent system helps us to recognise that there are several modes or ways for 

institutions to change (Streeck and Thelen 2005). In simplified terms; institutions may change 

either through various kinds of transformations in the setting or context in which the 

institution operate, so that the institutions have difficulties performing the functions they were 

originally supposed to22 or,  alternatively,  through  modifications  of  the  rules  themselves.  

Public pensions have experienced both types of change, i.e.  transformations both in the 

operational setting as well as reforms of the institutional design itself. Note also that time is a 

crucial element to be aware of in the analysis of policy change. In one of his many important 

contributions to institutionalist theory, Pierson states:  

Contemporary social scientists typically take a “snapshot” view of 
political life, but there is often a strong case to be made for shifting 
from snapshots to moving pictures. This means systematically 
situating particular moments (including the present) in a temporal 
sequence of events and processes stretching over extended periods. 
Placing politics in time can greatly enrich our understanding of 
complex social dynamics (Pierson 2004: 2). 

 

In other words, whether you compare pension reforms over a few years only or whether you 

take a historical look at how national pension systems have been created and evolved over 

time, is likely to affect the conclusions you draw. Extending the time frame of the analysis is 

likely to also increase the analytical leverage as you will then be able to uncover processes of 

change that are slow but may be transformative over time. In addition, the fact that all pension 

schemes (public as well as private) involve several decades of membership – first as a 

contributor  and  then  as  a  recipient  –  means  that  time  is  probably  even  more  relevant  for  

pensions than other policy areas. Often there are long intervals between reforms and their 

eventual effects (Ebbinghaus forthcoming). It is, furthermore, worth recalling that the stated 

objective  of  the  dissertation  is  to  explain  why  cross-country  variation  persists.  This  is  an  

objective which calls for a historical case comparison, because in order to explain persisting 

variation, one must have an idea of how and why these differences appeared in the first place.  

 

                                                
22 This kind of institutional change is what Hacker has called policy drift (Hacker 2004, 2005).  
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Figure 2.2: Public expenditure on the elderly and total public social expenditure in 1980 and 2003   

 
Note: The expenditure category OLD AGE include both cash and in-kind benefits.  
Source: Calculated from OECD (2007c), Social Expenditure Database (SOCX, 
www.oecd.org/els/social/expenditure). 
 

The  importance  of  situating  policies  and  reforms  in  their  proper  contexts  has  already  been  

pointed to. In this regard, the socio-economic argument outlined above highlighted 

differences in structural contexts and starting points, but we should be reminded that it is not 

only structural conditions which differ. Also the make-up of welfare states varies greatly. 

Political scientists rightly tend to pay much attention to differences in institutional design (e.g. 

the choice between public vs. private social insurance alternatives, earnings-related vs. basic 

public pensions, and PAYG financing vs. funding), but to this can be added existing 

differences in actual policy outputs such as spending levels, contribution levels and generosity 

of benefits. In short, there is no such thing as the welfare state, and this is something any 

explanatory account needs to take account of. Figure 2.2 should illustrate the point. We see 

that with regard to total public social expenditure and spending on old age benefits and care 

services, two important aggregate variables, the spread is notable and cross-country variation 

has been persistent over time. Generally speaking, countries have increased spending on both 

variables, but there is no tendency for countries to become more similar. So far, the empirical 
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data show neither convergence, nor wholesale retrenchment, lending support to the argument 

that welfare states continue to be diverse and are unlikely to be dismantled even in an era of 

unprecedented globalisation (Pierson 1998). For the ‘convergence’ or ‘globalisation’ thesis to 

be supported, one would need to see a closing gap between the countries, something which 

these data do not show.  

 

A further element of situating policy changes in their relevant context involves looking at the 

policies that exist prior to reform. I argue that insights into current processes of change can be 

acquired by studying previous institutional arrangements. After all, new policies are typically 

introduced because there is discontent with one or more aspects of the old arrangements. 

Thus, recognising the problematic aspects of the system, which includes looking at who are 

well  catered  for  and  who  lose  out  in  the  old  policy  regime,  may  help  us  understand  the  

political  dynamics  of  reform.  As  was  stated  in  the  introduction,  the  assumption  is  that  

institutional legacies or policy feedback can facilitate as well as constrain reform. This 

argument has been advanced most forcefully by Weaver (2010), who frames the problem in 

terms of negative and positive policy feedback. He points to the fact that in the literature the 

emphasis, so far, has been almost exclusively on positive feedback mechanisms or ‘increasing 

returns’ (e.g. Mahoney 2000; Pierson 2004; Thelen 1999) and goes on to claim that in policy 

analysis we should also look out for negative feedback. It follows from Weaver’s insight 

about feedback effects that the only thing that can be assumed a priori is that in one way or 

the other policy legacies affect outcomes. Thereafter, it is up to the empirical investigator to 

determine how they matter (see also Jessoula 2009).  

 

I will show that Weaver’s theoretical distinction between negative and positive feedback in 

fact fits rather well with the empirical cases that we look at in this dissertation. As Weaver 

explains, the “argument is not that negative policy feedbacks are always dominant; it is rather 

that they are often extremely important, especially in explaining major shifts in policy 

regimes that are often explained in terms of exogenous shocks but actually are deeply rooted 

in existing policies” (Weaver 2010: 137-138). In the important book on the New Politics of 

the Welfare State, Pierson and Myles (2001: 312-313) give special mention to pension reform 

as an excellent example of a path-dependent process with ‘increasing returns’. Thus, if 

significant negative feedbacks can be found even in this policy area, they also have general 

theoretical implications for how we think about the ‘new politics of the welfare state’ and 

institutional change more in general. That is, the identification of negative feedbacks would 
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suggest that the notion of path dependence may have some traction in questions of 

institutional change and not just in order to explain stability as has typically been the 

assumption (see Ebbinghaus 2005 for an illuminating discussion).  

 

Empirically, the classical example of how existing pension arrangements can limit the 

available policy solutions is the double payment issue related to the potential switch away 

from a mature PAYG pension scheme (Pierson and Myles 2001). In fact, in no country have 

serious attempts been made to transform the public PAYG scheme to a purely funded system. 

The efforts to increase occupational and private pensions, which tend to be funded, are meant 

to supplement rather than substitute public schemes. All of this because it is considered 

unrealistic that the current generation workers would agree to pay for their parents’ pensions 

while at the same time setting aside savings to finance their own future funded pension 

benefits. In other words, a switch away from a mature PAYG system is impracticable because 

it is associated with concentrated and immediately visible costs and only uncertain and diffuse 

benefits which would materialise only far into the future (see e.g. Natali and Rhodes 2004). 

The double payment problem exemplifies the conventional idea that institutional 

configurations sometimes get locked in due to self-reinforcing positive feedback.  

 

A pension model based purely on pre-funding might have been a plausible alternative in the 

past, but once a mature PAYG model is in place, the cost of exit has turned out to be very 

high. Nevertheless, in line with the negative policy feedback argument, policy legacies can 

also be instrumental in facilitating substantial change. Past policy has facilitated reforms in, 

above all, two ways: At the most basic level, negative feedbacks, which rest on the logic that 

“bad effect becomes cause” (Weaver 2010: 138), became so strong that the credibility of the 

old regimes broke down making possible programmatic changes which would have been 

unthinkable in the past. The most important factor here was financial imbalances as systems 

matured and demographic trends changed. At a second level, past policies matter in that some 

specific feature in their design and functioning may prove crucial for how new policy take 

shape.  In  Sweden,  by  convincing  the  public  that  the  old  ATP  rules  were  unfair  or  illogical  

with regard to some undesired effects, policymakers were be able to make more radical 

reforms than would seem likely from looking only at the constellation of government and 

opposition. In the Italian case we shall see that the institutionalisation of supplementary 

pensions was helped by an already existing mandatory end-of-service pay scheme. Finally, in 

Germany it was enough to make modifications to the already existing benefit formula rather 
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than introduce one based on fundamentally different principles. The reason was that the 

lifetime earnings principle was a core feature already in the old system and the revisions to 

the formula, thus, represented a less radical change and was less painful than in the other 

countries. In short, old institutional arrangements, through the balance of negative and 

positive policy feedback, dictate which options appear on the menu of policy solutions.  

 

Policy  legacies  will  play  a  key  role  in  the  analytical  story  told  in  this  dissertation.  The  

advantage of focusing on policy feedback is that we are directed towards an explanation of 

why policy legacies are important in steering the direction of reforms. Historical 

institutionalist approaches are sometimes accused of simply saying that history matters 

without really being able to explain why it should matter. Through an emphasis on lock-in 

effect and increasing returns dynamics they represent a line of reasoning more famous for 

explaining institutional stability rather than change. Owing in particular to the already 

mentioned volume Beyond Continuity, edited by Streeck and Thelen, our thinking on the issue 

has made considerable headway in recent years. However, what they give us is a description 

of different types of institutional change rather than a theory (i.e. explanation) of change (see 

e.g. Immergut and Anderson 2008; Steinmo 2008 for recent discussions of historical 

institutionalism and institutional change). We seemingly lack the mechanisms that may 

explain the reform dynamics which we have observed in the area of public pensions across 

most advanced welfare states in the last two decades (why did policy Y replace policy X?). I 

submit that one clue towards the identification of such mechanisms can be found in the notion 

of policy feedback outlined above, but I also recognise that policy legacies do not operate on 

their own.  

 

We shall see that the road to pension reform, especially with regard to timing and sequencing, 

is notably different in each of the countries studied. It is, thus, necessary to identify a selector 

that exerts influence on the kind of process which is followed to adopt reforms, including the 

speed of the policymaking process. Germany represents the classical example of a gradual 

and long drawn reform process, whereas in Sweden and to some extent Italy, reform 

negotiations and enactment have been significantly quicker. Drawing further on the insights 

of institutionalist theory, I argue that the sequencing and speed of the reform process, is most 

convincingly explained with reference to the nature of a country’s political institutions in the 

more conventional sense of the word. That is to say, I look to factors such as 
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 the design of the political system, including concentration of power, 

 the polarisation of the party system, and  

 the independence and professionalism of the bureaucracy.  

The existence of strong veto points, e.g. in the German case, clearly enhances the likelihood 

of reform being carried out in many smaller steps as opposed to one big reform. Forging 

consensus on important issues is easier in a small country like Sweden, in which the 

ideological distance among the key players is rather modest and there is a unitary system of 

government. In Italy the process of enacting policies has been somewhat quicker than in 

Germany, but the price of agreements has generally been high with costly concessions 

typically being granted to the loudest reform opponents.  

 

One should caution against assuming that the end result will necessarily be less significant or 

that the overall implementation time, i.e. the time it takes before old rules are completely 

phased out and a new policy is fully in place, will automatically be longer in a country in 

which reform takes place in many steps. The comparison between Italy and Germany serves 

to illustrate exactly this point. In subsequent chapters we will see that policymaking in 

Germany is  a  cumbersome process  which  takes  a  long  time to  bring  to  a  close.  This  is  not  

least due to the fact that many laws require the approval also by the second chamber 

(Bundesrat),  whose  composition  may  differ  from  that  of  the  first  chamber  (Bundestag). In 

Germany, more than in the other countries, it is evident how the country’s formal political 

institutions structure the policymaking process. Still, despite the fact that negotiations are 

often long drawn, the outcome, when a policy is finally adopted, is normally more solid and 

implementation happens more quickly than in Italy. It is rare that policies are completely 

undone in the way that we sometimes see in the more erratically governed Italy.23 Here we see 

a political landscape that has traditionally been very polarised, which, in turn, was reflected in 

an extremely fragmented and complex pension system with a lot of rules and many 

exceptions. Sweden, finally, is the country with the most concentrated government, a trusted 

and highly professional bureaucracy and with a very low degree of polarisation and a short 

ideological distance between the political parties. Of the three countries, Sweden has always 

had the least fragmented pension system. 

 

                                                
23 An astonishing example of a reversal of adopted policy measures came under the fragile Prodi coalition 
government in 2007 (see chapter 5). 
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Note that while I above linked the approach developed in this dissertation to the historical 

institutionalist  school  of  thought,  it  is  also  useful  to  be  explicit  about  where  I  differ  from  

traditional historical institutionalist works. The main difference is that I do not put great 

emphasis on the role of ideas. Many historical institutionalist work has taken great interest in 

ideas as they are believed to be a key variable in the shaping the direction of policy (e.g. Blyth 

2002; Hall 1993). If anything, I actually downplay their importance. In this respect it is 

important to distinguish between two related but different objectives of the dissertation, 

namely to make sense of persistent cross-national variation and  to  explain  policy  change. I 

see the two as related, but analytically they are not the same. In fact, it is quite likely that 

ideas have mattered for shaping the general re-direction of pension policies in recent years. 

Important input has come from international organisations such as the OECD and the World 

Bank (Bonoli and Shinkawa 2005a). However, the direction of policy change is similar across 

our three cases. Key words are multi-pillarisation and a switch to the defined contribution 

principle within public pension systems. To be more precise, I submit that since ideas are 

found to be similar across countries, an ideational approach fails to explain why outcomes, 

nevertheless, differ quite substantially. 

 
 

 

The argument summarised  

Stepping back, where does the discussion leave us with regard to the research questions posed 

in the introduction? I interpret social policies as responses to concrete problems which can at 

least in part be traced back to previous policies. When policies are institutionalised, they 

create behavioural changes at the macro-level which, in turn, give rise to new, unforeseen 

problems. To see this, think, for instance, about how the introduction of public pensions led to 

the  diffusion  of  retirement  from  work  prior  to  physical  decline,  as  well  as  to  great  overall  

improvements in the socio-economic status of the elderly. All this was perfectly in line with 

the original intent of these schemes. Today, however, we see that these improvements have 

given rise to a new set of problems associated, above all, with the increased costs of 

sustaining an ever larger elderly population in a time when public budgets are already 

stretched to their limits. That is, adverse macroeconomic and demographic trends have come 

together to generate an unprecedented force making necessary a radical restructuring of 

standard pension models. In addition, changes in the employment structures and family 

relations have had implications for the incidence of many of the standard social risks, against 
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which the welfare state provides protection (e.g. unemployment and illness). New social risks 

have led to a growing mismatch between original policy aims and actual effects creating 

friction between the expectations and the outcomes produced by welfare states. As a result, 

the consequences of social policies which were premised on the socio-economic conditions 

belonging to the past, have also been altered (e.g. Bonoli 2003). These changes have come to 

the attention of policymakers as well as the public, and in no country has non-action been a 

viable policy solution. As a next step, to understand how the political action unfolds, i.e.  the 

patterns of reform, it is necessary to go beyond socio-economic conditions, and here the vast 

literature on institutional variation and change is particularly useful. More specifically, I argue 

the dynamics of reform is most convincingly explained with reference to the notion of policy 

feedbacks and the way they interact with the political institutions. 

 

By bringing institutions and policy feedback together with the more structurally oriented 

perspective set out above, I maintain that we can make considerable progress towards our 

goal of understanding how countries tackle the pension dilemma and why variation persist 

even though the institutional architectures have often looked very similar on the drawing 

board. What we get is an approach that takes country specificities (read: context), structural 

differences and policy legacies seriously. Together these elements 1) condition the 

preferences24 held by the actors on the political  arena,  2) govern which policy solutions are 

feasible and 3) affect the likelihood of success, i.e. achieving the overarching goals of the 

policies in question. The approach encourages us to look at what policies actually do, i.e. their 

functions, and not just what they are assumed to do. My claim is that much of the variation we 

see is generated precisely through the oscillating relationship between the legal prescriptions 

of the institutions we study and the effects they have. As Thelen (2009: 493) usefully reminds 

us that rules “are never ‘simply’ applied, they are always interpreted, enforced and enacted, 

and, of course, by actors who have divergent and conflicting interests.”  

 

It is here that implementation enters the equation as an important intervening variable which 

deserves attention. It can be potentially decisive for the effectiveness of a policy measure. An 

adopted policy that is not duly implemented risks losing some of its potential since it is 

unlikely to be as efficient as it would have been with a faster introduction. A long phase-in 

period  implies,  by  definition,  an  extended  life  of  old  rules,  which  for  whatever  reason  have  

                                                
24 Preferences can be understood as the “ordering of what people want” (Blyth 2003: 696). These are different 
from “ideas” which are often described as “mental models” (Blyth 2003; Jacobs 2009). 
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been considered problematic. Consequently, there is typically a price to pay, either in the 

form of a financial cost and/or (for some groups) undesirable social outcomes. Overall, 

although much is uncertain about the future, we can be sure that the policy solutions 

implemented today will give rise to new problems requiring new policy solutions tomorrow. 

In short, one of the things that make the welfare state intriguing is its proven versatility. It was 

set up in an attempt to tackle important societal challenges. As society changed, its form has 

adapted in the past, and it will continue to do so in response “to changes in the world within 

which it operates” (Barr 2001: 3). 

  

 

2.2 A note on method and ontology 
 
Methodologically, any empirical analysis of pension policies is challenged by the fact that 

“present changes in expenditures are, to a large extent, the result of political decisions reached 

(very) long ago, and recent reforms sometimes change the expenditure and revenue situation 

with an extended time lag” (Hinrichs 2001: 356). For this reason one often has to resort to 

approximations and what some would consider imperfect data. The project, of which the 

dissertation that you are reading is the end product, represents an attempt to marry some of 

the technical aspects that inevitably accompany the subject with an assessment of the 

policymaking process that underlie the institutional outcomes that produce concrete effects on 

people’s lives. The methods employed are, thus, a mix between cross-sectional static 

comparison of a quite a large number of countries drawing on aggregate data from 

international sources such as the OECD and the EU, and a qualitative analysis of three cases. 

 

The three country chapters build on a case-based (as opposed to a variable-oriented) research 

logic (see Della Porta 2008; Mahoney and Rueschemeyer 2003). We then study in detail the 

evolution of public pensions in Italy, Germany and Sweden, providing thick descriptions of 

each of the cases. The main concern is to explain variation in outcomes assuming that we in 

each case have to do with complex and interdependent causal relations that cannot be deduced 

simply by adding up the individual components (Bennett and Elman 2006; Mahoney and 

Goertz  2006).  Hence,  it  is  not  so  relevant  to  talk  about  a  most  similar  or  most  different  

systems design  (see  e.g.  Della  Porta  2008 for  an  explanation  of  the  two strategies).  Rather,  

cases are selected on the dependent variable, i.e. in relation to the phenomenon that we are 

interested in explaining, without considering the potential explanatory factors. It should be 
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noted that the strategy is sometimes criticised, especially by scholars inclined towards 

quantitative research methods. But as suggested by e.g. Alber (2000) and Mahoney and 

Goertz (2006) such a selection method is often appropriate when it comes to case-oriented or 

problem-based analyses.  

 
In presenting the methods employed in this project, a word should be said about the type of 

ontology embraced. In fact, being clear about where one is situated from an ontological 

viewpoint is probably at least as important as the methods themselves, because, as Hall points 

out, “[o]ntology is ultimately crucial to methodology because the appropriateness of a 

particular  set  of  methods  for  a  given  problem turns  on  assumptions  about  the  nature  of  the  

causal relations they are meant to discover. […]” (Hall 2003: 374). Hall notes further, as a 

general problem in comparative politics, that “a substantial gap has opened up between 

methodologies popular in comparative politics and the ontologies the field embraces” (Hall 

2003: 374). Hence, if the assumption is that the social and political world is governed by 

universal natural laws like some social scientists believe to exist in natural science disciplines 

such as chemistry and physics, it would be only logical for the social scientist to go to the 

statistician for technical advice. Przeworski and Teune’s (1970: 18) statement in their seminal 

volume The Logic of Comparative Social Inquiry that “[s]cience is concerned with the 

explanation of specific events by means of statements that are invariantly true from one set of 

circumstances  to  another,”  represents  a  famous  example  of  this  kind  of  ontology.  If,  on  the  

other hand, our theories put forward arguments for analysing social and political outcomes as 

interdependent and complex, such techniques may not always be appropriate. In this regard it 

bears  mentioning  that  no  good natural  scientist  would  actually  claim that  the  same input  or  

treatment always produces the same output regardless of setting. Quite on the contrary, it all 

depends on the specific setting you operate in and your point of departure.25  

 

Above, without explicitly talking about ontological positions, I made clear which position I 

am closest to. I perceive social and political relationships as highly contingent on the setting 

in which the phenomenon under scrutiny is observed. Additionally, in the case of policy 

making, what was in place before, i.e. at time t-1, is believed to matter a great deal for which 

policy alternatives are realistically available at time t. The same should be true about the 

effects the adopted policies will have. That is to say, even if the same identical policy were to 

be implemented in countries A and B, we should not expect it to produce the same results 
                                                
25 I am grateful to Martin Kohli for pointing this out to me. 
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given  the  two different  national  settings.  More  generally,  in  the  words  of  Peter  Hall  (2003:  

385), “interaction effects build up over time, carrying cases down such different paths that it 

becomes unreasonable to suppose that an x occurring today has the same effect, y, across all 

settings.” An ontology that perceives the world in such a way invites social scientists to take 

history seriously (see in particular the excellent collection of essays in Mahoney and 

Rueschemeyer 2003). That is, in most cases it will be difficult to explain outcomes with 

reference only to the present.  

 

Thick, historical descriptions are able to tease out aspects that would typically be assumed 

away in large-N statistical studies. Additionally, in constructing the analytical argument of 

this dissertation, I underlined the importance of a changing environment, especially with 

regard  to  the  economic  and  social  reality,  within  which  pension  systems  operate.  It  is,  of  

course, the case that these structural changes have not happened over night. Therefore, to be 

able to capture these developments, history and a (in the temporal sense) backwards looking 

perspective is called for. Finally, to consciously incorporate a time frame that is longer than 

average in the context of social policy analyses seems even more necessary if one considers 

the particular nature of pensions as a policy area. Changes are often implemented with 

significant time lags or gradual transition periods. Therefore, a research design that ignores 

this important element may generate conclusions which underestimate the degree of change 

that has taken place. In other words, a longer time-horizon than what is commonly employed 

in political science work is useful in order to grasp in substantive terms how cases differ. It 

allows the observer to appreciate the specific challenges to be found in each individual case. 

To be sure, problems of population ageing and how to adapt to globalisation are common 

issues for all advanced democracies. Nevertheless, as has been already pointed out, there is a 

great deal of variation in the degree of problem pressure and the dominant policy legacies. In 

addition, the institutional configurations from which a reform process departs, is of 

importance for the timing, speed and sequence with which policy change occurs.  

 

Moreover, in order to capture also more fine-grained and gradual instances of institutional 

change, whose cumulative effect may result in transformative change, a historically oriented 

approach appears superior. The case studies will show how the overall structure of the Italian, 

German and Swedish pension systems have become more similar at the level of institutional 

design. To list only a few examples, which will be discussed more in detail in the country 

chapters; in all cases measures have been introduced to encourage individual pension saving 
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to supplement lower benefits from the public pay-as-you-go schemes. With reductions in 

annual benefits in the case of early retirement and increases for individuals who choose to 

work longer, the actuarial link between benefits and contributions is strengthened. Finally, 

benefit levels are increasingly tied to demographic changes and macroeconomic performance, 

thereby shifting risk from the benefit provider, i.e. the state, to the individual level. These 

elements  constitute  important  systemic  changes.  However,  as  will  be  demonstrated  in  the  

course of the dissertation, there are a range of important differences in the challenge the three 

countries are facing. These differences condition the reform outcomes in several respects – 

both politically with regard to the reform trajectory and functionally, i.e. at the level of reform 

effects or problem-solving capacities. In other words, we observe a close interplay between 

institutional legacies, structural context and new policy challenges. This interaction is what is 

driving the policy process forward as it structures the game between political actors and 

arguably also causes similar policy instruments or designs to have differentiated effects in 

different contexts. The specific dynamics will become evident in the country chapters.  

 

The remainder of the dissertation consists of five substantive chapters in addition to a short  

concluding chapter. In chapter 3 I discuss the redistributive qualities of the welfare state more 

broadly and address some fundamental conceptual issues linked to questions about 

redistribution between generations and between age groups, two related but distinct notions. 

The second half of the chapter explores empirically how welfare states function in 

redistributive terms and shows that, above all, there is great diversity even within Europe, 

making it difficult to speak of the welfare state in the singular. In the fourth chapter I narrow 

down the focus to concentrate on the three case studies only. I characterise the three welfare 

states with a particular attention to the age structure try to give an idea of how different age 

groups are treated in three welfare states empirically with a particular attention to data 

relevant to different aspects of the pension dilemma. Also the fourth chapter is mainly 

descriptive and characterises but with the help of national and international data sources in a 

more detailed manner the three welfare exact nature of the pension dilemma in the three 

countries chosen for closer scrutiny. Chapter 5, 6 and 7 are country chapters which present the 

evolution of pension policy in Italy, Germany and Sweden respectively. Each chapter consists 

of four parts and starts with a description of the pension system in the early 1990s before the 

recent wave of reforms. I proceed with a brief presentation of the political institutions. This 

reflects my belief that national context and policy legacies interact closely with the political 

system. Then, in an attempt to show how each pension system has taken on its distinct 
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characteristics, I trace the evolution of each case from its inception. The third section 

discusses how the latest reform process which commenced in the 1990s. In the concluding 

chapter I again zoom out and discuss the questions posed in the introduction with specific 

reference to the three countries studied.  
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3  The dilemmas of redistribution 
 

Advanced industrial countries provide their citizens with access to education and health care, 

and they offer programmes to protect against social risks such as unemployment, sickness and 

old age. That is, they are generally considered to be welfare states, whose core aim is to 

improve the social well-being of its citizens across class, occupation, gender and age (e.g. 

Pampel and Williamson 1989). To be able to do this, the state requires that the population 

pays taxes. But those who pay and those who receive are not identical. Some receive more 

and pay less, whereas others pay more and receive less. Hence, a basic function of the welfare 

state is redistribution. Pensions constitute the largest heading on any social expenditure 

budget and, thus, represent an important mechanism of redistribution. Even in Bismarckian 

countries huge public resource transfers take place within the pension system both across 

earnings groups as well as across time.  

 

I  believe  that  most  lay  persons  typically  assume the  welfare  state  to  redistribute  from those  

who have more to those who have less in order to reduce inequality. That is to say, with the 

aim of reducing differences between rich and poor, the welfare state is meant to shift 

resources from the haves to the have-nots. But recurring reports – most recently articulated in 

a study commissioned by the OECD (2008a) – about increasing inequality and poverty, lead 

to the question whether the welfare state still functions the way we expect it to. By looking at 

redistribution from a generational perspective one outcome of the present dissertation is to put 

this  assumption  under  scrutiny.  It  explores  how  the  welfare  states  through  their  pension  

systems treat different generations and why redistributive patterns have changed over time.  

 

Most welfare states have come to devote a steadily rising share of public resources to the 

elderly compared to the working-age population (Lynch 2006; Myles and Pierson 2001). If 

taking seriously what Palme (2006: 359) has labelled the sceptical hypothesis about 

redistribution, the fact that the elderly stand as the main benefit recipients in the modern 

welfare state, in turn, begs the question whether the welfare state is currently generating 

intergenerational inequities.26 The sceptical hypothesis refers to the view that welfare states 

                                                
26 The reader should note that I am not making a normative claim questioning the many merits of public pension 
systems per se. I am merely suggesting that in recent years it has become more and more obvious that the old-
age heavy distribution of public social spending common across most advanced welfare states has important 
consequences not only for current public finances, but also for the intergenerational balance sheet.  
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themselves, may contribute to social inequities. That is to say, the welfare state can be seen as 

a system of social  stratification in its  own right (e.g.  Esping-Andersen 1990).  Readers,  who 

are familiar with what has become known as the generational equity debate, may recognise 

the question put forward above. In the generational equity debate one finds the argument that 

“the elderly have been recipients of an unfair distribution of public resources for income, 

health care and, social services, and that the large share of national resources granted to older 

people is no longer justified, because the elderly as a group are financially better off than the 

non-aged population” (Binstock and George 2001: 342-343). In general the term generational 

equity represents the idea “that each generation should provide for itself; one generation 

should not be asked to support another generation, particularly if there is good reason to 

believe that the generation providing the support is unlikely to receive the same level of 

support when it retires” (Williamson and Watts-Roy 1999: 4). 

 

 

3.1 The many faces of redistribution 
 
I shall not take side in the debate on generational equity, and I do not suggest that the welfare 

state is automatically a source of redistributive perversities and increased inequality. My point 

is rather that, being confronted with modern welfare states, issues of (re)distribution have 

become far more complex than they were in the post-war years, and one, thus, cannot take for 

granted that the welfare state always performs the “benevolent” function of redistribution 

from the haves to the have-nots. The question of who are the rich (i.e. the ones that in many 

people’s opinion should shoulder the largest burden) and who are the deserving poor, is not 

that straightforward anymore. The reason for this is that distribution comes in different kinds. 

Palme (2006) usefully distinguishes between vertical (from rich to poor), horizontal (over the 

life-cycle), risk (to individuals struck by specific social risks) and perverse (poor to rich) 

redistribution. To complicate the picture even further, one also meaningfully talk about 

several dimensions along  which  redistribution  can  occur.  To  name  but  a  few  examples,  

redistribution takes place across different income (or wealth) categories or classes, across 

generations and across age groups, types of regions (urban vs. rural areas), gender, and 

occupational groups.  
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Finally, despite taking a sceptical view of the redistributive capacities of the welfare state, it is 

important also to recognise that the issue is riddled with problems of a more philosophical 

nature relating to fundamental principles of justice. Hence, giving a clear normative basis for 

an empirical assessment of the distributional effects of public pension systems has proven 

extremely difficult. In fact, Goodin (1992: 194) has described the case of intergenerational 

justice in the context of the “old age crisis” and the associated pressure on public pension 

systems as one of the “hard cases” for contemporary theories of justice. For instance, a system 

rewarding individuals in relation to how much they have contributed to the system and one 

that rewards on the basis of financial needs display different redistributive logics but can, 

nevertheless, both lay claim to fairness depending on your normative standing. The author of 

this dissertation can only hope to hint at some of the problems and will in her theoretical as 

well as empirical endeavours have to settle with what for the philosopher will most likely be 

not fully satisfactory parameters.   

 
I somewhat provocatively pose the question whether we in the context of the pension 

dilemma observe not only “new politics of the welfare state” (Pierson 2001b), but also a new 

kind of perverse ‘intergenerational redistribution’. Myles and Pierson argue (2001: 308), 

“rising pension costs fall disproportionately on lower, and especially younger, wage earners” 

and this inevitably has consequences for equality between age groups. Of course, the extent to 

which this claim is justified is an empirical question. As Pampel and Willamson point out,  

[s]ocial welfare spending does not guarantee equality; it corresponds 
to effort or input rather than equality of result. Since we conceptualize 
social welfare spending as redistributive effort and social equality as 
the structural result, the link between social welfare effort and its 
consequences becomes an empirical issue rather than a definitional 
one (Pampel and Williamson 1989).  

 
Thus, it is clearly necessary to look for more specific data that can give us insights into what 

has, in fact, happened to public pension systems and the original intentions of redistributing 

income to those most in need. In this chapter I present a snapshot-like empirical picture based 

mainly on recent OECD data. The aim at this stage is not to be able to draw final conclusions, 

but rather to get a first overview of the variations that exist between countries with respect to 

the age orientation of welfare systems and demographic context.  

 

Since Japan has the most rapidly ageing population in the world (see appendix V), it could be 

seen  as  a  useful  reference  case  to  highlight  some  of  the  redistributive  mechanisms  that  I  

would like to go on to explore from a comparative perspective. By putting forward the 
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argument that the Japanese pension system has turned into a programme which “transfers 

income from the financially strapped working families to the increasingly well off retired 

population,” Chopel, Kuno and Steinmo (2005: 22) have raised a highly relevant issue that 

merits attention also from a comparative perspective and in the European context. In other 

words, the old age social security system can in its own right be seen as a possible cause of 

inequality. To follow the logic of the argument one needs to consider that there are two main 

ways in which the government can shift the financial resources of its citizens, namely through 

various forms of taxation of the population and through offering public benefits (both in the 

form of cash transfers, in-kind services and special tax breaks or credits) awarded according 

to specific criteria. After redistribution in the form of tax deductions and benefit payments, 

the average income per elderly Japanese person is in fact somewhat higher than the average 

per household member income across the population as a whole (see table 4 in Chopel et al. 

2005: 39).  

 

To what extent can similar conclusions be drawn with regard to European welfare states? It is 

to expect that Japan should be radically different from Europe. But just this makes the 

question about the generalisability of the above argument all the more interesting. That the 

question of redistribution between age groups is hugely relevant also in the European context 

is well captured by the following quote taken from an interview that appeared in the 

Frankfurter Allgemeine Zeitung, an established German broadsheet:  

I know that many unemployed and pensioners are struggling to 
survive. I do not want to take anything away from the poor. However, 
my very subjective impression is that many pensioners are doing 
splendidly. Most importantly, subsidies should be cut.27 
 
 

The salience of these questions can be highlighted further by looking at a country like the UK, 

which is known to have one of the least generous state pension systems in the developed 

world. It is certainly less generous than continental European systems, but it is also reported 

to be less generous than US Social Security (Pensions Commission 2004: esp. 58-60). Among 

advanced industrialised countries, the UK can, thus, be classified together with Ireland, 

Canada and New Zealand. In these countries the state pension systems were designed with the 

primary objective in mind to prevent poverty rather than to provide retired workers with 

income maintenance.  Still, the share of GDP going to pensioners saw a significant increase 

                                                
27 Interview with the 20 year old German student, Pawel Kuscke. “Ich kündige den Generationenvertrag“, 
Frankfurter Allgemeine Sonntagszeitung (10 April 2006), own translation. 
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between the 1970s and the 1990s. Similar to what was found for Japan (Chopel et al. 2005), 

proportionately total pension income increased faster than the number of pensioners. Average 

pension income has, thus, increased more rapidly than the income of an average wage earner 

(Pensions Commission 2004: 130). In other words, even though the UK state pension system 

has no tradition of securing income replacement, the retired have nevertheless ended up with 

an increased share of the total national income.  

 

To shed light on what kind of impact national pension systems have on redistribution and 

whether one can really find empirical evidence in support of the conclusion that the riches of 

the elderly come at the expense of the young, it makes sense to look at estimates of 

equivalised income, poverty and inequality for different age groups. However, before doing 

so, it is necessary to think more carefully about some theoretical matters relevant to our 

discussion. So far, all I have done is to put forward certain claims about the old age bias of the 

welfare state and its consequences for the overall redistributive qualities of modern welfare 

states. Thus, before dealing with the empirical evidence, three issues of conceptual relevance 

will be addressed. Above all, we need to clarify the conceptual distinction between age 

groups and generations.  They  are  closely  related,  but  should  not  be  confused.  Such  a  

clarification will contribute to a more nuanced interpretation of the empirical evidence. The 

second important task is to be clear about the criteria underpinning our assessment. That is, 

we need to ask the following question: With the aid of which normative criteria can we judge 

whether the young are paying an undue share of the burden? I will develop my thoughts about 

this question by addressing another slightly different, but related problem. We have said that 

pension reforms are undertaken to make the system fit for the future. That begs the following 

questions: When is a system fit for the future? What problems do the reforms have to resolve 

to achieve this goal? Finally, it seems necessary to provide a justification for not considering 

private (i.e. within family), intergenerational transfers in this analysis. In the two following 

sections, I will address each of these issues in turn.  
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3.2 Age groups, generations and social justice 
 
I will first turn to the important conceptual distinction between generations and age groups. 

The two terms are obviously related, but should nevertheless be treated with awareness of 

their different conceptual implications. Following Kohli (2005: 518), at the societal level 

generations refer to “the aggregate of persons born in a limited period who therefore 

experience historical events at similar ages and move up through the lifecourse in unison” 

(see also Pampel 1998). The concept of age group it is more confined in that it is linked to the 

age held by a group of individuals at a particular point in time (see also Schokkaert and Parijs 

2003). Hence, as Kohli (2006: 458) points out, “age groups are to be viewed not as entities 

with fixed membership but with regularly changing membership, with all individuals 

progressing through the life course from one to the next according to an institutionalized 

schedule .” In other words,  an individual will  belong to the same generation or birth cohort 

over the whole life course, whereas the applicable age group will change. These properties 

should be kept in mind when it comes to setting down principles for distributive justice.  

 

In policy terms, a social protection scheme might be neutral with respect to generations, but at 

the same time advantage a certain age group. A pure PAYG pension system is an example of 

such a policy. Benefits accrue only to the most senior age groups, but the idea is that cohorts 

should get back what they have paid into the system during their working career. This implicit 

agreement can also be thought of as an intergenerational contract. Conversely, one can 

imagine a public policy that is age neutral, but at the same time implies considerable 

intergenerational transfers. An example here would be an income tax cut which applies in 

equal measures to wages and pension income. If one imagines that the tax cut is paid for by 

deficit spending, the burden of financing will fall on the children or grandchildren of the 

benefitting population (Lynch 2006: 18-19).   

 

With the above definition of the concepts of age group and generation,  we can move on to 

tackle some of the more difficult theoretical issues associated with the assessment of 

intergenerational distribution in the welfare state. Even if ignoring private intergenerational 

transfers and concentrating only on the state pillar of modern welfare systems, some 

fundamental problems related to the conceptualisation and assessment of redistribution and 

generational justice remain. Here I am particularly thinking of the distributional principles 

upon which a welfare state rests and that are directly linked to the kind of legitimacy it enjoys 
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in  the  population.  These  issues  are  also  core  ingredients  in  the  pension  dilemma  that  

policymakers need to find solutions to. Kohli (2006: 462) identifies three basic principles with 

reference to which distributional outcomes can be justified, namely need, merit and equality. 

In welfare states the prominence of these principles varies cross-nationally and their 

manifestations can be empirically assessed either in terms of input or institutional architecture 

(intended to produce a certain outcome) or with regard to their actual redistributive output 

produced by these same institutions.28  

 

Empirically then, to assess the input side, one would examine the policy rules with regard to 

variables such as eligibility criteria, coverage, financing and generosity, which together form 

the normative underpinnings of the system. An evaluation of the output side, on the other 

hand, can be done, for instance, by looking at the economic status or well-being of the young 

and the old either in a one-year accounting framework or alternatively by adopting a 

lifecourse framework (Burtless 2006). These outcomes can then be assessed against the 

theoretical norms of social justice. In this context, it is worth noting that the output may be 

efficient and as intended or unintentional and problematic. I maintain that, although often 

subject to practical obstacles such as the resource constraints of a research project, one should 

as far as possible consider the input side and the output side in tandem to be able to tease out 

sound conclusions about which policies that work well and less well.   

 

 

Conflicting goals in a complex world 

Above we raised the question when a pension system is fit for the future, a standard 

motivation of decision-makers pushing for welfare reforms. Reforms can be seen as acts of 

modernisation adjusting or updating the institutional framework to better fit the current socio-

economic environment. However, the arithmetic is complex and from a normative perspective 

one  can  think  of  multiple  goals  that  may  be  outright  conflicting  or  at  best  difficult  to  

reconcile. Indeed, as Myles (2006: 134-135) quite correctly points out:  

We want many things simultaneously: adequate pensions for  all  
combined with incentives to ensure high levels of employment, 
flexibility in  the  face  of  social  change  but  predictability of pension 
benefits. The aim, in short, is to manage the transition to achieve 
intergenerational fairness, intragenerational solidarity and gender 

                                                
28 I like to think of Esping-Andersen’s (1990) three worlds of welfare as a useful heuristic tool to understand this 
variation. 



 

  66 

equality while at the same time creating conditions for a strong 
economy and sound public finances.29   

 

Unfortunately it is doubtful that all these desires are reconcilable in the real world. On the one 

hand, as will be clearly illustrated by the case studies in the subsequent chapters, the main 

motivation for undertaking reforms has been to ensure financial sustainability which has been 

commonly perceived to be at risk if the parameters of the old public pension systems were to 

be left unchanged. If one is concerned about the distribution of resources across generations, 

such a goal can be sold as an attempt to ensure that also future generations will be able to 

enjoy some form of state-provided old age social security. The policy-problem to be resolved 

is how to carry forward an institution which has been crucial in allowing millions of elderly 

across the world to retire and keep out of poverty.  

 

To bring home the point, think about the counterfactual. That is, to continue with the old, 

unreformed systems until they run out of money and then leave to the individuals of some 

future generation to resolve the problem of income security in old age completely at their own 

expense and risk would clearly be untenable. Most would agree that here the state has a clear 

responsibility to act. Even if to make systems sustainable into the future means that the next 

generation pensioners will receive less in return for their contributions, it can be justified on 

the grounds that it may be the lesser of several potential evils. Some old age security for the 

future is certainly better than none at all, one might reasonably think.  

 

On the other one hand, for those adhering to a more demanding principle of generational 

justice, the achievement of financial sustainability alone is unlikely to be enough. Indeed, a 

common idea of generational justice is that of equality, which implies an equal distribution of 

burdens and rewards between current and future generations (Kohli 2006). With regard to 

institutional reform, to meet this demand, one will  have to ensure that the financial  costs of 

reform are shared as equally as possible between current and future elderly. Admittedly, there 

are circumstances in which a departure from the principle of equality as the guiding 

distributional target can be justified on normative grounds. A positive net transfer of resources 

from younger to older generations can be justified on the grounds of generational equity when 

the younger generations are wealthier than more senior generations. In such a scenario 

equality as a principle with which to justify a distributional outcome, is  complemented with 

                                                
29 Emphasis in the original. 
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that of need. As Burtless observes, PAYG transfers have historically favoured “poorer 

generations at the expense of wealthier ones”(Burtless 2006: 749).  

 

In view of the uncertain (to say the least) economic conditions facing today’s youth, the trend 

of successively richer generations may well have come to an end. Thus, if one accepts the 

prediction that present labour market entrants are likely to have less prosperous careers than 

those of their parents’ generations, for the same reason that younger generations have helped 

older ones in the past, one could arguably justify asking pensioners to sacrifice some of their 

appertaining pension wealth to help the young. Of course, following up this argument with 

concrete action would be complicated. Only time will tell how future generation retirees will 

fare economically, and in real world politics it is obviously extremely hard to put aside money 

for a contingency which may or may not materialise some time in the future.30 In fact, for the 

cohorts currently entering the labour market even the standard of equality, compared to 

previous generations, seems hard to come by. That is, they are financing their parents’ 

pension rights which have been generated in a system with modest contribution rates during a 

period in which full employment, uninterrupted careers and steady economic growth have 

been the norm. Today young workers face likely career interruptions, higher contribution 

rates and eventually lower pensions compared to their parents.   

 

A qualification to the argument just made is that the issue of justice between age groups and 

between generations is inherently complex and often muddled both conceptually and 

empirically. Sometimes it relates to the treatment and resources of the old and the young at a 

given moment in time. At other times it refers to the equal treatment of successive cohorts 

(Lindh  et  al.  2005).  In  the  former  case  the  unit  of  analysis  is  age  groups.  In  the  latter  it  is  

generations. Precisely for this reason it becomes important to be clear about the above-

mentioned difference between age groups and generations. If our unit of interest is the 

generation or birth cohort, comparing the public transfers to the young versus that to the old at 

a point in time is problematic. As Kohli remarks, “[i]n modern welfare states, incomes and 

services for the elderly are to a large extent publicly financed, while those for the young are 

still mostly borne by their families” (Kohli 2006: 467). In addition, in comparing economic 

                                                
30 A probably unique example of public money explicitly being set aside to sponsor future generation pensioners 
is the Norwegian petroleum fund. Some years ago the official name of the fund even changed from the State 
Petroleum Fund to the State Pension Fund. The exceptional Norwegian situation is the main reason why I 
decided to not to study my home country for this dissertation. 
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status of age groups, one must bear in mind that income when young does not necessarily say 

much about your general life prospects (Lindh et al. 2005).  

 

For this reason a life course perspective comparing cohorts over their entire life span seems 

more appropriate. However, here the problem is that it is difficult to project the futures of the 

yet  unborn.  This  is  so  not  least  because  cohort  sizes  are  not  constant  and  there  will  be  

variations in the macroeconomic and social environments facing successive cohorts (Lindh et 

al. 2005: 471). As far as the effects of policies are concerned, they are likely to have a not 

fully predictable impact on the mentioned environments. Above all it is difficult to foresee 

behavioural changes at the individual level, and what is done at time t influences not only the 

lives of already born generations. As absurd as it may sound, but current actions and policies 

can even be decisive for whether future individuals come into existence in the first place. That 

is to say, current policies also have an impact on future cohort sizes. As a consequence, 

questions of distributional justice become more complex in a generational context. Most 

importantly, without many actions that benefit current generations and appear harmful to 

potential future individuals, they may not have been born in the first place (see Laslett and 

Fishkin 1992 for an elaboration of the argument). In the context of public policymaking the 

implication is that changes to tax and benefit structures are likely to affect individual 

decisions about saving, consumption and generational transfers, which in turn determine not 

only the macroeconomic reality far into the future, but also the financial well-being of current 

generations and how many children they will produce.  

 

Notwithstanding the noted complexity of the issue, one has to pose the question whether it is 

possible to establish a reasonable guiding principle of intergenerational justice, with reference 

to  which  we can  judge  the  redistributive  qualities  of  pension  systems and  their  reforms.  To  

start with, since age is no fixed characteristic, it can be argued that per se unequal treatment of 

age groups may under certain circumstances be perfectly legitimate. Children are for the most 

part financed by their parents rather than by public resources, but as these young individuals 

move through the life course to become adults and later elderly, they will reap the benefits of 

the relevant public resource transfer in due course. Hence, one may argue that it is what 

happens over the entire life-course that should matter. Within such a perspective, generations 

or  birth  cohorts  constitute  the  relevant  point  of  reference.  However,  it  is  at  the  same  time  

important to note that an elderly biased allocation of public resources can be seen as 

ineffective or ‘unjust’ if, as a consequence of the skewed resource distribution, one age group, 
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e.g. young adults or families with children, is consistently worse off (Kohli 2006: 458). If this 

were the case, one could reasonably claim that there would be societal gains from redirecting 

a share of public social spending to the young. This leads us to the question whether there is a 

trade-off between the economic status of the young and old, (e.g. Preston 1984), or whether 

they should be seen as causally different (Easterlin 1987; Esping-Andersen and Sarasa 

2002).31 It  is  a  question  that  has  been  much  debated  and  no  final  consensus  seems  to  have  

been reached.  

 

If our concern is social policy, the issue at stake is whether the generosity of pensions crowds 

out spending targeted at other groups, that is to say that the competition for public resources 

should be seen as a zero-sum game32, or rather that there is an interdependency link between 

different groups. Easterlin argues that the increases in poverty among children and the 

improved situation of the elderly have largely different root causes. To reiterate his key 

conclusion; whereas the declining poverty rates of the elderly can be traced back to 

“improved government programs for the elderly”, the opposite trend for children is due to 

“deteriorating labour market conditions of adults in family-forming ages” (Easterlin 1987: 

206). Esping-Andersen and Sarasa (2002: 6) provides an extension of Easterlin’s argument by 

suggesting that “we cannot disconnect the well-being of the elderly tomorrow from the well-

being of today’s children”. The reason for this suggested link is that  

future pensioner welfare is doubly conditional on the life chances of 
children now: first, their future productivity is an important 
precondition for financing the coming pension burden; second, the 
better their lives, the better will also be their welfare when, one day, 
they too become elderly (Esping-Andersen and Sarasa 2002: 6).  

Their argument is convincing, especially in light of the fact that it is exactly because of 

prosperous working lives that the current generation retirees are doing, on average, much 

better than earlier generations.  

 

                                                
31 Also worth a mention is the recently published volume by David Brady in which he on the basis of data from 
the Luxembourg Income Study finds support for the hypothesis that “poverty is more likely to strike those at 
both the beginning and the end of the lifecycle” (Brady 2009: 63). In other words, he concludes that poverty of 
elderly and children moves in tandem – both groups record an above average risk of being poor, which is 
opposite to the conclusion reached by Preston. Whereas Easterlin and Esping-Andersen accept Preston’s 
empirical findings, but contest the causal inferences he makes, Brady objects to the empirical results themselves. 
Some (here unreported) calculations by the author of this dissertation using LIS wave V data (for 20 rich 
countries), suggest that the positive association found between elderly and child poverty is highly sensitive to the 
use of poverty measure. If employing a broader measure (i.e. 60% of median income instead of 50%), I find that 
the relationship disappears.   
32 As generational equity advocates would argue.  
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Easterlin’s qualification to Preston’s argument is an important one, and Kohli rightly says that 

it should “be heeded today as well” (Kohli 2006: 468). However, one should be careful not to 

take  it  as  an  argument  against  examining  redistribution  with  a  short  time  horizon  (for  

instance, a one-year accounting framework as set out by e.g. Burtless (2006)). The point is 

rather that we need both a point-in-time examination of the economic well-being of the young 

and old (which shed light on redistributive effects across age groups) and a cohort-oriented 

framework (focusing more specifically on generations) (Lynch 2006: 19). It should, 

furthermore, be noted how from an age perspective, one could make use of Easterlin’s 

argument to ask whether, in the face of market forces turning against the young and, hence, 

producing an increase in child poverty, more public resources should now be redirected to the 

young. Hence, a comparison of the economic status of age groups and the public resources 

allocated to the different groups is, nevertheless, highly pertinent in the discussion of the 

redistributive dilemmas of modern welfare states.  

 

Another advantage of this approach is of a more practical nature and refers to the availability 

and  reliability  of  data,  especially  through  Eurostat  and  the  OECD.  Calculations  of  static  

(point-in-time) indicators are much more straightforward than dynamic lifetime frameworks 

that necessarily rely on a series of more or less controversial assumptions (see below, for a 

discussion of the generational accounting framework). For these reasons, the data presentation 

in  the  following  sections  of  this  dissertation,  refers  to  age  groups  and  will  mainly  make  a  

broad distinction between the working-age population and the elderly. Following Easterlin 

(1987) and also Kohli (2006), we shall, however, do our best to keep in mind the above-

mentioned cautions about the attribution of causes for the observed trends.   

 

However, returning for a moment to a cohort framework (favoured e.g. by Esping-Andersen 

and Sarasa 2002), say that we stick to the commonly advocated and relatively uncontroversial 

principle of equality which is also underpinning the above-mentioned idea of generational 

equity – implying that the ratio between benefits and contributions are equalised between 

cohorts. Although agreed upon by most, even the principle of equality presents us with some 

problems in the face of the current demographic reality. In a stable PAYG system, i.e. 

assuming that pension entitlements are left unchanged, if the working age cohorts get smaller 

in relation to the dependent elderly ones, the equality principle gets violated. Logically, 

generational equity advocators would say that we should lower the pensions of current 

retirees. But, and here is the (normative and political) dilemma, during their working lives 
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retirees have paid into the pension system financing the older cohorts’ pensions in the 

understanding that these contributions would give them the same rights as their predecessors. 

Thus, cutting the pensions of already retired individuals will by many be considered unfair 

and unacceptable as it infringes on the perceived acquired rights of these persons.  

 

Unfortunately for the policy practitioner, the normative dilemmas do not end here. The case 

studies will show how a key objective of most recent pension reforms has been to make also 

public schemes actuarially fairer. In fact, actuarial fairness meaning that each pension 

entitlement should match the contributions made to the system, has stood out as an important 

legitimising principle in many recent pension reforms. To be sure, in isolation the idea that 

one should receive benefits in proportion to one’s contributions seems perfectly reasonable. 

Recalling the three above-mentioned basic norms to justify distributional outcomes (equality, 

need and merit), we note that the one that gets invoked here is primarily that of merit.  

 

As pointed out by Lind, Malmberg et al. (2005), however, the principle of actuarial fairness 

conflicts with that of generational equity when generations differ in size, which in the real 

world, as we know, is the rule rather than the exception. With population ageing (i.e. a 

shrinking working age population) and public schemes continuing to work on a PAYG basis, 

actuarial fairness means that future generation workers will have to contribute more than their 

predecessors for the system to be financially sustainable and, consequently, the equity 

principle of equal burden sharing between generations gets violated. Hence, from a 

generational equity point of view, it then becomes questionable whether reforms seeking to 

introduce more actuarial fairness do the job.  

 

Finally, it would also be perfectly reasonable to pose the question: What about other 

distributional principles, such as, perhaps most importantly, that of intra-generational or 

cross-class distribution or between genders? 33 To call for intergenerational justice without at 

the same time taking account of the intra-generational dimension certainly seems problematic 

from the point of view of overall social justice. In fact, referring to data on living standards of 

elderly Bonoli (2000: 22) suggests that it would be “misleading to treat the elderly as a 

homogenous group in discussions regarding income distribution, as differences within that 

                                                
33 With regard to tax regimes, Goodin (1992) adds another principle, namely that of equity across countries 
(international equity). In theory, the perspective could be pursued also for pensions, but the picture already 
seems so messy that I prefer to ignore the international dimension on this occasion.  
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group are more important than the differences between the active population and older 

people.” This perhaps particularly true for fragmented pension systems such as the Italian 

one, where despite extensive public spending on pensions, there are large cross-sectorial 

differences. Hence, especially when dealing with the case studies, we shall also devote 

considerable attention to intra-generational inequalities.   

 

 

Generational accounting 

Since  in  the  next  section  we  turn  to  the  empirical  record  of  age  orientation  and  

intergenerational redistribution within welfare states, it seems appropriate to close the present 

section with a brief discussion of one important methodological extension within this debate. 

Concentrating on the macro-level a particularly prominent perspective for investigating the 

generational effects of public contributions and benefits is the approach that has become 

known as “generational accounting” developed by the economists Auerbach, Gokhale and 

Kotlikoff (1992). The approach was motivated by a wish to propose an alternative to the 

traditional method of deficit accounting to interpret the state of a national economy and to 

understand how current and future generations are treated by government policies. It has been 

put forward as a method to identify inequities between generations in net social welfare gains 

(Williamson and Watts-Roy 1999: 15). Examining tax and benefit structures in a given 

country, it calculates and compares the tax-benefit position over the lifetime of different age 

cohorts (for succinct overviews and critiques, see Lindh et al. 2005; Lynch 2001).  

 

The original estimations made by Auerbach, Gokhale and Kotlikoff (1992) is for successive 

American cohorts based on the policy regime in place as of 1989. Whereas a male aged 65 in 

1989 is expected to receive approximately 32,000 USD more in public transfers than he will 

pay in taxes and contributions over the rest of his life, younger generations will be worse off.  

For males aged 25 in the same year, the net present value of payments minus receipts is 

estimated to 193,000 USD. In other words, during their working life, these men transfer 

considerably more than they will receive when they retire. Apart from resting on assumptions 

that have come under heavy criticism (some of which I will address below), it is also essential 

to keep in mind when interpreting the result of generational accounting exercises that the 

figures refer to the total tax-benefit burden over the remaining lifetime and not over the whole 

life course.  
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As the authors themselves are careful to point out, the generational accounts are “forward 

looking” and “not total lifetime bills, but rather remaining lifetime bills” (Auerbach et al. 

1992: 308, emphasis added). In other words, past taxes and transfers are not included. It is, 

thus, not surprising that individuals in the older cohorts come out with net gains in these 

accounts. Individuals who are about to retire will have years of pension transfers ahead 

whereas taxes are generally lower. Since the older birth cohorts have already paid most of 

their lifetime taxes, and these are, thus, ignored, the generational accounts give only very 

limited insights to the actual overall treatment of these generations. The forward looking 

nature of the framework is easily overlooked and may lead to misinterpretations of the results. 

For instance, Pampel (1998), who for the rest provides a very thoughtful discussion of 

“inequality across age groups and generations”, seems to erroneously interpret these accounts 

as estimations for the whole lifetime of successive cohorts (Pampel 1998: 131). Also Lynch 

(2001: 415) seems at times to base her critique on the notion that the framework analyses the 

entire lifetime also for already living cohorts, whereas this is the case only for cohorts not yet 

born.  

 

Apart from the fact that it is easily misinterpreted what the generational accounting 

framework actually tells us, the main weakness or most problematic aspect of the framework 

is usually considered to be its underlying assumptions (see e.g. Haveman 1994; Lynch 2001; 

Lindh, Malmberg et al. 2005 for discussions). One important critique against the method is 

that it assumes stable policies. The method regards the long-term and since taxes and public 

benefits are usually not static it rarely gives a fully accurate picture of the actual treatment of 

successive generations (Haveman 1994). For generations that live through waves of 

significant policy change the framework ends up being less useful. Second, if the goal is to 

determine each cohort’s exact long-term financial balance, the fact that private family 

transfers are by and large ignored is also unsatisfactory. An extension of this critique relates 

to the fact that according to standard theories in public economics, the net burden of public 

spending should account for the behavioural changes (e.g. in labour supply, consumption or 

bequests) induced by these taxes and transfers (Haveman 1994). Third, in order to calculate 

lifetime taxes and transfers the analyst must also predict for how many years retired 

individuals will collect benefits. The standard procedure within generational accounting is to 

assume that all individuals have identical life expectancy. We know, however, that this is an 

implausible assumption since life expectancy tends to be positively correlated with income 

(see  e.g.  Rogot  et  al.  1992)  and  also  rise  with  each  cohort.  Other  aspects  criticised  in  the  
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literature are the results’ sensitivity to the set discount rate34 and growth rate, the omission of 

private transfers as well as a high level of aggregation.  

 

 

Intergenerational transfers – family vs. public  

I  shall  be  careful  to  point  out  that  I  do  not  pretend  to  present  the  “complete  picture”  of  

intergenerational transfers in this dissertation. As should have become clear by now, the focus 

is on public programmes to understand what the state dimension of the welfare triangle35 is 

actively doing. I have made a deliberate choice to neglect the role of intergenerational 

transfers in the private sphere, i.e. within the family. In fact, this is an issue that can 

potentially shake the argument of the elderly biased welfare state. Thus, although the issue 

will not be treated in an in-depth or anyway complete manner, some remarks in this regard 

seem in place.  

  

An objection that might be raised against the argument that the aged constitute a growing 

burden on society and or, conversely, that an undue burden is falling on future generations, is 

that a lot of resource transfers might take place within the family, e.g. from elderly parents to 

their children or vice versa from adult children to elderly parents (e.g. Lynch 2001: 413). 

Kohli rightly points out that the public pension system is a part of a comprehensive system of 

exchange between generations. Consequently, looking only to the state or the market, leads to 

a balance sheet that misses out on a significant part of the potential contributions of the 

elderly towards the common good of society (Kohli 2002: 30). In recent years sociological 

research on intra-family transfers of wealth across generations has, despite finding some 

cross-national variation in intensity and likelihood of transfers taking place, unanimously 

confirmed that resources mainly flow downwards from parents to children (Albertini et al. 

2007; Kohli 1999). Data from the comprehensive and comparative SHARE survey show that 

“older Europeans were much less likely to receive a financial gift than to give one” (Attias-

Donfut et al. 2005: 179). As a consequence it has been concluded that a significant share of 

what the elderly receives in public transfers seems to be given back to the young through 

private transfers (Blome et al. 2008; Kohli 1999; Lindh et al. 2005: 483).   

 

                                                
34 Usually set at 5 per cent.  
35 Consisting of the state as well as the family and the market. 
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The extensive private transfers downwards in lineage, may partly explain why we do not see 

strong evidence of the “generational wars” that has been predicted in especially some of the 

American literature from the end of the 1980s and early-1990. Another important argument is 

to think about the counterfactual situation represented by an absence of public pensions. The 

expansion of old age social security has presumably benefitted the young by greatly reducing 

their  responsibilities  –  both  financially  as  well  as  with  regard  to  care  –  for  poor  and  frail  

elderly parents. At the very least the mentioned financial transfers from which many adult 

children benefit would have been massively reduced in the absence of public pensions (Kohli 

2002). Without forgetting that these significant, intra-family transfers from old to young take 

place, I nevertheless maintain that even from a generational justice point of view, there are 

insights to be gained from looking at the role of mandatory pension system rules in isolation. 

To arrive at this conclusion the appropriate question to ask is whether private savings, inter 

vivos transfers and bequests should affect our judgement of whether the old age pension 

system is fair or not. Oksanen poses exactly this question and provides a thoughtful response 

reflecting the fact that at the end of the day there is no clear-cut answer to the question: 

Perhaps so in principle, but the great uncertainty as to what will 
happen to private saving in the future effectively impedes a setting of 
clear rules. Therefore, it is probably more prudent to respect 
intergenerational fairness within the public system taken alone. Based 
on  this  principle,  people  can  then  make  their  own  choice  as  to  how  
much wealth to leave to their heirs (Oksanen 2003: 272). 

 

In a similar vein it can be argued that the potential of private, intra-family transfers with 

regard to horizontal redistribution  is  questionable.  It  seems  reasonable  to  think  that  to  

advocate the reliance on this type of transfers to support children and the working age 

population, is problematic from a distributive justice and societal equity point of view. 

Redistribution within the family will at least to some extent be premised on the economic 

capabilities or strength of the family. Hence, at the societal level it seems likely that 

downwards transfers of economic resources within families would serve to reinforce 

intragenerational inequalities rather than remedying them (Blome et al. 2008: 354). Socially 

well-situated individuals are presumably less likely to face social risks such as unemployment 

(e.g. due to factors such as education and social network) than persons coming from less well-

off families.  In addition, persons with well-situated parents are those who are most likely to 

receive substantial financial support from their families.  
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Such a line of reasoning finds support also in the work of Szydlik, who, studying in particular 

the relationship between inheritance and inequality, hypothesises that  

although lower social classes are in special need of receiving 
inheritances, these needs are not very likely to be fulfilled. In contrast, 
higher-class parents have far better opportunities of supporting their 
children in many ways throughout their entire life and thus contribute 
to the reproduction of social inequality. One cannot expect that 
bequests will be the great expectation in the matter of the 
intergenerational reproduction of inequality (Szydlik 2004: 34).  

 

The  empirical  part  of  Szydlik’s  study  uses  data  from the  German Ageing  Survey.36 Several 

interesting results emerge. For instance, it is confirmed that overall inter vivos wealth 

continue to play a smaller role than bequests (on inter vivos vs. bequests, see also Kohli 

1999). Furthermore, generally bequests do not compensate for social differences. On the 

contrary, those who have few financial resources receive little, whereas those who are already 

wealthy also tend to inherit more (Szydlik 2004: 41-42). Normatively, then, some would 

perhaps make a case for public welfare programmes that aim to counter some of the 

differences that can be found between the social strata. At the very least, these arguments 

support the merits of uncovering the macro-level effects or public dimension of social 

protection programmes – while at the same time acknowledging the complexity of measuring 

the actual net effects of these public and private flows of economic resources.  

 

In sum, having recognised the potential compensatory or offsetting role of private transfers, I 

step back from the debate concerning private versus public intergenerational transfers. The 

primary justification for such a move is that I am more interested in how the state distributes 

its limited resources between and within generations and, ultimately, why welfare states 

continue to vary in the ways they do. Thus, from the remainder of this dissertation the focus 

shall be on the public dimension of old age social security provision. The role of occupational 

and private pensions will be considered only as far as it is of relevance for our assessment of 

public  pensions.  In  the  remaining  sections  of  the  chapter  we  provide  a  discussion  of  the  

economic well-being of the elderly in the OECD countries relative to other age groups based 

on a series of descriptive indicators.  

 
 

                                                
36 Survey carried out in 1996 of a representative sample of 40-85-year-olds in Germany. See Szydlik (2004) and 
also Research Group on Aging and the Life Course (FALL) for background information: http://www.fall-
berlin.de/fe1.htm?/fep7.htm. Accessed: 6 July 2009. 
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3.3 An empirical snapshot 
 
In this part of the chapter I address the issue of redistribution from a more empirical 

viewpoint. I shall not lay claims to an exhaustive analysis of the matter, but I want to give an 

insight into the context which defines the problems that welfare states are now facing. This I 

do by sketching the backdrop or setting in which policies operate.   

 
 
The source of the pension dilemma: Ageing populations 

Whether the focus is on pensions, health care, or family policies, any account of welfare state 

change will have to devote some attention to the transformed demographic reality in which all 

advanced welfare states find themselves.37 We have already noted how stable population 

growth can no longer be taken for granted, and population ageing is perhaps the most direct 

source of the financial squeeze that modern pension systems have drifted into. Thus, it seems 

like a natural point to start when seeking to understand how age groups and generations are 

affected in a period of substantial institutional change. It has long been common knowledge 

that particularly rich democracies have a problem with population ageing, but the picture 

presented  in  figure  3.1,  which  shows  a  population  tree  for  the  OECD  as  a  whole,  gives  an  

even better idea of the extent of the challenge.  

 

We are moving towards an inverted pyramid. The white segments illustrate how the most 

senior age cohorts will increase in size over the next decades. Were one to look at projections 

for individual countries, it would become apparent how some countries are considerably 

worse off than the OECD average, such as for instance Germany and Italy (see chapter 4). It 

is  also  a  well-known  fact  that  not  only  in  Japan,  but  also  in  Europe  is  the  greying  of  

populations likely to continue at an even higher pace over the next decades. In fact, the 

particular strength of the ageing challenge is something that Europe has in common with 

Japan. As Börsch-Supan (2005: 8) points out “[o]f the world’s regions, Europe has the highest 

proportion of population aged 65 or over; only Japan has a similar structure.”  

 

                                                
37 For a more comprehensive discussion of the global consequences of population ageing, see Kalache et al. 
(2005).  
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Figure 3.1: Population by age group, gender, in 2000 and 2050, in % of total population in each group 

 

 

Source: OECD (2007e) 

 

As should have emerged from the discussion so far, the obvious, and at the practical level 

most problematic, implication of the steady increase in the number of people over 65 years of 

age over the next decades is the significant financial pressures the trend puts on the welfare 

state.  This dissertation concentrates on old age pensions, but we are also aware that demands 

for costly elderly care services will dramatically increase. Thus, welfare states will face even 

more serious fiscal strains in the future, which in turn explain why it became urgent to initiate 

a process of pension reform. Projections show that the age-dependency ratio38 is likely to 

increase sharply throughout the OECD over the next 50 years. In year 2000, for the whole 

OECD,  the  age  dependency  ratio  was  just  over  20  per  cent,  i.e.  there  were  5  persons  of  

working age for every person above the age of 65. Over the next half century the age 

dependency ratio for the OECD is expected to rise to around 50 per cent.  

 

With an expected age-dependency ratio of 72 per cent by 2050, Japan not surprisingly stands 

out as one extreme case. Perhaps more surprisingly for the layperson, Italy and Spain are 

expected to follow exactly the same trajectory with respect to future population ageing. 

Projections show that also these two countries are likely to have age dependency ratios of 

more than 65 per cent by 2050.  By contrast, countries like, e.g., Denmark and the United 

                                                
38 The age-dependency ratio is a measure of the size of the population aged 65 and above relative to the working-
age population.   
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States are estimated to keep below 40 per cent.39 A  possible  and  worrying  consequence  of  

these extreme projections is that, at least in some countries, the unavoidable pension reform 

efforts may be more centred on resolving the pressing problem of fiscal budget constraints, 

than questions of cross-generational redistribution and equity. Unborn generations do not 

have a vote, nor do they have a voice in reform discussions between governments, unions, 

employers  and  other  stakeholders.  As  Dang  et  al.  (2006:  8)  point  out,  while  the  fiscal  

requirements driving policy reform efforts are well-understood, such undertakings will also 

have distributive consequences, “which are largely unknown.” Only recently some welfare 

state scholars have started to turn their attention to the potential consequences that recent 

institutional changes may have for future pension recipients.40  

 

When we say that populations are ageing, we are basically talking about the combination of 

two demographic trends which lead to a change in the overall population structure. On the one 

hand, we see that people live longer. Since 1960 average life expectancy at birth in the OECD 

has increased by more than 10 years both for men and women. This says something about the 

remarkable progress the elderly has made if we consider them as a broad age group. As we 

know, the great achievement of modern pension systems is that they have made retirement 

affordable for the masses and people now tend to retire as soon as they are allowed to. The 

trend has the obvious consequence that unless people are forced to retire later, they will spend 

more years in retirement and as pension recipients.  At the other end of the life course,  with 

regard  to  the  number  of  children  a  woman gives  birth  to,  the  trend  is  the  opposite.  That  is,  

since the 1970s there has been a drop in total fertility rates across the OECD.41 One socio-

economic consequence of low fertility rates is the increasing tax burden on a smaller share of 

working age individuals. Furthermore, with low birth rates, there will be a lower number of 

potential carers for aged individuals (OECD 2009).    

 

 

                                                
39 See OECD (2005c: 27) and appendix V. 
40 For instance, the project “Flexible today, secure tomorrow? The interplay between labour market flexibility 
and pension reforms for income in old age” directed by Karl Hinrichs and Matteo Jessoula in the framework of 
the RECWOWE network.  
41 The total fertility rate in a given year represents “the number of children that would be born by each woman if 
she were to live to the end of her childbearing years and if the likelihood of her giving birth to children at each 
age was the currently prevailing age-specific fertility rates” (OECD 2005c: 28). 
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Public social expenditure across Europe 

In Europe the bulk of welfare support is publicly provided and in most European countries 

public social spending makes up around 90 per cent of total social expenditure, and one of the 

most reliable and straightforward indicators of the kind of priorities made by different welfare 

states is data on public social expenditure. Thus, it makes sense to look at the relative share of 

support going to the aged compared to the share of public benefits that are aimed at the 

working age population. Figure 3.2, which gives an overview of public social cash transfers to 

the aged and the working age population as a percentage of total GDP, shows that there are 

large cross-country variations in how public social expenditure is distributed between age 

groups. As expected the data confirm that the OECD countries spend more on the elderly 

population than on the working age population. In 2003, public social expenditure on the aged 

in the form of pensions and survivor payments averaged 7.1 per cent of GDP, whereas public 

cash benefits targeted at the working age population only amounted to 4.8 per cent. 

 
Figure 3.2: Public social cash benefits, 2003 
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Starting with the countries that spend the least on benefits targeted at the aged, figure 3.2 

reveals that Mexico and Korea are the extreme cases. More interesting for this study, among 

the European countries Iceland and Ireland are found at the bottom – with 2.4 per cent and 3.3 

per cent of their GDP respectively going towards old-age and survivor pensions. About these 

two countries it should be added that their total public social expenditure levels are also 

considerably below the OECD average (20.6 per cent of GDP in 2003).  The above chart also 

clearly shows that there are huge differences in old-age social expenditure levels.  

 

With the 2004 edition of the OECD social expenditure database revealing that more than 11 

per cent of their total GDP went towards old age and survivor payments in 2001, the OECD 

economists Adema and Ladaique (2005: 13; but see also figure 3.2 and appendix II) described 

Belgium, Germany, France, Austria and in particular Italy as “pensioner states.”42 The 2007 

OECD social expenditure database (with 2003 as the reference year) confirms that Italy 

consistently  spends  close  to  14  per  cent  of  its  GDP  on  cash  benefits  to  the  elderly.  Also  

Austria,  France  and  Germany  still  spend  more  than  11  per  cent  of  their  GDP  on  pension  

payments. Additionally, the data indicate that Poland and Greece should be added to the list 

of “pensioner states” given the large share of GDP (more than 12 per cent) spent on public 

old-age and survivor pensions.43 In  Belgium,  on  the  other  hand,  the  elderly  bias  of  public  

social spending sharply declined between 2001 and 2003. Old-age cash benefits decreased 

from 11.2 per cent of GDP in 2001 to 9.1 per cent in 2003. On the other hand, income support 

to the working age population increased from 5.0 per cent to 7.3 cent. With regard to changes 

in old-age public spending levels between 2001 and 2003, Switzerland proves an even more 

striking case. Assuming that the OECD data is correct, pension expenditures went down from 

13.1 to only 6.9 per cent moving the Swiss down to the bottom half of the OECD countries as 

far as public spending on old-age pensions are concerned.44 In contrast to the Belgian case, 

spending  on  the  working  age  population  remained  constant.  It  is  also  notable  that  OECD  

average expenditure on public pensions dropped almost one percentage point from 8.0 per 

cent to 7.1 per cent. 

 

                                                
42 Checking up on the data referred to by Adema and Ladaique, it turns out that – with 13.1 per cent of GDP 
going towards pensions – also Switzerland should be added to the ranks of the “Pensioner States.” According to 
these data, in 2001 the Swiss actually spent far more on pensions than the OECD average of 8 per cent. For some 
unknown reason, Switzerland is absent in the charts presented by Adema and Ladaique. 
43 These two countries were not covered by 2005 OECD net social expenditure data. 
44 The OECD provides no information to explain this sudden drop. It is, thus, difficult to say something about the 
reliability of the data or whether something happened to the method of measurement.  
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However, one should not jump to the conclusion that an increase in income support to the 

working-age population and a simultaneous decrease in pension transfers signal a conscious 

policy  shift  towards  a  less  elderly  oriented  welfare  state.  The  effects  of  changes  to  pension  

systems are only likely to show in the data with rather long time lags. Reforms are typically 

implemented with long transition periods. For the case of Belgium the increase in cash 

transfers to the younger population between 2001 and 2003 is more likely related to the fact 

that the level of unemployment increased quite significantly during this period.45 This 

conclusion is also supported by the fact that in the Swiss case both the percentage spent on the 

working age population and the level of unemployment remained constant.  

 

Figure 3.2 shows that a clear majority of countries spend a larger proportion of their GDP on 

benefits to the aged than to the working age population, but there is also a group of countries 

which do not follow this pattern. That is, the approach of the “Pensioner States” can, in 

particular, be contrasted with the Nordic countries, which as Adema and Ladaique (2005: 13) 

argue, “seem to have a more balanced approach towards providing social support to senior 

citizens and the working age population: Family-friendly policy support to working families 

is  comprehensive  at  around 3  to  4  per  cent  of  GDP with  policy  design  generating  an  equal  

role for cash transfers and service support, e.g. childcare support.” This observation has also 

been made by Esping-Andersen (1996: 14), who once pointed out that “Scandinavia, indeed, 

is the only group of European countries in which social expenditure trends favour the young 

over  the  old.”   In  2003,  Denmark  spent  almost  9  per  cent  of  its  GDP  on  benefits  to  the  

working aged population, whereas only 5.3 per cent on transfers to the aged.  

 

The most recent OECD data on cash benefit spending suggest that also the Netherlands, 

Luxembourg and to some extent Ireland follow the Nordic approach. Together with Denmark, 

Norway and Finland among the Nordic countries, also the Netherlands, Luxembourg and 

Ireland transferred more money to the working age population than those that had reached 

retirement age. Swedish spending levels are marginally biased towards pension payments, but 

they  also  have  one  of  the  highest  shares  of  GDP (7.4  per  cent  in  2003)  going  towards  cash  

support for working-age individuals. With regard to the Scandinavian countries Esping-

Andersen (1996: 14) refers to a “new life cycle definition of social policy with the recognition 

                                                
45 From 6.6% to 8.2% (OECD 2007g; 2008b: 148). 
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that contemporary family and employment transformation poses new risks and needs over the 

active, adult phase of people’s life courses.”  

 
Figure 3.3: Relationship between public spending on family and old age in 1980 and 2003 

 
Note: The expenditure categories OLD AGE and FAMILY (transfers and services for families and children, e.g. 
parental leave benefits, family allowances, birth grants, child day care, school meals) include both cash benefits 
and in-kind benefits.46  
Source: Calculated from OECD (2007c), Social Expenditure Database www.oecd.org/els/social/expenditure. 

 

Recalling the caution in the previous section about treating the decline in old age poverty and, 

conversely, the increase in poverty among children, as causally related, let us look at what has 

happened to public spending on these policy areas. Remember also that the argument 

contested by Easterlin (1987) was one suggesting that “expanded government programs 

underlying the improved status of the elderly have been purchased by sacrificing programs for 

the young” (Easterlin 1987: 195). In other words, he was contesting the view that increases in 

old age social security have crowded out spending aimed at children. We use data from the 

                                                
46 Note also that survivor pensions are not included. This explains why the ranking of countries are somewhat 
different than if treating cash transfers and in-kind benefits as separate categories, such as e.g. in figure 3.2 and 
Castles (2009). 
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2007 OECD social expenditure database to check whether there appears to be a relationship 

(figure 3.3).  

 

Note that if one does not find the ‘crowding out’ or ‘zero-sum game’ argument convincing, an 

alternative hypothesis may be that support for families and the elderly are related to the size 

of the welfare state more in general. That is to say, countries with generous pensions are also 

likely to have generous programmes in other policy fields.  Similarly,  the countries with low 

old age poverty will by and large correspond to those with low rates of child poverty. We look 

first at a graphical representation of the relationship between public expenditure targeted at 

families and spending on old age at two points in time, namely for the years 1980 and 2003. 

Empirically, for the crowding out hypothesis to hold there should be a negative correlation 

between spending on the two policy areas. If, on the other hand, the overall size or generosity 

of the welfare state is a good indicator for efforts within each policy area, the relationship 

should be positive.   

 

What immediately stands out is the clear positive relationship between family and old age 

public spending in 1980.47 Thus, around the time when the so-called golden age of the welfare 

state was coming to an end, an expansive public pension system more often than not 

coincided also with relatively high public spending levels dedicated to support for families. 

Similarly, it follows that no support is found for the crowding out hypothesis. Countries that 

give a high priority to public pensions also tend to devote more resources to families.  

 

Moving  a  bit  more  than  two decades  ahead  in  time –  to  2003,  we  note  a  radically  changed  

picture, and a number of interesting observations emerge. First, the positive relationship 

between old age and family spending completely disappears. The fitted line even tilts in the 

opposite direction, but the association is, nevertheless, very weak and not statistically 

significant.48 Second, we see, not surprisingly, that the relative share spent on public pensions 

have increased in most (i.e. 19 of 2249) countries. Especially in the Mediterranean countries 

public pension spending has rocketed. Also the continental welfare states (Germany, France 

and Austria in particular) tend to be above average pension spenders, but in these countries 

expenditure on pensions was substantial already in 1980. Third, the variation between the 
                                                
47 The Pearson correlation coefficient is 0.68 (n=22 countries), significant even at the 1 per cent confidence 
level. 
48 The Pearson correlation coefficient=-0.10 (n=22), not significant at the 0.10 level.   
49 The exceptions are Ireland, Luxembourg and New Zealand.  
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countries has increased more with regard to expenditure on the elderly than for family-

oriented spending. Again using the SOCX 2007, we see that for the 22 OECD countries that 

have data recorded for both 1980 and 2003,50 spending on family support in 1980 ranged from 

0.3 per cent of national GDP in Greece to 3.9 per cent in Sweden. In 2003 we observe only a 

small change compared to 1980 with the lowest value, 0.7 per cent of GDP, being recorded in 

the United States, and the highest in Luxembourg with 4.1 per cent of GDP.  

 

Conversely, for old age related spending, the lowest and highest values in 1980 were recorded 

in  Canada  with  2.8  per  cent  of  GDP  and  Germany  and  Austria  with  10  per  cent.  In  2003  

Ireland had taken over the bottom position with a recorded spending of only 2.9 per cent. 

Austria  comes  out  on  top  with  12.8  per  cent  of  her  GDP  going  to  services  and  monetary  

transfers to the aged. Fourth, from a methodological point of view the results speak to the 

need for a disaggregation of social expenditure data in order to pick up the underlying 

dynamics and continued cross-country variation among welfare states in the effects they 

produce – a view of which Francis Castles has been a particularly strong advocate in recent 

years (Castles and Obinger 2006; Castles 2009 and also Mahler and Jesuit 2006). The total 

public social expenditure variable may disguise opposite trends in the individual spending 

categories, which in the aggregate might even cancel each other out.  

 

 

Trends in income distribution, poverty and wealth 

One way to shed light on the economic well-being of different age groups is to look at their 

position in the income distribution. As highlighted by Förster and Pearson (2002), from a 

classical lifecourse perspective, we would expect income to increase when individuals begin 

their working careers. According to the model, income is likely to continue to grow as labour 

market seniority is gained and assets accumulated. With withdrawal from the labour market at 

retirement, the lifecycle model then predicts a drop in income. In the same paper Förster and 

Pearson examine cross-country household income data to find that this is indeed the pattern to 

be found in most countries. Typically the equivalised disposable income51  of  working  age  

individuals peaks for the age group 41-50, followed by a steady decline thereafter (Förster 

and Pearson 2002: 15).  

                                                
50 That is to say, the countries included in figure 3.3. See also appendix VII.  
51 The disposable income of an individual refers to the income actually available for spending, i.e. total (gross) 
income less tax payments and social security contributions.  
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If we take a more dynamic approach, the dominating historical trend is the dramatic 

improvement  of  the  economic  well-being  of  the  elderly  (e.g.  Börsch-Supan  et  al.  2005;  

Chopel et al. 2005; Sierminska et al. 2006). Over the last half century or so, older individuals 

have, on average, seen a marked improvement of their position in the relative income 

distribution.52 In other words, as an age group they have come closer to the population mean 

income, and broadly available social insurance has contributed to this important outcome. In 

fact, in his introduction to a report presenting the first results from the comprehensive and 

comparative Survey of Health and Retirement Income in Europe (SHARE), Börsch-Stupan 

(2005: 15) points out that “public pension systems are also an important social achievement. 

In most EU-countries, poverty rates among the elderly are relatively low […], in many 

countries substantially lower than among families with children.” Table 3.1 shows 

comparative data on the relative income position of different age groups for twelve West 

European OECD countries in addition to Japan, Canada and the United States. Looking at the 

averages for all the fifteen countries, the data again by and large confirm the pattern predicted 

by the lifecycle model. The most important difference from the results reported by Förster and 

Pearson (2002) is that the 51-65 age group has overtaken those aged 41-50 as the highest 

earning group.  

 

In some respects it is more interesting to look at some of the individual country results. 

Particularly the Nordic countries stand out as a fairly coherent cluster. Especially for the 

oldest old (75+), these countries record incomes lower than the OECD average of the age 

group, whereas children in these countries have incomes close to the population average. The 

results suggest that support for families with children work quite well. Young adults (aged 18-

25), on the other hand, appear to do less well in the Nordic countries, suggesting that they are 

facing a difficult time when entering the labour market. However, the result may also be, at 

least in part, an effect of the fact that young adults tend to set up independent households at an 

early age in these countries. In addition, many of the individuals included in this age group 

are bound to be students. 

                                                
52 I am speaking here of a general trend which is not the same as saying that all elderly are doing well 
economically.  



 

  87 

Table 3.1: Equivalised household disposable income by age, mid-2000s for 15 OECD countries 

 Mean dpi for the entire population =1 
  Age 

Country Year 0-17 18-25 26-40 41-50 51-65 66-75 >75 >65 
Austria 2004 0.88 1.02 0.98 1.07 1.11 1.01 0.91 0.97 
Belgium 2004 0.98 1.03 1.04 1.10 1.08 0.80 0.71 0.76 
Canada 2005 0.90 0.99 0.99 1.08 1.13 0.95 0.85 0.91 
Denmark 2005 0.99 0.87 1.01 1.14 1.16 0.76 0.68 0.72 
Finland 2005 0.97 0.91 1.04 1.11 1.15 0.78 0.70 0.75 
France 2004 0.91 0.95 0.96 1.07 1.18 0.98 0.91 0.95 
Germany 2005 0.88 0.91 0.99 1.13 1.14 0.96 0.86 0.92 
Italy 2005 0.90 1.00 1.06 1.06 1.10 0.88 0.76 0.83 
Japan 2003 0.92 1.05 1.01 1.11 1.13 0.88 0.84 0.87 
Netherlands 2005 0.90 0.94 1.02 1.09 1.14 0.89 0.84 0.87 
Norway 2005 0.96 0.85 1.01 1.11 1.19 0.88 0.69 0.79 
Spain 2004 0.90 1.07 1.09 1.06 1.08 0.81 0.76 0.79 
Sweden 2005 0.96 0.90 0.98 1.09 1.23 0.92 0.70 0.82 
United Kingdom 2005 0.85 1.05 1.09 1.18 1.13 0.77 0.68 0.73 
United States 2005 0.88 0.90 0.98 1.13 1.22 0.96 0.76 0.86 
OECD-15  0.92 0.96 1.02 1.10 1.15 0.88 0.78 0.84 

Source: Data from OECD Income Database, see also OECD (2008b: 64) 
    

One should, of course, remember that the above data are highly aggregated, meaning that they 

do not tell us anything about inequalities within each of these age groups. As far as the retired 

age groups are concerned, particularly for countries in which pensions that are closely tied to 

previous earnings, we can expect to find large intra-group variations. In such systems 

earnings differentials in the labour market will be reflected also in retirement income.  

 

Going a step beyond the above chart, one should note that the relative income of older people 

actually declined in a majority of OECD countries in the second half of the 1990s. This can be 

contrasted with the period from the mid-1980s to the mid-1990s, in which their relative 

income increased in most of the OECD (2008b). Thus, one might question whether the fiscal 

constraints and demographic challenges facing mature welfare states have put an early end to 

the “golden age of the aged” and that any worries of an excessive redistribution to the elderly 

segments of the population are unwarranted. However, the large declines observed in some 

countries (Canada, Poland and Sweden) are not necessarily a result of a significant absolute 

reduction of old-age incomes. Rather, there are at least two alternative explanations.  
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In some instances, a likely explanation of this trend may be the substantial increases in the 

earnings of the working-age population (OECD 2005c: 58). Alternatively, a decline in the 

income of retired people relative to the working population can be related to a change in the 

indexation of current pension benefits from wages to prices. In addition, empirical findings 

suggest that one should caution against seeing a large share of low income retirees as 

equivalent to having a high instance of income poverty. That there should be a positive 

correlation between these two factors seems obvious. However, in a further analysis, insights 

can be gained by examining these two variables separately. The following brief example 

illustrates this. Even though a sizable share of elderly is to be found in the bottom income 

quintile in Finland and Sweden, only a small proportion of the elderly fall below the income 

poverty line.53 In  the  US,  on  the  other  hand,  we  see  the  opposite  situation  with  a  relatively  

small share of low income elderly, but with a high instance of old-age poverty. This result is 

an outcome of the larger income disparities found in the US compared to the Nordic countries 

(OECD 2005c: 58). 

 
Figure 3.4: Relative poverty risk54 by age over two decades 

 

  Source: OECD (2008a: 4) 

                                                
53 Defined as 50% of median annual household incomes (adjusted for household size).  
54 The y-axis indicates the relative poverty risk with the population average set to 100. The relative poverty risk 
is calculated as the poverty rate for the age group-specific poverty rate divided by the poverty rate for the whole 
population multiplied by 100. The poverty threshold is set to 50% of the median income of the population.  
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Another  common  way  to  study  the  economic  status  of  different  groups  is  to  look  at  the  

incidence of poverty. Also, the claim that, on average, the elderly population is doing pretty 

well, certainly begs the question: ‘If not the aged, who, then, are the poor’? Single parent 

households and households consisting of one or more unemployed individuals seem like two 

likely candidates.55 In  the  next  couple  of  pages  we  will  take  a  look  at  how  the  elderly  are  

doing relative to other groups that we would expect to have an above-average risk of being 

poor. Based on new aggregate data for the whole OECD area, figure 3.4 shows the 

development of poverty rates over the last two decades. Most notably we see a steep decline 

in poverty rates for the age groups 75+ and 66-75. Conversely, there has been a moderate to 

sharp rise in poverty among children and young adults (aged 18-25). On the whole, the data 

lend some support to the assertion that in the 21st century old age and poverty do no longer go 

hand in  hand.  However,  old  age  poverty  is  quite  clearly  still  a  problem.  That  is,  as  a  group 

especially the oldest old are still at considerable risk of poverty, but happily their position is 

improving. Hence, it seems appropriate to rephrase the question stated at the start of the 

paragraph. Instead we ask: “Along with the aged, who are  the  poor?”  Not  surprisingly,  we  

shall see that there is considerable cross-country variation and the answer to this question 

depends a great deal on which country we look at. 
 

Figure 3.5 compares relative poverty rates across the OECD countries for individuals over 65 

years of age and individuals single parent households compared to relative poverty rate of the 

total population. Again, it is not surprising to observe that there are considerable cross-

national variations. Individuals living in single-income households are the least likely to end 

up in poverty in the Nordic countries, whereas poverty rates for this segment are the highest 

in Turkey and Japan. Among the West European OECD countries, Ireland and the UK have 

the  highest  scores.  In  terms  of  poverty  rates  among  those  aged  65  or  over,  Ireland  and  

Portugal  have  the  worst  scores.  It  is  also  evident  from these  figures  that,  in  most  countries,  

households with a single parent head generally have a much higher likelihood of falling into 

poverty than the average household headed by an elderly person. In this regard it should be 

noted that by drawing a comparison between a particular group in the working-age population 

and the overall elderly population, the inter- and intra-generational dimensions are combined, 

and one may ask why I do not compare single parents with a specific risk-exposed category 

among the elderly rather than the elderly as a total age group. Just as in the working-age 
                                                
55 In a study of inequality of outcomes with data for Northern Ireland, Borooah (2007) singles out these groups 
as being the two ones most at risk of economic deprivation.   
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population, also among the elderly there will be some categories more at risk of poverty than 

others. Nonetheless, a comparison of a particularly risk-exposed category of workers with that 

of  the  elderly  as  a  whole,  serve  the  simple  purpose  of  illustrating  that  in  the  same  way  as  

public resources are justly allocated to the elderly, there also exist other, non-elderly socio-

economic groups that are highly vulnerable and to which it would probably be wise to direct 

more public resources.  

 
 

Figure 3.5: Poverty rates among elderly and single parents in the OECD, year 200056 
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Source: Own illustration on the basis of data from OECD (2005c). See also Appendix III and Appendix IV. 

 

Coming back to the data, there are two exceptions to the pattern of single parents generally 

being  more  at  risk  of  poverty  than  the  elderly,  namely  Norway  and  Greece.  In  these  two  

countries the data show that there is a higher instance of poverty among the elderly than 

among households with a single parent head.57 In Finland poverty rates for elderly and single 

parent households both lie at approximately 10 per cent. It should be noted that we are 

considering poverty in relative terms. This means that poverty is measured with reference to a 

country’s own median (or sometimes mean) income. As a result overall differences in welfare 

                                                
56 Poverty rates are measured as the proportion of individuals (within a segment of the population) with 
equivalised disposable income less than 50% of the median income of the entire population.  
57 For Greece the old-age poverty rate was 24.3%, whereas for single-parent households it was 19.8%.  
For Norway the figures were 12.4% (old-age) and 9.9% (single-parent household).  



 

  91 

across countries are missed out on (Scruggs and Allan 2006: 883). In absolute terms a person 

with an income just below the income poverty threshold in Greece will be more impoverished 

than a Norwegian situated at a corresponding position on the Norwegian income scale.58  

 

With regard to social policy, for poor individuals’ actual well-being, a country’s social safety 

net will come into play. A person living in a country with a well-developed system of public 

social assistance and social services will be able to maintain a higher standard of living than 

in a country in which such support is less available or less generous. Hence, it is reasonable to 

assume that a poor Scandinavian is not the same as a poor say Rumanian, Moroccan or 

Iraqi.59 Keeping, for the sake of convenience, to the convention of using a relative measure of 

poverty for richer countries, it is also worth highlighting that in about one third of the OECD 

countries, old-age poverty rates are lower than for the population as a whole. This means that 

in quite a number of countries older people have a lower probability of being poor than the 

population seen as a whole. By the same token, however, one has to acknowledge that the 

above figure reveals that old-age poverty still seems to be a problem in many countries.  

 

The relationship between old age and poverty can be directly compared to the situation of 

individuals in single parent households,60 which in all countries have a higher risk of falling 

into poverty than the population average. It is noteworthy how several countries which appear 

relatively successful in terms of old-age poverty, such as e.g. New Zealand, the Netherlands 

and Poland,61 still have poverty rates above 30 per cent for individuals in single parent 

households. This is interesting, because it serves to reinforce the suspicion that welfare states 

do a much better job in catering for the aged than other vulnerable groups. It is not displayed 

in the above chart, but the data underlying figure 3.5, also confirms that unemployment has a 

very adverse effect on the risk of poverty.62 The risk of poverty for persons living in 

households with a single, unemployed parent is, of course, considerably higher than for 

individuals in households where the single parent has a job. The OECD average poverty rates 

for households with a non-working single-parent head is very high (58 per cent). In the US 

                                                
58 For thoughtful discussions of relative vs. absolute measures poverty, see e.g. Sen (1983) and Jordan (2006). 
59 As Taki an Iraqi mother living in Norway recently answered to a journalist’s question whether she felt “poor”: 
“We are not poor in the way that many in our home country Iraq are, but we would have needed more…” 
Nevertheless, her household, consisting of husband and four children, has a total income that is far below the 
poverty line in Norway (E24 21 May 2009). 
60 Not controlling for whether the single parent has a job or not.  
61 All with old-age poverty rates below 5%. 
62 See OECD (2005c: 57) http://Dx.doi.org/10.1787/875231314458 and also Appendix III Appendix IV. 
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the poverty rate for this household type is a startling 94 per cent. Among European countries, 

Ireland is again the country which appears to have the greatest problems with a poverty rate of 

89 per cent for this category.  

 
Figure 3.6: OECD average poverty rates before and after redistribution 
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Note: An individual is classified as poor if she lives in a household whose equivalised income is less than half 
the prevailing national median.   
Source: OECD (2005c: 53), Society at a Glance 

 

 

Figure 3.6 plots information at two points in time (the mid-1990s and year 2000) for an 

unweighted  average  of  the  OECD  countries.  It  shows  that  risks  of  falling  into  poverty  

generally vary over the life course and according to features of the tax and benefit systems. 

Furthermore, it reveals that the broad picture, i.e. across the OECD, remained stable during 

the latter half of the 1990s. Taxes and transfers clearly serve redistributive purposes to reduce 

poverty  among all  age  groups,  but  especially  among the  elderly.  However,  even  after  taxes  

and transfers the oldest old (those above 76 years of age) are more likely to be poor than any 

other age group. The high poverty risk among the oldest old is probably driven by a high 

share of females in this age group. With their higher life expectancy, women tend to outlive 

their spouses and are, thus, more likely to form a single household (see Ebbinghaus 

forthcoming). The younger old (i.e. those aged between 66 and 75) face similar risks to the 

youngest age groups (those aged below 25). This arguably speaks against the argument made 

by Chopel et al. (2005) that some elderly receive more support than they strictly speaking 

need.  
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But the data presented until now is far too sketchy to allow for any conclusions. There most 

certainly exist large income inequalities also within the age groups. It seems reasonable to 

believe that most of the single parents from figure 3.5 can be found in the age group 26-40 

years. However, within this age cohort one will most certainly also find a large share of well-

situated high income working couples. This segment of the 26-40 age group will contribute to 

keeping the overall poverty rate figures for this group relatively low and might disguise the 

presence of vulnerable and economically very weak groups among the working age 

population. In addition, one can assume that many individuals in this age group choose to live 

with their parents rather than forming an income weak household on their own (OECD 

2008b).  

 

Obviously, what figure 3.6 does not capture is that there are probably large cross-country 

variations in these figures, something which is also suggested by figure 3.5. That is, the thrust 

of the argument made for Japan, might fit some countries pretty well, whereas for other 

countries the story is different. Drawing on the information provided by figure 3.5, Greece 

and also Norway seem like the most apparent cases for which the Japanese story might not 

apply particularly well. Both countries have relatively high poverty rates among the elderly 

compared to the overall population average and more particularly compared to a traditionally 

economically vulnerable group like single parents. At the opposite end, the elderly in the 

Netherlands, Czech Republic and Poland seem to do pretty well when compared to other 

vulnerable groups. In all these countries, old persons are less likely to be poor than the total 

population. This is also the case in Austria, Germany and Hungary.  

 

Given my extensive focus on poverty rates so far, a note of caution seems appropriate. We 

should remind ourselves that in general poverty rates are measured on the basis of income 

only.  That  is  to  say,  an  elderly  person  might  be  living  on  a  very  low  pension  income  and  

therefore count as poor in the statistical sense. However, let us consider a small hypothetical 

example: Imagine that this elderly person is a woman. Her pension is low because she stayed 

at home when their two children were young. But assume that her deceased husband had a 

good job and together they managed to buy a house and save quite a bit of money. Now she 

lives alone in the house and, since the mortgage is paid down, she has modest housing costs. 

If push comes to shove she can not only draw on her savings but also sell her property. That is 

to say, she actually enjoys a considerable degree of financial security despite being situated 

on one of the lowest steps on the national income ladder. In addition, she has access to free 
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public elderly care services, such as someone coming on a regular basis to her house to help 

with cleaning and grocery shopping. In other words, she is not poor in any meaningful sense 

of the word. Certainly, in the Scandinavian case the scenario just described is a very realistic 

one. Thus, it seems reasonable to think that the statistics give a somewhat exaggerated 

impression of the old-age poverty problem in Scandinavia. That is not to say that there are no 

poor Scandinavian old people. The point is rather to underline that an assessment of the 

situation of the aged vis-à-vis other age involves more than just looking at measures of 

income (see Socialstyrelsen 2010: 94 for a similar argument).  

 
 

Figure 3.7: Median wealth holdings by age of the household head 

-50000

0

50000

100000

150000

200000

N
et

 w
or

th

Below 25 25-34 35-44 45-54 55-64 65-75 Above 75
Age of household head

ITA DEU
SWE

Values in 2002 USD

 
 Source: OECD (2008b) on the basis of data from the Luxembourg Wealth Study. Own illustration. 

 

The third dimension of economic well-being that I will briefly consider is that of wealth and 

in particular housing assets. It should be noted that comparative research on wealth 

distribution is much less established than comparisons of income distribution, poverty and 

inequality. Our knowledge about how countries rank with regard to wealth inequality is much 

more uncertain (Sierminska and Brandolini 2006). The novel Luxembourg Wealth Study 

allows some tentative cross-country comparisons of wealth distribution and inequality based 

on micro-data on household wealth. Figure 3.7 shows graphically a summary measure of 

median net wealth holdings, namely net worth, by age in the three countries that we will look 
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closer at in subsequent chapters. Net worth is arrived at by adding up financial assets 

(including among other things savings accounts, bonds, life insurances and pension assets) 

non-financial assets (including e.g. owned housing and business equities) and subtracting 

liabilities (including e.g. mortgages and other loans) (OECD 2008b; Sierminska et al. 2006). 

Similar to the income distribution by age groups, the profile of wealth distribution across age 

shows a hump-shaped pattern. Wealth increases with age and like with income the middle-

aged or youngest old have most. The oldest old tend to have less than the middle-aged and 

young old, but still more than the young. That is, when individuals retire they generally have 

the possibility to dissave to compensate for the reduction in their disposable income by 

drawing on the resources they have accumulated while still active in the labour market. In this 

way, individuals are able to smooth their consumption over the lifecycle.  

 

For the non-Italian reader it probably comes as a surprise that the richest young are found in 

Italy,  but  as  the  OECD  is  careful  to  point  out  “their  share  in  the  population  is  small,  

suggesting that only those with enough wealth leave their parents’ house” (OECD 2008b: 

261). The low net worth in the case of Sweden can presumably be explained by low home 

ownership rates. More generally these results also suggest that wealth holdings may 

compensate for the below average position of the elderly with regard to income. Support for 

this hypothesis is found in the German case by data presented within the framework of the 

comprehensive “3rd Report on Poverty and Wealth” produced for the German Federal 

Government (Bundesministerium für Arbeit und Soziales 2008). They show that especially in 

the case of elderly (defined as individuals aged 65+) the picture changes quite considerably if 

wealth is included. Whereas when looking only at income, 5.9 per cent can be defined as rich 

(i.e. exceeding a set threshold net income of 3,268 Euros a month), the percentage goes up to 

14.6 per cent if including household wealth (Bundesministerium für Arbeit und Soziales 

2008: 33). On the other hand, children and young adults, who along with the elderly have an 

above average risk of poverty (see figures 3.4 and 3.6) do not have a wealth holding to draw 

on to smooth consumption at a time of low income.  

 

The most important source contributing to wealth for elderly households is owned housing, 

and in this respect a relevant question is how the income poor fare with regard to housing 

assets. If it is the case that they rely predominantly on rented housing or still have large 

mortgages to pay down, it would be misleading to emphasise the offsetting potential of house 

ownership for the economic well-being of the aged. Looking at seven countries (Canada, 
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Finland, Germany, Italy, Sweden, the United Kingdom and the US), Sierminska, Brandolini et 

al. (2006) provide some interesting answers to the question. They report that home ownership 

rates among the elderly poor (employing the threshold of 50 per cent of median income) are 

lower than for the total elderly population, but nevertheless substantial and to be considered 

“an asset of considerable value.” In addition, they find that most of the poor as well as non-

poor elderly home owners are mortgage free, which implies that they have the benefit of “rent 

free” living (Sierminska et al. 2006: 15). 63  

 

 

Economic well-being in retirement: Taxation, consumption and income replacement 

Considering in brief two important aspects influencing individuals’ personal finance, namely 

taxation and consumption, it becomes apparent that there are substantial differences between 

workers and retirees. In an assessment of old age pensions, patterns of taxation and 

consumption matter for the question of what represents an adequate benefit level. With 

respect to income taxation, wage earnings are generally not the same as pension income. A 

superficial review of the basic rules across the OECD suggests that one might find outcomes 

similar to the Japanese case in several European countries. Preferential treatment of the aged, 

both through social transfers and in terms of tax expenditures, is common also in Europe. This 

has to be seen against the background that, as the data set out above demonstrate, in the 21st 

century many elderly are enjoying fairly prosperous retirement years. The OECD social 

expenditure database (OECD 2007c), covering the years 1980-2003, confirms that there are 

still considerable variations in the way welfare benefits are taxed. Table 3.2 summarises 

current practices with regard to fiscal treatment of pension income across the OECD. It shows 

that pension income is generally taxed, but frequently at a reduced rate compared to wage 

payments.64 In  addition,  pension  payments  are  more  often  than  not  exempt  from  social  

security contributions (see table 3.2). However, it should also be noted that rules vary 

considerably across countries, and it is difficult to discern a distinct pattern with regard to 

these variations. For instance, the Nordic countries, which are normally put in the same 

welfare regime cluster (see e.g. Esping-Andersen 1990), seem to vary in their fiscal treatment 

of pension benefits. The same is true for Ireland and the UK, which both classify as so-called 

liberal regimes.     
                                                
63 There are, of course, other real costs associated with house ownership, such as e.g. maintenance costs and 
property taxes.  
64 Note that when referring to ‘disposable income’ as, for instance, in table 3,1 and  4.11 any differential tax 
treatment is accounted for as those kind of figures are by definition post-tax and post-transfers.  
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Table 3.2: Taxation of pension income across the OECD 

Country Pension transfers (old-age, disability) 
Australia  T (r) 
Austria T/S (r) 
Belgium T (n) 
Canada T (r) 
Czech Republic T (r) 
Denmark T 
Finland T/S (r) 
France T/S (r) 
Germany T/S (r) 
Iceland T 
Ireland T/S (r) 
Italy T (r) 
Japan T/S (r) 
Korea T (r) 
Mexico T (n) 
Netherlands T (r)/S (r)  
New Zealand T 
Norway T (r)/S (r)  
Slovak Republic T (n) 
Spain T 
Sweden T 
UK T (r) 
US T (r) 
Notes:  
T Taxes are payable 
S Social security contributions (SSC) are 
 payable 
 

 
(r) Beneficiaries pay a reduced rate 
T (n) or S(n)  (Long-term) recipients will not pay tax or 
 SSC as the credits, allowances or zero 
 rate bands exceed the benefit level 

Source: OECD (2007b: 27)   

 

 

In addition to the redistributive effects of direct personal taxation, there is also considerable 

evidence that households comprised of retired persons generally have lower living costs than 

younger households. This means that it is not enough to look solely at the income side of the 

equation. Instead, it is important that questions about ‘adequate’ pension levels are seen in 

relation to the needs and habits of elderly individuals. Eurostat figures show that in all EU-15 

countries apart from Sweden, average household expenditure for households whose head was 

over 60 years of age was lower than for all other age groups (Eurostat 2001: table 1.11).65 The 

reduction in expenditure will, in part, be a result of the fact that retirement is associated with a 

drop in income compared to earnings during the active career. However, it should also be 

noted that the aged will generally be less affected by indirect taxes on consumption, which 

tend to impose a significant burden on consumers in European OECD countries in 

                                                
65 The age cohorts were “less than 30”, “30-44 years”, “45-59 years” and “60 and over”.  
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particular.66 For instance, it follows from the preceding argument that the recent three 

percentage point increase in the German VAT rate, would have affected young families more 

than retired households. Furthermore, housing and transport costs tend to go down as 

individuals reach retirement. In addition, an important difference between working age 

individuals and retirees is  that  pensioners tend to save less or even draw on the wealth they 

have accumulated during their active careers. As the First Report of the UK Pensions 

Commission (see e.g. Pensions Commission 2004: ch. 4), appointed at the end of 2002, point 

outs, “[a] large element of financial savings (and in particular pension saving) is accumulated 

during working life and spent during retirement.” For many elderly, particularly those in the 

upper income quartiles, the possibility to dissave reduces the replacement rate necessary to 

maintain desired living standards also after retirement.  

 

Although one can again find large differences between countries, the logic behind old-age 

public welfare support is generally to ensure that individuals are able to maintain an adequate 

standard of living after retirement or at least avoid poverty. When assessing the adequacy of 

income in old age one standard approach is to look at the degree of income replacement 

through pensions and other forms of support. There are, of course, many ways to measure 

this, but the most familiar indicator in these kinds of analyses is perhaps the replacement rate 

at average earnings.67 When  analysing  such  figures,  as  pointed  out  e.g.  by  the  Pensions  

Commission (2004: 134) in the case of the UK, it is important to remember that consumption 

levels can be maintained even with a significantly lower gross income after retirement. 

According to their calculations, it is realistic for an average earner who has saved 10 per cent 

of his gross income during working life, to maintain consumption equal to their working life 

level  with  a  gross  replacement  rate  of  only  77  per  cent.  To  explain  this,  two  effects  are  

highlighted. First, as displayed in table 3.2, retirees are subjected to beneficial tax rules and 

they are exempt from National Insurance contributions. Second, after retirement individuals 

tend to save less. Instead they typically start to draw on the financial wealth accumulated 

during working life (Pensions Commission 2004: 134).   

 

                                                
66 With the exception of Switzerland, standard VAT rates in Europe range from 16 to 25 per cent. See OECD 
(2006) 
67 In the comprehensive comparative study Pensions at a Glance, the OECD defines the replacement rate is as 
“pension entitlements as a share of individual lifetime average earnings” OECD (2005b: 43). 
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To the previous point can also be added what was shown in the previous section, namely that 

by the time retirement age is reached, many individuals have paid down mortgages on 

properties they bought at an earlier stage of their working life. In effect this enables more or 

less rent-free living and a considerable reduction of housing costs compared to younger 

individuals. We recall that data from the Luxembourg Wealth Study show that a majority of 

elderly have no debt at all (OECD 2008b: 261; Sierminska et al. 2006: table 1). Also 

important to point out with regard to home ownership is that life-time costs are skewed. In the 

beginning costs are high, but then they decrease over time. Thus, the argument is sometimes 

raised that home ownership and retirement pensions can to some extent seen as substitutes in 

the provision old-age economic security (Kohli et al. 2005: 42). Though subject to national 

institutional variations, it seems reasonable to expect that the effects mentioned above are 

present in most European countries. These are, consequently, important factors to take into 

account when assessing the economic position of the aged in comparison to the working age 

population. 

 

Data on gross and net replacement rates across the 30 OECD countries are very interesting 

reading (see appendix I for an overview of net and gross replacement rates across earnings 

levels).  They  provide  a  lot  of  insight  into  the  priorities  of  different  pension  systems.  The  

OECD study Pensions at a Glance from 2005 reports that at average earnings net replacement 

rates across the OECD countries are, on average, 22 per cent higher than gross replacement 

rates. The gap is confirmed in the 2007 edition of same OECD report. At the average earnings 

level, the net replacement rate for the OECD is 71 per cent, whereas the gross replacement 

rate is only 59 per cent. Again this reflects the fact that pension income is normally subjected 

to different taxation rules than wage income.  

 

Replacement rates can be thought of as an indicator of the insurance role of a pension system, 

since  they  show  to  what  extent  pension  systems  aim  to  preserve  the  previous  standard  of  

living of a worker moving from employment into retirement. Thus, it is also important to look 

at replacement rates at different levels of pre-retirement earnings. As already pointed out, not 

all public pension systems are designed to replace pre-retirement earnings, but rather to secure 

old persons with a minimum level of income in order to avoid that retirees fall into poverty. 

At the lowest earnings levels most systems produce a relatively high replacement rates. But in 

some  countries  these  drop  significantly  when  one  shifts  focus  to  those  with  an  average  or  

above average income. In Europe this pattern is best exemplified by the UK and Ireland 
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which have net replacement rates of approximately 66 per cent for individuals on half of 

average earnings. For those with income above 2.5 times the average income on the other 

hand, the net replacement rates amount to just above 20 per cent. But also the Czech Republic 

is  a  striking  case  in  that  its  pension  system  provides  a  net  replacement  of  99  per  cent  for  

incomes that are half of average earnings, while only 40 per cent at an income level 2.5 times 

the average (OECD 2007d). One would expect that private pensions play a considerable role 

in these countries since high income earners are unlikely to be content with such a drop in 

income at retirement.  

 

At the other extreme one finds Greece68 and Turkey, whose pension programmes secure an 

income above pre-retirement income levels for all earnings levels. In other words, they have 

net replacement rates above 100 per cent. Also interesting is the fact that apart from Czech 

Republic, the Eastern European OECD countries (Hungary, Poland and the Slovak Republic) 

seem to have adopted pension systems which are closely related to previous earnings.  In all  

these countries net replacement are marginally increasing with pre-retirement income levels. 

Denmark is another country which is worth noting. At a wage income level half of average 

the Danish system produce a net replacement rate as high as 145 per cent (OECD 2005b). 

This suggests that very low income Danish workers have the prospects of being better off as 

pensioners than during their working life. In the Danish case there is also an above-average 

difference between gross and net replacement rates at all pre-retirement earnings levels, 

indicating that the tax side constitutes a significant part of the old-age public benefit system. 

 

Even though we have seen that different countries clearly take different approaches to income 

replacement at  retirement,  all  pension systems aim to reduce the risk of old-age poverty.  As 

has been illustrated in figure 3.5 and again in figure 3.8, the OECD countries do so with a 

very varying degree of success. However, what is perhaps more surprising is that we find 

almost no correlation between replacement rates and old age poverty. In other words, 

generous benefits do not translate directly into low poverty risks for the elderly. Or 

conversely, modest public pensions do not automatically lead to poverty. If anything stands 

out from figure 3.8, it is the lack of a pattern. We also note that the two OECD economists 

Förster and D’Ercole (2005: 44) reach the same conclusion when checking for a relationship 

                                                
68 It should be noted that the Greek parliament passed a contentious pension reform in March 2008. Among other 
things, the reform made early retirement more costly and reduced the benefit level for certain groups.     
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between pension spending69 and the risk of poverty among the elderly. Intuitively one would 

think that a high public pension replacement rate (and also high overall spending levels) 

would show some correlation with lower poverty rates. But instead we see that Ireland, in line 

with the expectations created by the very low net replacement rates, has the highest instance 

of poverty among the elderly population. New Zealand, on the other hand, has similarly low 

net replacement rates, but also the lowest instance of elderly poverty.  

 

 
Figure 3.8: Relationship between old age pension replacement and poverty70 
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Note: The poverty rate is defined as the proportion of individuals with equivalised dpi less than 50 per 
cent of the median income of the total population.  
Source: OECD (2005b, 2005c), own illustration.71 

 

 

                                                
69 Measured as public and mandatory private social spending on old-age and survivor benefits.  
70 Poverty rates are measured as the proportion of individuals with equivalised income less than 50% of the 
median income of the entire population. The equivalence scale used is the square root of household size. The net 
replacement rates are given as the percentage of individual pre-retirement net earnings.  
71 The data on net replacement rates are from 2002 whereas the latest available poverty rates for this age group 
were only from 2000. Methodologically one might object that if causality is thought to run from income 
replacement to poverty risk, then it is problematic that poverty rates are measured at an earlier point in time than 
the replacement rates. It seems, however, reasonable to assume that only small changes in poverty rates will have 
taken place over a period of 2-3 years. Thus, even though not measured in a perfect way, it should nevertheless 
give a general insight into the relationship (or lack thereof) between income replacement and instance of poverty.   
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At the other end of the spectrum there is Greece, which, despite a very high replacement rate, 

also has a high instance of old-age poverty. This somewhat surprising result, for which there 

might  be  a  number  of  reasons,  merits  a  further  comment.  The  findings  clearly  suggest  that  

more than one type of pension system is capable of producing an outcome in line with the 

basic aim of reducing the risk of poverty at old age. Here the Netherlands and New Zealand 

serve as two cases in point. In both countries old-age poverty rates are extremely low, but the 

mandatory pension programmes have completely different profiles if one compares across the 

pre-retirement earnings range. Whereas the Dutch replacement rate is only 16 percentage 

points higher at half of average net earnings than at the 2.5 times average earnings level, it 

differs by as much as 74 percentage points in New Zealand.72 One can suspect that voluntary 

private pensions play a significant role in New Zealand to make up for the low replacement 

rates provided by the mandatory provisions. Given the fact that old-age poverty seems to be 

virtually inexistent, policies must exist that successfully provide incentives for people to take 

up such pensions. One likely intervening variable, which may help explain why some 

countries offer generous pensions but at  the same time shows poor results when it  comes to 

old age poverty, is the income distribution. That is, relative poverty is, by definition, linked to 

income differentials. To understand poverty trends, one would need to know both how the 

median income, as well as income differentials, have developed over time. In general, 

countries with a more unequal income distribution are likely to have higher rates of relative 

poverty. With regard to pensions, especially in earnings-related systems with poor basic 

pensions or safety nets, large income differentials (i.e. a large gap between high and low 

incomes) may translate in high relative poverty rates even in cases in which the pension 

replacement level is high.  

 

This descriptive overview section should have demonstrated modern welfare states exhibit a 

high  degree  of  diversity  with  respect  to  the  outcomes  they  achieve,  and,  hence,  also  in  the  

exact nature of the dilemma(s) that individual states are up against there is considerable 

variation. Some countries still struggle with a high instance of elderly poverty, in others child 

poverty is a greater problem, whereas yet other countries struggle with poverty in both ends of 

the life course. The demographic transition is happening faster in some countries than others 

and pension liabilities vary according to the generosity of the old public pension systems.  

 

                                                
72 0.5*Average pre-retirement earnings: NL: 97 % vs. NZL: 81 % 
2.5*Average pre-retirement earnings: NL: 92.9 % vs. NZL: 19 % 
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I will close this descriptive overview section, by bringing together some of the aspects 

considered in the previous discussion to look at some simple correlations between poverty 

and public spending on some broad expenditure categories (see table 3.3). The exercise is 

inspired by a recent article by Castles (2009). An aggregate analysis of this kind admittedly 

washes out the existing variation between countries, but it nevertheless leads to an interesting 

policy conclusion. We see that there is a moderate negative association between spending on 

family benefits and services (such as e.g. parental leave, child care and family allowances), 

suggesting that such programmes contribute to the reduction of child poverty and in the entire 

population.73 The broader measure of spending on the working age population has an even 

more powerful effect on the reduction of child poverty as well as for the poverty among the 

entire population. Both results are statistically significant at the 0.05 level. The same effects 

of family and working age oriented are found with regard to inequality. More surprisingly, 

spending targeted at the elderly in the form of care services and old age pensions show only 

weak (and statistically insignificant) poverty and inequality-reducing effects.  

 

 Table 3.3: Correlations between social expenditure headings and redistributive outcomes, 2003 

Expenditure category 

Inequality in 
the total 
population -  
Gini 
coefficient 

Population 
poverty (50% of 
median) 

Child poverty 
(50% of 
median) 

Old age poverty 
(50% of 
median) 

Old age (services and monetary 
transfers to elderly and survivors) 

-0.108 -0.228 -0.260 -0.211 

Family benefits and services -0.594** -0.572* -0.558* -0.448 

Working-age (incl. support for 
families, unemployment benefits and 
ALMP spending) 

-0.834** -0.824** -0.830** -0.530* 

Total public social expenditure -0.605** -0.723** -0.702** -0.639** 

Notes: 1) *significant at the 0.05 level, ** significant at the 0.01 level 
2) n=19 except for old age poverty where n=18 due to missing data for one country (the Netherlands).  

Sources: Expenditure data calculated from OECD (2006) SOCX Database. Poverty rates taken from the Luxembourg 
Income Study (LIS) Key Figures (2007c).74 The underlying data is displayed in appendix VII and VIII.  

 
 

                                                
73 In statistical analysis correlation does not imply anything about the causal direction. However, with the aid of 
theory we can infer the arrow of causality runs from public expenditure to a reduction of poverty. The alternative 
– that high child poverty would lead to less spending – makes no sense (Castles 2009: 57).  
74 The year of measurement for the OECD SOCX is 2003. The LIS data points for individual countries are taken 
from the wave that is closest to 2003 as the year of reference, but the timing for each country does not always 
coincide perfectly. However, as the variation of these measures is likely to be small from one year to the other, 
the results should nevertheless give a fairly good indication of the relationships under investigation.   
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Overall then, my results corroborate those of Castles (2009) and, thus, serve to further 

strengthen his conclusion that cash transfers and in-kind services targeted at the working aged 

counts for more than other types of spending. How should the surprising fact that old age 

oriented  expenditures  are  not  found  to  have  any  effect  on  the  redistributive  outcomes  be  

interpreted? Castles explains that “age-related cash spending is, today, focused more on 

horizontal life-cycle distribution than on vertical redistribution. […] In other words, because 

the purposes of these programmes are not exclusively about modifying vertical inequalities, 

their effects are less related to the achievement of such goals” (Castles 2009: 59). As a 

consequence, spending on the younger parts of the population yields better results in terms of 

meeting the commonly stated policy objectives of poverty prevention and minimising 

inequality. Therefore, even with limited resources at their disposal, social policymakers would 

be better advised to increase their efforts to support the younger segments of the population if 

they  wish  to  get  more  ‘bang  for  their  buck’.  The  data  presented  in  the  next  chapter  lend  

further support to this conclusion. Sweden which spends much more than Germany and Italy 

on public services and transfers for the working age population, shows clearly superior results 

when it comes to both inequality and poverty.  
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4 Old and young in three Bismarckian pension systems 
 

In this chapter I shift attention from the advanced industrialised economies in general to the 

three countries that have been chosen for closer analysis and that will be studied more in 

depth  in  the  remaining  parts  of  this  dissertation.  So  far  we  have  drawn  a  rather  sweeping  

empirical picture using data mainly from the OECD. In the subsequent pages I will compare 

Italy, Germany and Sweden drawing on aggregate descriptive statistics and link these data to 

the institutional characteristics of the systems of old age social security in the two countries. 

The primary objective here is to make visible some of the implications that the age structure 

of the welfare state spending have for problems of distribution between age groups and 

generations and to shed light on the exact nature of the pension dilemma in the three 

countries, which are selected as representatives of three different families of welfare states, 

namely the Southern or Mediterranean, the Continental and the Nordic clusters (see Arts and 

Gelissen 2002 for an overview of typologies).  

 

In recent years Italian public spending on old age and survivor pensions has consistently 

amounted to nearly 14 per cent of GDP, whereas Germany has spent between 11 and 12 per 

cent (Adema and Ladaique 2005; OECD 2007f). Sweden, on the other hand, is clearly 

different from their southern counterparts a relatively moderate share (between 7 and 8 per 

cent)  of  GDP  on  the  elderly.  On  their  own  such  figures  do  not  mean  much.  It  is  when  

comparing old age pension expenditures to spending on other societal categories and to other 

countries that a striking picture emerges. Table 4.1 compares Italy, Germany and Sweden and 

it makes a crude distinction between spending on income support to the working-age 

population and on old age and survivor pensions. Without making use on any kind of 

advanced statistical methods whatsoever, a few observations can be made just from 

eyeballing these figures. The three countries spend about 16 per cent of GDP on cash benefits, 

but the composition of these across the various headings is very different. Sweden takes a 

balanced approach to age with an equal share of income support spent on the aged and the 

working population respectively. Italy stands in stark contrast with nearly five times as much 

spent on cash benefits for the aged as compared to the young. Germany is somewhere in the 

middle, clearly biased towards the elderly, but not as extreme as Italy.  
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One could, of course, speculate that the higher share of pension spending in Italy is simply 

due to demographic factors such as a different age-structure of the population. That is, Italy 

might, relatively speaking, have a higher share of elderly (defined as persons over the age of 

65) than Germany and above all Sweden. To control for this possibility, two standard 

demographic indicators are included in table 4.1; the percentage of the total population above 

65 years of age and the so-called age-dependency ratio75. Italy, admittedly, has the highest 

share of old people out of the three countries. However, Germany has a lower share of old 

people than Sweden, and still the Germans spend a much higher share of its GDP on pensions. 

In fact, taking into account the lower share of old people in Germany compared to the other 

countries, the impression of a heavily age biased German Sozialstaat becomes reinforced and 

appears comparable to the Italian stato sociale.  Furthermore, the difference in age-structure 

of the Italian and the Swedish populations is far smaller than the variation in “age bias” of 

public social expenditure would suggest. Thus, there appears to be more to the story than 

simply differences in the age-structure of the populations.    

 
Table 4.1: Public social expenditure by broad policy area (% of GDP, 2003) and age structure of 

population76 

Country (total 
public social 
spending) 

Old age and 
survivor 
pensions 

Income support 
to the working-
age population 

Total 
CASH 

Share of 
population over 
65 years of age 

(%) 

Old age-
dependency 

ratio 

Italy (24.2) 13.8 2.8 16.5 18.3 29.4 
Germany (27.6) 11.5 4.8 16.3 16.4 26.4 
Sweden (31.3) 8.0 8.0 16.1 17.3 30.2 

Note: Income support to the working-age population includes cash benefits in the form of family 
assistance, and in the case of sickness, disability, and unemployment. 
Source: OECD (2007f). 

 

Looking  more  closely  at  how  Italy  distributes  its  social  expenditure,  table  4.2  shows  how  

resources were allocated across the main headings of the Italian social expenditure budget in 

2003. Almost half the budget was spent on benefits and services for the aged. Furthermore, 

Italy  spends  a  non-insignificant  amount  of  resources  on  survivors’  pensions,  which  also  

benefit  above  all  the  older  population  (such  as  widows).  When  one,  in  addition,  takes  into  

account that the elderly are typically the main beneficiaries of the public health system, the 

considerable age-bias of the Italian welfare state becomes readily apparent. By contrast, it is 
                                                
75 The old age dependency ratio is measured here as the size of the population aged 65 and above relative to the 
working-age population (aged 20 to 64). 
76 The demographic indicators refer to figures for year 2000.  
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remarkable how little was spent on, for example, support for the unemployed. Unemployment 

benefit expenditure is, of course, tightly linked to the labour market situation and the number 

of unemployed. Thus, it makes sense to control for unemployment to check whether the low 

spending figure can be at least partially explained by an exceptionally low unemployment 

rate. With a recorded unemployment rate of 8.4 per cent in 2003 such an argument is hardly 

convincing. By contrast, Sweden and Germany had unemployment rates of 5.6 and 9.5 per 

cent that year (OECD 2007g).  

 
Table 4.2: Italian public social expenditure by spending category, 200377 

 Millions of euro Percent of total public 
social expenditure 

Public social expenditure 
as % of GDP 

Old age   152,049  47.0  11.4 
Survivors  32,989  10.2  2.5 
Family  16,546  5.1  1.2 
Incapacity (incl. sickness)  23,632  7.3  1.8 
Health  82,382  25.5  6.2 
Unemployment  5,929  1.8  0.4 
ALMPs78  8,886  2.8  0.7 
Housing  279  0.1  0 
Other social policy areas  335  0.1  0 
Total public social 
spending  323,027   24.2 

Note: Each programme area includes cash transfers as well as in-kind benefits.  
Source: OECD (2007c), SOCX, own calculations 

 

Table 4.3 shows the equivalent figures for Germany and the impression of a heavily pension 

biased welfare state is confirmed. If adopting old age expenditure as a percentage of GDP as 

the  measure  of  the  seniority  bias,  Germany  spends  as  much  as  Italy  on  the  elderly.  

Nevertheless, a closer look at the different social spending categories as a share of total public 

expenditure shows that the seniority bias is de facto stronger in Italy. The conclusion rests on 

two observations: First, survivor pensions are much less widespread or lower in the German 

case. Second, Germany clearly dedicates more resources to the working-aged than does Italy. 

This is particularly due to a more extensive support for the unemployed through cash benefits 

and active labour market initiatives. With regard to health, family and sickness Germany and 

Italy show fairly similar priorities. In sum, considering a more detailed breakdown of public 
                                                
77 ISTAT (2007) which uses Eurostat as their source, operates with an estimated figure of 61.3 % for old age and 
survivor spending for 2004. It should be noted, however, that Eurostat and the OECD figures are normally not 
identical.  
78 Active labour market policies 
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social expenditure in the two countries, confirms that we are dealing with two welfare states 

that are strongly tilted towards the older population. Nevertheless, it can be concluded that 

Germany takes a slightly more age neutral approach than Italy thanks to a higher priority of 

the unemployed.  

 
Table 4.3: German  public social expenditure by spending category, 200379 

 Millions of euro Percent of total public 
social expenditure 

Public social expenditure 
as % of GDP 

Old age   244,126  41.4  11.3 
Survivors  9,356  1.6  0.4 
Family  42,008  7.1  1.9 
Incapacity (incl. sickness)  42,872  7.3  2.0 
Health  172,526  29.3  8.0 
Unemployment  38,929  6.6  1.8 
ALMPs  24,319  4.1  1.1 
Housing  4,888  0.8  0.2 
Other social policy areas  10,552  1.8  0.5 
Total public social 
spending 

 589,577   27.3 

Note: Each programme area includes cash transfers as well as in-kind benefits.  
Source: OECD (2007c), SOCX, own calculations 

 
 

The figures presented in table 4.1 suggested that Sweden is very different from Italy and 

Germany with regard to social spending priorities. Table 4.4, which similar to table 4.2 and 

table 4.3, looks at how public social spending is distributed across the core spending 

categories of the Swedish welfare state, confirms this picture. Swedish social spending is 

more diversified across the various social policy arenas than in the other countries. 

Particularly notable is the category labelled incapacity. The big headings within this category 

are disability pensions and paid sick leave. In addition considerable resources go to family-

related expenditure, indicating the Swedish “cradle-to-grave” approach to welfare. That is, the 

Swedish welfare state model follows individuals from the beginning of their lives until the 

end. Taken together with the information in table 4.1, we are also pointed in the direction of a 

more nuanced and complex story. We see that even the Swedes spend a third of their social 

expenditure budget on the elderly and more than 10 per cent of their national product. The 

attentive reader will note that this is considerably higher than what was reported in table 4.1. 
                                                
79 ISTAT (2007) which uses Eurostat as their source, operates with an estimated figure of 61.3 % for old age and 
survivor spending for 2004. It should be noted, however, that Eurostat and the OECD figures are normally not 
identical.  
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The explanation is that Sweden spends more on in-kind benefits, i.e. publicly provided social 

services, than any other OECD country (OECD 2007f: figure EQ 5.1). With regard to 

services80 targeted at the elderly, Sweden devotes nearly 3 per cent of GDP to this end. This is 

far more than any other country.81 In Italy and Germany82 these kinds of services are virtually 

inexistent.   

 
Table 4.4: Swedish public social expenditure by spending category, 2003 

 Millions of 
Swedish kronor 

Percent of total public 
social expenditure 

Public social expenditure 
as % of GDP 

Old age   248,693  32.3  10.1 
Survivors  16,871  2.2  0.4 
Family  87,071  11.3  3.5 
Incapacity (incl. sickness)  147,643  19.2  6.0 
Health  175,367  22.8  7.1 
Unemployment  30,613  4.0  1.2 
ALMPs  31,350  4.1  1.3 
Housing  14,573  1.9  0.6 
Other social policy areas  17,116  2.2  0.7 
Total public social 
spending 

 769,297   31.3 

Note: Each programme area includes cash transfers as well as in-kind benefits.  
Source: OECD (2007c), SOCX, own calculations 

 
 

What we have considered so far have been cross-sectional data. To find out whether Italy’s 

status as the number one pension spender is a recent phenomenon, let us look at the trends of 

the old age social expenditure headings over time. Figure 4.1 and figure 4.2 below trace 

public spending on old age pension benefits between 1980 and 2003 in Italy, Germany and 

Sweden.83 The unbroken line in figure 4.1 shows average public social spending for the whole 

OECD demonstrating how our three cases, relatively speaking, should all be characterised as 

‘big’  pension  spenders.  The  graphs  are  based  on  figures  from the  OECD social  expenditure  

database (SOCX). What is evident from the two pictures is that we have three countries and 

                                                
80 These consist above all in specialised accommodation and assistance to carry out daily tasks.  
81 With the exception of the Nordic countries (Denmark, Finland, Iceland, Norway and Sweden) which devote 
1.8 per cent or more, all the other countries devote around 1 per cent or less of GDP on care services for the 
elderly (OECD 2007c).     
82 In Germany there exists a long-term care insurance plan since 1995 has led to a small increase in overall 
spending. In Italy there is a small amount of resources set aside for housing made available to needy individuals.  
83 Note that the figures only consider spending on old age pension benefits only and do not include survivor 
pensions. Since Italy have consistently spent more also on survivor benefits, an inclusion of this heading would 
only have reinforced our impression of Italy as the number one pension state. For more detailed information, see 
OECD (2007b). 
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three distinct trajectories or paths. At the end of the period we see that Italy is the leading 

“pensioner spender” on both accounts. In 1980, on the other hand, Italy appears rather modest 

if  old  age  pension  expenditures  are  measured  as  a  proportion  of  GDP.  Not  only  did  Italy  

spend far less than Germany, but it was also clearly behind Sweden. This picture has changed 

quite dramatically over the last 25 years. Italy has had the fastest rising pension spending 

curve and has become the country that allocates the most resources to the elderly. Had 

survivor pensions been included in the graphical representations the picture would have 

shown that Italy caught up with and surpassed the German level of elderly biased social 

spending already in the mid-1980s. Whereas the Germans have reduced spending on 

survivors since 1980, the Italian trend has gone in the opposite direction. Finally, to describe 

Swedish survivor spending, stability is the key word as outlays have been constant around 0.7 

per cent of GDP for the last decades.  

 
Figure 4.1: Old age benefit expenditure as a percentage of GDP, 1980-2003 
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Figure 4.2: Old age public spending as a percentage of total public social expenditures, 1980-2003 
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The second figure shows, however, that in relation to other social spending categories, old age 

related spending has been a dominant post on the Italian public social expenditure budget 

throughout the period covered by the SOCX. Especially during the first half of the 1990s one 

saw a sharp rise in transfers aimed at the elderly population. Germany’s trajectory, on the 

other hand, is somewhat different. From a relatively high level of spending in 1980, 

expenditures have increased somewhat if measured as a share of GDP, but relative to other 

social spending purposes old age expenditures have actually been slightly reduced if one 

compares 1980 to 2003. Especially during the 1980s pension spending declined in Germany. 

It should be noted, however, that Italy and Germany have had converging trends after the turn 

of the millennium. Future trends will depend on the actual effects of the pension reforms that 

have been adopted in recent years (see subsequent chapters). In terms of direction the 

expenditure trend in the Swedish case is not all that different from Italy. During the 1980s 

pensions represented a relatively stable share of the public social expenditure budget. Though 

not increasing at quite the same pace as in Italy, public pensions, nevertheless, took up a 

steadily growing one share of the Swedish social expenditure budget. Although Sweden and 

Italy according to this indicator show a similar development, it would, nevertheless, be far 

fetched  to  say  that  the  two  countries  look  alike.  On  the  contrary,  again  what  stand  out  are  
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instead the large differences. Throughout the period old age pensions take up less than a third 

of the total social expenditure budget in Sweden. This differs greatly from Italy which in the 

latter half of the 1990s recorded a pension spending level of close to 50 per cent of the overall 

welfare budget (see figure 4.2).84  

 

In a world in which resources are limited and fiscal budgets tight, it has become part of a 

policymaker’s everyday life to make tough and often unpleasant policy choices. Giving more 

to one group will in one way or the other involve taking away from someone else (Chopel et 

al. 2005: 22). At least on paper, decision-makers have several alternatives to choose from: 

They can raise taxes, reduce spending targeted at other objectives, or they can run a budget 

deficit. Which policy option is eventually chosen generally depends on the political game, of 

which institutional constraints, the interest of actors and policy ideas are key ingredients. 

Until the 1990s running budget deficits was a commonly used tool in order to accommodate 

various public desires and policy goals. This option can be thought of as borrowing money 

from future generations. The exact impact of social policies on the household or individual 

level is, of course, hard to quantify, but the allocation of income across socio-economic 

groups at least tells us something about how the different groups typically targeted by social 

policy are doing.  

 

 

Italy 

Looking first at Italy, estimates based on the Italian Survey of Household Income and Wealth 

(SHIW), show that the mean real (i.e. net of inflation) monthly income of a retiree increased 

by 178 euros between 1993 and 2002. By contrast a production worker’s mean wage 

increased by only 29 euros. Whereas a production worker earned on average 1,001 euros a 

month, a retiree received 1,269 euros. Furthermore, the share of total equivalent income going 

to households headed by a retired person increased by more than the corresponding increase 

in population share. Since we know that to date a private pension pillar has been virtually 

inexistent, one can assume that this increase in real pension earnings have been financed 

largely from the public purse. One should note, however, that when considering the relative 

income position of retirees treated as a single category relative to different categories of the 

working population, one must take care not to take this picture as an indication that all Italian 

                                                
84 If one includes also survivor pensions, in the years 1996 to 1999 the Italians even exceeded the 60 per cent 
mark!  
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retirees are privileged. On the contrary, owing to particular institutional features of the 

pension system, particularly in Italy there exist extreme intra-generational status differences. 

These features will be discussed further in subsequent chapters. 

 
Table 4.5: Distribution of real monthly equivalent income  

Year 
Statistic 

1993 2002 

Absolute 
change 
1993-2002 

Percentage 
change 
1993-2002 

Mean (in 2003 euros)     
 Production workers  972 1,001  29 3.0 
 Clerical workers and teachers  1,480 1,492  12 0.8 
 Managerial workers  2,624 3,019  395 15.1 
 Self-employed  1,487 1,712  225 15.1 
 Retired  1,091 1,269  178 16.3 
 Other non-employed  467 487  20 4.3 
All groups  1,256 1,365  109 8.7 

Source: Boeri and Brandolini (2005), own calculations 

 

Due to long phase-in periods (see section 5.2 and chapter 8), which are linked to the political 

risk of reneging on promised entitlements, it will take a long time for reform effects to show 

in the data. Most individuals, who retired during the period covered by the SHIW data, have 

had their pensions calculated according to the pre-1993 benefit formula. Here one of the key 

dilemmas of pension reform becomes visible, namely the challenge of cost reduction whilst at 

the  same  time  giving  individuals  their  acquired  rights,  i.e.  the  old  age  pension  entitlements  

they have accrued during their working career.  

 

Before turning to the institutional characteristics of the pension systems in our three countries, 

it is worth considering what the SHIW reveals about the composition of poverty across socio-

economic groups. Importantly, the SHIW gives us information about the status of the elderly 

as a vulnerable age group. This is relevant from a normative point of view: Are public 

resources well spent? How do the elderly fare relative to other categories? If there is a high 

instance of old age poverty one should arguably put up warning signs against reforms that 

promise less generous pension benefits in the future. The SHIW shows that during the 1990s 

the income distribution shifted to the advantage of the elderly, along with the self-employed 

and public and private managers. The losers were, above all, production workers, but also 

clerical workers and teachers.  

 



 

  114 

Table 4.6: Poverty statistics per social group 

Year 

 1993 1995 1998 2000 2002 

Absolute 
change 

1993-2002 

Statistic (per cent)       
  Poverty line at 50 per cent of median income  
Headcount poverty ratio       
Production workers 17.1 16.4 18.6 18.6 20.5 3.4 
Clerical workers and teachers 3.6 3.8 3.5 3.6 5.7 2.1 
Managerial workers 0.0 0.0 0.0 1.3 0.0 0.0 
Self-employed 18.6 15.1 11.8 12.1 11.1 -7.5 
Retired 14.8 13.3 13.9 12.6 11.8 -3.0 
Other non-employed 65.9 80.9 71.1 71.9 68.4 2.5 
Total 14.0 13.7 14.0 13.4 13.4 -0.6 
        
  Absolute poverty line  
Headcount poverty ratio       
Production workers 12.2 12.8 14.5 12.4 12.8 0.6 
Clerical workers and teachers 2.6 1.9 2.0 1.3 2.6 0.0 
Managerial workers 0.0 0.0 0.0 1.3 0.0 0.0 
Self-employed 13.0 13.2 8.1 9.4 7.2 -5.8 
Retired 7.7 7.8 6.8 5.7 4.3 -3.4 
Other non-employed 59.5 75.0 64.7 64.8 63.1 3.6 
Total 9.5 10.3 9.7 8.7 7.9 -1.6 

Source: Boeri and Brandolini (2005) 
 

These income dynamics are also reflected in group specific poverty ratios. The overall 

absolute headcount poverty ratio85 went down by 1.6 percentage points. However, there was 

an increase in poverty among households of blue- and white-collar workers as well as 

unemployed. Consequently, also the composition of the poor population changed (see table 

4.6 and figure 4.3). Households with an unemployed head saw a clear worsening of their 

situation relative to other groups. The situation appeared even graver for production workers. 

In 2002, more than one third of the total poor population belonged to households with a 

production worker head. By contrast, there was in the same period a clear improvement of 

                                                
85 The headcount poverty ratio is simply the proportion (%) of the population below the poverty line. The 
poverty line can be defined in a variety of ways, e.g. in relation to median income or in absolute terms. The total 
headcount poverty ratio can be written as 

k kk HpH . The contribution of group k to total poverty is equal 

to the population share pk  multiplied by the group specific headcount ratio Hk.  
86 Ideally, we would want to have more nuanced data with information about the income situation of younger 
and older workers counted separately. However, unfortunately the German Statistics Office, in the report from 
the figures are taken, only provide data for this large age group as a whole. 
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both absolute and relative poverty in old age. Arguably the most important conclusion to draw 

from these data is that employment per se is no guarantee against poverty. Particularly in the 

production sector, (too) low wages seem to be a prevalent problem. Furthermore, the 

increasing poverty rate for the unemployed suggests that this group finds it increasingly 

difficult  to  maintain  an  adequate  income.  In  summary,  although  poverty  in  old  age  has  not  

been eradicated, there seem to be socio-economic groups that are facing greater social risks 

than Italian pensioners. 

  
Figure 4.3: Change in the composition of the poor, 1993-2002 

 

 
Note: The categories are defined by the occupational status of the household head. 
Source: Boeri and Brandolini (2005: 33).  
 

 

Supplementing the findings reported by Boeri and Brandolini with more recent data on 

poverty from the Italian statistics office (table 4.7), we see that age is not the most relevant 

variable affecting the likelihood of experiencing economic hardship. Your individual socio-

economic status is more important. The data show that especially if you are employed in the 

public  sector  you  are  unlikely  to  be  poor.  Single  parents  and  the  unemployed,  on  the  other  

hand, are particularly at risk. This is hardly surprising if we recall the data from table 4.2 

which demonstrated the relatively modest efforts the Italian welfare state makes to support to 

families and the unemployed.  
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Table 4.7: Poverty rates (%) by individual 
characteristics, year 2005 

All 19.6 
  

Socio-economic status  

Single parent 33.2 

Public sector worker 4.3 

Private sector worker 13.2 

Self-employed 17.7 

Unemployed 40.8 

  

Age group  

0-15 24.5 

16-24 24.8 

25-49 17.6 

50-64 14.8 

65+ 21.7 

Note: Following Eurostat, the poverty threshold is 
defined as 60 per cent of the national median 
income 
Source: (ISTAT 2010: 98-101) 

 

 
 
Germany 
Turning to the German case, the data are not identical and directly comparable to those used 

for the Italian case. Nevertheless, a similar picture will be drawn to shed light on similarities 

and differences from Italy. How is the situation of German retirees in comparison to the 

working-age population and children? The data show some extremely interesting results 

which lead us to question the common belief that the elderly are generally poor and 

vulnerable. Income data show that the working age population (aged 25-54) has a somewhat 

higher disposable income than the elderly (here defined as those over 65). Following Mattil 

(2006: 125), individuals aged between 55 and 64 are considered to be in transition between 

work and retirement and should be left out of an income comparison of the elderly relative to 

the working aged. There are a number of observations that can be made (see table 4.8). First, 

median real income has increased for the elderly, the working aged as well as those in 

transition. Second, there are great differences in the size of the income growth. In absolute 

terms the income of the elderly has grown by almost twice as much as that of the working age 

population (2194 euros vs. 1147 euros). Third, as a consequence the income gap between the 

working aged and individuals that have reached retirement age has been significantly reduced 
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– in absolute terms, from 2227 euros in 1992 to 1180 euros in 2001. Similarly, in a direct 

comparison of the income trends of the “young” and the “old” over the last decades, Braun 

and Metzger (2007: 19) find that in 1969 households within the 25-34  age group enjoyed a 

net income which was 50 per cent higher (equivalent to about 2100 euros a month in 2003 

prices)   than  that  for  the  ‘young’  retirees  aged  65-69.  By  2003  the  net  income  of  the  two  

groups had converged around 2500 euros a month (2003 prices).  

 
Table 4.8: Age distribution of median net equivalent (yearly) income 

 1992 1996 2001 
Absolute change 

1992-2001 

Percentage 
change 1992-

2001 
Age      
25-54  11,892  12,379  13,039 1,147 9.6 
55-64  11,768  12,691  13,661 1,893 16.1 
Above 65 yrs  9,665  11,242  11,859 2,194 22.7 
All  10,796  11,401  12,143 1,347 12.5 
Income gap      
Difference in real income 
between working age (age 25-
54) and elderly (age 65+) 

 2,227  1,137  1,180   

Source: Mattil (2006, table A.7), own calculations 

 

Table 4.9 takes a slightly different approach to illustrate the income position of the elderly 

relative to other age groups. It expresses the average income of each age group as a 

percentage of the average income for the total population. What is noteworthy is how 

especially in East Germany the more senior age groups are doing well compared to younger 

individuals. Furthermore, the figures demonstrate that, rather than your age, what matters for 

your income, is whether you live in the East or the West. In sum, the elderly seem to be doing 

well in Germany. However, in an assessment of the socio-economic status of the elderly 

relative to the younger segments of the population, one may still argue that the elderly are 

more socially vulnerable given their generally lower median income. Hence, at this stage it 

seems appropriate to look at the extent to which the likelihood of being poor increases with 

age.  
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Table 4.9: Relative income position across age groups 

 Age 

 17-5986 60-64 65-69 70-74 75-79  80+ 

 Mean 

Germany 103 111 102 98 95 94 

West  108 118 106 102 97 96 

East  82 82 86 81 88 83 

Note: Mean income of whole population =100 (arithmetic mean) 
Source: Statistisches Bundesamt Deutschland (2008: 194) 

 

The 2008 biannual report of the German statistical office on the latest developments in social 

research, states that with increasing age, the poverty rate goes down. If looking at poverty 

across age groups, persons aged 61-70 years have the lowest likelihood of being poor. In 2006 

the age group most at risk of poverty was those aged 21-30 (Statistisches Bundesamt 

Deutschland 2008: 167-168). During the first years of the new millennium, poverty has 

increased for all age groups (see table 4.10). The youngest old, i.e. those in the age group 61-

70, nevertheless, seem to fare reasonably well. For this group poverty has gone up by only 0.2 

percentage points, whereas, for instance, those aged 41-50 have seen poverty increase by 

more than five percentage points. Though the oldest old (70+) are generally more at risk of 

being poor, also this group does well compared to the younger segments of the German 

population. Indeed, with regard to the age distribution of poverty in Germany, poverty is most 

widespread among teenagers and young adults. It should, however, be noted that these are 

cross-sectional data collected at two points in time and that one cannot exclude that the 

findings can be explained by factors that relate to the specific cohorts rather than to the age of 

the individuals in the sample.  
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Table 4.10: Poverty rates (%) by gender, age and socio-economic 
group, 2001 and 2006 

 Year 
 

2001 2006 

Percentage 
points change 
between 2001 

and 2006 
Total population 11.4 13.9 2.5 
    
Gender    

Female 12.0 14.7 2.7 
Male 10.8 13.1 2.3 

    
Foreign national 27.5 22.8 -4.7 
Unemployed 39.9 57.0 17.1 
Student 22.3 21.7 -0.6 
Single parents (with 
1 child) 27.9 31.4 1.5 

Full-time gainful 
employment 4.0 4.6 0.6 

Part-time 11.4 13.3 1.9 
Low-skilled worker 13.5 18.1 4.6 
Skilled salaried 
employee 1.8 4.0 2.2 

    
Age (yrs)    

0-10 15.4 16.3 0.9 
11-20 16.4 18.7 2.3 
21-30 15.8 19.2 3.4 
31-40 9.5 11.4 1.9 
41-50 8.9 14.2 5.3 
51-60 9.1 13.0 3.9 
61-70 8.7 8.9 0.2 
71+ 9.8 11.2 1.4 

Note: Following Eurostat, the poverty threshold is defined as 60 per 
cent of the national median income.87  
Source: Statistisches Bundesamt Deutschland (2008: 167).  

 
 

Nevertheless, the general conclusion with regard to the economic standing of the German 

elderly relative to the working age populations is fairly unambiguous – being old per se is not 

synonymous with a weak economic status. Admittedly, their income position is on average 

somewhat weaker than the working age population, but this will to some degree be 

compensated by their lower living costs and consumption needs. Thus, age does not seem to 

                                                
87 The attentive reader might wonder why the child poverty rate for Germany recorded in this table differs from 
that given in Appendix IV. Apart from the fact that these data come from two different sources, the discrepancy 
can be explained by the wider poverty definition used in table 4.9.  
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be the most important determinant for individual poverty risks. Socio-economic 

characteristics, such as labour market status and household composition, seem to be far more 

important. In this regard we should add that these characteristics are likely to continue to 

matter when individuals reach retirement. That is, individuals with poor labour market 

histories or a history of being a single parent are likely to carry with them their disadvantaged 

economic position also in old age, something which, in turn, will manifest itself in old age 

poverty rates illustrating how different dimensions of inequality are intertwined. From the 

data in table 4.10 we note that poverty is particularly acute among foreign nationals, single 

parents, not to speak of the unemployed.  

 

 

Sweden 

As usual we turn last to the Swedish case. Again we draw on a mix of nationally provided and 

international data to create a picture similar if not directly comparable to that of the two other 

cases. Table 4.11 presents data on the age distribution of poverty and income.  

 
Table 4.11: Disposable income per consumption unit for individuals by age 

group 

 
1991 1999 2008 Change 1991-

2008 (%) 

0-19yrs 133.5 130.1 177 32.6 
20-64yr 159.9 156.6 207.2 29.6 
65< yrs 117.8 128.8 160.4 36.2 
All individuals 144.2 144.2 190.4 32.1 

Note: Median values in SEK thousands, 2008 prices.  
Source: SCB 201088 

 

Some recently published data from the Swedish Statistics (Statistiska Centralbyrån) show that 

overall the Swedes have experienced an improvement in the median real disposable income of 

more than 30 per cent over the 1990s and the first decade of the 2000. For the issues dealt 

with in this thesis a more interesting question is whether the progress is the same for different 

age groups. Table 4.11 divides the population into three broad categories, namely children 

(age 0-19), working-age (age 20-64) and elderly (over 65). Although the increase was the 

greatest for the elderly population, the differences cannot be said to be very large. It should be 

kept in mind that the elderly was the group with the lowest starting point. Towards the end of 
                                                
88 http://www.scb.se/Pages/TableAndChart____28884.aspx, last updated: 3 March 2010.  
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the 1990s, the elderly had caught up with the median income of children. More precisely, 

whereas the median income of children and of the working-age population declined in real 

terms during the 1990s, the median income of the seniors saw a moderate increase. In the 

most recent decade, seniors have continued to see real income increase, but not quite at the 

same rate as the active population. Furthermore, children have recovered their advantage over 

the elderly. Hence, considering the evolution of real income over the two decades seen as a 

whole, differences across age groups are not that large, although the trajectories leading to 

these outcomes have not been identical.  

 
 

Table 4.12: Mean income of those aged 65 or more years relative to other groups, 1980 and 
1991-2004 

Year Pensioners' income 
relative to: 1980 1991 1993 1995 1996 1998 2000 2002 2004 

All 86.8 86.0 92.8 96.6 97.7 94.7 87.3 91.1 93.4 
Families, no children 74.6 76.3 83.8 87.9 87.4 86.3 79.9 83.5 85.4 
Single parents 104.2 117.9 123.0 131.0 131.7 132.5 127.5 132.5 141.2 
Children 0-17 years 96.5 94.1 102.7 108.5 111.1 104.7 93.9 99.9 99.5 

Source: Calculations by (Gustafsson et al. 2009: 545 , table 1B) based on data from the Swedish 
Household Income Survey.  

 
 
There are of course several ways to consider the economic position of the elderly. Thus, in 

addition to a pure age focus (as in table 4.11) it also makes sense to compare the elderly to 

individuals belonging to other social categories. The data presented in table 4.12 reinforces 

the impression that even beyond the golden age decades of the welfare state the economic 

position of the elderly has continued to improve, though one cannot talk of any extraordinary 

changes. The attentive reader may notice that that around the mid-1990s the average income 

of the elderly had become close to that of the overall population. However, as Gustafsson et 

al. (2009) are careful to point out, rather than pensioners’ gain, this was more a result of the 

income losses experienced by wage earners during the recession. What stands out from the 

data, more than the improvements of the aged, is the deteriorating situation of the “single 

parents” category. Whereas in 1980 the mean disposable income of a pensioner was only 4 

per cent higher than that of a single parent, by 2004 the difference in favour of the aged had 

increased to more than 40 per cent. Hence, although it may be difficult to single out clear 

winners on the basis of the data presented above, it is easier to identify single parents as the 

group most visibly lagging behind.  
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Figure 4.4: Material living standard (index89 of items possessed) by period and age 

 
Source: Vogel (2002: 18), figure 6a. 

 

Vogel (2002) does the same as Gustafsson et al. (2009) but takes an approach that is slightly 

broader in scope in that he also looks at wealth in order to provide a fuller picture of the 

socio-economic status and well-being of elderly Swedes. His data on material living standards 

show that welfare gains have not been distributed equally across age groups (figure 4.4). 

Young adults have seen a drop in material standards which can be related to later entry to the 

labour market and the increased difficulty of obtaining a secure and regular income in the 

early stages of the working career. The elderly, on the other hand, have experienced a 

substantial improvement, suggesting the “consequences of the changing performance of the 

Swedish welfare mix in the 1990s” redistributing more “in favour of the elderly” (Vogel 

2002: 19). Again it should be noted that although the improvement of the oldest age groups is 

considerable; they come from a starting point much below the working age population. In 

addition, there are likely cohort effects underlying the data reported by Vogel. It remains to be 

seen what happen with the oldest age groups in the medium to long-run when today’s labour 
                                                
89 The index is defined as the number of items available on a list of eight goods: A second home, car, boat, 
caravan, video, dish washer, daily news-paper, vacation journey last year.  
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market entrants reach retirement age. Their situation will depend on the labour market in the 

next decades. If job market entry is not delayed too much and career interruptions are not too 

frequent, they are likely to fare reasonably well also with the new pension rules. However, if 

the standard career becomes characterised by several years with low or no pension 

contributions, retirement income and living standards will eventually be affected.  

 

Concluding this section on Sweden, with some data on income poverty across different socio-

economic groups (table 4.13), the first thing that should be recognised is that in an 

international context, the risk of both relative and absolute poverty is modest. Income 

differentials were on the rise during the 1990s and the beginning of the new millennium, 

which, in turn, is reflected in increasing levels of relative poverty. Nevertheless, this does not 

change the fact that after taxes and transfers Sweden still has one of the most equal income 

distributions in the world. In real terms most sub-groups of the Swedish population have 

benefitted from income gains over the last two decades. People’s economic well-being has 

improved markedly since the deep recession experienced during the early to mid 1990s. 

Between 1996 and 2007 the number of absolute poor Swedes more than halved 

(Socialstyrelsen 2010). From a comparative perspective, perhaps the most striking result is the 

relatively low incident of poverty registered among non-working social benefit recipients 

(receiving unemployment, disability or early retirement benefits). We remember that in the 

Italian and German case the unemployed were the most risk exposed group. That students and 

young adults in Sweden have above-average risks of experiencing relative poverty is perhaps 

not that surprising given that they tend to form independent households at an earlier stage 

than further south on the continent, where young individuals tend to live with their parents for 

longer. Finally, individuals born abroad also have a higher risk of experiencing economic 

hardship than other groups of the population. In fact, their economic status can be compared 

to that of single mothers. 
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Table 4.13: Poverty trends in Sweden between 1993-2007 

 
Relative poverty (per cent of 

population group) 
Absolute poverty (per cent of 

population group) 
 1993-1998 1999-2002 2003-2007 1993-1998 1999-2002 2003-2007 
       
All 6.6 8.9 9.1 9.4 7.3 5.5 
       

Socio-economic group       

Single mothers 13.4 18.5 22.4 21.6 14.7 10.5 
Single fathers 9.9 10.9 10.9 16.2 9.7 6.5 

       

Blue-collar workers 2.4 3.4 3.8 3.7 3.0 2.1 
White-collar workers 0.7 0.8 0.9 1.2 0.8 0.5 

       
Benefit recipients 
(unemployment, 
disability, early 
retirement) 

5.7 7.9 10.7 8.8 5.7 5.9 

Students 19.4 25.9 33.7 26.0 21.9 23.3 
Individuals born abroad 
(age 20+) 12.5 17.6 20.6 17.7 14.3 12.1 

       
Age group       

0-19 10.2 12.5 12.8 14.5 10.9 7.6 
20-24 15.3 18.6 22.3 19.1 16.3 16.1 

25-44 6.4 8.1 10.0 9.0 7.1 5.7 

45-64 2.8 3.7 4.9 4.2 3.2 2.7 
65-74 2.2 6.0 3.7 3.6 3.8 1.9 

75+ 6.0 13.2 10.6 9.8 8.2 4.3 

Note: The figures refer to averages over the indicated years. The threshold for relative poverty is defined 
as 60 per cent of the national median income. A person is considered as poor in absolute terms if s/he has 
an income below a defined poverty line.90  
Source: Socialstyrelsen (2010: 100-103) 

 

 

Different contexts, different problems 

In the previous chapter we focused on social spending patterns and the relative economic 

position of the elderly vis-à-vis the working age population. The three welfare states that 

stand under particular scrutiny in this dissertation have indeed been successful in ensuring 

that workers with a standard career and average earnings are able to maintain their standard of 

living also in retirement. As already noted, old age is no longer synonymous with poverty like 

                                                
90 In this case the poverty line is defined as a minimum income standard which takes into account household 
composition and area of residence (see Socialstyrelsen 2010: 92,95).  
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it  was  only  three  decades  ago  (Boeri  and  Galasso  2007).  Although  net  effects  of  old  age  

security programmes are difficult to quantify, it is beyond doubt that the income position of 

the aged has dramatically improved thanks to old age pension benefits. In their influential 

1994 report, the World Bank (1994: 325) states that the old age poverty rates have “decreased 

faster than for any other population group over the past 30 years.”  

 

Seen in isolation, the progress experienced by the most senior age groups is unquestionably 

an impressive and laudable achievement. However, from a generational point of view there 

are signs that we have reached a pivot point and that perhaps we should now worry more 

about the younger generations. More specifically, many have begun to question whether the 

success has come at the expense of younger workers. According to the PAYG logic of the 

most public pension systems, workers that contribute to the system today will be served by 

the next working generation when they get old. What is more, the welfare state has entered an 

era in which full employment and economic growth are no longer the norm. As a 

consequence, the implicit agreement or intergenerational contract, on which the legitimacy of 

modern pension schemes rests, is arguably becoming increasingly burdensome for the young. 

In addition, from a distributive justice point of view, it is arguably problematic that other 

social risk-exposed groups, such as, for example, the unemployed (particularly in Italy) or and 

families  with  children,  do  not  enjoy  the  same levels  of  social  protection  as  the  most  senior  

cohorts.  

 

These dark clouds on the horizon have been a topic for debate for the last two decades. What 

made alarm bells ring, were, above all, the combination of stagnating economic growth and 

demographic estimates, which in turn led to concerns about the financial sustainability of 

public pension schemes. Even if population ageing is a European-wide trend, particularly the 

Italians have good reasons to worry. Clearly, the Germans and even the Swedes face the 

challenge of a new socio-economic and demographic reality too, but they are both better off 

than  the  Italians  on  this  front.  Thus,  in  this  section  I  point  to  the  importance  of  socio-

economic conditions and, further, I argue that they matter a great deal for the histories that 

will be outlined in the subsequent country chapters. A look at some recent macroeconomic 

and demographic indicators serves to illustrate the point. Despite achieving admission to the 

Eurozone, Italy still has a budget deficit and a level of public debt much above the European 

average, at 4.2 per cent and 106.2 per cent respectively (2005 figures). The corresponding 

figures for Germany are much lower, with a deficit of 3.8 per cent and a public debt of 67.8 
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per  cent  of  GDP.  Though the  German public  finances  are  in  a  better  shape  than  in  Italy,  it  

bears mentioning that also the Germans exceed the Eurozone reference values concerning 

budget discipline.91 As usual, of our three countries, Sweden is the best performer recording 

in 2005 a budget surplus of 2.4 per cent and public debt of “only” 52.2 per cent (Eurostat 

2008).  

 

Italy’s structural position is further worsened by the structure of the Italian labour market. In 

2005 only 57.6 per cent of the working age population (those aged 15-64) was employed. 

This was considerably below the EU-27 average of 63.4 per cent. In Germany, by contrast, 

the overall employment rate was above the EU-27 average with 65.4 per cent. In short, even 

though, as we shall see, demographic situation is dramatic in both countries, Germany is 

better off than Italy due to a healthier labour market structure. Again the Swedes come out on 

top  with  72.5  per  cent  of  all  working  age  individuals  at  work.  The  low employment  rate  in  

Italy is a consequence of the second lowest female labour market participation rate in the EU. 

Germany,  on  the  other  hand,  was  close  to  the  Lisbon  female  employment  target  for  2010  

already in 2005 (ISTAT 2007: Appendix 55).92 Beside its relevance for the socio-economic 

status and well-being of individuals, the rate of employment is significant because it has 

implications for the size of a country’s tax base and consequently also for its capacities to 

react and finance increased demands for welfare services and social protection (Esping-

Andersen 2006: 17).  

 

Furthermore, there is a whole range of factors which can be subsumed under the heading of 

demographic change. At an average of 1.34 children per woman in both countries, Italy and 

Germany have one of the lowest fertility rates in Europe.93 By contrast, another Bismarckian, 

and also conservative country (if following Esping-Andersen’s (1990) famous welfare regime 

typology), France, records a fertility rate of an impressive 1.94. With a well-above average of 

1.77 children per women also the Swedes are considerably better placed than their 

counterparts further south. At the other end of the life cycle, together with the Swedes, the 

                                                
91 The European Treaties demand compliance with budgetary discipline according to the criteria that “the ratio of 
the planned or actual government deficit” to GDP does not exceed 3 per cent and the ratio of government debt to 
GDP does not go above 60 per cent. See: http://europa.eu/eur-lex/en/treaties/selected/livre223.html#anArt6.   
92 Malta had the lowest female employment rate in the EU-27 (33.7 %). Italy came second from the bottom with 
a recorded female employment rate of 45.3 % (of the population aged 15-64). Germany registered a female 
employment rate of 59.6 and Sweden an impressive 70.4 %. One of the so-called Lisbon target set by the EU, 
sets the goal of an average female employment rate for the EU of 60 per cent by 2010. See: 
http://register.consilium.europa.eu/pdf/en/08/st10/st10614-re02.en08.pdf.     
93 Compared to an EU-27 average of 1.52 (figures for 2005). 
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Italians record among the highest  life expectancies in the EU for both men and women. For 

Germany it is somewhat lower for both males and females.94  
 

 

Figure 4.5: Population by age group and gender in 2000 and 2050, in % of total population in each age group 

 
Source: OECD (2007e) 

                                                
94 ISTAT (2007) reports for Italy 77.6 and 83.2 years for men and females respectively. For Germany the male 
life expectancy at birth is 76.2 years and women it is 81.8 (in 2005). Finally, the corresponding data for Sweden 
are: 78.4 (male) and 82.8 (female).   
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Figure 4.5 serves to illustrate graphically the demographic pressures that the three countries 

have to grapple with.  The white segments illustrate how the oldest  age cohorts will  grow in 

size over the next decades. There will be an impressive increase in old people. The trend is 

unambiguous and especially for Italy the figures are startling. As late as 1970, only about 1 in 

10 Italians was above 65 years of age. By 2005 the elderly share of the total population had 

grown to  20  per  cent,  i.e.  every  fifth  Italian  could  be  defined  as  aged.  Over  the  next  ten  to  

fifteen years, this figure will remain fairly stable, but then between 2020 and 2050 one 

expects a real surge of elderly. It is projected that the share of the population above 65 years 

of age will by then have reached about 35 per cent. By contrast, the same figure for the United 

States will be just over 20 per cent. Also in Germany the real demographic crunch sets in only 

after 2020, but it will not be as dramatic as in Italy. According to OECD estimates the share 

of the population over 65 will reach just under 30 per cent and the old age dependency ratio 

will rise to almost 55 per cent by 2050.   
 

Sweden is demographically different from its two Bismarckian counterparts. Back in the 

1950s and 1960s the country had a slightly older population structure than Italy and Germany, 

but since then the situation has been reversed and Sweden now has the youngest population of 

the three countries. Above all after 2020, population ageing will take place also in Sweden, 

but the pressure will be much more moderate. In the medium to long-term future, there will be 

more elderly and less middle aged Swedes, but at the same time the share of children in the 

population will not decrease to the same extent as in the other countries. Projections show that 

in  2050  only  just  over  one  fifth  of  the  population  is  expected  to  be  over  65  years  of  age  

compared to more than one third in Italy.  

 

In summary, the conclusion to draw from these data is that there exist rather big differences in 

the exact nature of the pension dilemma among the Wester advanced political economies in 

general and even among the institutionally similar Bismarckian welfare states. These 

differences imply different starting points for reform efforts and in the level of difficulty of 

the reform task (Schludi 2005). This is important to remember when trying to understand why 

variatiations in outcomes persist despite what seems to be institutional convergence around a 

multipillar pension system.  
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Bismarckian institutions 

In the literature public pension schemes are often classified as either Bismarckian or 

Beveridgean, the first being rooted in Chancellor Bismarck’s “social insurance” from the 

1880s whereas the latter have evolved from the British “poor law” tradition. These are basic 

theoretical models which describe public pension systems according to some core institutional 

properties. The differences between the two have been described and discussed at length 

elsewhere (see e.g. Bonoli 2003; Ferrera 2006; Hinrichs 2001; Schludi 2005), but, as a 

reminder, table 4.14 summarises the defining features of the two models. The national 

pension systems in Italy, Germany and Sweden all fit the Bismarckian label, but we also find, 

to a varying degree, elements from the Beveridgean model incorporated into these systems.   

 
Table 4.14: Ideal-type public pension models 

 Bismarckian (occupational) Beveridgean (universal) 

Coverage Workers Population  

Financing Social contributions General tax revenue 

Eligibility Through contributions Need, citizenship 

Aim Income/living-standard maintenance Poverty prevention 

Benefit calculation Linked to contributions or previous income Flat-rate 

Source: Adapted from Jessoula (2009: 45) 

 

 

There are at least four core characteristics to be highlighted with respect to the design of 

Bismarckian pension systems. First, what in the literature is commonly described as the first 

pillar (see e.g. Ferrera 2006; Hinrichs 2001; Natali 2007; OECD 2007b), i.e. the compulsory 

and public part of the system, has been based on the social insurance principle. In return for 

paying into the public pension scheme whilst working, insured members were guaranteed to 

receive a sizeable portion of their previous earnings in a monthly pension benefit upon 

retirement. Thus, the effectiveness of system coverage rests on the achievement of full (male) 

employment.  The  aim was  to  provide  retired  workers  with  an  income that  allowed them to  

maintain the same living standard as before. In other words, generous replacement rates 

became the norm and in Bismarckian countries most elderly would receive a majority of their 

income from the earnings-related public pensions limiting the need for private solutions. 

Although the domination of an earnings-related public scheme is a defining feature of the 

Bismarckian model, most countries have, in addition, developed some kind of basic 
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protection to cater for individuals with no or very poor contribution records. As outlined in 

the introductory chapter, Italy, Germany and Sweden have taken rather different approaches 

to solve this problem. Italy and Germany both started out with pure Bismarckian single-pillar 

occupational schemes. Sweden, on the other hand, originally took a Beveridgean approach 

and offered a citizenship-based basic pension. In a subsequent step, in Italy, a means-tested 

and tax-financed “social pension” was introduced to guarantee a minimum income also for 

individuals who had not satisfied the requisites for an old-age pension. In Sweden, there was 

an opposite dynamic with a Bismarckian style earnings-related tier being added to the basic 

pension. With these changes the Italian and Swedish systems became more alike in their 

designs, but one should note that the Swedish basic pension was both more generous and 

more universal (i.e. no means testing) than in the Italian case. Finally, the German first pillar 

has  remained  until  recently  purely  Bismarckian  in  its  design,  and  with  the  absence  of  a  

minimum pension95 elderly who had not acquired pension rights had to resort to the general 

social assistance.   

 

Second, financing has traditionally relied on the payment of social contributions by the 

employer and the employees, as well as direct subsidies from the state to cover a share of total 

costs, following the pay-as-you-go principle. That is to say, the contributions collected is not 

used  to  pay  for  the  future  pensions  of  the  contributors  but  rather  to  finance  the  pensions  of  

current retirees (see Clark et al. 2006b: ch. 12). A third characteristic of the Bismarckian 

approach to welfare is a pronounced difference between privileged (and arguably over-

protected) insiders and precarious and under-protected outsiders (Esping-Andersen 2006: 16; 

Jessoula and Alti 2006; Natali 2007). Due to the employment-oriented nature of social 

insurance, those holding stable employment are insiders benefiting from an often generous 

system of social protection (Rueda 2005). The outsiders, i.e. the unemployed, and those with 

atypical  work  contracts  and  unstable  work  histories,  often  women,  do  not  enjoy  the  same  

rights. Given changing employment structures and family patterns such outsiders are 

becoming more numerous (see Bonoli 2003). One method to close the gap between outsiders 

is through pension credits during career interruptions caused by, for example, unemployment 

and child rearing. Countries vary in the extent to which they have made such provisions.  

 

                                                
95 A basic social security tier was adopted only in 2001 with the introduction of the Grundsicherung.  
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The fourth and final feature that can be said to be characteristic of a Bismarckian system 

design is institutional fragmentation. Insurance coverage is linked to employment status and 

typically the various occupational groups (such as e.g. civil servants, agricultural workers, or 

miners) are covered by sector specific, but nevertheless public and compulsory insurance 

funds. As a consequence, different professional categories are subject to different eligibility 

criteria and contribution rates. In this respect, Italy represents an extreme case. As Lynch 

(2006: 142) points out, “pension benefits vary dramatically depending on the sector of 

employment, contributory history, age at retirement, and year of retirement.” Illustrative of 

the degree of system fragmentation is the fact that by the early 1990s there were as many as 

47 different 1st pillar insurance schemes!96 In fact, Italian journalists and scholars alike every 

now and again made use of metaphors such as ‘labyrinth’, ‘jungle’, ‘archipelago’ or 

‘Harlequin’s dress’ to describe the pension system (Castellino 1976; La Repubblica 16 May 

1991; Maestri 1994). In Germany, the main systemic inequality in the public pension system 

is between private sector workers and non-civil servant public sector employees on the one 

hand and civil servants on the other. The latter group  enjoys more generous arrangements 

both with regard to eligibility criteria as well as replacement rates (see Börsch-Supan and 

Wilke 2004, and also figure 4.5). As already noted, even though it can be characterised as 

Bismarckian, the Swedish case, nevertheless, represents a more homogenous and 

straightforward system than in the other countries.  

 

Institutional fragmentation is an extremely important aspect, because the degree of 

fragmentation in the institutional architecture differs from case to case, is fundamental to the 

kind of problems each country face and has proved to be a popular area of intervention in 

recent years. The removal of privileges and harmonisation of benefit rules are two measures 

that are relatively easy to justify on the grounds of fairness. It should be noted, however, that 

although rule harmonisation is an obvious way to save costs in the name of equality, it will be 

unpopular among the groups that risk losing their privileged position. An effective way to 

circumvent this hurdle has been to phase in new rules very slowly in order to protect soon-to-

be retirees and make the effects less visible, and this is an important point. The case studies 

will show that one reason why the three countries solve the issue of implementation very 

                                                
96 See Fererra (2006:ch. 2) for a schematic overview of the range of pension funds (casse pensionistiche) 
constituting the so-called 1st (i.e. public) pillar of the Italian pension system. The majority of 1st pillar insurance 
funds are under the administration of the Istituto nazionale della previdenza sociale (Inps) for private sector 
employees or the Istituto nazionale di previdenza dell’amministrazione pubblica (Indap) for public sector 
employees. In addition there are numerous independent funds for the self-employed of various professions.  
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differently and, consequently, the reform outcomes from a generational point of view differ 

radically between the three cases is precisely the structure of the old institutions. To reform 

the incoherent Italian system with its labyrinth of rules, it has been crucial to give concessions 

to the groups potentially negatively affected by the new rules, transferring reform costs onto 

future generation workers. In Germany one could in theory have tried to equalise public and 

private sector benefits, but such a shift is considered to be politically very difficult since it 

would require the constitution to be amended through an approval of a two-thirds majority in 

both parliamentary chambers. Thus, rather than fundamental changes in the method of benefit 

calculation and an outright harmonisation of the two systems, the strategy has been to 

undertake equivalent cost-cutting measures to the Civil Servants’ Scheme as in the mandatory 

retirement insurance for private sector workers (Schludi 2005). In Sweden, finally, 

harmonisation of rules between occupational sectors has not been a relevant issue since the 

old system was already applying one set of rules to pretty much the whole population.   

 

In chapter 2 it was argued that that to appreciate the nature of cross-national variation in 

pension  policies,  it  makes  sense  to  look  at  institutional  architecture  and  system  output  in  

tandem. Thus, in this characterisation of Bismarckian institutions, I will turn to some simple 

data which concentrate on income of elderly individuals across occupational sectors. Overall, 

the empirical data show that variation in the above-mentioned institutional features clearly 

manifests itself in, among other things, large country differences with respect to income 

differentials. The data we have examined so far have generally treated the retired population 

as one homogenous group. However, especially in cases where income differentials are 

considerable, it would be normatively suspect to advocate intergenerational fairness and 

ignore the intragenerational dimension (Myles 2003). Socially just outcomes can only be 

achieved by considering the two in tandem.  
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Table 4.15: Public pension expenditures across employment sectors, 2003 

 Total pension expenditures 
(millions of euros) Mean annual pension benefit 

INPS  126,548  8,962 
Employees   

 FPLD97  87,966  8,872 
 Other employees’ funds  14,473  20,415 

Self-employed   
 Farmers, agricultural workers   6,451  6,746 
 Artisans  9,805  7,592 
 Shopkeepers, merchants, 
traders  7,737  6,768 

 Workers on atypical 
contracts98   25  680 

 Clergy pension fund   91  6,390 
INDAP  41,780  17,186 

 CPDEL  13,204  14,374 
 CPI  168 13,409 
 CPS  1,699 35,349 
 CPUG  34 14,419 
 CTPS  26,675 18,403 

Independent employees’ funds  967 15,155 
 INPGI (journalists)  247 46,569 
 ENPALS (performance artists)  720 12,307 

Private 1st pillar funds – 
independent professionals (doctors, 
engineers, lawyers etc.) 

 1,959 8,432 

Total  171,254 10,165 

Source: Ferrera (2006: 66)   

 

 

Considering first the Italian case, we know that key features in any story told about the Italian 

welfare state, and arguably the pension system in particular, are “privileged” and 

“differential” treatment of particular occupational groups and perverse “asymmetries” (see 

e.g. Boeri and Perotti 2002: ch. 1; Ferrera 1986). The figures in table 4.15 serve to illustrate 

what the asymmetries in the system mean in practical terms. Average benefits range from a 

meagre €680 per year for lavoratori parasubordinati, i.e. workers on atypical contracts, to 

€46.569 for journalists. Also worth noting is the fact that almost 30 per cent of Italian retirees 

receive more than one pension benefit (Lynch 2006: 149). Thus, many will have a higher 

annual income than the below table suggests. It seems reasonable to assume that individuals 

                                                
97 FPLD=Fondo pensioni lavoratori dipendenti (pension fund for employees) 
98 So-called lavoratori parasubordinati, i.e. workers on atypical, typically non-permanent, contracts.   
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who have succeeded in making pension contributions to more than one pension scheme are 

primarily persons in the higher income classes, and that this phenomenon, thus, has the likely 

effect of further exacerbating the income differentials upon retirement. The main conclusion 

to  be  drawn  from  these  figures  is  that  the  Italian  pension  system  does  not  at  all  serve  the  

purpose of reducing labour market and income inequalities upon retirement. We shall see that 

important measures to harmonise the system have been incorporated in the reforms, and the 

public pillar may indeed become less fragmented when the reformed pension regime is 

eventually fully in place. However, a pessimistic outlook would be that the complex 

fragmentation and incoherence that has been a trademark of the public pillar will gradually 

spread to the private sector. Those who can afford it will make sure to buy supplementary 

coverage, whereas outsider groups will struggle to take the necessary steps to ensure an 

adequate retirement income. We will come back to this issue in chapter 5.  

 

The German public pension system, albeit Bismarckian in nature, is much less fragmented 

than the extreme Italian case. From an intragenerational point of view, the main cleavage 

among German pension institutions is between the Gesetzliche Rentenversicherung (Statutory 

Pension  Scheme,  GRV),  which  insures  the  bulk  of  the  German  workforce,  and  the  

Beamtenversorgung (Civil Servants’ Pension Scheme) (see figure 4.6 and figure 6.1). Civil 

servants enjoy a highly privileged position with pension benefits (Ruhegehalt or Pension) that 

are much more generous than ordinary pensions (Rente). Whereas the GRV, until recent 

reforms, was designed to replace about 67 per cent of previous net average income over a 

contributory period of 45 years, the Beamtenversorgung used to promise a gross replacement 

rate of 75 per cent of the last pensionable earnings after only 35 years of service. A series of 

reforms have made changes to both of these systems, but the advantaged position of the civil 

servants will remain if not increase since overall cutbacks to the civil servant scheme have 

been rather modest. Figure 4.6 demonstrates how income in old age differs according to 

occupational status.  

 

 



 

  135 

Figure 4.6: Individual net income by last occupational status (average monthly benefit in €, beneficiaries aged 

65 years and above), year 2003 

 
Source: TNS Infratest Sozialforschung (2005), chart 4.4. Data from the survey Altersicherung in Deutschland 
2003 (ASiD’03).  
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Arguably indicative of the fact that Sweden is the most universal of the three countries I 

examine in this study, it has not been possible to find matching data for the Swedish case. 

Since there has for a long time been one universal public scheme for all workers without 

discriminating  between  different  kinds  of  professional  groups,  we  do  not  see  the  

fragmentation found in above all the Italian case, but also to some extent in Germany. Using 

wave IV LIS data (from around 1996), Brown and Prus (2003) report that among their sample 

of 10 industrialised countries99 Sweden has the most equal income distribution among the 

elderly (defined as households with heads aged over 65). In a more recent paper by the same 

authors, using LIS data from wave V (around year 2000), the findings and conclusions from 

their previous paper are confirmed. Furthermore, in a comparison of the income distribution 

across the most advanced age groups, they show that income inequality drops noticeably as 

we move from working to retired age groups (see table 4.16 below ). Looking at how the 

income of elderly households is composed, their data also demonstrate that from the age of 65 

Swedes rely very heavily on public transfers compared to other countries, something which 

suggests that public pensions play a key role in reducing income inequality. The fact that, 

when breaking the income distribution down into quintiles, we observe that income shares are 

shifted from the richest quintile to all the other quintiles as we reach the retired households, 

confirms this impression (Brown and Prus 2006: table 3).  

 
Table 4.16: Gini coefficient of equivalised disposable household income in 

Sweden, by age of household head. 

Age (years) 

45-54 55-59 60-64 65-74 75+ 

.226 .287 .244 .231 .201 

Source: Brown and Prus (2006: 13) 

 

The  above  observations  fit  well  with  the  so-called  ‘paradox  of  redistribution’  which  was  

convincingly demonstrated by Korpi and Palme (1998) in their famous article in the American 

Sociological Review. The paradox relates to the fact that despite offering “comparatively 

unequal earnings-related public pensions”, such pension systems may, nevertheless, “produce 

the most equal income distributions by crowding out even more unequal income sources” 

(Korpi and Palme 1998: 663; Palme 1990: 154). It should be noted that they are talking here 

about what they call “universalistic earnings-related systems”, i.e. models which offer a 
                                                
99 Australia, Canada, Denmark, Germany, Israel, Netherlands, Norway, Sweden, United Kingdom, United States.  
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universal basic security together with a comprehensive scheme which aims at living standard 

maintenance and, thus, link benefits to previous income history. Importantly, the earnings-

related  component  of  the  system  should  also  cover  the  middle  class.  To  achieve  this,  the  

contribution ceiling should be rather high. Sweden has traditionally been the prime example 

of such a case.  

 
In the next chapters there is a change in focus as attention is devoted to the institutional 

evolution of the Italian, German and Swedish public pension systems. The aim is to identify 

the mechanisms underpinning the reform processes and to highlight some of their 

consequences for redistribution. The assumption is that in order to make sense of current 

developments and outcomes we must know something about the political and historical 

context in which these pension systems have been made. In chapters 5-7 I treat the countries 

separately; then, in the concluding chapter, I briefly attempt to draw some conclusions from 

the case studies asking what the cases – with regard to policy effects as well as the 

policymaking process – have in common and where they differ.  
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5 The Italian pension labyrinth  
 

As was highlighted by the data in the previous chapter a peculiarity of the Italian system is its 

extremely fragmented and complex nature which has resulted in a system fraught with 

incoherencies and differential treatment of individuals according to their status in the labour 

market. In an attempt to cut through a somewhat confusing picture, figure 5.1 below provides 

a stylised overview of the basic pension rules for the main employment sectors at the 

beginning of the 1990s, i.e. before the most recent sequence of reforms came underway. We 

see that the eligibility criteria (such as retirement age and the contributory history necessary to 

qualify for a seniority pension), contribution rates and benefit calculation method vary greatly 

according to occupational sector. For example, the self-employed and private sector 

employees needed a contribution record of 35 years to claim a seniority pension. By contrast, 

public sector employees could retire with a full pension after only 20 years of service long 

before reaching the statutory retirement age. On top of that, we observe that benefits in the 

public sector were calculated on the basis of particularly generous formulas. Note also the 

modest contribution rate for the self-employed.  

 
Figure 5.1: Main features of the Italian pension system at the beginning of the 1990s  

 Eligibility conditions Financing Benefit 
 

Old age 
retirement 
age 

Minimum 
contribution 
period for 
retirement 
before 
statutory 
retirement age Contribution rate 

Reference 
earnings (RE) 

 
 
Formula 

Private sector 55 women 
60 men 

35 women 
35 men 

26.22% of which: 
18.93% employers 
7.29% employees 

Last 5 years Pension = 
RE*N/40*80% 
 

Public sector      
Central 
government 

65 Women 
65 Men 

20 (15) 
Women 
20 Men 

7% employees Last month Pension = 
RE*N/40*94.4 % 

Local 
government 

60 Women 
60 Men 

20 Women 
25 Men 

7% employees Last month Pension = 
RE*N/40 *100% 

Self-
employed 

60 Women 
65 Men 

35 Women 
35 Men 

12% Last 10 years Pension = 
RE*N/40 *100% 

Note: N=years of contribution 
Source: Ferrera and Jessoula (2005) 
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Even though as we shall see in this chapter, eligibility rules have been tightened considerably, 

the effects of old policies will still burden the system from many years to come. As late as in 

2007 more than 20 per cent of the stock of old age pension recipients (including seniority 

pension beneficiaries) belonged to the age group 40-64 (ISTAT 2009). If we consider that on 

average people live until they are about 80 years old that means that at the end of their life 

many receive old age benefits from the state for up to four decades! On a more general note, 

these figures provide a good example of how pension policies play out over many decades, 

and we are reminded that to make sense of current challenges, we need to study not only the 

current institutional arrangements but also those of the past. Therefore, in order to understand 

better how the Italian pension system has taken on such a distorted and incoherent nature, the 

following section provides a historical narrative tracing the evolution of the Italian pension 

system from the beginning of the 20th century up until the more recent reform discussions.  
 

The aggregate historical data below show that the pension-heavy nature of the Italian welfare 

state is no recent development. In fact, examining the balance sheet for old-age pensions and 

family allowances between the mid-1960s and 1980, Ferrera (1986) found an unambiguous 

pattern. Even during this period, the elderly came out on top if one compares with for instance 

large families and the unemployed. In the case of old age pensions, the aggregate balance 

between contributions and benefits was almost constantly negative between the mid-1960s 

and 1980. Conversely, in the case of family allowances and support for the unemployed, the 

balance was positive and increasing throughout the same period. This implies that overall the 

state spent more on old age pensions than what they collected in contributions. Although 

these are very general measures, they, nevertheless, give a clear enough indication that even 

during this period in which most welfare programmes experienced an impressive growth in 

absolute terms, the gains were not shared evenly - some groups clearly received more than 

others.  

 

Based on the Comparative Welfare States Dataset collected by Huber et al., figure 5.2 traces 

public social expenditure across benefit categories over the years 1960 to 1989. Looking at 

the composition of public social expenditure, one finds further support for the story told by 

Ferrera. It emerges that the bulk of public social spending was aimed at income maintenance 

in the case of illness or retirement from work. Disaggregating further one sees a shift  in the 

relative position of the different target areas. Relatively speaking old-age pension took up a 

gradually increasing share of the total public social expenditure, whereas most notably family 
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benefits lost ground. By 1989, family assistance accounted for a mere 3.4 per cent of public 

social expenditure. In conclusion, it appears that an age-bias was built into the Italian welfare 

state very early on. This picture was then further consolidated during the 1960s and 1970s.  

 
Figure 5.2: Public social spending per category, 1960-1989100  
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Political system 

In this chapter I describe and discuss how the Italian pension system has grown so large and 

incoherent. A precondition for understanding the Italian ‘pension story’ is to know something 

about the country’s political system. In fact, there is a close relationship between the two. 

Thus, in this section I account briefly for some of the most fundamental features of the Italian 

political structures. In the subsequent chapters I do the same for Germany and Sweden.  

 

                                                
100 These data are not directly comparable to the data depicted in figure 4.2 as they come from two different 
sources, i.e. Huber et al.’s Comparative Welfare Dataset, 2004 and the 2007 OECD Social Expenditure Database 
respectively. There seems to be a problem with the data, or at least I have not been able to find an explanation, 
for the drops in expenditure on sickness and maternity occurring in the mid-1970s and between 1984 and 1986. 
Nevertheless, the overall trend of pensions taking over more and more of the public social expenditure budget is 
unmistakable.  
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With a population of just over 60 million Italy is one of the largest European democracies. 

Although  known  as  a  geographical  entity  with  its  roots  going  back  as  far  as  the  Roman  

Empire, the country has a relatively short history as a united nation-state. Only 150 years ago, 

in 1861, Italy emerged as a constitutional monarchy, and with the conquest of Rome in 1870 

the new Kingdom of Italy had reached almost the same geographical extension as the current 

Italian Republic. The important thing to note here is the fact that the unification was political 

in nature and did not remove the strong regional and economic disparities between different 

parts of the territory. While the North modernised and developed productive industries, the 

South (aka the mezzogiorno101) remained mainly agricultural and technologically and 

economically backwards (e.g. Hine 1993: ch. 1). Regional cleavages102 and disparities 

continue to be at the heart of politics and dominate Italian society even today. 

 

The liberal Italian state that emerged after unification can be characterised as a “rudimentary 

form of parliamentary democracy” (Hine 1993: 11) referring, above all, to the fact that 

suffrage was initially limited to only a very small portion of the population. These early years 

of the Italian nation-state had a lasting impact on the future evolution of both political 

institutions and policies in Italy. In fact, several core characteristics of the political system in 

the current Italian Republic can be traced back to this initial period. I shall mention only what 

I consider the most striking feature, namely the weakness of the party system and the 

associated parliamentary practice. That is, the limited initial electorate provided insufficient 

stimulus for the emergence of clearly defined parties capable of competing for votes on the 

basis of a programme agreed upon by their members. Instead, the political parties were better 

described as “loose coalitions with no strong membership and no definite programme” 

(Sassoon 1997: 1). Parliamentary majorities were constructed not through party discipline and 

well-defined party programmes but through ad hoc alliances among parliamentarians who 

rarely felt loyal to a specific party.103 The main method to forge agreements on specific pieces 

of legislation was through patronage and outright corruption. As a consequence, the 

parliamentary majority was generally large but highly unstable, and a tradition of alternation 

between parties in government and opposition was never established.  

 

                                                
101 Literally ‘midday’. 
102 One example of these cleavages is the long-standing debate about devolution of government competencies 
and fiscal federalism.  
103 This system was known as trasformismo (see Hine 1993; Sassoon 1997).  
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As long as suffrage was limited to the elite, and the masses played no part in electoral politics, 

the liberal ruling class could sustain this rather ad hoc way  of  governing  the  country.  

However, liberalism came under increasing threat as, towards the end of the 19th century, the 

socialist movement appeared among workers in the growing cities in the north. The rise of the 

socialist movement was followed by Catholic and nationalist reactions and the emergence of 

new political parties, so that with the expansion of suffrage in 1913 liberal domination came 

to an end. Democratic consolidation was interrupted by fascism and the rise of an 

authoritarian regime between 1922 and 1943. After the fascist era the Italians voted for the 

introduction of a republic instead of a returning to the pre-fascist monarchy. At this point one 

could  also  talk  about  a  party  system  with  organised  political  parties.  Yet,  it  soon  became  

apparent that the liberal monarchy had left a lasting imprint on the Italian political system. As 

Hine writes,  

the way in which government majorities were created continued to 
bear a resemblance to nineteenth-century practices. Broad coalitions 
spanning a considerable part of the political spectrum, and held 
together by the distribution of patronage, were still a feature of 
political life four decades after 1945. In such conditions party 
discipline was low and cross-party alliances frequent. The poor 
aggregative capacities of contemporary Italian parties, in fact, owe 
much to the habits and traditions passed down from the party system 
of the liberal era (Hine 1993: 15-16).  

 
The political organisation of the new Italian Republic was codified in the new constitution 

which came into force in 1948 and set up a unitary state with 20 regions. It represented a 

compromise between the three major parties, Christian Democrats (DC), the Communist 

Party (PCI) and the Socialist Party (PSI). With the recent authoritarian experience still fresh 

in people’s minds, a core objective was to construct a political system that dispersed political 

power and prevented the executive from becoming too strong. This aim was reflected both in 

the constitution and the electoral law of the First Republic. The resulting political system was 

characterised by close to full proportional representation, many points of access for interest 

groups and a number of mechanisms through which the different branches and levels of 

government and even the electorate (through referenda) could control each other. As a 

consequence, no single institution was allowed to dominate (Hine 1993). In fact, with regard 

to the Italian parliament, which consists of two large chambers,104 the  Senate  (Senato della 

Repubblica)  and  the  Chamber  of  Deputies  (Camera dei Deputati) one author notes that 
                                                
104 The two chambers operate independently from each other and possess the same rights and powers (so-called 
perfect bi-cameralism). The Chamber of Deputies has 630 members and the Senate 315 elected members and 
currently 7 Senators for life.  
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“compared with other legislative bodies, such as the British Parliament and the American 

Congress, the Italian Parliament is almost understudied”, something which can be explained 

by “its perceived lack of importance by the academic and political class” (Bull 1996: 29). 

 

Executive power rests with the Council of Ministers which is also known as the government 

and is led by a prime minister or President of the Council (Presidente del Consiglio). The 

First Republic was characterised by a high degree of government instability. Between 1945 

and 1996 only three governments lasted more than two years. The electoral system was a 

major source of this instability for two reasons. First, the fully proportional electoral system 

transferred into parliament the fragmentation and strong polarization (e.g., Di Palma 1977) 

characteristic of the party system and made the task of constructing stable parliamentary 

majorities hugely complicated. The proportionality of the electoral system and absence of a 

threshold to keep smaller parties out, combined with the large number of parliamentary seats, 

allocated  seats  in  the  Chamber  of  Deputies  to  parties  with  as  little  as  1  to  2  per  cent  of  the  

vote (Zariski 2003). Second, the electoral law incorporated a so-called ‘preference vote’ 

giving voters the opportunity to vote for up to four candidates from their preferred party. The 

preference vote, hence, determined which candidates were actually elected from a party’s list 

and made parliamentary elections “inter-party contests and intra-party primaries” (Hine 1993: 

130) at the same time. A consequence of this rule was to generate intra-party competition, the 

building of alliances between candidates and the trading of favours (e.g., in the form of public 

expenditure commitments or jobs) against personal votes. All of this came in addition to the 

already strong inter-party polarisation. 

 

In  the  First  Republic,  thus,  government  always  took  the  form  of  a  coalition  consisting  of  

several parties with the Christian Democrats as the pivotal force and the Communist Party 

(PCI) as the main competitor in opposition. One may think that the more than four decades of 

DC-led governments were a source of stability and coherence in an otherwise erratic political 

tradition. But this would be a flawed interpretation. The Christian Democratic power base was 

a fragile one since intra-party divisions were deep (Hine 1993: 108), and the challenge from 

the PCI was strong. The party competition led to a pervasive politicisation of Italian society. 

Unions, state enterprises, civic organisations, media institutions, banks, newspapers and 

television were typically linked to specific parties. Public agencies, many of which were set 

up during the fascist period, gradually became dominated by party appointments distributed 

between coalition allies according to electoral strength. In this way political parties gained 
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influence over “agencies dealing with development, social security and welfare, housing, 

public enterprise, and local government” (Hine 1993: 68). As a consequence, there is a low 

degree of trust in the Italian bureaucracy; many Italians regard it as corrupt. In this regard, it 

should be mentioned that recruitment to the higher civil service actually happens mostly on 

the basis of competitive examination. However, perhaps because they face a poorer job 

market in general, the bureaucracy attracts a disproportionate number of individuals from the 

most economically underdeveloped and tradition-bound regions of the south. More generally, 

the Italian bureaucracy tends to be traditionalist and sceptical towards policy innovations, and, 

given their mainly legal training, civil servants typically base their actions on rigid legalism 

(Zariski 2003). 

 

The legacy from the First Republic was a political system that for too long had been 

dominated by the DC which had maintained its grip on the prime minister’s office precisely 

through clientelist ties and sharing of spoils. As Sassoon states, the “DC maintained its power, 

but only by sharing it more and more with its coalition partners. […] By the 1980s, […], the 

DC  no  longer  knew  what  to  do  with  its  power,  except  keep  it.  It  had  no  perspective,  no  

strategy, no long-term aim” (Sassoon 1997: 277). The particularistic and clientelist nature of 

the Italian political system that characterised the First Republic is crucial for understanding 

why, in the words of Maestri “the Italian pension system has developed along ambiguous and 

contradictory lines due to a clear guiding principle” (Maestri 1994: 20).  Turning, in the next 

section, to the evolution of the pension system more concretely, we shall see that the Italian 

case is the best illustration of how the political system and policy legacies interact through 

mutually reinforcing dynamics making institutional inefficiencies very hard to escape from 

once they have occurred. But before doing so, a short description of the more recent changes 

to the Italian political institutions is in place.  

 
Since the early 1990s some significant changes have been made to the institutional 

architecture of the Italian political system. In 1992 the tangentopoli scandal, which involved 

the disclosure of a complex system of corruption involving many top politicians105 and 

important businessmen, left the old party system in deep crisis. With the traditional parties 

discredited, the centre-left government led by the socialist Giuliano Amato benefitted from an 

unusual autonomy from parliament and was able to pass a crucial fiscal austerity package (of 

                                                
105 Nearly 1/3rd of the members of parliament, almost all belonging to parties backing the government, were 
investigated for corruption.  
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which pension reform was a key ingredient) to deal with the financial crisis the country was 

going through at the time. Together with the new electoral law of 1993, tangentopoli marked 

the end of the First Republic. The preference vote system had been removed in a reform step 

two years earlier, and in 1993 a complicated formula based on a mix of proportional 

representation and first-past-the-post to assign seats was introduced for both the Senate and 

the  Chamber  of  Deputies.  In  the  1994  elections  one  saw  a  clear  break  with  the  past.  Old  

parties transformed themselves and some new ones appeared, most importantly Silvio 

Berlusconi’s Forza Italia and Umberto Bossi’s Lega Nord. Admittedly, the goal of reducing 

the number of parties had not been reached, but owing to the new more majoritarian electoral 

system, parties started to form competing pre-electoral alliances or blocs. In this way, in the 

Second Republic the potential parliamentary majorities have been established ahead of 

elections, instead of only afterwards, giving the electorate real government alternatives and 

more of say in selecting would to govern the country.  

 

Since 1996 there has been a clear bipolar tendency with most parties gathering in a centre-left 

and a centre-right pre-electoral alliance. It should be added that while the 1993 electoral law 

led to true competition between realistic government alternatives, keeping coalitions together 

continue to represent a formidable challenge in Italian politics. The tendency has been to form 

the pre-electoral alliances with a view to winning the election and only afterwards worry 

about sorting out policy differences between the coalition partners. In December 2005 the 

electoral system was changed again with a hugely controversial law passed by the Berlusconi 

government against fierce protests from the centre-left opposition. The law introduced an 

extremely complex system of proportional representation. However, the problem of managing 

variegated and undisciplined coalitions does not seem to have disappeared. The latest 

example is the current Berlusconi government which enjoyed a solid majority in parliament 

until an important faction linked to the Gianfranco Fini’s Alleanza Nazionale decided to break 

out in the summer of 2010, leaving Berlusconi’s future as prime minister much more 

uncertain. In sum, though the formal political structures have undergone large reforms over 

the last two decades, it is more questionable whether Italian politics has really renewed itself 

when it comes to policymaking style and problem-solving capacities.  
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5.1 Pension politics all’italiana: A story of ever-growing pork barrels106  
 
Turning more specifically to the question of how the peculiar Italian approach to welfare has 

come into being, this section outlines the most important events in the history of Italian 

pension politics. To understand the contemporary problems which the Italian welfare state is 

facing it is fundamental to know something about the creation and functioning of past 

policies. The aim of the section is above all to shed light on the political factors which have 

driven the system forward into what it is today. We shall see that there has been little 

systematic policy planning and ideologically driven political activism involved in the process 

(Della Sala 1988: 111). As Lynch convincingly demonstrates, even though the Democrazia 

Cristiana (DC) enjoyed electoral dominance for more than four consecutive decades from 

1948 to 1992, one finds, for instance, little evidence that Catholic doctrines have played a 

significant role in shaping the Italian welfare state (Lynch 2009). After having learnt about 

the Italian political system in the previous section, it should not come as a surprise to hear that 

the policymaking process, instead, has been dominated by governments and politicians 

fighting for their own, often precarious, political survival by buying off specific clienteles. 

One of the biggest institutional flaws has been a public administration suffering from a lack of 

professionalism, impartiality and consequently also efficiency (Ferrera and Gualmini 2004: 

45-46). In this setting pensions have come in as a convenient instrument to satisfy important 

clienteles  (Ferrera and Jessoula 2005: 25; Regonini 1990: 361). It is an area in which 

expansionary measures have high visibility. Thus, measures to ensure responsible public 

spending have typically fallen short of other more popular policy initiatives. As Della Sala 

remarks, “the budget reflects the accretion, over the last 20 years or so, of objectives and aims 

of public sector intervention that are not always compatible with controlling public 

expenditures” (Della Sala 1988: 111).    

 

Italian public social security can be said to date back to the late 19th century with the 

introduction of a compulsory insurance against industrial accidents and a state-subsidised 

voluntary old-age and disability pension scheme. The first major steps in welfare reform took 

place in the wake of World War I. By that time the Italian labour movement and also the 

Socialist Party, which were both initially hostile to the idea of compulsory social insurance 

                                                
106 For a formalistic analysis of pork-barrel politics in Italy, see the recent article “Pork-Barrel Politics in 
Postwar Italy, 1953-94” by Golden and Picci (2008).   
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schemes, had changed their minds.107 In 1919 a funded pension scheme, which was 

compulsory for private sector workers with earnings below a certain threshold, was set up by 

decree (decree law 603/1919). The scheme followed occupational lines and took the form of a 

social insurance model. The level of benefits awarded was closely linked to the recipient’s 

work history and level of pension contributions paid. The fact that the original public pension 

programme was linked to workers’ career profiles and covered only a limited part of the 

workforce had important consequences for the subsequent trajectory of Italian pension 

policies.  Following  the  careful  start,  there  was  ample  room  to  expand  the  system,  and  

policymakers soon discovered that the pension system was an institution well suited as a tool 

in the quest for votes and to award loyal supporters. This start can be contrasted with the 

German and  Swedish  cases  which,  as  we  shall  see  in  chapters  6  and  7  started  with  a  more  

comprehensive earnings-related scheme and a universal system respectively.  

 

During the Fascist regime in the 1930s and 1940s, one saw a great increase in the area of 

social  security  programmes,  particularly  with  regard  to  family  and  sickness  provisions.  The  

‘corporatist’ orientation of the labour and economic policies which followed during the 

Fascist years fitted well with the already established Bismarckian foundations of the system 

(Jessoula 2007: 2). As far as old-age pensions are concerned, already prior to the Second 

World War the system, which was organised along occupational lines, had fragmentation as 

one of its core traits. It did not undergo significant structural changes during the Fascist years. 

Following Hall’s (1993) useful distinction between first, second and third order changes in 

public policy, the modifications that took place during this period were mainly of a first order 

nature and were, thus, far from introducing any paradigmatic innovations. An example of 

such a first order change, i.e. in the precise settings of the existing pension policies, came in 

1939 with the lowering of the legal retirement age to 55 for female and 60 years for male 

private sector employees (Jessoula 2007: 3). 

 

Arguably the most important legacy left behind by the Fascist regime was of a more 

administrative or institutional character, namely an overall bureaucratisation and 

rationalisation of the welfare state architecture. Three major national insurance agencies were 

set up.108 At the outset of the Second World War, public social expenditure amounted to 15-

17 per cent of the total public spending. This was already two and a half times as much as in 

                                                
107 The Italian labour union officially switched position in 1911 and the Socialist Party in 1912 (Paci 1984: 314).  
108 INPS (1933), INAM and INAIL (set up 1933).  
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1922 (Ferrera 1986: 389). Left behind from the Fascist regime was an institutional framework 

in which social  security was divided into three parts:  social  insurance (previdenza) aimed at 

income maintenance, health care (sanità)  and  social  assistance  (assistenza). This distinction 

remains valid even today. Also important to note is the fact that one already during this period 

sees the emergence of what came to characterise the expansion of the Italian welfare state in 

the First Republic, namely particularistic institutional arrangements and clientelistic 

exchanges.109 One move which clearly accentuated the trend of differential treatment across 

occupational categories was the introduction of special pension funds with particular 

privileges for public administration employees (Ferrera 1984: 35; Lynch 2006: 175). Thus, it 

can be argued that the Fascist regime created the basis for the particular clientelistic and 

fragmented system which was then consolidated during the postwar period (Cherubini 1977: 

300; Ferrera 1984: 36). This view is also supported by Paci, who remarks about the fascist 

period that the social intervention of the state put in place a highly interwoven relationship 

between groups of middle class professionals, the state bureaucracy and the fascist party. 

Through the setting up of a network of para- or quasi-statal agencies, a parallel bureaucracy 

exempted from judicial and parliamentary scrutiny emerged. Instead of serving the broad 

masses this network predominantly served a clientele that was important for upholding the 

regime (Paci 1984: 315).  

 

The war years had a different effect on Italy than on many of the other European countries. 

Instead of strengthening national solidarity, the Second World War exacerbated domestic 

divisions. After the War, Italy had to rise from the ruins of the Fascist regime and national 

unity and solidarity had to be re-established. The issue of welfare climbed to the top of the 

national agenda particularly due to the precarious social and economic state of the country. As 

Ferrera points out, “[r]econstruction’, thus, became the motto of the post- and anti-Fascist 

leadership, the target of a massive effort to reorganize and rebuild the economic and social 

infrastructure. Some urgent steps also had to be taken to assist those people who had been 

most severely hit by the war damages and to support the pensioners’ income” (Ferrera 1986: 

389). In the wake of the Second World War and in the context of setting up a constitution for 

the newborn Italian republic, a debate on the overall approach to social security took place. 

Although all parties favoured an anti-fascist future for the country, there was little agreement 

                                                
109 More concretely, the roots of a fragmented pension system and the beginnings of public sector privileges can 
be traced back to the 1920s during which a series of special public sector occupational funds were set up (see 
Ferrera 2006: 7, footnote 19; Paci 1984: 300-301).  
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on the exact direction the country should take. Whereas the Left favoured strong workers’ and 

union autonomy and pressed for comprehensive reforms, the Christian Democratic Party 

perceived this as a threat to the Church’s social assistance network and ultimately feared a 

communist takeover (Ferrera 1986: 389).   

 

The new republican constitution of 1948 included a paragraph which guaranteed a wide-

ranging state involvement in the provision of welfare for the people. Article 38(1 and 2) of the 

1948 Constitution states that:  

 All citizens unable to work and lacking the resources necessary for their 
existence are entitled to private and social assistance. 

 Workers are entitled to adequate insurance for their needs in case of accident, 
illness, disability, old age, and involuntary employment.110   

 
Thus, the new constitution created a clear commitment towards a comprehensive welfare 

state,  and  shortly  after  its  promulgation,  the  official  reform  commission  (known  as  the  

D’Aragona Commission) which had been given the task of drawing up a proposal for reform 

of the existing system of social protection, published their work. Though not a Beveridgean 

reform plan, the fundamental principle on which the Commission’s proposals rested, is 

similar to the core ideas of the famous Beveridge Report of 1942. It recommended that “social 

insurance intervenes in all cases in which a worker finds itself is in a verified state of physical 

or financial need” through the introduction of a “minimum economic support” and also health 

care (Commissione per la Riforma della Previdenza Sociale 1948: 5). More concretely, 

though not advocating a full-scale universal welfare state model, the D’Aragona Commission 

wanted to set the emerging Italian welfare state on a more universal path by guaranteeing 

social insurance coverage to all workers and as well as their families. That is to say, they 

envisaged a social insurance model under which different categories of workers would be 

treated much more equally. The proposals relied on the view that a completely citizenship-

based approach would be inappropriate in the Italian situation. However, through economic 

recovery full employment for male breadwinners would, sooner or later, be achieved. This, in 

turn, would ensure that close to all families had access to benefits through the male, employed 

family head (Jessoula 2007). Furthermore, the D’Aragona commission also argued for 

administrative unification and simplification of the social protection system (Commissione 

per la Riforma della Previdenza Sociale 1948: section 16; Ferrera 1984: 36-37). However, 

                                                
110 Italian Constitution, 1948, http://servat.unibe.ch/icl/it00000_.html ; own emphasis. In addition, article 32 
makes reference to the protection of individual health as a basic right.  
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arguably illustrative of how the Italian pension politics have moved forward, 60 years later 

the problem of system harmonisation and simplification still remains on the policy agenda!  

 

 

The postwar decades: Pensions as the perfect gift 

It has been pointed out that “in Italy it can be easily be shown that that in the proximity of 

each great electoral confrontation there has always been a political bargain on pensions at 

stake” (Regonini 1980 quoted in Ferrera 1986: 446; see also Regonini 1990: 351). The 

extension of pension entitlements and a modification of benefit formulas to make them more 

generous have served as a visible and attractive gift to clients whose electoral support has 

been considered crucial to stay in power (Ferrera 1984: 195; Ferrera and Jessoula 2005). In 

spite of article 38 and the reform proposal of D’Aragona Commission, a minimum social 

security benefit or pension remained absent. After the 1948 elections a centrist government 

coalition led by the DC came to power. The subsequent years were characterised by a 

government that was more concerned about maintaining the interests of their clients than 

about creating a more uniform system and introducing a minimum pension guarantee that 

would fulfil the obligations enshrined in the 1948 Constitution. Especially the employer’s 

federation Confindustria was against  the introduction of a minimum pension on the grounds 

that it would “contaminate” the “healthy” linkages between contributions and awards (Lynch 

2006: 154).111 Furthermore, national politics was dominated by a multitude of conflicting 

interest groups and processes of cooptation and clientelism which persistently blocked the 

road to radical reform.112 A minimum pension was finally introduced in 1952. However, this 

was far below subsistence level and old-age poverty remained a serious problem.  

 

The  1950s  and  1960s  also  saw  the  expansion  of  the  system  to  all  other  types  of  workers  

(farmers 1957, artisans 1959, and traders/shopkeepers in 1966). Another noteworthy step in 

the  development  of  the  Italian  pension  system  took  place  in  1956  with  the  introduction  of  

pensioni d’anzianità (seniority  pensions)  for  public  sector  employees.  In  colloquial  terms  

these have become known as “baby pensions”, because they allowed public sector employees 

                                                
111 It should be noted, however, that in general Confindustria, contrary to what one might expect, has not been a 
decisive actor in determining the direction of the Italian pension system (Regonini 1990: 354). 
112 See e.g. Masulli (2007) for a brief elaboration of the clientilistic linkages of the period 
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to retire after only 20 years of service (15 years for women) regardless of age.113 Employees 

in the public sector belonged to the middle class and were a professional category to which 

the DC paid particular attention (Jessoula 2009). As a consequence the particularly privileged 

position of the public sector officials was strengthened further. The public sector baby 

pensions also paved the way for the establishment of seniority pensions for private sector 

employees in 1965. The largest trade union, CGIL,114 had  made  this  a  key  demand  on  the  

grounds that it was a privilege already enjoyed by other groups (Lynch 2006: 161). More 

specifically the new rule allowed private sector employees to retire after 35 years of work 

regardless of age. Though not as generous as for public sector employees, the extension of the 

seniority pension option to the private sector, nevertheless, came with an enormous price tag, 

the implications of which current reforms are still struggling to come to terms with.  

 

In the major 1969 pension reform (law 153/1969), the compulsory state pension system was 

turned into a PAYG programme and a basic means-tested scheme aimed at the prevention of 

old-age poverty was set up. Furthermore, old-age pensions were made more generous. After 

40 years of contributions a worker would be entitled to benefits equivalent to 80 per cent of 

previous  earnings.  It  is  also  worth  noting  that  since  pensions  were  indexed  to  follow  wage  

growth (the so-called cost-of-living indexation), effective replacement rates could go far 

beyond  the  80  per  cent  level  as  long  as  wage  levels  continued  to  increase.  Also,  it  should  

come as no surprise that many groups, for example public sector employees, were also 

exempt from the 80 per cent ceiling. Since wages kept increasing through the 1970s, the 1969 

reform had obvious consequences for the costs of the public pension system. It is should also 

be mentioned that even though the earnings-related pensions were raised, the new means-

tested social pension was set at a level too low to provide a true safety net for retirees with no 

other pension rights. In 1988 the ceiling on pension replacement rates was removed making 

the system still more generous for certain groups (Regonini 1990: 354).  

 

Examples of the importance of pensions in the political parties’ quest for the support of 

groups they considered a core part of the electorate have been many. For instance, such a 

dynamic was highly visible in the campaign before the 1958 parliamentary elections. Various 

groups of independent agricultural workers (small farmers, sharecroppers and tenant farmers) 
                                                
113 To be precise, the 1956 legislation made access to seniority pensions in the public sector conditional on 25 
years of service (20 for women), and in a subsequent step, about two decades later, the required number of 
service years was reduced to 20 (15).  
114 CGIL, Confederazione Generale Italiana del Lavoro 
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had obtained pension insurance coverage in 1957. The DC made the question of extending 

pension rights to other self-employed groups into one of their main concerns in the electoral 

campaign. Immediately after their electoral victory, the public pension system was expanded 

to include self-employed artisans.115  

 

By the early 1960s the pension system consisted of some pension funds that ran a surplus, for 

instance the large Fondo pensioni lavoratori dipendenti (FPLD) and the smaller special funds 

for free professionals, and others that suffered from large deficits, such as several of the funds 

for the self-employed. In general, the funds running surpluses, covered dependent workers 

belonging to occupational categories which consisted of plenty of active workers (i.e. 

contributors to the system) and relatively few benefit recipients. At the time, the FPLD, which 

covered the majority of private sector employees, benefited from such favourable structural 

conditions. The newly established funds for the self-employed faced a completely different 

reality. The major part of these funds covered self-employed workers belonging to traditional 

occupations such as farmers, fishermen and craftsmen. With postwar economic growth and 

industrial advances, structural changes in the labour market worked to the disadvantage of 

these categories. There were two complementary trends at work. First, the migration of 

younger workers to other occupational sectors led to a reduction of contributory base. Second, 

the fact that the number of retirees being served by these funds were increasing rapidly, 

served to further exacerbate their precarious financial situation (Ferrera 1993: 261). In 

addition, as we recall, the funds insuring the self-employed had been set up by DC 

governments to satisfy specific clienteles. In order to make the gifts as “efficient” as possible, 

contribution rates had been set at a modest level and the benefit qualification criteria were 

rather soft (Lynch 2006: 173).  

 

After having argued on several instances already that clientelism is a core feature of the 

“Italian pension story”, it becomes necessary to illustrate in more concrete terms how a 

system of patronage has influenced the evolution of the pension system. How did clientelistic 

practices consolidate themselves after the seeds of such a system were sawn in the liberal era 

and consolidated during the fascist regime and in the postwar era? Two aspects appear crucial. 

First, electoral competition has been a core motivation for introducing (generally expansive) 

modifications to the pension system. As already outlined, the First Republic was infamous for 

                                                
115 Law 463/1959 extended pension insurance to artisans. Another fund, based on the same regulations as the 
artisan’s fund, was set up for shopkeepers/small traders (commercianti) in 1966 (law 613).  
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the instability and weakness of its governments. Here it suffices to remind the reader that 

from the end of the Second World War until the end of the First Republic in 1992 the country 

experienced 50 different governments! Second, the administrative structures of the Italian 

welfare  state  seem  fundamental  to  the  evolution  and  (mal)functioning  of  the  system.  The  

administrative apparatus suffered from a high degree of “partisan colonisation” and a rational, 

Weberian bureaucracy was missing (Ferrera and Gualmini 2004: 45). Given that the state 

bureaucracy has traditionally been fraught with partisan ties, these two dimensions have gone 

hand in hand.  

 

In  the  1963  election  campaign  the  parties  of  the  left,  particularly  the  Partito Socialista 

Italiano (PSI  –  Italian  Socialist  Party),  with  the  support  of  the  unions,  argued  for  the  

introduction of a more universal national social insurance system, which would include a flat-

rate ‘social’ pension and a supplementary  Such recommendations were also articulated in a 

report by the tripartite Consiglio Nazionale dell’economia e del lavoro (National Council for 

Economy and Labour,  CNEL) (see CNEL, Consiglio Nazionale dell'Economia e del Lavoro 

1963). On the whole, the CNEL reform proposals echoed those of the 1948 D’Aragona 

Commission. At the time, the DC was, however, against such radical reform, and managed to 

outmanoeuvre the opposition and settle the reform question to their advantage by introducing 

voluntary pension insurance for housewives and by further extending pension entitlements to 

some smaller professional categories116 (Ferrera 1984: 195-196; 1986: 446).  

 

Overall, little came out of the CNEL recommendations in terms of concrete regulatory 

changes. As an outcome of tripartite negotiations between the government and the unions in 

1964, a law called “Launch of the Pension Reform” was passed a year later. The law set up an 

INPS administered Social Fund from which a flat-rate, basic pension for all pensioners 

covered by the INPS administered pension funds, would be paid. This was meant to represent 

a first step towards a universal citizen’s pension (Ferrera 1993: 261-263; Ferrera and 

Gualmini 2004: 33). However, it soon became clear that the road towards a universal system 

was in effect a dead-end. The obstacle to making the final move to a truly universal system 

seems to have been, above all, the interaction between two factors; the political system and 

the by now established pension system. First, we have noted the rather erratic nature of Italian 

policymaking. According to Di Palma (1977), who has provided on of the most forceful 

                                                
116 Such as, for instance, accountants and surveyors. 
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accounts of law-making during the First Republic, the proliferation of so-called leggine 

(‘small laws’) and the habit of micro-sectorial policymaking cluttered the parliamentary 

agenda in such a way to prevent discussion and agreement on more comprehensive reform 

proposals. Second, by now the structure of the pension system carried considerable weight. In 

the situation of having a fragmented system with some financially very strong funds and 

others that were running big losses, any move towards a more harmonised, universal system 

seemed effectively blocked.  

 

To some degree the government sought to finance these deficits out of general revenues, but it 

also became clear that they wanted to implement a model of “enforced inter-occupational 

solidarity” in which the “stronger” categories would support the “weaker” ones. The unions 

and  the  Left  had  originally  seen  the  above-mentioned  Social  Fund  as  a  step  to  introduce  a  

wide-reaching pension system capable of fulfilling the constitutional of pledge of securing all 

workers adequate insurance for their needs in case of old age (article 38). When it turned out 

that the government assumed only partially the financial responsibility for the Social Fund 

and that the remainder of the costs had to be covered primarily by contributions made to the 

private sector fund FPLD, the unions, with the CGIL in front, turned against the universalist 

project. Instead they started to defend occupational pension entitlements as “deferred wages” 

(Ferrera 1993: 262-263; Lynch 2006: 172-173; Natali 2007: 158-159; Regini and Regonini 

1981: 223). A logical consequence of framing pensions as part of a worker’s wage package 

was to demand direct union involvement in the administration of the pension funds. This 

change in attitude set the scene for the controversies which culminated with the significant 

1969 pension reform.  

 

Social insurance had been an item on the political agenda during the whole postwar period, 

but the biggest showdown over pensions came in 1968-69 in the wake of the 1968 elections. 

The key issue at stake was the introduction of earning-related pensions within the general 

INPS scheme. Two fronts emerged after the elections; the centre-left government (with the 

DC and PSI as the main parties) stood together with the two unions CISL and UIL117 against 

the  PCI  (the  Communist  Party)  and  its  union  CGIL.  Just  before  the  elections,  following  

negotiations with the CISL and the UIL, the government had passed a law introducing an 

earnings-related benefit formula and an increase in the pension contribution rate. However, 

                                                
117 CISL, Confederazione Italiana Sindati dei Lavoratori and UIL, Unione Italiana del Lavoro 
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the measures stirred up massive protests, particularly among industrial workers in the north 

(Ferrera 1984: 263; 1993: 196). Aided by large gains in the 1968 elections, the PCI, together 

with CGIL, announced a general strike and mobilised intense workers’ protests. As a 

consequence of the massive opposition, the government was forced to revise the 1968 law 

giving in to most of the communists’ demands. 

 

The  1969  reform  was  significant,  not  only  for  its  policy  contents,  but  also  because  of  its  

political implications. Ferrera and Gualmini forcefully argue that  

[p]olitically, the 1969 pension reform inaugurated a new phase of all-
inclusive spoils-sharing system, extended to the PCI and to the trade 
unions […]. Institutionally, the reform created a true ‘labyrinth’ of 
different occupational funds, with different negotiations, easily 
permeable to partisan manipulations and mass patronage practices 
(Ferrera and Gualmini 2004: 50).  

Similarly, Ascoli describes the 1969 reform as an “emblematic case of how social policy 

constitutes an important instrument of legitimation and of consensus” (Ascoli 1984: 36). With 

regard to practical implications, the reform represented an irrevocable institutionalisation of 

the trade unions’ right to take part in the management of the pension funds. From this moment 

organised labour’s involvement in pension policymaking, that is, with regard to formulation 

of policy as well as its administration, became all-encompassing. It was the only actor to have 

guaranteed for itself participation on all sides of the negotiating table (Regonini 1990: 352). 

With regard to the formation of union preferences, it is noteworthy how also the unions were 

subjected to particularistic internal pressures. For instance, for years public sector workers 

were active in guarding their privileged status in the system, by ardently contesting any trade 

union  proposal  to  harmonise  public  and  private  sector  pension  rules.  Similarly,  the  textile  

industry, due to a high proportion of female workers, reacted negatively every time the idea of 

equalising the retirement age for men and women was brought forward (Regonini 1990: 353).  

 

To  sum  up,  clientelistic  practices,  on  the  basis  of  which  the  Italian  pension  system  rested,  

were defined by highly fragmented institutional arrangements relying on patronage rather 

than professionalism. As already highlighted, the foundations of patronage institutions can be 

traced back at least to the Fascist era. With an increasingly unionised labour force, union 

bargaining power grew stronger; the result of which was most clearly seen in the 1969 reform. 

The road towards a more universal pension system had become even more unthinkable. It 

appears that the only sense, in which one can speak of universalism all’italiana, is ‘universal’ 
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spoil-sharing;  that  is,  everyone  happily  grabs  a  piece  of  the  pension  cake,  but  then  runs  off  

without paying the bill. Thus, in its institutional structure the pension system grew into a 

complex ‘pension network’ (Natali 2007: 159; Regonini 1990) which consisted of intricate 

links between the political parties, organised labour, the numerous different pension funds and 

agencies, and the wider public administration. This area of sottogoverno (sub-government) 

has lent itself well to clientelistic exchanges. Appointment of persons with party affiliations to 

administrative post across all levels of the bureaucratic hierarchy has been common practice.  

 

Furthermore, the web of so-called patronati118 has provided an explicit link between the 

political  parties,  the  unions  and  the  different  clienteles.  The  patronati are quasi-partisan 

patronage institutions, which typically have their headquarters in Rome, but with a wide 

network of local offices. They are grass-root organisations offering assistance to workers in 

all areas of welfare; such as information with regard to rights and procedures and legal 

support in case of problems with benefit application. Typically the patronati do not only have 

ties to a political party, but is often a sub-unit of a larger trade union or occupation-specific 

interest organisation119 (Ferrera 1986: 448-449; Regonini 1990: 352-353). Within the 

framework of such a patronage-based welfare administration, in which most actors have 

particular clients to serve, the upward spiral of continuous system expansion (with respect to 

the generosity of benefits as well as the strictness of eligibility criteria) has proved hard to exit 

from. Once a system of special treatment and favours has been institutionalised, a removal of 

these privileges is, of course, associated with considerable political risk.   

  

 

Consequences of expansion  

As we have seen (both in chapter 4 and in this chapter), before the reform decade of the 

1990s, the Italian welfare state comprised a multitude of different schemes operating 

alongside the ‘general’ INPS scheme, which covered the typical industrial worker. The 

system had grown considerably in size and the welfare clientele had not only increased in 

numbers, but also in extension. There was “structural continuity” along a path that was 

dominated by particularism and clientelistic control (Paci 1984: 316). In this context, the 

particular nature of the policy area under scrutiny in this paper merits a brief remark. As we 
                                                
118 The first patronati were set up in the 1940s and as the welfare state came to cover more occupational groups, 
the number of patronati increased. 
119 For an overview of patronati recognised by national law and their affiliations, see 
http://www.inps.it/servizi/Patronati/Info_patronati.htm.  
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have seen, pension benefits have been highly visible to the recipients, and have, hence, proved 

an attractive and convenient tool for politicians in the run-up to elections. At the same time, 

the costs of the awards at stake, i.e. the financial implications of the pension system, are a lot 

more diffuse and have frequently been hidden or even postponed. In particular, the typical 

PAYG mode of financing, have served to reinforce the mechanism of fuzzy redistribution. 

That is, the statement that those who pay and those who receive are not identical becomes 

particularly applicable to such models. The possibility of disguising or deferring costs has 

been amply exploited by Italian policymakers. One of the most common methods of doing 

just this, has been to spread costs across the whole pool of contributors or to pass them on to 

future generations (Regonini 1990: 361).  

 

In general, expansionary social policies have served as an important source of legitimacy for 

the Italian political system (Ferrera and Jessoula 2005: 25). In an era of economic growth and 

expansion, it was possible to hide the real costs of such policies through what appeared like a 

positive-sum game in which some gained and nobody lost out (Natali 2007: 107). But with 

economic slowdown and alarming demographic projections emerging in the 1980s, it became 

more and more apparent that it would be impossible to continue down the old path. Changes 

in employment and family relations have had implications also for the incidence of many of 

the standard social risks, against which the welfare state provides protection (e.g. 

unemployment, poverty in old age, and illness). As a result, the consequences of social policy 

have  been  altered  (e.g.  Bonoli  2003).  In  the  Italian  case,  a  system  originally  designed  to  

protect the weakest in society, had by the 1990s been transformed into a system that served 

particular privileged groups with the implication that income and status differences were 

exacerbated rather than reduced. A gap has emerged between the original intentions and the 

actual effects of the system, and Hacker’s (2005) notion of institutional drift seems like an apt 

characteristic. Hence, at least in its pre-reform image, it exemplifies how “[t]he welfare state 

is not just a mechanism that intervenes in, and possibly corrects, the structure of inequality; it 

is, in its own right, a system of stratification” (Esping-Andersen 1990: 23).  

 

Along the lines of the more general theoretical considerations of Hacker and Esping-

Andersen, Ferrera and Jessoula introduce the concept of ‘redistributive sliding’ in order to 

describe the redistributive properties of the Italian pension system. More specifically they 

argue that “social policies, originally crafted as redistributive measures, turned their nature 

into distributive policies, offering concentrated benefits to selected social groups while 
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dispersing and obfuscating their costs” (Ferrera and Jessoula 2005: 25). Further reinforcing 

the  trend  of  ‘redistributive  sliding’  was  the  tradition  of  deficit  spending,  which  is  a  way of  

shifting the financial burden of welfare provisions onto future generations. Additionally, the 

high costs of the pension system is not only due to a low legal retirement age, but also the fact 

that  many  workers  are  allowed  to  retire  much  ahead  of  this  age  through  the  provision  of  

‘seniority pensions’120.  In fact,  in 2000 the real  average retirement age in Italy was 59.1 for 

men and 58.9 for women (Ministero del Welfare 2002: 22). Particularly public sector 

employees have traditionally enjoyed a privileged status with an extremely generous benefit 

formula and the right to retire after only 20 years of contributions121 (see figure 5.1). The full 

implications of seniority pensions in terms of drain on the system became apparent only when 

the first generation of workers with fully matured pension rights started to retire after the mid-

1980s (Lynch 2006: 160-161). Finally, pension benefit levels are highly skewed in their 

distribution. At the lower end of the pre-retirement income scale, pension benefits are 

relatively modest. Conversely, at the other end they are extremely generous (Lynch 2006: 

145). 

 

To be sure, as has already been emphasised on several occasions, the broader context of 

population ageing, globalisation and adverse trends in the international economy and 

corresponding labour market changes helps to explain the dynamics of problem pressures, 

which are currently confronting the Italian pension system. However, given this context, to 

understand more fully the roots of the problems and how redistribution has taken on such a 

particular nature, one must turn to politics and the nature of policymaking.122 With the 

following words Di Palma convincingly provides a justification for the above argument and 

neatly summarises what underlie policymaking ‘the Italian way’:  

[L]ittle if any that is public saves itself from the smothering embrace 
of politics. Radio and television are strictly controlled by the 
government and their offices are important prizes in the equilibrium 
games of government partners. Bureaucracies and public agencies are 
similarly colonised by parties and factions in government. Political 
clientelism has built a spider web of partisan alliances and dealings 
reaching all sectors of society. It involves party factions and cliques in 
all sorts of economic and social endeavours, especially those 
connected with the building and control of infrastructures, such as 

                                                
120 The so-called seniority pension (pensione di anzianità) allows a worker to retire prior to the legal retirement 
age if a pre-defined number of years of contribution had been reached. The contributory period necessary to be 
eligible for a seniority pension varies across occupational groups.   
121 This type of seniority pensions were known as “baby pensions.” 
122 For exemplifications of works which seem to represent such a view, see e.g. Regini and Regonini (1981) and 
Di Palma (1977: 5).   
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welfare, education, housing, transportation, communication, services, 
cooperatives, and the like. The public sector, never small in Italy to 
begin with, has reached proportions and scope that only socialist 
countries can match (Di Palma 1977: 5-6).  

 

In sum, we have seen that pensions all’italiana have  to  a  large  extent  been  an  outcome  of  

organisational features of pension system itself and the policy choices (or non-choices) made 

during the postwar years of welfare state expansion, which, in its turn, can be interpreted as a 

product of weak governments owing to precarious parliamentary majorities and the ensuing 

clientelist practices. In the next section, I consider the extent to which the recent reforms have 

included measures to rectify the ‘redistributive sliding’ of the old system. Have the pension 

reforms of the last 15 years made the Italian welfare state more prepared to tackle the 

challenges posed by new social risks, or are there new or persistent problems on the horizon? 

Furthermore, how have the patterns of policymaking changed? 

 

 

 

5.2 Italian pension politics since 1990: An elephant in the jungle!123 
 
In the following section I  will  try to illustrate that  in its  reformed version, the Italian public 

pension system fits the image of an elephant moving around in the jungle. Just like the real-

world animal, it is generally bloated, slow-moving and long-lived. The major difference 

seems to be that by the time the previous old age public pension regime has been actually 

faced out, it will have had a lifespan far longer than the average elephant…! It can be argued 

that it is moving around in a ‘jungle’ in several respects: First, foreseeing the amount of future 

pension benefits is more difficult in a define-contribution system, and, thus, at the individual 

level the new system is associated with a higher degree of uncertainty with regard to future 

replacement rates. Second, the reforms have brought a myriad of transitional rules into the 

system, making the overall picture rather messy. Harmonisation at the intra-generational or 

cross-sectoral level has clearly come at the expense of clarity with regard to the inter-

generational picture. The latter has become a lot more complex as a result of the reforms. 

Third, one may speculate whether we will simply see a transfer of the key characteristic of the 

                                                
123 This section title has been inspired by the title of K. Hinrichs’ excellent chapter Elephants on the Move: 
Patterns of Public Pension Reform in OECD Countries in Leibfried (2001).   
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old public system, namely its extreme segmentation along occupational lines, to the growing 

occupational and individual pillars.  

 

Already since the mid-1970s Italy had experienced signs of a looming economic crisis, 

including a high level of unemployment and low economic growth. However, as noted on 

several occasions already, a defining feature of the Italian political system was weak 

governments relying on the support of multiple parties for survival. Governing coalitions 

were often fraught with internal conflicts, and fronts were often so polarised that efficient 

policymaking was blocked. Although there was no lack of proposals to reform social 

insurance during these years (e.g. Ministero del Tesoro 1981), the frequent elections and 

changes in government prevented any reform plan from reaching the end stage of the 

legislative process (Ferrera 2006). Then, at last, in the 1990s it appears that the Italian 

‘pension elephant’ started to turn around; its troubles had become too large to ignore. That is, 

since 1992 the Italian pension system has undergone a series of deep reforms.  

 

 

Step-by-step towards a multipillar architecture 

A number of factors came together to prompt and make possible the wholesale reform efforts. 

First, it was clear to everyone that Italian public finances were in a very bad shape. In 1991 

the fiscal budget deficit amounted to 10.5 per cent of GDP and public debt had reached 108 

per cent of GDP. These figures were miles away from the targets fixed in Maastricht in 1992 

for the accession to the European Monetary Union.124 Second, the severe institutional crisis of 

the Italian political system triggered by the tangentopoli scandal in the spring of 1992, and the 

above-mentioned economic crisis opened an unprecedented window of opportunity for policy 

reform. A third argument that is often raised in the literature is the impact of the European 

Union. For instance, Ferrera and Gualmini (2004: 10) argue that pressures from the European 

level were crucial in quieting possible sources of resistance. This picture does not, however, 

fit well with how the most important political figure at the time, Giuliano Amato, in his 

capacity of Presidente del Consiglio, perceived the situation. In fact, like Franco (2006), he 

tones down the importance of Europe. On the question whether the Maastricht agreement 

served as a lever for reform, Amato’s answer is uambiguous:  
                                                
124 The so-called Maastricht or convergence criteria set out certain targets that had to be met in order to be 
allowed to take part in the European Monetary Union.The most important of these were: 1) A rate of inflation 
which is no more than 1.5 higher than the three lowest inflation member states, 2) total government debt not 
exceeding 60 per cent of GDP, and 3) an annual budget deficit no higher 3 per cent of GDP.   
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No, there was the kind of presentation of the [European] Union as the, 
let’s  say,  the  mother-in-law  that  asks  us  to  do  these  things,  but  no  
more than that. Because, generally the European Union as the external 
constraint that you have to abide to, is particularly efficient when there 
are no visible domestic reasons to do something. When there is a 
reason, domestically understood and accepted to do something, well, 
this [i.e. Europe] is an added reason, but not so crucial. In my case 
there was the domestic reason, the difficulty of public finance. So, 
Europe […] was not something that affected my action, because my 
problem was more directly and immediately the market (Giuliano 
Amato, interview, Rome 8 April 2009).  

 

The partially technocatic government coalition125 led by the socialist Amato initiated a 

process aimed at restoring to health (risanimento) public finances. Since the costs of public 

pensions had reached 12.8 per cent of GDP in 1992 and official estimates from the General 

Accounting Office126 stated that it could increase to well over 20 per cent by 2040, reform of 

the  public  pension  system  played  a  central  role  in  this  plan.  The  Amato  reform  aimed  at  

moving the pension system towards a multipillar framework, opening for supplementary 

occupational and completely private funds. A regulatory framework, which distinguished 

between so-called ‘closed’ and ‘open’ pension funds, was introduced.  

 

The  ‘closed’  funds  were  thought  to  form  the  second,  occupational,  pillar  of  the  system.  

Employers’ and unions were foreseen a key role in the operation of these funds. On the other 

hand, the ‘open’ funds, constituting the third pillar, would be managed by financial 

institutions. In practical terms, the government was confronted with what in the literature has 

been coined the ‘double-payment problem’ (Myles 2006: 150; Pierson and Myles 2001: 313). 

To get the supplementary funds off the ground, significant contributions were required. 

However, such a transition was made difficult by the already high contribution rates required 

to  finance  the  1st pillar.  The  solution  was  to  require  all  those  wishing  to  subscribe  to  a  

supplementary pension to transfer their trattamento di fine rapporto (Tfr).127 to the relevant 

pension  fund.  Nevertheless,  supplementary  pension  schemes  got  off  to  a  slow  start  with  

modest take-up rates especially among young workers (Messori and Boeri 2007). Considering 

the future declining replacement rates promised by the first pillar and the fact that it is 

                                                
125 The four-party coalition consisted of the Partito Socialista Italiano (PSI), Democrazia Cristiana (DC), Partito 
Socialista Democratico Italiano (PSDI) and Partito Liberale Italiano (PLI).  
126 Ragioneria Generale dello Stato (RGS) 
127 Trattamento di fine rapporto (Tfr) - a severance pay, to which all Italian private sector employees are entitled 
when they end leave their employer (due to retirement or any other reason). It is financed as a payroll tax (6.91% 
of gross earnings). In practice it is a “deferred wage” which has traditionally been paid as a lump-sum or 
calculated according to a defined-benefit formula (equal to the sum of 1/13.5 of annual income for each year of 
employment, with an indexation of 75 per cent of the inflation rate plus 1.5 per cent.  
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precisely the young who will need to top up their public pensions with income from 

supplementary schemes, this gives reason for concerns (Ferrera and Jessoula 2005: 41). 

Supplementary pensions are less significant for individuals who have already accumulated 

rights in the old system.  

 

The underlying rationale for the Amato reform was to ensure the future financial 

sustainability of the system through stabilising expenditure. Apart from the attempt to 

introduce a multipillar system, a key measure was to change the generous indexation 

mechanism, which guaranteed the adjustment of benefits according to wage inflation. 

Following  the  reform,  benefits  would  instead  be  linked  to  prices,  which  typically  rise  at  a  

slower pace. Especially for an immediate cut in pension obligations, the shift in indexation 

was important since it applied to current and future pensioners alike. Second, the reform 

constituted an effort to harmonise the multiplicity of existing rules for private and public 

sector employees. A noteworthy move to this end was to initiate a gradual removal of baby 

pensions for public sector employees. The attempts to create a more uniform system can be 

interpreted as an effort to increase intra-generational fairness. However, another characteristic 

of the 1992 reform was very long phase-in periods for all measures adopted, with the 

exception of the change in indexation mechanism. Transition periods serve to protect 

workers’ already acquired rights and, thus, served as an instrument to obtain the compliance 

of the unions. Although the government’s original reform proposal did not foresee such long 

transition periods, Amato was prepared to accept a softer phase-in of the new measures. It 

was the long term that mattered and, in his view, whether you had a transition of ten or fifteen 

years did not significantly change the overall picture.128    

 

The 1995 Dini reform has been described as a “Copernican revolution” (Ferrera 2006: 94). It 

transformed  the  first  pillar  of  the  system  from  a  sistema redistributivo into a sistema 

contributivo for  all  occupational  sectors,  i.e.  from  a  defined-benefit  to  a  notional  defined-

contribution system (NDC).129 In the new system the benefit formula is linked to the amount 

of contributions that a worker has accumulated over her entire working career. In addition, 

through the so-called conversion coefficient, the pension benefit eventually received depends 

on the actual age at which a worker retires, as well as demographic and macroeconomic 

projections.  Most  important  from  the  point  of  view  of  a  pensioner  is  that  benefits  are  no  

                                                
128 Conversation with Giuliano Amato, Rome, 8 April 2009. 
129 See World Bank (2001) and Brooks and Weaver (2006). 
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longer linked directly to previous earnings in the final stages of the career, and, as a result the 

first pillar pensions will in the future be considerably less generous if measured as income 

replacement. In this regard, one could argue that the system took a step in a ‘Beveridgean’ 

direction. On the other hand, it seems reasonable to assume that those with uninterrupted and 

well-paid careers are likely to be the ones with the highest pension entitlements. From this 

perspective, one could argue that first pillar pension benefits continue to be at least indirectly 

earnings-related.  

 

What is particular about a NDC model is that it is designed to imitate a purely funded, 

defined-contribution system in which actual benefits depend on the overall amount of 

contributions paid and investment returns. The pension plans are called “notional” since there 

is no pool of accumulated pension money, but rather a series of individual claims on future 

budgets. That is, the system continues to operate on a PAYG basis. Technically speaking 

workers contributions are virtually deposited in a personal account whose holdings are 

indexed to mean GDP growth over the last 5 years. When a worker retires, the accumulated 

amount is converted into an annual pension benefit, which is determined by conversion 

coefficient. The conversion coefficients vary according to the age at which a worker retires 

thereby allowing for a flexible retirement age, but awarding those who choose to work until 

they reach the statutory retirement age of 65. Furthermore, incorporated in law 335/1995 was 

a statutory obligation to revise the coefficients every ten years to take into account changes in 

demographic and economic trends. The fact that these revisions would be at the discretion of 

the policymakers and not automatic can be considered a weakness in the design of the new 

system. The revisions of the coefficients would later become an issue of considerable 

controversy. As Arza (2008: 111) highlights, the transition from an earnings-related to a 

contribution-oriented system represented a shift towards a more individualised system in 

which no redistribution across income levels takes place. The redistributive element of the 

system was left to the new means-tested, but universal and non-contributory assegno sociale. 

Again, we see a feature that we recognise from the Beveridgean model.  

 

The Dini reform took issue with some of the most problematic features of the Italian pension 

system. Among other things, it improved financial sustainability by introducing a flexible 

retirement – between 57 and 65 years – with the benefit calculation formula improving with 

age to create an incentive for later retirement. Individuals could still retire with 35 years of 

contributions, but now with the additional requirement that they had reached the minimum 
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age of 57. Furthermore, the reform removed some of the most pronounced imbalances in 

treatment of different occupational groups, by, for instance, raising the contribution rates of 

the self-employed, which had traditionally enjoyed an advantaged position with respect to the 

required contributions (see figure 5.1). In addition, the rights of workers with atypical work 

histories were improved. The minimum period of contributions to be entitled to a pension was 

lowered from 20 to 5 years. Thus, the reform was a step in the right direction with regard to 

intra-generational fragmentation and inequality.  

 

However, from an intergenerational perspective, the Dini reform (law 335/1995) was 

controversial. Again, a long transition phase was foreseen for the introduced measures. Thus, 

it was apparent that the costs of restructuring and making the pension system financially 

sustainable would to a large extent fall on the younger generations (Ferrera 2006: 98). The 

transitional arrangements will be detailed in chapter 8. At this stage we simply note that the 

reform outcome represents an extreme case of differential treatment across generations, and it 

is hard to find another reform that produces such clearly identifiable winners and losers. That 

is, the winners were those who had been in the labour market for 18 years or more. 

Individuals belonging to this category would still be entitled to a pension benefit calculated 

according to the old defined-benefit formula. New entrants, on the other hand, would be 

subject to the new, less generous formula.  

 

Though the Amato and above all Dini reform packages had produced deep-seated changes to 

the pension system, the issue of pensions remained on the agenda as it was clear that there 

were still a number of unresolved problems. Also the first Prodi government and the second 

Berlusconi government carried out further reforms, in 1997 and 2004 respectively. The 1997 

reform was overall rather modest. Most importantly it included an improvement of the basic 

pension, a further step towards harmonisation of rules for public sector employees with those 

applied in the private sector along with stricter rules for seniority pensions. The 2004 reform 

(also known as the Maroni-Tremonti  reform) was characterised by notable tightening of the 

conditions of seniority pensions (a measure known as the scalone – the big step – increasing 

the  minimum  age  to  claim  a  seniority  pension  from  57  to  60)  and  further  incentives  to  

improve the slow take-off of the supplementary pillars. As a means to the latter objective 

Jessoula  has  on  several  occasions  highlighted  the  significance  of  the  Tfr  as  an  ‘institutional  

gate’ or an instrument that has eased and facilitated the reconfiguration of the Italian pension 

system moving it towards a multipillar design (Ferrera and Jessoula 2007; Jessoula 2009). 
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Through the so-called ‘silent assent’ mechanism, which took effect from January 2007, the 

Tfr will be automatically transferred to a supplementary pension scheme unless a decision to 

the contrary is taken within six months of employment. Workers that were already in 

employment at the beginning of 2007 were given six months to give instructions concerning 

their Tfr. ‘Silence’, i.e. no action, meant that the Tfr would be automatically invested in a 

supplementary pension plan.  

 

After the a decade of reforms the Italian Ministry of Welfare calculated in a much-sited report 

from 2002 that for a standard worker (i.e. who retires at age 60 with 35 years of contribution) 

the gross replacement rate would drop from 67.3 per cent in 2000 to 48.1 per cent in 2050. 

Conversely, additional occupational or individual pension plans were expected to increase 

from 0 in year 2000 to 16.7 per cent in 2050 giving a combined replacement rate of 64.8 per 

cent. Thus, overall there should seemingly be only a modest decline in people’s old age 

pension level (Ferrera and Jessoula 2005). However, in practice the decline will be greater, 

because the cited estimations for supplementary pensions are based on the full inclusion of the 

Tfr, meaning that it will disappear as a source of retirement income in the future. In the past, 

on the other hand, the Tfr has basically served as an additional, quasi-occupational pension 

for private sector workers.   

 

After a very narrow victory by his centre-left coalition in the general elections of 2006, 

Romano Prodi took office for a second time. Despite the many changes carried out by his 

predecessors, the pension issue had still not been taken off the agenda. In the summer of 2007 

a comprehensive settlement touching on most parts of the Italian welfare state was negotiated 

by the government and the social partners.130 An important part of the agreement concerned 

the pension systems, and the measures introduced followed a somewhat different logic to the 

two preceding pension reform packages. With regard to pensions, the 2007 agreement can 

even be described as an expansionary reform. Compared to the projections made on the basis 

of the previous reform package, the Prodi reform of 2007 comes with an estimated cost of 10 

billion euros over the next 10 year period.131 The explanation is threefold.132 The scalone was 

                                                
130 For the full text of the protocol that was negotiated between the government and the social partners (including 
the major unions CGIL, CSIL and UIL as well as the employers’ association Confindustria), see 
http://www.lavoro.gov.it/NR/rdonlyres/1D4AD463-9C21-42E2-99E9-
0D1458E53581/0/072307protocollo_welfare.pdf, accessed 11 October 2007. 
131 see http://www.lavoro.gov.it/Lavoro/PrimoPiano/20071012_protocollo.htm#ottobre, accessed 15 February 
2008.  
132 Conversation with David Natali, Florence, 10 February 2008.     
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made into a scalino (stair), i.e. the age at which a worker is entitled to retire with a seniority 

pension would be raised stepwise from 59 to 61 years. Furthermore, there will be a gradual 

increase of the assegno sociale and, thirdly, workers on atypical contracts received improved 

conditions compared to those foreseen by the previous reforms. Retirees with an income 

below a certain threshold would receive an increase in their pension benefit from 2008. From 

a generational perspective, the softening of the scalone was morally questionable. The move 

benefitted only about 129,000 seniority pensioners, allowing them to retire earlier, and had, as 

just outlined, a huge price tag.  

 

In 2008 Berlusconi again managed to win elections and was allowed to move back into 

Palazzo Chigi.133 Taking stock in 2010, two and a half years into the Berlusconi’s mandate, 

there are particularly two initiatives which have to be mentioned. The first measure 

(incorporated in laws 102/2009 and 122/2010) ties the legal retirement age to the expected 

average life expectancy projected by ISTAT, the National Statistics Office. From 2015, if life 

expectancy at age 65 has increased over the preceding three year period, the standard 

retirement age will be adjusted upwards in correspondence with the increased life expectancy 

(limited upwards to 3 months). From 2019 adjustments of the retirement age according to life 

expectancy will take place every three years. The effect of the measure, which may seem 

more like a technical adjustment than a substantially important change, should not be 

underestimated. Current projections estimate that it may have risen by as much as 3 years by 

the time we get to year 2050. Linking the retirement age and life expectancy should contribute 

to a consolidation of the future balance sheet in the Italian pension system. It is, however, 

worth noticing that the way these demographically justified adjustments are made will at any 

given time still protect the already retired population from pension cuts. The subsequent 

chapters will show that the Germans and the Swedes, on the other hand, by introducing 

formulae which regulate not only the benefit size at retirement but also tie the way benefits 

are indexed to the financial soundness of the system. In this way retrenchment at the 

individual level is shared between current and future retirees while the Italian model the 

burden of adjustment falls to a large part on those who have not yet retired.  

 

Also the second noteworthy change which has been introduced by the current Berlusconi 

government relates to the retirement age. After strong pressures from the European 

                                                
133 The official residence of the Italian Prime Minister. 
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Commission supported by a ruling from the European Court of Justice,134 the government was 

literally forced to bring the retirement age for women employed in the public sector on par 

with the male retirement age of 65. In 2009 the government adopted the necessary measures 

to gradually increase the relevant age limit, with full implementation due in 2018. However, 

the  Commission  judged  the  transition  to  be  too  slow,  and  it  forced  the  Italians  to  speed  up  

implementation. Hence, in May 2010 the government passed a legislative decree (Dl.78/2010) 

which was converted into law at the end of July 2010 (law 122/2010). With regard to 

pensions the law represented two important changes. First, retirement age was linked to life 

expectancy projections, and second, the female public sector eligibility criteria would be 

harmonised with those applying to male workers already by 2012. In one big jump happening 

in January 2012, female public sector employees will see their retirement age rise from 61 to 

65. This is obviously quite a dramatic change for those affected. However, the number of 

persons concerned is relatively limited compared to all those affected by the life expectancy 

adjustment. The former, nevertheless, received a great deal of attention, and there have been 

many critical voices (e.g. Ferrera 2010). To recapitulate, figure 5.3 describes schematically 

the present configuration of the Italian pension system.  
 

Figure 5.3: Structure of the current Italian pension system 

 
 Source: Ferrera (2006: 61, own adaptation) 

 

 

                                                
134 Case C-46/07. The ECJ ruling from 13 November 2008 is available here: http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:C:2009:006:0003:0004:EN:PDF.  
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The politics of reform 

How can the political dynamics of these large reforms be characterised? Italian politics 

underwent several simultaneous changes during the 1990s, and it is rather difficult to detect a 

constant pattern in the relative strength of the different actors. Rather what seems to stand out 

is a somewhat oscillating power relationship between the government and the unions. The 

bargains behind some of the reform efforts have been characterised by union assertiveness, 

whereas others have seen the government exerting more strength (Natali 2007: 160-165). Put 

briefly, the situation in 1992 was extraordinary, with strong external as well as internal reform 

pressures. Politically, one saw a break with the past. There was a general shift in the logic of 

policymaking as the executive assumed importance relative to the political parties with 

representation in parliament. The political parties that had dominated the politics of the First 

Republic were in crisis, many central politicians disappeared from the scene, and the party 

landscape was being reformed. Economically, Italy was under heavy pressure from the EU to 

restore its finances and membership in the Economic and Monetary Union represented a 

further major incentive to act quickly. Furthermore, irrespective of the supranational 

dimension, the Italian budget, of which the pension system was an essential part, was in such 

a state that it was, nevertheless, obvious to everyone that something had to be done (Ferrera 

and Gualmini 2004: 66-68). Alarming projections from the INPS and the General Accounting 

Office and a speculative attack on the lira, the national currency, further underlined the 

immediate need for action (Ferrera and Jessoula 2005: 31).  

 

In this context it was possible for the technocratic Amato government to make the first step on 

the road towards a more financially sound pension system in 1992. Some commentators have 

seen this as the beginning of a virtuous policy cycle (Ferrera and Gualmini 2004: 68). 

Politically, the exact measures undertaken were, in effect, the outcome of informal 

negotiations between the social partners and the government. Following the tangentopoli 

scandal the political parties had been discredited and the government could enter in direct 

negotiations with the trade unions and Confindustria (Ferrera and Gualmini 2004; Ferrera and 

Jessoula 2005). Despite some severe trade union protests in the autumn of 1992, concertation 

continued until an agreement was reached.  
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A new majoritarian electoral system was introduced in 1993, and the first “political” 

cabinet135 elected  by  means  of  the  new  electoral  rules,  came  to  power  in  May  1994.  The  

government coalition was led by Silvio Berlusconi and his party Forza Italia, but importantly 

it also included the Lega Nord. Berlusconi was determined to continue down the same path of 

fiscal austerity, which had been initiated by Amato. However, his political strategy was 

differed from that of the Amato government in that he adopted a much more unilateral 

approach vis-à-vis the unions. The reform proposal136 tabled by Berlusconi led to massive 

protests by the unions which felt that their concerns had not been taken into account. Workers 

were expected to make sacrifices to achieve the ends of lower pension expenditures and 

financial stability without being offered any compensation. Thus, in mid-October the same 

year,  thousands of workers went on general  strike and on 12 November millions of workers 

took to the streets in Rome to protest against the pension reform.  

 

As a consequence of the massive protests, Berlusconi’s very heterogeneous government 

coalition, and thus shaky parliamentary majority, faded. Especially for the Lega Nord which 

has many supporters among unionised industrial workers in the north, it became increasingly 

unsustainable to be part of a government that chose a hard line against the unions (Antichi and 

Pizzuti 2000: 90). The Lega opposed Berlusconi’s proposal to rapidly raise the retirement age 

and adjust downward the annual multiplier used in the calculation of benefits. It accused the 

majority within the government for not seeking agreement with the unions, and eventually 

broke out of the government coalition (Schludi 2005: 115). The clash over pensions 

ultimately caused the government to resign on 22 December 1994. Apart from to showing that 

listening to the demands of labour is crucial for the successful implementation of welfare 

reform, Berlusconi’s defeat also gives a hint as to the continued importance of the pension 

issue in Italian politics (Ferrera and Jessoula 2005: 35; Natali 2007: 161). 

 

Succeeding the Berlusconi government was another technical government led by the former 

Director of the Bank of Italy and Minister of the Treasury in the Berlusconi government, 

Lamberto Dini. The cabinet was of a technical character and largely made up of ministers 

without close political ties. This made it easier to take a more consensual approach and to 

enter into more wholehearted negotiations with the social partners. Particularly union 

                                                
135 After the two technocratic governments of Amato and Ciampi, 1992-1994. 
136 The proposal included cuts in seniority pensions and in the benefits of workers with more than 15 years of 
contributions, as well as making the indexation mechanism less generous (see Ferrera and Jessoula 2005: 34). 
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concerns were carefully listened to. An agreement between the trade unions and the 

government was signed on the 8 May 1995 after three months of constructive negotiations 

between the two parties. The most important achievement for the unions was the protection of 

the so-called ‘acquired rights’ of older workers, achieved through the introduction of long 

phase-in periods for cost containment measures, such as the tightening of eligibility condition 

for seniority pensions and the transition to a defined-contribution pension system.  

 

Notable is the modest role played role by business interests, which were represented by 

Confindustria. Despite its refusal to endorse the pact between the government and the unions, 

the  reform  proposal  found  sufficient  parliamentary  support  so  that  a  new  pension  law  

(335/1995) could be passed in August the same year. Natali calls this “a truly negotiated” 

agreement between the government and the unions (Natali 2007: 162). Also the negotiations 

leading to the minor pension reform passed by the first Prodi government in 1997 followed a 

pattern of concertation between the unions and the government. What blocked a more radical 

reform was rather disagreements within the government coalition itself (Ferrera 2006: 100). 

The Rifondazione Cominista (Communist Refoundation) opposed the most important 

proposal of the Onofri commission, which the government had charged with the task of 

thoroughly assessing the existing labour market and social policy framework and to make 

policy recommendations. Their most fundamental recommendation was to implement all the 

measures of the Dini reform plan much more quickly.  

 

The academic literature on pension reforms in Italy has devoted most of its attention to the 

crucial reforms of the 1990s. Even so, the Italian reform process has continued into the new 

millennium, and some comments are in place also in respect to the most recent decade. In 

May 2001 Berlusconi won the elections with his Casa della Libertà137 alliance. Several things 

had changed since his first experience as chief of the Italian executive. As opposed to in 1994, 

Berlusconi now benefited from a large majority in both chambers of parliament and a more 

cohesive and stable coalition. In addition, the opposition led by Prodi’s Ulivo (olive tree) 

coalition, emerged fragmented and weak after the election defeat (Ferrera and Gualmini 2004: 

151-153). Then, when it comes to welfare state reform both Ferrera and Gualmini (2004: 156-

161), as well as Natali (2007) argue that the Berlusconi II reformed the relationship between 

                                                
137 In addition to Berlusconis party Forza Italia, the Casa della Libertà consisted of Gianfranco Fini’s right-wing 
party Alleanza Nazionale, the Lega Nord led by Umberto Bossi and the UDC (Unione Democratico di Centro) 
associated with Pier Fernando Casini.  
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the government and the social partners. One saw a move from concertation or corporatist 

agreement to ‘social dialogue’, and the political parties seemed to have taken on a more 

important role. That is to say, although the trend of concertation with the social partners that 

had characterised the reforms of the 1990s was not completely reversed, there was a clear 

trend towards a less inclusive approach on the part of the government. In the process leading 

to the Maroni-Tremonti reform in 2004 (law 243), the negotiations with the social partners 

began only after the broad lines of the reform plan had already been defined by the 

government.  

 

During the Berlusconi II years, one also saw an increasing divide between the three unions, 

CGIL.  CISL  and  UIL.  An  example  of  the  increasing  tensions  between  the  unions  in  this  

period was the social agreement Patto per l’Italia (Pact for Italy)138 signed in July 2002. The 

accord was endorsed by the government, Confindustria, the CISL and the UIL, but not by the 

CGIL, confirming, as was argued in chapter 2, that labour is not always united in their 

interests. This is not, however, to say that the unions did not influence the content of the final 

reform proposal. Organising a national strike as well as nationwide protests during the autumn 

of 2003, they successfully put pressure on the government to drop its proposal to lower the 

employers’ share of pension contributions for newly employed workers. Also, on the issue of 

how to use a worker’s trattamento di fine rapporto for investment in supplementary pension 

funds they pushed the government to revise the original reform plan. Whereas the government 

proposed a compulsory transfer of the Tfr to a supplementary pension plan, the unions argued 

that the transfer should be optional.   

 

As noted above, the modifications to the pension system approved in 2007 represented a 

different logic from the previous reforms in that it contained a set of expansive, i.e. cost 

increasing, measures. All the social partners were active in putting pressure on the 

government to take their interests into account. The reform proposal that the government 

presented to parliament was the outcome of extensive negotiations with the trade unions, and 

an accord was signed on 23 July 2007. Later also Confindustria expressed their approval of 

the accord and a law implementing the provisions agreed upon in the summer was passed in 

December 2007. Drawing mainly on newspaper reports, at first sight it seems that the 2007 

                                                
138 This was an agreement that concerned among other things labour market reform, commitments to support 
lower income workers and pensioners, initiatives for development of the South (see Ferrera and Gualmini 2004: 
159; Natali 2007: 165).  
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reform package was again an outcome of concerted action, resembling more the reform 

processes of the 1990s than Berlusconi’s recent ‘social dialogue’ approach.  

 

What might explain this apparent shift? Intuitively two factors seem particularly important. 

First, it may be argued that the history repeated itself once again; as many times before a 

precarious union of variegated coalition dictated the actions of the government. That is, given 

the very fragile nature of the broad government coalition led by Romano Prodi, strategically it 

made more sense to opt for a more consensual approach. This was arguably a wise move from 

Prodi because the coalition consisted of as many eight parties,139 and especially the 

Rifondazione Comunista had  proved  to  be  a  reform  obstacle  in  the  past  (recall  the  above-

mentioned resistance to the recommendations made by the Onofri Commission during the 

first Prodi government). And in fact, in the negotiation process Rifondazione behaved in a 

way that made them appear far less cooperative than the trade unions. In addition, the 

coalition  majority  in  the  Senate  was  very  narrow  with  only  2  seats.  Thus,  to  get  a  reform  

through parliament, Prodi could not afford abstentions or no-votes from his own camp. 

Second, one should be reminded that the Prodi government was a centre-left coalition that 

was substantially closer to labour than business interests. Hence, it is not so surprising that in 

the end, when looking at the policy content of the accord, with its expansionary character, the 

trade unions achieved an outcome that they have reason to be satisfied with.  

 

Even though for some analysts the 2007 reform process may be interesting in its own right, 

the more relevant question for the broader audience is what the road to reform just outlined 

suggests about how policies change and about the relationship between politics, policies and 

institutions (see the recent volume edited by Pirrone 2008). In particular, three interesting 

observations stand out. The nature of the reform suggests that even in times of “permanent 

austerity”, to use Pierson’s language, it is still tempting for politicians to use pension policy to 

make attractive promises to a potential electorate. Pensions are tangibles that many voters 

have a direct stake in and, hence, it becomes tempting for politicians to use pension rules as a 

bait to lure the fish (read: voters) onto the hook. Secondly, the reform illustrates how policies 

can shape politics. Trying to use what many saw as a tough policy measure pushed through by 

Berlusconi’s centre-right government in 2004 to his advantage, Prodi, in the electoral 

                                                
139 Democratici di Sinistra (DS), Democrazia è Libertà – La Margherita (DL), Partito della Rifondazione 
Comunista (PRC), Rosa nel Pugno (RnP), Italia dei Valori (IdV), Federazione dei Verdi (FdV), Popolari 
UDEUR (UDEUR), Comunisti Italiani (CI). 
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campaign, had promised to change the scalone. This, in turn, seemed to have given him less 

room for manoeuvre – both within his own fragile coalition, which as noted also included the 

far-left party Rifondazione Comunista, and with the trade unions – once he entered office. 

Both the Rifondazione and the unions were keen on seeing the scalone abolished.140 In this 

respect, Prodi’s concerted action approach seems to some extent to have been forced upon 

him.  That  is  to  say,  he  arguably  did  not  have  much  choice  but  to  listen  carefully  to  the  

demands  of  the  unions  and  also  Rifondazione given his pre-election strategy and the 

constraints imposed by the political instiutions. Thirdly, the reform is a classic example of 

how Italian social policies move forward by fits and starts, i.e. with few regularities present, 

and the new millennium does not signal a change to this special feature.  

 

In April 2008 Berlusconi was again voted into office and he formed a coalition government 

consisting of his own party, which had been renamed Popolo della Libertà (People  of  

Freedom) and included the Alleanza Nazionale, together with the Lega Nord. Judging from 

the experience with the two previous Berlusconi cabinets, the unions seemingly had few 

reasons to expect close consultations with the government on controversial social policy 

issues. Further strengthening this prediction was the fact that Berlusconi also enjoyed the 

support of a solid majority141 in both chambers of parliament and should, thus, have had more 

room for independent manoeuvre compared to the preceding Prodi government with its wafer 

thin parliamentary majority. However, one the other hand, the presence of the Lega Nord as a 

coalition partner clearly made the picture less straight forward. A significant share of Lega 

Nord’s voters belong to older, and to a large extent unionised, labour market insiders who 

have little to gain from further cutbacks to the public pension system.142 It is worth recalling 

that the first Berlusconi led government collapsed precisely because the Lega Nord decided to 

side with the unions on the pension issue. Hence, overall it was rather difficult to foresee the 

exact direction in which the Berlusconi government would take concerning policy content as 

well as political strategy.  

 

As outlined above the most important changes introduced by the Berlusconi government to 

date has been to link the statutory retirement age to life expectancy, as well as to increase the 
                                                
140 This is also confirmed by Giuliano Amato, who was Minister of the Interior under Prodi, from 2006-08. 
Conversation 8 April 2008.  
141 During the autumn 2010 Berlusconi’s standing has been considerably weakened by internal problems within 
the government coalition. So far, the culmination of the conflict has been the exit from the coalition of some 35 
deputies headed by the former leader of the Alleanza Nazionale, Gianfranco Fini.  
142 I thank Valeria Fargion for pointing this out to me.  
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retirement age for women in the public sector. What can be said more generally about the 

latest modifications to the pension system is that opposition against the changes can be 

characterised as rather measured in intensity. In fact, what is striking is the fact that the policy 

measure has received an only modest amount of attention, both in the media and from the 

social partners. This, of course, stands in stark contrast to France, where large crowds have 

taken to the streets to protest against an increase in the retirement age from 60 to 62. It is true 

that the social partners have not been consulted in the same way as they were by the Prodi 

government, and it is something that Berlusconi’s government has been criticised for by, 

among others, the PD (Partito Democratico), the main opposition party. In a discussion of the 

law proposal in parliament, the former minister and trade unionist Cesare Damiano accused 

the government of “having completely removed concertation also on important and sensitive 

topics such as the pension system” (Camera dei Deputati 2010).143 Precisely because there 

had not been an explicit process of concertation it is rather remarkable that there were no 

more vocal protests against the further tightening of the eligibility criteria for public pensions.  

 

It seems the government has to a large extent managed to avoid blame by managing to hide or 

obfuscate the costs. Both the life expectancy adjustment and the increase in retirement age for 

female public sector employees were ingredients in a large cost-saving financial austerity 

package touching on a whole range of policy areas.144 Given the comprehensive nature of the 

package,  pensions  somehow  seem  to  have  got  lost  in  the  middle  of  other  big  issues.  The  

largest Italian union, the CGIL, did organise a general strike on the 25 June 2010 and hundred 

thousands  of  people  took  to  the  street,  but  the  protests  did  not  mainly  revolve  around  the  

pension  issue.  In  fact,  at  a  summit  with  EU’s  Ministers  of  Finance  in  July  2010,  the  Italian  

minister Giulio Tremonti proudly declared that the most recent changes to the pension system 

“represented a fundamental structural consolidation” and had been designed under conditions 

of “social peace without a single day of strikes” explicitly drawing a comparison to the 

French case (Il Sole 24 Ore 14 July 2010).  Trying to explain the changes from a theoretical  

viewpoint, two related factors stand out. First, the government was greatly helped by the 

perception of global economic crisis which Italy was very much affected by. The austerity 

package was sold to the public as a necessary evil in hard economic times, and there were 

                                                
143 Author’s translation. 
144 The austerity package included, among other things, large cuts local and regional government funding, a 
three-year freeze on public sector pay rises, considerable cuts in public hiring, annual budget cuts of 10 per cent 
for the coming three years for all ministries. Overall, the package incorporated saving measures worth 25 billion 
euros and should bring the Italian budget deficit down below 3 per cent of GDP in 2012.  
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other parts of the package that would have more immediate effects than the adjustments to the 

pension system. Second, policies were designed in such a way that the actual effects of the 

adjustments were not immediately obvious. There was no talk about increasing the pension 

age by a set number of years like in Germany or France. Instead, adjustments to the retirement 

age would happen according to the fluctuation of a technical parameter, something which is a 

lot harder for individuals to relate to.  

 

Furthermore, the abrupt change to retirement criteria for female public sector workers was 

arguably less important but represents an interesting case when thinking about causal factors 

driving pension policy. The measure was imposed from above by the EU. Facing the threat of 

severe financial penalties the Italian government had its hands tied and can rightly “blame” 

the  EU  for  the  policy.  The  proactive  role  of  the  EU  is  something  novel  in  Italian  pension  

politics. In the 1990s there had, of course, been the pressure from the EU to meet the 

Maastricht Criteria to enter the Eurozone, but there are different views on how important the 

EU really was for the pension reforms that were carried out. Never had the EU dictated the 

national pension policy in the way that it did in 2009 and 2010. However, it is difficult to find 

arguments why the role played by the EU with regard to the pension age for public sector 

female employees should signify a more general shift away from the national level as the 

most relevant arena for the study of pension policies. Only in exceptional circumstances will 

the EU have power and will to intervene like it did in this particular case.  

 

 

New sources of incoherence 

Finally,  after  having  considered  also  the  politics  of  the  recent  reform  stages,  it  is  worth  

coming back for a moment to the question whether the restructuring and modernisation of the 

Italian pension system has made it more capable of tackling the challenges of new social risks 

and which consequences the institutional changes have at the individual level. To answer this 

question we need to look at the status of the second and third pillars. As already hinted at, a 

particularly worrying trend in the move from a single-pillar to a multi-pillar system is the low 

participation rate among young workers in supplementary pension schemes. Recalling the fact 

that for current labour market entrants, public pension benefits is going to replace a much 

lower share of a retiree’s income than has been the case under the old system, one 

immediately sees why it is problematic if young workers do not start entering second and 

third pillar schemes. More specifically, with lower replacement rates offered by the public 
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scheme and without participation in any supplementary scheme, one has reason to fear that 

many will end up with an inadequate income once they reach retirement. This, in turn, might 

have obvious adverse consequences for the economic well-being of the aged in the future, 

namely today’s youth together with yet unborn generations. Low income earners, workers on 

non-permanent contracts and the unemployed seem particularly vulnerable. It is highly 

questionable whether these groups will manage to make provisions for adequate private 

pension savings. There are reasons to worry, because we know that these types of workers are 

increasing in number. In the most extreme case scenario, one risks the reversal of one of the 

greatest achievements of the modern welfare state, namely allowing people to retire with the 

assurance that they would continue to enjoy an adequate degree of economic security.  

 

Since the supplementary pillars in the Italian pension system are still young and in a phase of 

expansion, conclusions can only be tentative. However, the data so far are interesting reading 

and strengthen the suspicion that the fragmentation entrenched in the old public pillar is 

sneaking into the second and third pillar. On the one hand, it should be recognised that overall 

the coverage of supplementary schemes, after a very slow start, has improved greatly over the 

last years (Jessoula 2009). At the end of 2003, around 2.5 million Italians had joined an 

occupational or private pension plan in addition to their public pension. In six years this 

number doubled with more than 5 million registered non-public pension plan holders and an 

overall take-up rate145 of 22.1 per cent at the end of 2009 (COVIP 2004, 2010). Thus, even 

though supplementary pension coverage in Italy is still far below the take up levels reached 

by the German and, above all, Swedish occupational schemes, the positive trend suggests that 

in the future private pension alternatives may make up an important part of a retired workers’ 

pension portfolio.  

 

On the other hand, with a workforce of 25 million potential  workers,  the take-up rate of 22 

per cent of the employed population also means that there are still around 20 million workers 

who are  covered  only  by  the  public  insurance  (see  table  5.1  below).  To  find  out  who the  5  

million persons with supplementary pension insurance are, a good strategy is to examine 

second and third pillar coverage across different employment sectors, because we remember 

that incoherent variation in treatment was a key issue in the public pillar. In addition, looking 

at the composition of membership in occupational and individual schemes can tell us 

                                                
145 The ratio between subscribers and total number of workers. 
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something about how the Italian pension landscape is changing. If it turns out that 

occupational or individual insurance is an opportunity reserved for certain groups, the benefits 

of harmonisation in the public pillar may be quickly washed out as private pensions gain 

importance for some groups while others fall behind.  

 

Table 5.1: Socio-economic composition of supplementary pension coverage in Italy 

Employment 
sector 

Membership (number of 
individuals) Employed individuals Take-up rate (per 

cent) 
 2008 2009 2008 2009 2008 2009 

Private sector  3,603,000  3,692,000  13,873,000 13,716,000 26.0 26.9 

Public sector   137,000  139,000  3,573,000  3,566,000 3.8 3.9 

Self-employed 1,114,000  1,225,000  5,959,000  5,640,000 18.7 21.7 

Total 4,854,000  5,056,000  23,405,000 22,922,000 20.7 22.1 

Workforce    25,097,000 25,066,000   

Source: COVIP (COVIP 2009: table 1.6; 2010: table 2.3) 

 

As shown by the figures in table 5.1 most of the private insurance holders are private sector 

employees, but also among the self-employed it is becoming more and more common to make 

provisions to supplement their public pension. In fact, from 2008 to 2009 the strongest 

increase in subscriptions took place in this category. In the public sector, on the other hand, 

we see that the role of private pensions is very marginal with coverage of less than 4 per cent 

of the potential membership. Among private sector workers membership is still on the rise, 

but growth has clearly flattened out in recent years and in 2009 the take-up rate increased by 

less than 1 per cent. There are 39 so-called ‘closed’ funds, i.e. funds that are linked to a 

particular occupational sector and administered by the social partners. Overall, these are 

responsible for a membership of around more than 2 million workers, making them the most 

important category. Interestingly, data on take-up rates in the closed funds confirm the 

suspicion that the fragmentation that dominated the public pillar is becoming an important 

trait also when it comes to supplementary pension insurance. The FONDENERGIA (energy 

sector), tops the ranking with more than 41,000 members out of a membership base of 49,000 

corresponding to a take-up rate of almost 85 per cent. At the other end, we find PREVIPROF 

(technical, administrative, legal and health professionals) with less than 1,000 members 

representing a take-up of a meagre 0.2 per cent. In other words, there is extreme variation in 
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coverage across occupational sectors. In addition the low coverage among public sector 

workers, take-up of supplementary pensions is particularly low in the tertiary sector, which 

despite employing a large number of individuals, are characterised by many smaller firms and 

low union density. The differential rules with regard to the handling of the Tfr make it more 

likely that employees in small and medium-sized firms (i.e. with less than 50 employees) 

choose to maintain the Tfr in the firm instead of transferring it to a private pension insurance 

plan and, thus, do not help to counter the trend of low take-up among this category (Jessoula 

2009). The situation with regard to additional coverage is generally much more positive as far 

as employees in large firms are concerned.  

 

Data, furthermore, show that with respect to age, it is particularly among the young that take-

up is slow. In 2009 supplementary pension plan holders had an average age of 43, whereas the 

mean age of individuals in employment was 40 years (COVIP 2010). In their annual report 

for 2009 the Italian private pension supervisory authority, COVIP notes that  

it is, above all, the young who fail to join supplementary schemes in 
the numbers hoped for, despite the fact that these are the individuals 
most affected by the structural changes made to the pension system. 
For many of them their failure to appreciate the changed context and 
resulting need to take prompt decisions oriented towards the 
construction of a supplementary pension, has added to an uncertain 
situation arising from a discontinuous career path and from the related 
income problems (COVIP 2010: 67 author's translation). 

 

To conclude, the passage to a multipillar framework seems to have reinforced the disparities 

characteristic of the old single-pillar system. The population can be divided into three or four 

categories according to their labour market history (Jessoula 2009). The individuals that are 

worst  off  and  risk  ending  up  as  social  pension  recipients  are  those  who  remain  outside  the  

labour market for long periods and, consequently, will have no or only modest pension rights 

through the public system. In addition, they are unlikely to be able to invest in an individual 

pension plan. Women and immigrants are likely to dominate this category. Another category 

is  made  up  of  the  new  public  sector  employees,  who  do  no  longer  enjoy  the  privileged  

conditions of the past, together with the above-mentioned private sector workers who belong 

to the occupational sectors with underdeveloped supplementary schemes. Persons belonging 

to this category will still qualify for the earnings-related protection offered in the first pillar 

scheme, but they lack the additional source of income offered by the second and third pillar 

making the goal of status maintenance unobtainable for many. A third group is formed by so-

called parasubordinati, best translated as workers on atypical contracts. These workers are 
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disadvantaged on two fronts. First, they pay a lower compulsory contribution and typically 

have incomplete career histories. Hence, they will only be entitled to modest earnings-related 

public benefits. Second, they generally have no contracted right to a Tfr, making it difficult 

for  many  to  join  a  private  scheme.  Finally,  private  sector  workers  employed  on  traditional  

contracts in sectors with a well-developed occupational scheme will enjoy public pensions 

that are less generous than in the past, but, nonetheless, higher than in schemes aimed only at 

poverty prevention. In addition, they are likely to receive an occupational pension generous 

enough to bring the total  pension up to a level which is sufficient to maintain the old living 

standard also in retirement. Thus, in view of these trends it is easy to agree with Jessoula who 

concludes that the prospects of adequate old age social security for the youngest generations 

“seems to vary a lot according to professional category, productive sector, or type of work 

contract” (Jessoula 2009: 329).  
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6 Germany: Loyal to Bismarck  
 

It is not immediately obvious how the German welfare state has got to where it is today. What 

can be said is that policymaking is generally slow and it is rare to see the Germans making 

hasty decisions. However, due to a legislative process characterised by careful deliberations in 

parliament and going through additional institutional veto points, when reforms are finally 

agreed upon, policies generally rest on a solid foundation and solutions tend to be more stable 

and rational than in Italy. In the introduction I characterised Germany as a classical 

Bismarckian case, which stands in-between the Italian and the Swedish cases. In this chapter 

the aim is to show how the German pension system has evolved and why it functions 

differently from the Italian and Swedish systems. As in the Italian case early choices are seen 

as fundamental for the subsequent trajectory along which the system has taken on its current 

properties. In other words, we maintain that a look at the historical roots of the pension 

system gives us more leverage to understand the how the current institutions have come about 

and why they function the way the do.  

 

One important way that the German policymaking process distinguishes itself from that of 

Italy is the pronounced structuring role played by the formal political structures. While Italian 

policymaking has traditionally been dominated by politicians who seek short-term political 

gains and actors concerned with personal rent-seeking, often reducing the importance of the 

formal institutional channels, in Germany the legislative process is dictated by the formal 

structure of parliament. Before bills can become law they go through several set 

parliamentary stages which include consultation of the Bundesrat, the second chamber, and 

three readings in the Bundestag, the first chamber, before they are submitted to a final vote. 

Moreover, the Bundesrat forms a particularly important institutional hurdle. Thus, in the 

German case there is a more evident relationship between the structure of the political system 

and the speed of the reform process. Nevertheless, the actual content of new policies cannot 

be understood by looking at the political structures alone. Instead, German pension policies 

are better interpreted as a result of interaction between societal changes, the constraints and 

opportunities posed by previous policies and the structure of the political system.  

 

In an international context, as an early mover Germany has served as a very important model 

for the development of social policy institutions particularly in continental Europe, but also 
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beyond. Today, more than a century after Bismarck’s landmark social reforms, Germany does 

no longer fit the description of an innovative leader on the social policy front. On the 

contrary, the basic organisational principles put in place by the Bismarckian social insurance 

laws have proved highly resilient. This is not to say that the system was left untouched in the 

decades of economic expansion after World War II. Similar to the Italian case, we shall see 

that the purpose and nature of the German pension system changed from one that provided 

only a very modest old age pension benefit to selected groups of workers to one promising 

living standard maintenance to the whole working population. By far the most important 

reform during the postwar years came in 1957 and represented a shift both in system 

generosity and financing. For several decades after the great 1957 reform the system was 

characterised by remarkable stability, with some adjustments being made to the level of 

generosity while the institutional design remained intact. However, this has changed with the 

latest sequence of pension reforms, which while leading to an only modest reduction of the 

benefit level in the short term, instead stand out for the changes made to the logic and 

institutional architecture of the system (Busemeyer 2005). 

 

Whereas the timing of events has been somewhat different, as far as system design is 

concerned several of the characteristics that we highlighted in the Italian case also apply to 

Germany. Figure 6.1 summarises the main features of the German pension system before the 

recent wave of reforms got underway. Illustrating the different legislative framework for the 

private sector and civil servants, figure 6.1 provides an overview of the key rules in the 

German mandatory pension system.146 The programmatic similarities between the two 

countries make perfect sense because, as discussed in chapter 3, they are both Bismarckian 

systems. Further, it is noteworthy how German (and as we shall see in chapter 7 also 

Swedish) experts see as problematic several of the same issues as their Italian counterparts, 

and reading the national literature on the topic, it may sound as if the problems facing the two 

countries are identical. As we saw in chapter 4, this is only in part true, and here the 

advantage of being a comparativist becomes apparent. In a comparative perspective, when 

examining how the German welfare state functions and the challenges it is facing, it stands 

out healthier and with better chances of succeeding in correcting its problems than the Italian 

case. Despite having to deal with the country’s reunification, which represented a formidable 
                                                
146 It should also be recalled that until 2002 there existed a supplementary scheme (die Zusatzversorgung des 
öffentlichen Dienstes) for public sector employees that were not civil servants. The purpose of this scheme was 
to supplement the pension benefit received through the ensure that public sector employees achieved the same 
pension benefit levels as civil servants.   
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exogenous shock and left no component of the German political economy unaffected, the 

design of the German pension system was structured in a way that gave it certain institutional 

advantages over Italy. Most important in this regard is the benefit calculation formula which 

already in the old system incorporated the life time earnings principle, giving Germany a 

structural advantage compared both Italy and Sweden.  
 

Figure 6.1: Main features of the German pension system at the beginning of the 1990s 

 Eligibility conditions Financing Benefit 

 

Old age 
retirement 
age 

Years of service 
required Contribution rate 

Reference 
earnings Formula 

60 women, 
unemployed, 
disabled 
65 men 

Women: 15 years 
(of which 10 after 
age 40) 

Mandatory 
pension scheme 
for private and 
public sector 
dependent 
employees 
(Gesetzliche 
Renten-
versicherung) 

63 for 
individuals 
with ‘long 
career’ 

‘Long career’ 
defined as 
minimum 35-year 
contribution 
record 

18.7 % (in 1990, but 
frequent adjustments) 
shared equally by 
employers and 
employees. Upper 
ceiling above which 
earnings are 
exempted for 
contributions147  

Life time 
average 
(earnings 
points, 
EP) 

Pension benefit 
= EP*yrs of 
insurance* 
pension type 
factor (1 for old 
age pension, 
0.6 for 
disability)*age 
factor*current 
pension value 

Civil servants 
(Beamten-
versorgung) 

65 men 
60 women 
(63 for early 
retirement) 

35 yrs No contributions. 
Benefits financed out 
of tax general 
revenues. 

Last gross 
salary 

Pension benefit  
= Last 
earnings*yrs of 
service factor= 
replacement 
rate of max 
75% of gross 
earnings 

Self-employed No mandatory insurance, but they can choose to participate in the public system or self-
insure. 

Source: Börsch-Supan and Wilke (2004), own compilation 

 

In  the  Italian  chapter  we  started  by  looking  at  how  Italian  public  social  spending  had  

developed over time. The same exercise was repeated for West Germany and figure 6.2 shows 

the result. What emerges is a picture that more than anything shows stability in the priorities 

of the German welfare state. The relative positions of the different expenditure headings have 

remained nearly unchanged during the so-called ‘golden’ years of postwar welfare state 

expansion suggesting great stability of policy input. Only expenditure on unemployment has 

seen a marked increase going up from 2 per cent in 1960 to 11 per cent in 1989. Part of the 

                                                
147 Beitragsbemessungsgrenze 
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story here is, of course, swings in the business cycle. In addition, legislative changes had 

expanded the scope of unemployment protection to include not only traditional income 

maintenance but also other more active labour market oriented policy measures (see e.g. 

Alber 1986 for a more detailed account). Pensions, contrary to what one may have expected, 

saw a small decline – dropping from 60 per cent in 1960 to 51 per cent in 1989. Here we see a 

clear contrast to the Italian story. In 1960 (West) Germany was much more a ‘pensioner state’ 

than Italy that at the time devoted ‘only’ about 40 per cent of its social budget on pensions. 

By 1989 Italy and Germany had switched positions, and one begins to understand how the 

German system was better placed to deal with the challenges posed by the pension dilemma.     
 

Figure 6.2: Public social spending per category, 1960-1989148 
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It is important to keep in mind that figure 6.2 tells us something about the rank ordering of 

different  social  protection  programmes  rather  than  the  extension  of  entitlements  within  

                                                
148 These data are not directly comparable to the data depicted in figure 3.2 as they come from two different 
sources, i.e. Huber et al.’s Comparative Welfare Dataset, 2004 and the 2007 OECD Social Expenditure Database 
respectively. There seems to be a problem with the data, or at least I have not been able to find an explanation, 
for the drops in expenditure on sickness and maternity occurring in the mid-1970s and between 1984 and 1986. 
Nevertheless, the overall trend of pensions taking over more and more of the public social expenditure budget is 
unmistakable.  
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different schemes or growth in the amount of resources spent. While priorities remained 

relatively stable, the period was at the same time characterised by a strong overall welfare 

state expansion. With regard to pensions, the figure conceals the fact that old age pension 

beneficiaries were the most rapidly increasing category during this period. In real terms, 

expenditures on pensions, of which old age constituted the largest part, saw a twelvefold 

increase between 1950 and 1980. Furthermore, if we look at the number of people eligible for 

pension benefits, we observe an equally impressive growth. Importantly, the expansion was 

not  merely  a  function  of  demographic  change;  it  was  also  attributable  to  changes  to  the  

institutional rules and a gradually maturing system. In 1960 just over 30 per cent of those of 

aged 60 or above received an old age pension, whereas in 1980 this figure had increased to 

over 50 per cent (Alber 1986: 45). We now shift our attention to the relationship between 

national context, political institutions and the evolution of pension policies in Germany. I 

begin with a brief description of Germany as a political entity.  
 

 

Political system 

For the same reason as in the Italian case, we make a small excursus to describe in general 

terms the structure of the German political institutions. Germany is the most populous country 

in Europe with a population of nearly 82 million. Similar to Italy she has a fairly short history 

as a united nation; only in 1871 was the German Empire proclaimed as the Prussian statesman 

Otto von Bismarck installed himself as the first German Chancellor, uniting a large part of 

Europe’s German-speaking territories with the exception of Austria and Switzerland. Few 

nation-states have experienced overwhelming political and social change to the extent that the 

Germans have. In its initial years the country was governed by a Prussian elite consisting of 

mainly the military, landowners, and bureaucrats with a strong sense of loyalty towards the 

state, but this ruling class came under increasing pressure as the country modernised and the 

expanding working class provided a sustainable electoral base for the Social Democratic Party 

(Conradt 2003).  

 

Since Bismarck’s days, Germany has undergone a series of significant regime changes, and it 

is clearly outside the scope of this dissertation to provide a comprehensive account of German 

political history. However, in particular one lasting legacy from the initial period of the 

German Empire seems worth highlighting, namely the nature of the civil service. Originating 

in Prussia around the beginning of the 18th century, the civil service developed to become 
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highly professionalised, characterised by a deep commitment to the service of the state and a 

system of recruitment based on merit. In spite of political regime changes, these fundamental 

features of the civil service have changed very little (Peters 2010). The German Empire lasted 

for nearly half a century until it broke down 1918. It was replaced by the liberal democratic, 

but short-lived and unstable Weimar Republic (1919-1933), which, in turn, was succeeded by 

the totalitarian Nazi regime (1933-1945). As we know, after World War II the German nation-

state was divided in two parts. In 1949 the Federal Republic of Germany (or West Germany) 

was established on the territory of the Western control zones, and the Soviet zone became the 

German Democratic Republic (or East Germany). After four decades of separation East and 

West were reunited in a single Federal Republic in 1990.  

 

Following  the  division  of  the  country,  in  West  Germany  a  new  constitution  or  Basic  Law  

(Grundgesetz) was endorsed in May 1949 setting up the German political institutions as we 

know them today, and a few months later Konrad Adenauer from the Christian Democrats 

was elected the first Chancellor of the newly established Federal Republic. With the country’s 

troubled past in mind, one purpose of the Basic Law had been to establish institutional 

arrangements that ensured a low concentration of power and were conducive to policy 

negotiations and compromises (Schulze and Jochem 2007).  For the Allied Powers it  was of 

overarching significance that the new institutions put checks on central government after 

power  had  been  abused  so  blatantly  during  the  Third  Reich.  In  addition,  nobody  wanted  a  

repetition of the weak government, parliamentary fragmentation and instability experienced 

during the Weimar Republic. The Basic Law, thus, established a vertical division of decision-

making powers between the federal level (Bund) and the states (the Länder). The policy fields 

in which the federal state has legislative powers are listed in the Basic Law.149 As  a  rule,  

legislative powers in all residual policy fields not listed in the Basic Law rest with the Länder. 

In practice, the federal level has gradually gained the upper hand with regard to legislative 

powers so that a majority of laws are now made at the federal level. However, it should be 

noted that even when legislation is federal, administrative powers rest with the Länder. That is 

                                                
149 Until the overhaul of the federal system in 2006, there were three types of such powers: 1) Exclusive powers 
(ausschließliche Gesetzgebung), lawmaking powers reserved exclusively to the federal level, (in, e.g., foreign 
affairs, defence, immigration; 2) Concurrent powers (konkurrierende Gesetzgebung) giving legislative rights to 
both federal and state level, but where the federation chooses to exercise its rights, federal law takes precedence 
over state legislation (e.g, welfare, environmental policy, civil and criminal law); 3) framework laws 
(Rahmengesetz) giving the federal level the right to set up the principles or framework to which state laws have 
to conform. (see Jeffrey 2003: 41). After the 2006 constitutional reform the federal level has lost the opportunity 
to issue framework legislation (see 
http://www.bundestag.de/bundestag/aufgaben/gesetzgebung/bundesstaatsprinzip.html).  
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to say, the Länder are generally responsible for implementing legislation without much 

federal supervision. As a result, much administrative expertise and an understanding of how 

policies function on the ground can be found in the Länder. This division of labour and 

related know-how at the state level is important for federal policymakers and their efforts to 

design good policies, and, thus, serve to reinforce the interdependent relationship between the 

federal level and the Länder in the legislative process (Jeffrey 2003).  

 

As already mentioned, at the federal level parliament consists of two chambers – the large 

Bundestag and the much smaller Bundesrat. The Bundestag is currently composed of 622 

members who are elected by the people through an electoral rule that is perhaps best 

described as a “partially personalised proportional law” (Meyer 1973: 23 cited in von Beyme 

1983: 26). The intention behind the German electoral law was to set up a system which 

combined the best features from both the majoritarian and the proportional traditions. In 

contrast with the Italian system, there is a 5 per cent threshold to deny representation to small, 

anti-system parties and to make it easier to construct viable parliamentary majorities. In this 

respect, it almost cannot not be overstated how much more successful the Germans have been 

compared with the Italians. The Bunderat is made up of 69 representatives from the Länder 

governments,150 and its members are, thus, not directly elected by the people. It may initiate 

federal bills, but for most of its history the Bundesrat has concentrated on scrutinising the law 

proposals from an administrative point of view, which, in turn, is linked to the mentioned task 

of administering most federal legislation (Conradt 2003; Jeffrey 2003). More importantly, the 

Basic Law gives the Bundesrat the power to veto any piece of legislation proposed by the 

federal government or the Bundestag that concerns amendments to the Basic Law, state level 

financial and budgetary matters, or the organisational and administrative functions of the 

Länder.151  

 

Just how far the administrative role of the Länder extends has traditionally received a wide 

interpretation so that if just a single clause touches on the administrative powers of the 

Länder, the whole bill can be vetoed by the Bundesrat. Pension policy is a matter of federal 

competency, but laws that touch on administrative matters or taxation need the approval of 

the Länder through the Bundesrat. Consequently, for the area of interest in this dissertation, 

                                                
150 Depending on population size states have between 3 and 6 votes, adding up to 69 altogether. 
151 In other areas it can object to, but not ultimately veto law proposals. All draft bills, after their adoption by the 
Bundestag, must be examined by the Bundesrat. 



 

  188 

the distinction between federal laws that require consent (zustimmungspflichtig) of the 

Bundesrat and those for which consent is not mandatory (nicht-zustimmiungspflichtig) is 

highly relevant. Whether mandatory consent applies or not typically affects the dynamics of 

the policymaking process. Laws that have to be approved also by the Bundesrat generally take 

longer to adopt. More generally, the institutionalised interdependence between the federal and 

state level has contributed to a policymaking tradition based on careful preparatory work, 

negotiations and compromise known as ‘cooperative federalism’. The federal government and 

Bundestag majority obviously have a strong interest in getting their draft bills through the 

Bundesrat. A last point to note about the Bundesrat is that it was not originally conceived as a 

party political institution. However, given that since 1969 it has not been uncommon to see 

different majorities in the two federal chambers, the Bundesrat has great potential to put 

constraints on the government coalition. The institutional design of the Bundesrat, linking its 

composition to the electoral outcomes on the state level, means that political changes at sub-

national level can have consequences for national politics. Thus, sometimes national political 

issues even enter state level electoral campaigns (Conradt 2003).  

 

At the centre of the German political system, we find the executive (Goetz 2003). Executive 

authority in the Federal Republic rests with the Chancellor and his ministers, who together 

form the federal government. The 1949 Basic Law strengthened the position of the executive 

and in particular the Chancellor compared with the Weimar Republic. Particularly important 

in this regard is the provision for a “constructive vote of no confidence”,152 which requires the 

opposition not only to have a majority against the incumbent government but also to a have a 

majority in favour of a new chancellor. The result is to make it relatively difficult to bring 

down government and to protect it from unstable parliamentary majorities (Conradt 2003). 

Like in Italy, coalition government has been the rule throughout the history of West Germany 

and also after re-unification in 1990. With one only exception (CDU/CSU in 1957) has the 

proportionality  of  the  electoral  system prevented  either  of  the  two largest  political  parties  –  

the CDU/CSU or SPD – from obtaining an absolute Bundestag majority. Hence, they have 

always  relied  on  a  junior  coalition  partner  –  most  of  the  time the  Free  Democrats  (FDP),  a  

classical liberal party. Thus, different from Sweden and Italy, no one party has been allowed 

to gain hegemony, and there has always been real competition to enter the Chancellor’s 

office. The party competition for government was crucial for the expansion of the welfare 

                                                
152 Art. 67 GG, see http://www.bundestag.de/dokumente/rechtsgrundlagen/grundgesetz/gg_06.html.  
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state in the Federal Republic. Moreover, it is worth stressing that Germany has a completely 

different record of government stability compared with Italy. In addition to the mentioned 

constructive no confidence vote, one explanation of the stable government tradition that has 

become characteristic of the Federal Republic is surely the consolidated party system and a 

high degree of party discipline, which a leading authority in German political science Klaus 

von Beyme has described as “above average in parliamentary democracies” (von Beyme 

1983: 125). In fact, only on two occasions has the opposition tried the constructive vote of no 

confidence against the government – in 1972 without success against the Brandt government 

and in 1982 successfully against the Social Democrat Helmut Schmidt.153 The rare use of this 

provision by the opposition relates to the fact that a chancellor can generally count on the firm 

support of both his own party and his coalition party throughout the legislative period, 

something which gives room for programmatic policymaking as opposed to the short-term 

thinking so pervasive in the Italian case.  

 

In  this  brief  account  of  the  German political  system one  must  also  make  a  reference  to  the  

particular circumstances and political climate under which the Federal Republic was 

established. To be sure, West Germany was organised as a federal state and the regions or the 

Länder were given more autonomy than in Italy or Sweden which are both unitary states. But 

for this reason it is important to understand that, as opposed to what some might think given 

the federal political structure, regional divisions were not a prominent feature in West German 

politics. The Basic Law explicitly calls for provisions to create “equivalent living conditions 

throughout the federal state.”154 In fact, the “nationwide frame of reference for political debate 

was reflected in voting behaviour and party competition. After an initial period of party 

system concentration, West Germany developed a highly streamlined, nationwide party 

system” (Jeffrey 2003: 46). Especially in the early years there was a broad national 

commitment to economic reconstruction, the creation of a stable and efficient political system 

as well as the integration of the country in the wider international (Western) community. As 

an external factor, the Cold War made it difficult for potential socialist forces to gain access to 

the new West German institutions (von Beyme 1983). Thus, the prevailing political climate 

was conducive to constructive policymaking even in a context of strong competition between 

two major political blocs. Using the shared governance of German social insurance schemes 

                                                
153 Helmut Schmidt (SPD) was replaced by Helmut Kohl (CDU).  
154 Art 72.2 GG, see http://www.bundestag.de/dokumente/rechtsgrundlagen/grundgesetz/gg.html.  
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and health insurance funds as an example, Conradt (2003) gives a rather telling description of 

this consensus-oriented policymaking style:  

After 1949, the left or labor wing of the ruling Christian Democratic 
Union, working with the trade unions and the opposition Social 
Democrats and enjoying the support of Chancellor Adenauer, was able 
to convince business interests that the confrontational class politics of 
the Weimar Republic should be replaced with a new emphasis on 
“social partnership.” The trade unions gave up their majority control 
of the health funds, while employers did the same for the pensions and 
accident insurance programs (Conradt 2003: 229).  

This, of course, stands in stark contrast to the Italian case where regional disparities threaten 

the cohesion of the country and highly polarised and confrontational politics further 

complicate policymaking.  

 

Since reunification, which involved the integration of the on average much poorer and less 

productive East German states, there have been signs that territorial issues have started to play 

an increased role. Above all, the old goal of achieving uniform living standards across the 

German territory has become much more difficult to achieve as the inclusion of the East 

considerably enhanced territorial heterogeneity (Jeffrey 2003). The tradition of fiscal 

equalisation between rich and poor states and financial solidarity across the Länder has 

become challenged by the economic disparities between east and west. Moreover, the party 

system has seen some new challenges arising in the context of reunification. As Jeffrey points 

out, state and federal party systems “are now much less congruent. […]. Government-

opposition formations at the federal level and in the Länder no longer map neatly on to one 

another” (Jeffrey 2003: 52). While CDU and SPD generally achieve similar levels of support 

in east and west, the FDP and the Greens, which have been permanently in the Bundestag 

since  the  1994  elections,  traditionally  fail  to  do  well  in  the  east.  Conversely,  a  party  that  

initially  appeared  as  the  Party  of  Democratic  Socialism  (PDS),  with  roots  in  the  old  East  

German communist party, attracted voters almost exclusively in the former East.155 After a 

very poor result in the 2002 Bundestag election loosing support even in the eastern parts of 

reunited Germany, the PDS successfully joined forces with the new Electoral Alliance for 

Employment and Social Justice (WASG) in 2005.156 The latter was led by the charismatic ex-

SPD leader Oskar Lafontaine and had been an initiative launched in the West. The PDS and 

WASG formally merged in 2007 and took the name die Linke (the Left). With the emergence 

                                                
155 The PDS entered as a new addition to the German party system after the Bundestag election in 1990. 
156 In German die Wahlalternattive Arbeit und Soziale Gerechtigkeit, hence the acronym WASG.  
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of die Linke, particularly at the state level, government formation has become more difficult 

and unpredictable, which, in turn, has implications for politics at the federal level owing to the 

fact that the Bundesrat is made up of representatives from the Länder governments. Also, by 

virtue of being, despite the incorporation of the WASG, much more successful in the eastern 

Länder  than  in  the  West,  die  Linke  continues  to  be  a  party  with  strong  regional  affinities,  

upsetting, thus, the traditional harmony of the German party system. 

 

 

6.1 The trajectory of an early-bird 
 
Now that we have a basic idea of the main characteristics of the German political system, we 

are in a better position to understand how the national pension insurance system has evolved. 

Germany has  played  a  key  role  in  shaping  the  history  of  public  pensions  and  retirement.  In  

fact, most historical accounts of the development of pension systems begin with Germany and 

Chancellor Bismarck (Arza and Johnson 2006). Thus, the German system can even be called 

the “mother” of statutory social insurance (Schulze and Jochem 2007: 660). Curiously, 

although modern old age social protection has become a means to democratise retirement, its 

introduction by Chancellor Bismarck was primarily politically motivated and not, as one 

might think, first and foremost out of explicit consideration for poor, older workers. In other 

words to understand its origins one must turn to the political struggles in a time of rapid social 

and political change. As Arza and Johnson (2006: 56) point out, “[p]ublic old age pensions 

were introduced because the welfare of older persons became politicised.” Bismarck’s 1889 

Old Age and Invalidity Pension Insurance Act157 was adopted in the hope of weakening the 

support for Socialist parties. An improvement of the welfare of industrial workers was meant 

to bring them closer to the state by fostering support  for the German Empire and strengthen 

national integration (Arza and Johnson 2006: 56; Kaufmann 2003: 261). The pension scheme 

was made mandatory for all industrial and lower-paid white collar workers and can be 

considered the world’s first national public old age pension system. Subject to clear 

government regulation the scheme was managed by committees of employers and employees. 

Contributions were compulsory and linked to income (a so-called payroll tax). The state 

contributed with a small flat-rate subsidy. Similar to contributions, the benefit level was set in 

relation to previous income. The minimum contribution period was 30 years and financing of 

                                                
157 The Invaliditäts- und Altersversicherungsgesetz was passed on 22 June 1889.  



 

  192 

the system was based fully on the principle of capital accumulation (funding).158 The scheme 

was fully targeted at full-time workers, which in practice meant the male breadwinner. No 

additional allowance existed for dependents or survivors.  

 

That Bismarck’s social insurance schemes should be seen as a political manoeuvre to 

strengthen the support of the state among the working class does not mean that he ruled 

without opposition on this matter. On the contrary, the Bismarckian social reforms should be 

interpreted in the context of and as a response to political opposition. Rather than originating 

from a coherent reform plan, the social insurance schemes adopted were compromises which 

were reached only after heated debates and several modifications (Alber 1986; Boeckh et al. 

2006: 64). In fact, the introduction of social reform in three separate steps had no particular 

ideological or substantive motivation. In 1871 Bismarck wrote: “The only means of stopping 

the socialist movement […] is to put into effect those socialist demands which seem justified 

and which can be realised within the framework of the present order of state and society” 

(quoted in Williamson and Pampel 1993: 26). There were tactical considerations around the 

challenge of getting reforms in a controversial policy area through parliament which 

determined the course of action (Kaufmann 2003: note 585). Some years before the 

introduction of old age and invalidity insurance in 1889, also insurance schemes against 

illness (1883) and work accidents (1884) had been set up.159 Chancellor Bismarck originally 

favoured a social insurance system financed by state revenues. However, Bismarck’s 

opponents (especially the increasingly influential middle class represented by the Liberal 

Party) saw this as a too centralised a model, and after several long drawn and heated debates 

in the Reichstag, Bismarck had to settle with public social insurance arrangements based to a 

large part on compulsory contributions by employers and workers (Pilz 2004: 91; Williamson 

and Pampel 1993: 26). According to Alber, the fact that the new social insurance schemes 

accommodated a broad set of interests contributed to the astonishing longevity of these 

institutional structures (Alber 1986: 6).  

 

However, from a more general perspective, shifting attention away from the specific short-

term political thinking and tactics, one can also make a more structural-functionalist case for 

these policy developments: The society was undergoing dramatic changes which gave rise to 
                                                
158 See e.g. Mattil (2006: section 3.2.1) for an explanation of the principal differences between pay-as-you-go 
and funded system. 
159 At the time these schemes were called “Arbeiterversicherungen” which literally means “workers’ insurances” 
See Kaufmann (2003: 270). As we know, this is a core trait of the Bismarckian type social protection model..  
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new needs and demands. These demands, in turn, redefined what was expected of the state. In 

other  words,  it  had  to  adapt  to  the  new  social  reality  in  order  not  to  see  its  position  

undermined. New problems required new solutions. More specifically, the twofold aim of 

bringing  the  workers  closer  to  the  state  and  to  deal  with  what  was  known  as  the  ‘social  

question’ (die soziale Frage) can be interpreted as a reaction to the industrial revolution, 

which came late in Germany. With rapid industrialisation in the 1850s and 1860s – around 

100 years later than in England – German society underwent a drastic structural 

transformation. The number of industrial workers grew drastically in a short period of time 

and at the turn of the century they counted more than 6 million compared to about 1 million in 

1850. Hence, the relationship between work and daily life changed as one began to see a clear 

distinction between housework and gainful employment. A new social class, the working 

class, gradually arose some decades after the abolition of serfdom at the beginning of the 19th 

century.160 With the rise in numbers workers’ capacity to mobilise increased. Another crucial 

factor to understand the historical and political context was the introduction of universal male 

suffrage, which coincided with the formation of a unified German Empire in 1871. It is also 

worth noting that business was generally supportive of Bismarck’s social insurance initiatives. 

Their support was owed to the fact that they saw social insurance as a potential instrument of 

labour  control  while  at  the  same  time  having  the  capacity  to  improve  the  welfare  of  their  

workers (Williamson and Pampel 1993: 26).   

 

Even if the introduction of the programmes was driven by political and pragmatic motives, it 

does not mean that they were completely detached from socially oriented goals. It was 

precisely social improvements brought about by the new programmes that were meant to 

strengthen the loyalty of the working class towards the unified German Empire. In this regard 

one important aim was to keep workers away from poor relief in the event that  income was 

lost due to illness, work accidents or old age. However, particularly protection in old age and 

in case of invalidity remained inadequate to guarantee a subsistence income. Since there was 

no requirement that a worker retired in order to receive a benefit, the scheme is arguably 

better interpreted as a wage subsidy for elderly workers than a form of income replacement 

(Arza and Johnson 2006: 53). In addition, given a life expectancy of about 40 years, for most 

people old age social insurance took on a symbolic rather than a practical value.   

                                                
160 Serfdom was abolished as part of what became known as the Stein-Hardenberg reforms at the beginning of 
the 19th century. These reforms transformed Prussia into a modern state. See (Boeckh et al. 2006: 43; Kaufmann 
2003: 260).  
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Before judging the rather ungenerous benefit levels which did not exceed plain poor relief by 

a great deal, one should not forget that the Bismarckian social insurance was a “leap in the 

dark” in the sense that institutional arrangements of this kind were something completely new 

for a territorial state of some size. There were no previous experiences and reliable 

calculations  to  draw  on  and  other  points  of  reference  did  not  exist.  With  the  benefit  of  

hindsight, one can safely say that despite what one may call a modest start, the introduction of 

social insurance in Germany has had wide repercussions not only for German domestic 

politics, but also far outside the national borders. Though benefits were low, one should note 

that coverage was actually fairly broad. Already at its inception the scheme covered 40 per 

cent of the workforce and by 1895 more than half the workforce had acquired the right to an 

old age pension (Arza and Johnson 2006: 53). Two years after the introduction of the scheme, 

invalidity pensions were paid to 122,000 workers. Some years later, in 1899, the first old age 

pensions were paid. By then the total number of pension recipients had risen to 600,000. The 

old age and invalidity pension scheme had originally got little attention from the working 

class and has been described as the least supported of the Bismarckian social insurance 

programmes. However, once introduced it soon became popular with the workers. Kaufmann 

(2003: 281) calls the contribution-based public compulsory insurance against standard social 

risks the most important social policy innovation coming from Germany. 

 

The special treatment of civil servants by the state in the form of generous protection dates 

back to the early nineteenth century.161 Also miners in Prussia had got their own 

autonomously managed social protection long before the three above-mentioned branches of 

social insurance were introduced. With this in mind one can begin to understand how the 

segmentation of the German social insurance system along occupational lines came about and 

why the road to a more universal approach was effectively closed from the outset. Similar to 

what we saw in Italy, social insurance was expanded in small steps to gradually cover more 

and more of the working population. In practice the expansion happened through the setting 

up of insurance schemes targeted at specific groups. In 1911 the three separate branches of 

social insurance were put under the umbrella of one single national insurance law, the 

                                                
161 Here the Prussian state bureaucracy followed the examples of Britain and France, which had introduced 
special pension and retirement arrangements for their higher level officials and veterans already in the course of 
the eighteenth century (Thane 2006: 36). 
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Reichversicherungsverordnung (RVO).162 In the same instance survivor pensions for orphans 

and widows became incorporated in the national social insurance framework. Self-employed 

workers would only gradually be incorporated in the compulsory social insurance (Kaufmann 

2003: 282-283). 163  

 

Another significant development was the 1911 Insurance Act for Employees,164 which 

established social insurance for better-earning white collar employees. The 1911 Insurance 

Act further institutionalised the fragmentation of the German working class by providing to 

white-collar employees pension insurance arrangements that were considerably more 

generous than those in place for dependent, blue-collar workers (Williamson and Pampel 

1993: 28). Among other things; the pension age for insured persons was 65 years (as opposed 

to 70 for workers), there was a minimum contribution period of 10 years165 and invalidity and 

survivor pensions were easier to access. The introduction of a separate scheme instead of 

expanding the existing one was partly motivated by the wish to divide the labour movement. 

The  hope  was  that  the  scheme  would  push  white-collar  workers  to  form  their  own  identity  

separate from their blue-collar counterparts and become less likely to join socialist unions or 

the Social Democratic Party (Williamson and Pampel 1993: 28). Also in health insurance a 

differential treatment of workers and salaried employees existed. The achievement of social 

rights equal to the politically more privileged salaried employees became a key demand on 

the  part  of  the  workers’  movement.  This  goal  was  fulfilled  only  after  the  2nd World War 

(Kaufmann 2003: 282).  

 

It is worth highlighting that the pattern of a gradual expansion of coverage to new segments of 

the workforce is typical of social protection programmes following Bismarckian principles, 

and we recall that this happened also in the Italian case, albeit a little later and with even more 

pronounced cross-sectorial segmentation. This is an important point in our three-country 

comparison. In the next chapter in which we turn to the Swedish case, we shall see that 

Sweden started out with a universal basic pension before later adding a second mandatory tier 

that tied benefits to employment history. Crucially, the earnings-related tier applied uniformly 

to almost all types of workers making the Swedish system much more coherent across 
                                                
162 Since the 1970s the RVO has been gradually replaced by the Social Security Code (Sozialgesetzbuch). The 
legal basis of the current German pension system is incorporated in the 6th book of the Social Security Code, in 
force since 1992.   
163 A statutory insurance for artisans was set up in 1938, farmers in 1957 and artists in 1981. 
164 Versicherungsgesetz für Angestellte of 20 December, 1911.  
165 10 years for men, 6 years for women. 



 

  196 

occupational sectors than in the two other countries. These differences in trajectory form an 

important part of the explanation of why these systems even today function differently from 

each other and produce such different outputs. Variation in the degree of occupational 

divisions incorporated in the programmes becomes a significant factor in creating different 

starting points when questions of pension system restructuring enter the agenda in the 1980s 

and 1990s.  

 

Politically, it should be noted that Bismarck was not successful in curbing further advances of 

the labour movement. By 1912 the Social Democratic Party (SPD) had become the largest 

faction in the German parliament (called the Reichstag at the time) and efforts to dominate 

social policy soon became one of the main pillars of their activity (Boeckh et al. 2006: 70). In 

1918 the Social Democrats166 succeeded in entering the government coalition for the first time 

and they took an active role in pushing forward an expansionary approach to social policy. 

With article 161 of the Weimar Constitution the basic purpose of German social insurance 

was formally defined and codified: 

In order to maintain health and the ability to work, in order to protect 
motherhood and the provision against the economic consequence of 
old age, weakness and the vicissitudes of life, the Empire establishes, 
with the comprehensive participation of the insured, a comprehensive 
system of insurances.167 

 

Social policy developments in the Weimar Republic can be divided into two phases – a period 

of construction and expansion between 1918 and 1927 and subsequently heavy dismantling as 

a result of a deteriorating macroeconomic situation in the years leading to the collapse of the 

Republic in 1933. Demobilisation, contraction of the war industry, stagnation tendencies in 

the economy and an increasing number of old age pensioners characterised the post-World 

War I years. These trends implied an intensified demand for social protection. In addition, 

social provision for war victims gained importance (Pilz 2004: 27). With regard to the 

pension system more specifically, it should be noted that the retirement age for blue collar 

workers was lowered to 65 in 1923. The two distinct Weimar periods illustrate well how the 

                                                
166 Together with the German Democratic Party (DDP) and the Centre Party (Zentrum), the SPD formed the so-
called Weimar Coalition 
167 Own translation. The original text reads: Zur Erhaltung der Gesundheit und Arbeitsfähigkeit, zum Schutze 
der Mutterschaft und Vorsorge gegen die wirtschaftlichen Folgen von Alter, Schwäche und Wechselfällen des 
Lebens schafft das Reich ein umfassendes Versicherungswesen unter maßgebender Mitwirkung der 
Versicherten. Article 161, Chapter V, the Weimar Constitution of 11. August 1919. Reproduced e.g. in Boeck, 
Huster et. al (2006: 72-75).  
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direction of social policy is ultimately a result of socio-economic circumstances which tend to 

dictate public demands.   

 

Without going into the finer details it should be mentioned that the Nazi regime took a Janus-

faced approach to social protection. On the one hand, the core of the already existing structure 

of social protection remained intact and in some instances expanded. The old middle class, 

who had been impoverished through a series of adverse events such as the World War I and 

the subsequent inflation and world economic crisis, was one of the core pillars of the national 

socialist mass movement. The regime, thus, allowed for their incorporation in the statutory 

pension insurance scheme under special conditions. In addition, pension rights were extended 

to self-employed artisans (1938). The old age pension system for workers was left largely 

untouched. With regard to social policy more generally, the Nazis set up a system of racially 

motivated state financed incentives for child rearing and awards for large families. These 

measures can be seen as a form of “social political bribery” (Boeckh et al. 2006: 86). On the 

other  hand,  certain  groups,  such  as  e.g.  Jews,  Social  Democrats  or  Communists,  saw  their  

right to social protection abridged or completely removed. These were groups that were 

considered enemies of the regime.  

 

 

Postwar expansion along Bismarckian principles 

As  we  know,  the  Nazi  regime  came  to  an  end  in  1945,  and  a  period  characterised  by  of  

postwar reconstruction and economic recovery followed. In their basic structures, the social 

insurance arrangements survived the Third Reich. As Kaufmann points out, in Germany, 

“different from England and France, it never came to a comprehensive systemic reform, but 

rather to a continued development along the tracks put down by Bismarck” (Kaufmann 2003: 

281).  Immediately  after  the  war  there  were  attempts  on  the  part  of  the  Allied  Control  

Commission to establish a unified national insurance system inspired by the Beveridge model. 

To this end a plan was drafted in 1946, but the proposal met hard opposition from the trade 

unions and other interest groups. As the Cold War became reality the Allies lost interest in the 

plan (Alber 1986: 11). In the new Federal Republic social policy immediately became a field 

of priority as the country struggled to get back on its feet after the devastating war. In the first 

legislature an unprecedented 52 bills concerning social insurance legislation were passed (Pilz 

2004: 106). Most notably this led to a comprehensive extension of social insurance coverage 
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(Pilz 2004: 33). The institutions dismantled by the National Socialists, such as, for example, 

self administration of the public social insurance schemes, were by and large restored.  

 

The Third Reich, did, however, have some long-term effects relevant to the development of 

postwar social policy in Germany. Above all, this can be seen in the organisation of the 

German labour movement. While repressing the existing independent organisations, the 

National Socialists had set up the state-controlled National Labour Front that many workers 

were  compelled  to  join.  Though  dismantled  after  the  war,  the  National  Labour  Front  left  

behind the legacy of organising labour along sectorial lines. The workers’ confederation, 

Deutscher Gewerkschaftsbund (DGB) was established is 1949 and consisted of 16 industrial 

unions (Industriegewerkschaften). There was considerable overlap between these industrial 

unions and the National Factory Groups around which the National Labour Front had been 

organised. Moreover, as opposed to in the Weimar Republic, the new labour confederation 

and the industrial unions were meant to be politically independent and not to enter agreements 

with any political party (Williamson and Pampel 1993: 29).  

 

A particular competitive situation on the market for votes was of paramount importance for 

German  social  policy  in  the  expansionary  phase  during  the  early  days  of  the  new  republic.  

Different from Great Britain and Sweden, more than one large political party acted as a social 

policy advocate and defender. That is, two main parties on either side of the political centre 

parties competed for the support of the potentially election winning welfare clientele: one 

Social Democratic and one Christian Democratic Sozialstaat party. One had close ties to the 

leftist unions, the other with links to the catholic workers’ movement and the Catholic 

Church. Thus, the two parties were typically brought together by a basic common interest in 

state provided or mandated systems of social equalisation (Schmidt 2000: 159). There were 

often disagreements on the exact methods and specific design of new social policy measures, 

but generally there existed a political climate conducive to an expansion of social security 

provisions. Arguably the most forceful example of such a cross-partisan consensus is the 

groundbreaking 1957 pension reform. In fact, since its repercussions are felt to this day, the 

1957 reform merits special attention. In 1953 Adenauer announced an “all-encompassing 

social reform”, but the only part that was ever implemented was a comprehensive pension 

reform passed in 1957 (Kaufmann 2003: 283). Interestingly, we shall see that the political 

pattern leading up to the reform was not that dissimilar from what we saw in the Italian case 

before the 1969 reform. As the German economy took off in the postwar years, it was widely 
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recognised that the living standards of the elderly did not keep up with the improvements for 

the working population. Hence, there was cross-party consensus that the existing pension 

system was in need of reform, and again we have an example of how changes in the socio-

economic context influence policy demands.  

 

As  in  Italy,  pressures  to  introduce  a  more  inclusive  (or  universal)  approach  to  social  

protection came from the government opposition on the left. In 1952 the Social Democrats 

presented a Beveridgean “social plan” which aimed to replace the old social insurance system 

with a universal social protection model and a national health service (see also Alber 1986; 

Heyn 1953). In response to the Social Democrats, the government introduced their own 

reform proposal advocating the preservation of the traditional social insurance arrangements 

but strengthening the pensioner’s income position by coupling pension benefits to increases in 

wage levels. Following the German tradition as a negotiation democracy, the failure of the 

government to get its proposed bill through parliament was followed by a presentation of a 

modified reform proposals from both the SPD and the government. The content of these bills 

coincided on several important points, but there were also significant points of disagreement 

(Alber 1986: 105). There was cross-partisan consensus that compulsory insurance should be 

extended to cover all individuals in dependent employment without any income ceiling. 

Furthermore, benefits should be closely linked to past contributory history serving the 

function of replacing previous earnings to allow individuals to maintain the standard of living 

attained through work. Benefit levels should be adjusted at regular intervals and financing 

should follow the pay-as-you-go principle. Points of disagreement centred on how to put these 

goals into practice. The Social Democrats wanted a stricter relationship between previous 

earnings and the entitlements and a more generous, automatic indexation of current pension 

benefits. Additionally, they favoured the introduction of a minimum income guarantee which 

would be based on need rather than merit. In the opposition proposal the state was foreseen a 

greater role in financing, whereas the government, on the other hand, favoured higher 

contributions. Finally, in January 1957 a reform proposal was tabled, to which both the 

CDU/CSU as well as the SPD opposition lent their support. Although being a junior partner in 

the government coalition, the FDP, on the other hand, voted against the proposal.168  

 

                                                
168 The majority of the Bundestag members of the Deutsche Partei (German Party), which also took part in the 
government coalition and possessed 15 Bundestag seats, abstained from voting on the proposal.  
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All  in  all,  the  1957  pension  reform  law  was  hugely  significant  for  German  retirees,  as  it  

ensured an immediate and generous improvement of their income situation. In the very same 

year that the law was passed workers’ pensions saw an average increase of 65 per cent 

(Schmähl 2007). It should be remembered that until the 1957 reform the average pension for a 

blue-collar workers amounted to only 25 per cent of net earnings, which meant that for most 

low-skilled workers old age was associated with poverty. Not even white-collar workers 

could expect a generous pension, but their situation was, nevertheless, better with old age 

benefits replacing about 40 per cent of previous income (Hinrichs 2006). Given the desire to 

implement  more  generous  benefits  the  switch  to  pay-as-you-go  made  good  sense.  As  we  

know, the PAYG model allows the state to start paying benefits without first accumulating a 

large pension fund to finance the outlays.  

 

In summary, the core features of the reform were the following:169  

1. Maintenance of pre-retirement standard of living was adopted as the core objective. Prior 

to the reform the goal had been to guarantee a minimum standard of living for all covered 

individuals. The flat-rate component in the benefit formula was removed.  

2. The benefit level was based on the number of insurance years and of the wage of the 

worker relative to the average earnings level in the year that the wage was earned 

(Williamson and Pampel 1993: 30). Thereby the dominance of the equivalence principle 

was further strengthened (see Kohl 2000: 138).   

3. The financing method was officially converted to PAYG.170  

4. With the objective of allowing retirees to keep apace with the working population and 

share the benefits of economic growth, dynamic benefits were introduced. This meant that 

pensions would be indexed annually to follow changes in gross wage levels.   

 

Also 1972 was an important year for the German public pension insurance as several 

expansionary elements were implemented. The main novelty was a flexible retirement age for 

workers with a long contribution record. More specifically, as a reward for a long career, 

workers  with  a  contribution  history  of  at  least  35  years  was  allowed to  retire  at  63  with  no  

actuarial reductions in the benefit level. The extension of entitlements through a lowering of 

                                                
169 See the institutional synopsis in Flora (1987) for a more detailed description of the changes.  
170 De facto the system had converted to a PAYG system already in the interwar period when most funds had 
been invested in government bonds (Börsch-Supan and Wilke 2004: 4).  
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the retirement age had an immediate effect on people’s retirement decision. Between 1970 

and 1983 the share of old age pensions claimed by individuals with less than 65 years, 

increased from 16 to 46 per cent. In addition, non-insured (predominantly self-employed) 

workers got the opportunity to enter the general public scheme on a voluntary basis. This 

meant many new middle-class members, who previously did not have access to the public 

scheme. A third expansionary measure was the implementation of something like a minimum 

pension benefit for workers with a low income. Finally, low income earners with a 

contribution record of minimum 25 years had their assessment basis raised to 75 per cent of 

average earnings, and the standard replacement level was improved.  

 

The political dynamics leading to the passing of reform in 1972 was in some ways similar to 

the 1957 reform story. Both the SPD/FDP government coalition and the Christian Democratic 

opposition had introduced their own reform proposals, and in the end the bill that was 

legislated contained almost all the expansive elements of both proposals and was passed with 

the votes of the governing parties (this time including the Liberals) and the CDU/CSU. The 

1972 reform can, thus, be seen as a striking example of how attractive pension policies can be 

as an instrument to “buy” votes. One may argue that it was no coincidence that the reform 

was legislated right at the end of the legislative period, i.e. shortly before the federal elections. 

It  bears  pointing  out,  however,  that  this  “is  the  only  example  of  a  social  reform law which  

combined extension proposals of all major parties trying to outbid each other prior to an 

election “ (Alber 1986: 107). In general, what stands out about the pension policymaking 

pattern observed over the postwar decades is the relative absence of party politics and 

consensual agreements between the two major parties,  the CDU and the SPD. At the end of 

the  day,  the  actual  political  colour  of  the  government  seems  to  have  been  of  only  minor  

importance. 

 

On the whole, the institutional structure set up by Bismarck proved extremely robust. To be 

sure, above we have told a story of expanded coverage and of other important modifications, 

especially improvements with regard to the benefit level. However, the foundations of the 

social insurance structures remained intact also after World War II. In summary, key 

characteristics of the Bismarckian social insurance laws were (Alber 1986: 6; Boeckh et al. 

2006: 68-69):  

 Social protection was provided for workers rather than the population as a whole. 
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 System of protection founded on separate pension insurance contributions instead 

of general taxation.  

 General revenue financed public subsidy in the case of the public pension scheme 

(Gesetzliche Rentenversicherung) 

 Cash benefits tied to contributions which in turn were linked to wages, i.e. 

earnings differentials were maintained and as a consequence there was little 

redistribution across income groups. 

 Autonomous administration (Selbstverwaltung) by a large number of insurance 

bodies and with participation of worker representatives in relation to their levels of 

contribution. 

 

 

Hard times, but no goodbye to Bismarck 

With the 1972 reform the expansionary trend in German pension policymaking came to a 

close. Earlier than in most comparable countries, welfare state expansion in Germany was 

interrupted already in the mid-1970s. The replacement of the Social Democrat Willy Brandt 

by his party colleague Helmut Schmidt in the Chancellor’s Office marked the end of the 

golden age of the Sozialstaat. Not surprisingly, the increasingly difficult macroecomic 

conditions in the 1970s are central in explaining the turning point in social policy as Germany 

was hit hard by the downturn in the world economy. Economic growth rates stagnated and 

even declined, unemployment rose and budget deficits became the rule rather than exception. 

Priorities in German social policy shifted away from the search to improve and expand social 

protection to a focus on cost containment in order to meet the overall economic goal of 

reducing public debt. Measures to contain costs and keep public finances under control were 

further consolidated by the Conservative-Liberal Kohl government entering office in 1982 

(Hockerts 2007: 27).  

 

It was not only the economic situation that brought the innovation of expansive measures to a 

halt. In the area of pensions one also has to mention the importance of demographic factors. 

One might think that population ageing is a concern that appeared as a problem on the policy 

agenda only in the 1980s and 1990s. But in Germany the issue actually appeared much earlier 

as low fertility consolidated itself as a long-lasting trend already in the 1960s (Hinrichs 2006: 

47). At the other end of the life course – due to improved standards of living, better nutrition 
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and technological advances in the postwar decades – people could expect to live much longer. 

When the macroeconomic situation deteriorated in the 1970s, it was, thus, natural to look for 

ways to limit future pension costs.  

 

Overall, these cost-containing interventions did not represent a system shift, but rather 

adaptations or first order changes within the existing policy paradigm (Hinrichs 2006: 53). 

Instead, as Alber points out “[t]he government’s austerity policy can be characterized as crisis 

management in the sense of a muddling-through, resulting from short-term fiscal 

considerations rather than long-term reform perspectives” (Alber 1986: 128). Although the 

corrective measures which were made during the 1970s and 1980s did not qualify as 

landmark interventions to the system, the significance of ending the expansionary trend 

relatively early compared to most European counterparts should not be underestimated. It 

arguably prevented a more serious system crisis and more painful interventions when the 

German pension system also had to cope with the additional pressures caused by unification. 

Below we briefly draw the direct parallel to Italy, and it is immediately evident that timing 

matters in shaping the way a system develops.  

 

Examining  the  evolution  of  the  German old  age  security  with  a  long  time horizon  from the  

inception of mandatory old age and invalidity pensions in 1889 until the time of German 

unification, Williamson and Pampel point to a remarkable degree of continuity over these 100 

years. The original scheme and the policies in force a century later had several recognisable 

similarities (Williamson and Pampel 1993: 32):  

1. For individuals that had reached the statutory retirement age, there was no means test 

to receive an old age pension benefit. The retirement age had, however, seen a 

downward adjustment from 70 to 65.  

2. In both schemes contributions as well as benefits were closely linked to earnings. 

Hence, the scheme provided little redistribution between income classes. The main 

development was that benefits and contributions had increased considerably during the 

postwar years. Whereas in the 1889 version of the scheme, the total contribution rate 

amounted to 1.7 per cent of gross earnings, in 1989 it had increased to 18.7. The 
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inflation adjusted standard pension171 went up from 460 euros in 1960 to just under 

1000 euros around 1990 (Sozialpolitik-aktuell.de 2009).  

3. The principle of dividing contributions equally between employers and employees was 

present from the start and has never been abandoned. 

4. Since the beginning both employers and workers have taken an active part in the 

administration of the schemes.  

5. The federal state provides a subsidy financed from general tax revenues.  

 

With regard to its structural principles, the most important difference between the 1889 and 

1989 programmes was arguably the method of financing. While financing of the original 

scheme was based on funding or capital accumulation, the 1957 pension legislation 

implemented the pay-as-you-go financing mechanism and a pension level based on the 

defined-benefit principle. As we know the choice between funding or defined-benefit has a 

range  of  implications  especially  with  regard  to  how  the  risks  of  the  system  (such  as  e.g.  

demographic change or the rate of return on pension assets) are dealt with (see Barr 2002; 

Mattil 2006). In an individually funded system (aka defined-contribution) the risks and 

uncertainties associated with the pension scheme as a whole tend to be transferred to the 

individual level. In a defined-benefit system with pay-as-you-go financing, on the other hand, 

risk is shared more broadly between the insured, the state in the case of a publicly run 

scheme, and future generations in their capacity of being future contributors and tax payers.  

 

It is also well-known that whereas switching from a funded to a PAYG system is easy and no 

transition period is needed, a change in the opposite direction is very hard to orchestrate due 

to  the  double-payment  problem  that  we  also  referred  to  in  chapter  2  and  with  reference  to  

Italy. In other words, also in the German case we have a classical example of a policy choice 

made in the past that has practically ruled out or at least rendered extremely difficult the 

introduction of an old age security system that relies on occupational or private benefits as its 

main components. Although thinking about counterfactuals is always associated with some 

degree of speculation, had it not been for the fact that policies are shaped in an environment 

of already existing institutional frameworks, it seems perfectly imaginable that the 

privatisation of public pensions would have been contemplated more seriously as a viable 

strategy to address the problems that had become apparent by the time we got to the 1990s.  
                                                
171 With 1995 as the base year, average earnings and a qualification period of 45 years = 45 earnings points.  
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Comparing the German turn to cost containment to the trajectory of the Italian welfare state 

and its pension system more specifically, we see how significant timing can be. We have 

noted how Germany already in the 1970s started to look for ways to control the spiralling 

costs of the system and avoid further expansion. Conversely, the Italian stato sociale 

remained on an expansionary track and continued to swell for more than another decade and 

was, consequently, facing even more deep-seated structural problems than Germany as we 

entered the 1990s. Without the adjustments to the public pension system prior to reunification 

one can safely say that the financial burden of integrating the East in the social insurance 

system of the Bundesrepublik would have been even more costly and possibly detrimental to 

public finances. In fact, as Schmidt (2000: 160) points out, without the above-mentioned 

initiatives to limit pension outlays during the 1970s and 1980s, the contribution rate would 

have been more than 25 per cent higher at the turn of the millennium.  

 
The higher concern for system sustainability at an earlier stage is not the only factor putting 

Germany  in  an  advantaged  position  compared  to  Italy  when  we  reach  the  1990s.  System  

fragmentation or segmentation along occupational lines has been highlighted as a key feature 

in both cases, but we should also be reminded that this does not mean the same thing in the 

two cases  (see  also  chapter  4).  While  in  Italy  the  situation  was  extreme with  more  than  40  

different schemes operating as part of the public pillar catering for different professional 

groups, the German public pillar was structured in only a handful of schemes, making the 

differential treatment across sectors much more moderate. Since 1968 both blue-collar and 

white-collar workers employed in the private sector, together with public sector employees 

who do not have civil servant status, have been mandatorily insured with the Gesetzliche 

Rentenversicherung, GRV, (Statutory Pension Insurance) which can be seen as the equivalent 

of the Italian INPS. Around 85 per cent of all workers were covered under this scheme. Apart 

from the GRV the most important separate scheme was the civil servants’ programme 

covering around 7 per cent of the total workforce. Public sector employees who were not civil 

servants had a compulsory supplementary insurance which was meant to make up for the 

difference in generosity between the standard benefit level and the civil servant pension. As 

noted above, the self-employed had the option of joining the statutory scheme on a voluntary 

basis. In addition, a few special professional categories, such as, e.g., miners and independent 

farmers had separate pension insurance schemes. Given that Germany entered the 1990s with 

a system that was much ‘tidier’ than the Italian one, harmonisation of rules would not become 
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an issue in the same way as in Italy and there would be less need for bargains involving 

overly extended transition periods, which, in turn, also have implications for how we assess 

reform outcomes in terms of intergenerational consequences (see, in particular, chapter 8).  

 
Considering briefly the redistributive properties of the German case, the starting point in the 

1990s differed from the Italian as well as other Bismarckian cases due to a uniquely German 

feature in the benefit calculation formula (see figure 6.1). That is, the German public pension 

system took onboard the lifetime earnings principle very early on and this had a clear 

feedback  effect  on  the  reformed system.  While  in  Italy  and  Sweden the  switch  to  a  benefit  

calculation method based on lifetime contributions represented a landmark change, the 

Germans were able to reform first pillar pensions by modifying the existing earnings-point 

based formula rather than introducing something completely new. Moreover, modifications to 

the formula applied to the total stock of retirees; i.e. to current pensioners and not just new 

entrants. With regard to redistribution, the main point is that the German system has from its 

inception been clearly focused on status maintenance in retirement rather than redistribution 

across income classes. The actuarial link between career income and pension benefits that 

other countries have introduced only with the recent wave of reforms had been 

institutionalised and publicly accepted long time ago. The important point for the generational 

questions raised in this dissertation, is, as Börsch-Supan and Wilke (2004: 14) reminds us, 

that “the [benefit] formula is applied to the entire stock of pensioners, not only to new 

entrants. Hence, the German system is time, not cohort-oriented. This crucial difference to 

other pension systems – notably the Italian one – makes reform easier if equal burden sharing 

is an agreed principle among voters.”  

 

As we shall see in the next section, the efforts to cut costs during the 1990s all concentrated 

on the general computational basis or current pension value, which links workers’ earnings 

and  the  actual  benefits  paid  to  current  retirees.  That  is  to  say,  reforms  have  focused  on  

redefining how the development of average wages affects average pensions (Börsch-Supan 

and Wilke 2004). In sum, making use of the distinction between horizontal and vertical 

redistribution, it becomes clear that traditionally the German pension system has always 

ensured a strong degree of redistribution across the life cycle (i.e. horizontal redistribution). A 

transfer of resources across income classes (vertical redistribution) has been of secondary 

priority (Alber 1986: 68). Finally, it is worth highlighting that, like in the Italian case, several 

avenues to retirement before the legal retirement age existed and early retirement has indeed 
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been very common. In West Germany the average retirement age in 1998 was 59.7 and 60.7 

years for men and women respectively. In the East the corresponding figures were even lower 

with 57.9 for men and 58.2 for women. We recall how the 1972 reform had introduced 

important incentives for retirement before the standard age limit and as a consequence there 

was a sharp drop in the average retirement age after that (Börsch-Supan and Wilke 2004). 

Needless to say, the frequent use of the early retirement option constituted an enormous drain 

on the system. 

 
In summary, it seems fair to say that by the time we got to the end of the 1980s, the reform 

pressure was more moderate in Germany than it was in Italy. There are two reasons for this: 

First, since 1957 the benefit calculation formula had always been based on income over the 

entire working career and not only the last or best years. Second, as explained in the previous 

section, already from the 1970s the German system had embarked on a gradual reform path in 

the direction of less generous public benefits in the future (Blome et al. 2008: 344). In 

addition, the contribution rate had been raised several times. In fact, as shown by figure 4.1 

and figure 4.2, German public pension expenditures went down during the 1980s. The trend 

was obviously aided by a temporarily falling age dependency ratio,172 but can also be linked 

to a series of cost containment measures embarked on in the 1970s.  

 

In addition to these contextual differences to the Italian case, there were a number of political 

institutional factors pointing towards reform failure. To understand why reform inertia was 

seen as the most likely outcome, it is enough to mention the explicit institutional division of 

governmental power in Germany giving reform opponents ample opportunity to block 

reforms. Secondly, powerful trade unions were typically involved in the administration and, 

thus, in support of public pension schemes (Hering 2004: 9). We shall see, however, that 

although ex ante, system transformation or what some commentators have labelled path 

departure (Ebbinghaus 2009; Hering 2004), could not be foreseen, what happened was 

exactly that. Nevertheless, in Germany too the understanding that a more wholesale reform 

was necessary was further consolidated when towards the end of the 1980s forecasts showed 

that  in  the  absence  of  a  reform  the  pension  contribution  rate  would  exceed  36  per  cent  of  

gross income by 2030 at the peak of the ageing boom (Hinrichs 2006).  

 
 
                                                
172 The number of elderly declined in the early 1980s, but this was a temporary trend that had to do with the 
demographic effects of World War I (Alber 1986: 86).   
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6.2 Pension politics in a unified Germany: Gradual but transformative change 
 
There was broad political consensus that costs had to be contained and in 1989 the Pension 

Reform  Act  1992  (aka  Blüm  I  Reform)  was  passed.  As  far  as  the  politics  of  the  reform  

process is concerned, it can be argued that the policymaking pattern was similar to that 

identified for the pre-1990 period. In fact, just as in the 1972 reform, the act was a result of 

cross-party agreement between the Christian Democrats (CDU/CSU), the Liberals (FDP) and 

the  Social  Democrats  (SPD).  It  is  worth  noting  that  the  SPD  supported  the  reform  despite  

having a blocking majority in the Bundesrat. That is to say, institutionally they were in a 

position  to  veto  the  reform should  they  have  wished  to  do  so.  This  suggests  that  the  major  

political parties had similar policy preferences.  

 

Although the reform implemented some non-negligible modifications, the reform can be 

described as incremental since once again the main structure of the system was maintained 

(Hinrichs 2006: 54; Schulze and Jochem 2007: 682). The key reform measures were:  

 A shift from gross to net wage adjustment of pension benefits. 

 A permanent reduction of benefit level if opting for early retirement (to be 

implemented from 2001).   

 Provisions to retire before the age of 65 without deductions in the benefit level to 

be completely phased out by 2012.  

 Gradual increase in the legal retirement age for women, unemployed and disabled. 

Harmonisation with the rest of the workforce.  

 Federal subsidy was increased to 20 per cent of annual total pension expenditures.   

 

The reform has generated considerable savings if compared to the projections made on the 

basis of the old rules. The change in indexation mechanism prevented after-tax pensions from 

growing faster than the net income of wage earners. This modification was inter-

generationally neutral as it took effect immediately and applied to current and future 

pensioners alike. Here we observe a close parallel to the 1992 Amato reform in Italy. We 

recall that in Italy too immediate savings were achieved by altering the benefit indexation 

mechanism. What the reform did not do, was to reform the promise of a net replacement rate 
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of 70 per cent for a pensioner with a standard career.173 From a generational perspective, the 

long phase-in period of the new retirement age for women, unemployed and disabled should 

be noted (see section 8.1). Individuals born before 1938 (i.e. aged 51 or more when the reform 

was passed) were completely exempted from the new early retirement rules. Furthermore, 

phase-in of the new rules for early retirement without benefit reductions would be completed 

only in 2012. The fact that older workers would still be able to enjoy the more generous early 

retirement of the old legislative framework effectively strengthened the impression of the 

senior cohorts as reform ‘winners’. Also the increase in the federal subsidy can be interpreted 

in ‘redistributive terms’. Since the federal contribution to the general public pension insurance 

scheme is financed by general tax revenue and income taxation is generally progressive, it 

follows that an increase in the federal subsidy enhances the potential for redistribution across 

income. Those with higher incomes will contribute more than lower income earners. From an 

inter-generational perspective, on the other hand, as long as pension income is taxed on 

preferential terms vis-à-vis wage income, the federal grant will still have to be paid mainly by 

the working age population.    

 

As we know, with reunification many things changed in Germany - economically as well as 

politically (see e.g. Hockerts 2007; Wiesenthal 2004). A whole dissertation could be written 

about the different repercussions of reunification (see e.g. Ritter 2007), and some of the 

consequences for the political system have been hinted at above. Here I will only stress some 

of the most obvious consequences for the pension system. First, the political decision was 

made to let East German work histories qualify for membership in the West German general 

public pension scheme, and owing to the PAYG nature of the system, East German retirees 

could immediately start receiving benefits from the new system. As a consequence, 

reunification meant that the benefit payments had to be made to East German pensioners, who 

had never contributed to the programme.174 Second, the employment situation in the East was 

rather grim and a soaring number of unemployed claimed early retirement pensions at 60. On 

top of this, in the West unemployment and, consequently, early retirement at 60 were on the 

rise. Thirdly, the higher labour market participation rate among women in former East 

Germany compared to their West German counterparts increased the pressure on the system 

even further. Looking at the politics, there was general agreement among the political parties 

that the West German pension system should be transferred to the East. Instead, the need to 

                                                
173 So-called Eckrentner with a 45 years of contributions and average earnings. 
174 I am grateful to to Professor Bernhard Ebbinghaus for reminding me of this point. 
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compromise arose between financial and social policymakers. The representatives concerned 

with  fiscal  policy  in  both  CDU/CSU and in  the  SPD favoured  a  gradual  adjustment  of  East  

German pensions to the West German level, and to contain the necessary federal transfers the 

finance minister wanted the increase in expenditures to be financed entirely from employers 

and employee contributions. The party representatives responsible for social policy, on the 

other hand, argued for a quick harmonisation of benefits financed by general revenue. Already 

by 1995 the pension level in the East had reached 80 per cent of the West German level 

(Hering 2004).  

 

Overall, the decision to immediately incorporate the East German population in the general 

public scheme undoubtedly accelerated the pressure for further interventions to the pension 

system. Most importantly, measures had to be taken to prevent the required contribution rate 

to increase to unsustainable levels, and the next concrete step in the reform process took place 

in 1996. Against the opposition of the SPD, the Kohl government proposed a bill, the 1996 

Growth and Employment Promotion Act,175  to among other things shorten the phase-in 

period of the tightening of early retirement arrangements incorporated in the 1992 Act. 

Transition should now be completed by the end of 2004 instead of at the end of 2012. The 

core  objective  of  the  reform  was  to  consolidate  the  financial  sustainability  of  the  public  

pension system, and a quicker phasing out of the early retirement option was considered a 

means to that end. In addition, non-contributory entitlements (such as in the case of 

unemployment or sickness) were cut. Not only the SPD but also the unions were strongly 

opposed to the new law, and in June 1996 around 350,000 people took to the streets in a 

demonstration organised by the trade union confederation, the DGB, to express their 

dissatisfaction with the new policy measures.  

 

Several  commentators  see  the  developments  in  1996  as  the  first  sign  of  a  break  with  the  

consensus tradition in German pension policymaking (Schludi 2005; Hinrichs 2006: 54; 

Schulze and Jochem 2007: 683). However, although policymaking became more 

characterised  by  political  conflict,  it  did  not  bring  the  reform  process  to  a  halt.  On  the  

contrary, the gradual or stepwise transformation of the old pension system continued and, as 

we shall see, subsequent reforms have implemented even more radical policy changes leading 

to what many have characterised as a paradigm shift (Hinrichs 2006; e.g. Schmähl 2003). 

                                                
175 Wachstums- und Beschäftigungsgesetz 
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Stepping back for a second to think about what these developments may tell us more 

generally about social policy making in Germany, I would, hence, agree with Schmidt, who in 

a publication from 2000, i.e. even before the adoption of the more groundbreaking Riester 

reform, concluded that “social policy in Germany is capable of reforming itself” (Schmidt 

2000: 161). This opinion differs from the commonly articulated view that Germany, due to 

among other things the complex federal political system with its many veto points, is 

generally adverse to policy reforms. The incremental and path dependent reform trend based 

on cost-saving measures without deeper structural change – a policy pattern that appeared as 

financial austerity became a reality – can be interpreted in the context of competition between 

two parties that support the Sozialstaat and to the country’s federal structure which leads 

parties into “permanent election campaigns” (Schmidt 2000).176 It  is  worth  pointing  out,  

furthermore, that a corollary of the observed tendency to describe the German reform process 

as slow and gradual is that it is probably necessary to employ a generous time frame to make 

sense of it. Single reforms may be interesting to study in their own right, but they do not form 

a broad enough basis to provide a meaningful assessment of change and continuity in the 

German pension system and the welfare state more generally. 

 

Radical programmatic changes to popular welfare state institutions are assumed to come only 

at high political costs and, thus, reforms that truly represent a new policy direction are very 

difficult to orchestrate (Schmidt 2000: 164). Nonetheless, in advanced welfare states recent 

history has shown that sometimes governments do try to carry out unpopular reforms, such as, 

e.g., structural reform that also involves significant benefit cuts. Germany has been no 

exception. Thus, it can be argued that the federal structure and many veto points German 

policymaking may lead to a reform process that is slow and carried out in several steps, but it 

does not follow that these institutions and veto points necessarily have to be obstacles to more 

profound structural changes. As suggested by Jessoula (2009: 261-262) in an analysis of the 

Italian case and implicitly also by Jürgen Kohl (2001), what is more important is the actual 

policy content and the distributional consequences the proposed reform measures have for 

affected groups and what changes they represent compared to the effects of the old policy 

rules. If the status quo is considered untenable, the space for programmatic reform increases. 

                                                
176 Bundestag elections take place every 4 years, whereas the legislative periods of the European Parliament and 
the state parliaments (Landtage) have a duration of 5 years. However, the timing of the state elections varies 
across the country. This means that the composition of the upper chamber on the federal level, the Bundesrat, 
may well change in the middle of a Bundestag legislature. Hence, the characterisation of parties running 
“permanent election campaigns” seems apt.   
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More specifically, in cutting back on generous social policies governments are generally 

expected to seek a broad consensus behind their initiatives, in order to diffuse responsibility 

for the adverse reform effects on particular parts of the population (Myles and Pierson 2001). 

In the absence of cross-party agreement, the government is likely to be punished by the 

electorate. Theoretically, the underlying logic of the argument is the same as for credit 

claiming in the case of welfare state expansion (see Weaver 1986). Quite simply, politicians 

like to be associated with policies that make people better off, and by the same token, avoid 

taking the blame for initiatives that remove benefits that individuals have got used to 

receiving.  

 

We shall see that empirically, the German case does not fit this theoretical expectation 

because since 1995 several structural changes, involving a general reduction in system 

generosity, have been carried out against the votes of the opposition. Here a puzzle arises. 

How have governments of different colours been able to pass reforms, which overall have led 

to considerable reconfiguration of the public pension system, in the absence of formal cross-

party agreements, while only on one instance (in 1998) being punished electorally? Hering 

(2008) provides an attractive answer to this puzzle. The puzzle is framed as a question of how 

to avoid being blamed for an unpopular action, and it is suggested that informal party 

cooperation has been used as a successful strategy to this end. That is, whereas until 1998 one 

party,  the  SPD,  was  programmatically  committed  to  finding  ways  to  keep  the  old  system  

intact (i.e. what Hering calls ‘refinancing’ associated with only selective and limited cutback 

of benefits) and another, the CDU/CSU, was pushing for system restructuring, the two parties 

since converged around an ambition to restructure the system. With both parties committed to 

similar types of system changes, party competition instead came to focus on “lower-order 

issues”  such  as  the  policy  instruments  to  be  applied  in  the  restructured  pension  system  

(Hering 2008: 169). With government and opposition no longer offering radically different 

alternatives, the risk of electoral retribution declines (Hering 2008).  

 

Coming back to the specific steps in the reform process, the next major reform, known as the  

Pension Reform Act 1999 or the Blüm II reform, was passed in 1997 after considerable 

controversy between the two major parties as well as the social partners. At this stage it was 

evident that one could no longer speak of a “pension consensus” in German politics (Hinrichs 

2006; Schludi 2005; Schulze and Jochem 2007). Only after protracted negotiations in various 

committees and considerable political manoeuvring, the CDU/CSU led government coalition 
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managed to find a way out of the institutional obstacle course to make their reform proposal 

into law. One important tactical move to enhance the probabilities of getting the necessary 

parliamentary approval for the reform was to separate out the financial part of the proposal, 

which required consent not only in the Bundestag, but also in the Bundesrat. After several 

rounds of negotiations between government and opposition as well as between the two 

chambers, the financial part of the package was eventually agreed upon in the December 

1997. Even if the government eventually succeeded in adopting the reform package, the 

achievement came at a considerable cost, which showed itself in the 1998 federal elections. 

Schludi points out that the pension cuts brought about by the reform “can hardly be 

overestimated as a key factor in the disastrous defeat of the Kohl government” (Schludi 2005: 

143)   

 

In terms of actual contents, through various cost-saving measures the Blüm II package 

represented further efforts to contain future growth of the contribution rate. The central 

element of the reform was the incorporation of a so-called “demographic factor” in the 

pension benefit formula and in the benefit indexation mechanism. The demographic factor 

was a function of life expectancy at 65 and would be used in the calculation of the initial 

benefit and its subsequent adjustment. Thus, given the prevailing demographic projections the 

demographic factor would lead to a reduction in the benefit level for both current and future 

retirees. On the basis of the projected increase in longevity, it was expected that the net 

standard pension level would gradually drop from 70 per cent to 64 per cent. One may say 

that this was a significant reduction, and some commentators see this step as a move away 

from the traditional German social policy goal of living standard maintenance (Schulze and 

Jochem 2007). Another measure to further boost the financial balance of the system was an 

increase in the grant coming from the federal budget. The increase was to be financed by the 

revenue from a 1 percentage point increase in the VAT  

 

Soon after taking office in 1998, the SPD governing together with the Greens started working 

towards the goal of passing a comprehensive pension reform (Seeleib-Kaiser 2003). They 

suspended the demographic factor, only to replace it with a more complicated formula177 three 

years later through the Pension Reform Act 2001 (aka the Riester Reform). The projected 

long-run effect of the new formula did not differ substantially from that of the demographic 

                                                
177 See Börsch-Supan and Wilke (2004: 31) for an explication of the new formula. 
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factor (Hinrichs 2001: 59). The new formula reflects two objectives. First and most 

importantly, it aims to keep the contribution rate below a ceiling of 20 per cent until 2020 and 

below 22 per cent until 2030. The second objective is to keep the standard replacement above 

64 per cent (or 67 per cent according to the new definition of net wage) until 2030. Another 

noteworthy novelty introduced by the 2001 reform was the introduction of a tax-financed, 

universal and means-tested social pension (Grundsicherung). A minimum basic or social 

pension had hitherto been absent in Germany, and previously elderly with low or no pension 

rights had had to resort to the general social assistance. This was an important programmatic 

innovation, but at the same time it should be highlighted that in terms of generosity, it was a 

rather modest measure. Guaranteeing a replacement of only 19 per cent of gross average 

earnings, the old-age income safety net in Germany is among the least generous in the whole 

OECD.178 Third, and perhaps most importantly with regard to the logic of German pension 

policy, the reform represented an attempt to institutionalise occupational and private pensions 

through a package of subsidies and tax privileges to encourage investments in occupational 

and private pension plans. The first thing to note here is what did not happen, namely to make 

supplementary savings mandatory like in the Swedish case. Instead, individuals should be 

encouraged to save voluntary with the help of a series of incentives (see Börsch-Supan and 

Wilke 2004; Mattil 2006 for a more detailed overview of the different incentives). A 

consequence of the lack of compulsion is the fact that take-up rates will remain incomplete, 

and this in turn have implications for distribution of income in old age. One risks increased 

inequality  as  not  everyone  will  be  able  to  forego  current  consumption  to  invest  in  their  

retirement income (Hinrichs 2006).  

 

On the whole, the Riester reform represented a fundamental shift in the overall structure of 

the  German  pension  system.  That  is,  the  reform  finally  opened  the  door  to  a  multipillar  

framework also in Germany. In this respect, one can argue that although the modifications to 

the first pillar (if seen in isolation) have been less radical or overwhelming in Germany than 

in Italy, overall, a transformative structural change of old age social security provision has, 

nonetheless, taken place (Hinrichs 2006). Politically, we see that there was a government 

coalition of a different colour behind the Riester reform package than the two preceding Blüm 

reforms. Nevertheless, the political process had many similarities to that leading up to the 

Blüm II reform. Again the opposition, this time the CDU/CSU controlled the majority in the 

                                                
178 Only Finland, Japan, Hungary and the United States offer less benefits.  
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Bundesrat, and, hence, the SPD knew that negotiations would be necessary. Talks between 

the government coalition and the Christian Democrats were initiated in the spring of 1999 and 

a  reform  proposal  was  presented  to  parliament  in  the  autumn  of  the  following  year.  

Deliberations took place within the Bundestag committee for labour and social affairs, but no 

agreement  was  reached.  Thus,  in  an  attempt  to  find  a  way  out  of  the  gridlock,  the  reform  

package was divided into two pieces of legislation; one containing measures that required the 

approval of both parliamentary chambers, and another for which a majority of the votes in the 

Bundestag would be sufficient. The part that needed approval only in the Bundestag was 

passed without too many problems.  

 

The second part of the package proved much more problematic as there were disagreements 

not only along government-opposition lines, but also between different wings of the SPD. In 

the end, after negotiations in the so-called Mediation Committee,179 the government achieved 

the smallest possible Bundesrat majority in favour of the proposal (Schulze and Jochem 

2007). It is also interesting to note that the idea of introducing mandatory contributions – 

gradually rising to 2.5 per cent – to a private pension plan was discussed at  the initiative of 

the Social Democratic Minister for Social Affairs, Walter Riester (Schulze and Jochem 2007). 

The rationale was to ensure broad coverage and availability, and the idea had clear parallels to 

what had been achieved in the Swedish reform some years earlier. If applying a power 

resources perspective, one would probably interpret the early failure of the proposal as a sign 

of weakness for the German left. Yet, by closer inspection, such an interpretation is hardly 

convincing. Riester met opposition not only from the conservative parties, but also from 

within  his  own  party  as  well  as  from  the  Greens,  which  was  the  junior  partner  in  the  

government coalition in office at the time. On top of that, the proposal met opposition from 

two of the most important unions180 along with employers’ organisations. Thus, it is difficult 

to interpret in power resources terms the failure to incorporate a funded component into the 

mandatory first pillar. 

 

It soon became evident that to meet the objectives of the Riester reform with regard to 

contribution and replacement rates, further reform measures were required. Towards the end 

of 2002 after having been confirmed with a narrow margin in the federal elections, the Red-

                                                
179 Vermittlungsausschuss in German. This committee consists of 16 members of each chamber and can be called 
by the Bundesrat to mediate on bills after the Bundestag has voted.   
180 Die Deutsche Angestelltengewerkshaft (German White-Collar Union) and IG Metall 
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Green coalition set up a reform commission chaired by the economist Bern Rürup. The 

adverse macroeconomic situation at the time, with an unexpectedly high unemployment rate 

and low economic growth, enhanced the sense of reform urgency. The last reform steps so far 

were undertaken in 2004 with the Rürup reform (aka RV-Nachhaltigkeitsgesetz) and in 2007 

with the so-called RV-Altersanpassungsgesetz (Pension Insurance Retirement Ages Act). The 

most important feature of the Rürup reform was the new sustainability factor 

(Nachhaltigkeitsfaktor), which was to be included in the benefit indexation formula and 

reflects  the  ratio  of  pensioners  to  contributors  at  a  given  moment  in  time.  By doing  so,  the  

size of an individual’s pension benefit is also coupled to developments in the labour market.  

 

In practical terms, the sustainability factor ensures a less generous adjustment of the public 

pension promise resulting in lower pension payments in the long-run. Important to note is that 

current and future retirees (albeit with modifications during a transition period) thereby share 

the costs of a deteriorating age dependency ratio. However, one element, which is not present 

in the complex German benefit formula and that contrasts with the two other cases studied in 

this dissertation, should be mentioned; the German formula does not incorporate automatic 

adjustments for future expected developments in life expectancy. It may be argued that “[t]his 

remains a soft spot of the German PAYG pension system, especially in the light of continuous 

further increases in life expectancy” (Wilke 2008: 34). Moreover, in a second step, shortly 

after passing the Nachhaltigkeitsgesetz, the government also introduced a gradual switch from 

taxing contributions to deferred taxation. The taxation of contributions will be phased out by 

2025 (Mattil 2006) and by 2040 pension benefits will be fully subject to income taxation – 

only with the deduction of general tax allowances.  

 

The Rürup reform had a somewhat easier journey through parliament than the two preceding 

reforms since this time approval in the Bundesrat was not required. However, the pattern of a 

more conflictual and politicised policymaking process was once again confirmed. As usual 

the  trade  unions  expressed  their  discontent.  The  same  did  the  opposition  parties,  the  

CDU/CSU and FDP. Not surprisingly the trade unions were unhappy with the cut in the 

benefit level. Employers, on the other hand, were disgruntled that the retirement age was not 

raised as suggested by the Rürup commission. Also the CDU/CSU and the FDP sided with the 

employers on this issue. This new trend of less cooperative policymaking could be a 

reflection of the more general pattern – which we highlighted in the discussion of the political 

system  –  of  less  cohesion  in  German  politics  after  reunification.  However,  it  is  difficult  to  
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draw a definite conclusion in this regard, especially since the last reform step in 2007 was the 

result of an agreement between partners in the Grand Coalition.   

 

The 2007 Act was adopted with a large parliamentary majority consisting of the support of 

almost all Bundestag members from the Grand Coalition parties (CDU/CSU/SPD) and 

introduced a gradual increase of the standard retirement age to 67 years by 2029 (Spiegel 

Online 09.03.2007). The first cohort to be affected is the one with individuals born in 1947. 

For those born after 1964 the legal retirement age will  be 67. Early retirement at  65 will  be 

possible without a reduction in the benefit if the contributory period (including care and child-

rearing periods) total at least 45 years. The increase in the statutory retirement age is another 

example of the incremental but persistent intensity of policy change in Germany. The measure 

was proposed already by the Rürup Commission proposal, but due to the contentious nature 

of the idea, the SPD/Green government had decided to reject it.  

 

One may argue, however, that the Rürup reform discussions had already prepared the ground 

for the eventual acceptance of this move. With the Greens no longer in government, it became 

easier for the SPD to wholeheartedly make the case for an increase in the retirement age as 

their new coalition partners were considerably more positive about the initiative. In the long 

drawn debate preceding the vote, government representatives from the CDU/CSU as well as 

the SPD spoke about the necessity of making people work longer, whereas the Left (die 

Linke),  the  FDP  and  the  Greens  made  clear  their  opposition.  Among  the  opposition,  the  

Greens stated that they supported the basic idea of raising the retirement age but that they 

found socially unjust the possibility to retire earlier with a 45-year social insurance record. 

The arrangement would discriminate against several of the most vulnerable groups, such as 

women,  unemployed  or  individuals  who  started  their  careers  late.  The  Liberals  (FDP)  

favoured  a  flexible  retirement  age  and  more  room  for  individual  choices.   Finally,  the  Left  

objected, in particular, on the grounds that older workers already have a hard time in the 

labour market, and that it is unrealistic that they will manage to stay employed until 67 (see 

Deutscher Bundestag 2007).   

 

Recently, disagreements about the retirement age have again surfaced in the German political 

debate. Especially for the Social Democrats the issue has proved a difficult one. The leftist 

wing of the party has put into question the agreement reached in 2007 and has argued that the 

Social Democratic Party should review its stance. The Left Party (die Linke) has proposed to 
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begin  only  in  2016  the  transition  to  the  new  retirement  age  of  67,  something  which  would  

represent a postponement of four year compared to the original plan. However, at least at the 

time of writing, it seems unlikely that a potential SPD reform proposal would stand a chance 

in the Bundestag (Tagesschau.de 20.08.2010). German policymaking is normally 

characterised by stable decisions once they have passed all the institutional hurdles. Although 

the withdrawal of the demographic factor introduced by the last Kohl government proved that 

it is possible to reverse reform measures even in Germany, it should rather be considered an 

exception than a new trend.  

 

An interesting question in view of the reforms steps described above is the extent to which the 

current German system fits, or at least is approaching, the NDC model that was adopted in 

Italy and that we will see also in the Swedish case. I will not provide an exhaustive discussion 

of the issue but will restrict myself to pointing out a couple of the most central commonalities 

and differences.181 The  current  German system is  generally  not  classified  as  a  NDC system 

but commentators point out that it, nevertheless, comes quite close to being one (Börsch-

Supan 2006; Wilke 2008). The reason for describing the German system as a “quasi-NDC” 

system (Börsch-Supan and Wilke 2006) is the fact that it since 2004 has three of its principal 

features in common with the NDC model. First, as already mentioned, the earnings point 

formula takes into account income over the whole career history and not just the final (or 

best) earnings years. Second, actuarial adjustments linked to retirement age were introduced 

in 1992 so that early retirement (i.e. before the age of 65) would lead to reduced benefits 

while  later  retirement  gives  higher  pensions.  Third,  in  line  with  the  NDC  template  and  as  

opposed to Italy, the German model incorporates through the ‘sustainability factor’ a 

mechanism to automatically adjust the benefit level in any given year to changes in the 

contribution base.  

 

On  the  other  hand,  the  reformed  German  system  differs  from  a  purebred  NDC  model  with  

regard to a number of parameters (Wilke 2008). For instance, adjustments of benefits in 

relation to actual retirement age are not directly linked to remaining life expectancy, and the 

set adjustment rates for early and postponed retirement may seem somewhat arbitrary. A 

related  point  is  that  the  design  of  the  German  system  requires  the  definition  of  a  statutory  

                                                
181 For a comprehensive discussion of the characteristics and issues associated with the NDC model, see in 
particular Holzmann and Palmer (2006). The German case is treated in the same volume in chapters by Börsch-
Supan (2006) and Börsch-Supan and Wilke (2006).  
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retirement age,  which, in turn,  has been a source of much controversy.  The NDC model,  on 

the other hand, allows the retirement age to be flexible. Benefits are calculated as an annuity 

according to a formula which incorporates remaining life expectancy at the age of retirement. 

Thereby the formula ensures that actuarial neutrality between individuals, who retire at 

different ages, is achieved automatically and without arbitrarily set values. A corollary is that 

in the German system, the only means to lower costs in the face of increases in life 

expectancy is to move upwards the statutory retirement age. This is a highly visible measure 

that is always bound to be unpopular. Conversely, in NDC systems life expectancy is implicit 

to the model and, thus, the need for discretionary interventions is removed.  

 
Figure 6.3: Structure of current German pension system 

 
Source: Schulze and Jochem (2007: 674), own adaptation 

 

Figure 6.3 illustrates graphically the reformed German pension system. To come back to the 

question of intergenerational redistribution, Germany shows a mixed reform record with 

regard to differential treatment of birth cohorts. To start with, the fact that pensions are still 

being discussed suggest that the new model has still not gained full acceptance and may still 

be modified, even though the basic multipillar design seems to be solidly anchored by now.  

Take-up of supplementary pensions is, as we have seen, voluntary, but the situation is, 

nonetheless, more positive than in Italy. Even though coverage of occupational pensions does 

not reach Swedish levels, the second pillar in Germany is substantial with 64 per cent of 

workers enrolled (OECD 2009). The fact that coverage among young people and low income 
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earners is reported to be better than in other countries suggests that the introduced incentives 

to save are working quite well (Antolin and Whitehouse 2009; OECD 2009). 

 

Furthermore, on the basis of what has been done until now; since the change in the logic of 

the benefit calculation formula has been less drastic than in Italy, the generational break is not 

as clear-cut. The reason for this is that the lifetime earnings principle has been a characteristic 

of the German public pension system all along. Furthermore, at least in part as a consequence 

of the lower degree of fragmentation in the institutional architecture, the various policy 

measures could be phased in more smoothly without the need to compensate categories that 

would lose their privileges like in the Italian case. In addition, transition periods have taken 

birth year rather than years of service as the point of reference for deciding cut-off points. 

Finally, adjustments in the indexation formula affect also current retirees and not only new 

future ones.  

 

To be sure, also the German reforms have applied transitional arrangements with different 

rules applying to different cohorts. And the fact that the changing rules about retirement age 

relate to several different categories makes the picture somewhat confusing. The stepwise 

increase in retirement age for women, unemployed and disabled, the relatively slow 

introduction of new early retirement rules, and the recently adopted gradual augmentation of 

the new legal retirement age are three examples. Nevertheless, as will be discussed further in 

the concluding chapter, transition rules have to a much greater extent been based on principles 

of intergenerational fairness instead of the need to lower the short-term costs for groups that 

are protesting against the changes. Thus, overall the German reform process bears signs of 

having been much more “age-balanced” or intergenerationally fair than has been the case in 

Italy.  

 

Yet, at the general level, one conclusion drawn for the Italian case holds also in Germany; 

new entrants to the German pension system face a much more uncertain future with regard to 

what kind of retirement they can expect compared to the current generation retirees. Due to 

the  new  sustainability  factor  incorporated  in  the  benefit  formula,  first  pillar  pensions  will  

become less generous as the system dependency ratio increases. Contribution rates are 

expected to remain relatively stable. Thus, like in most other countries, the young today will 

ultimately pay a higher price for their retirement income than past and current generation 

retirees have done. However, one may also argue that this an inevitable change, and in the 
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absence of reforms the prospects of a public pension system surviving in the long-run would 

have been rather gloomy. And, compared to Italy at least, the German labour market is in a 

healthier state, and finding jobs is undoubtedly a key to the future of tomorrow’s pensioners.  
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7 Clever Swedes 
 

In the previous chapter we showed how the original principles of the German pension system 

proved remarkably robust and the reform process has been very gradual and may not have 

reached  its  end  point.  In  this  chapter  we  turn  to  the  Swedish  case  and  try  to  explain  why  

pension reform in Sweden has been more successful than in the two other cases “both in terms 

of correcting perceived program weaknesses and in promoting core social democratic values” 

(Anderson and Meyer 2003: 24). I maintain that the key to understanding this outcome lies in 

the opportunities and constraints incorporated in the old policies. We have seen that Germany 

had some institutional advantages over Italy. In a similar way, Sweden, in turn, was better 

placed  than  the  German  system.  On  the  one  hand,  during  the  1980s  the  awareness  of  the  

pension dilemma spread also in Sweden. Problems similar to the ones described in the 

previous chapters were highlighted also among Swedish experts. Also the Swedes were facing 

increased dependency burdens and around 1990 pension costs were still expected to rise in the 

following decades if no changes were made.  

 

Like in the other country chapters, we trace the history of retirement provision in Sweden 

from its beginnings in the early 20th century, through the golden age decades and into the 

subsequent hard times. This is done in order to better understand the problems and choices 

that characterise the more recent pension reform efforts taking place during the 1990s. We 

shall see that although the political dynamics behind the landmark 1959 pension reform 

appear very different from what we see in the 1990s, there is still considerable analytical 

leverage to be gained from accounting for its outcome even when our goal is to understand 

more recent developments. Furthermore, when looking at the evolutionary path of public 

pensions in Sweden from their beginnings in the early 20th century, we can observe several 

aspects of continuity in the modality of policy making and perhaps more surprisingly in the 

policy measures employed in what many authors (e.g. Anderson 2005; Schludi 2005) consider 

to be an example of a radically reformed system182.  

 

I argue that the Swedish reform process has been greatly helped by the fact that the old 

system was the most uniform and coherent of the Bismarckian systems. In the first pillar rules 

                                                
182 To foreshadow the findings; the process tracing carried out in this chapter will reveal that e.g. the premium 
reserve, which has received a great deal of attention as a measure that breaks fundamentally with the past, is not 
actually that novel. In fact, a similar mechanism was present in the first Swedish pension law of 1913.  
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were universally applied to the whole workforce, meaning that the cross-sectoral differences 

that existed above all in the Italian case did not exist in Sweden. As a consequence, it was also 

easier to introduce changes that applied uniformly to the whole active population without 

having various occupational sectors set up against each other. Furthermore, Sweden has not 

had to absorb an economic shock like the German reunification and in the early years of ATP 

system, surplus contributions were accumulated in a state-administered fund which grew 

much larger than anyone had expected (the so-called AP funds). These reserves have 

represented a pleasant institutional legacy and buffer which could be used to smooth the 

implementation of the reformed system.  

 

Figure 7.1: Main features of the Swedish pension system at the beginning of the 1990s 

 
 Eligibility conditions Financing Benefit 

 Old age 
retirement age 

Contribution 
history 
required for 
full pension Contribution rate 

Reference 
earnings 
(RE) Formula 

All types of 
gainful 
employement 
(ATP 
pension) 

65  
(60 with 
reduced 
benefit level) 

30 years Employers: 
13.5% of payroll 
Employees: No 
separate pension 
contributions 

Average 
pensionable 
earnings 
calculated 
on the basis 
of 15 best 
years 

Pension =  
60% of average 
pensionable 
income.  

All citizens 
(basic 
pension) 

65 (60 with 
reduced 
benefit level) 

No 
contribution 
history, but 5 
years of 
residence 
required to 
qualify for a 
full 
folkpension 
(until 1993).  

Employers’ 
contributions 
(7.45% of payroll 
in 1990) covering 
85% of outlays. 
The rest financed 
through central 
and local 
government 
subsidies 

Price-
indexed 
base 
amount  

96% of current 
base amount (in 
1994 = 33,116 
SEK). 
In addition 
various means-
tested 
supplements 
available to 
persons without 
ATP rights. 

     

Combined 
replacement 
rate: 65% of 
average wages 

Sources: Various. Own compilation 
. 

 

Again we start our historical country overview by briefly looking at the development of 

public social expenditures. Not surprisingly the post-war decades represent a period of 

tremendous change also in Sweden. There was an impressive growth in public expenditure, 
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and this was not least due to the expansion of the welfare state. In the Sweden chapter of the 

comprehensive “Growth to Limits” book series edited by Peter Flora, Olson (1986: 141) 

shows that public spending as a percentage of GDP rose from 24 per cent in 1950 and to 62 

per cent in the late 1970s. Important for this increase was also the rapid growth in public 

sector employment. By 1980 about a third of the labour force was employed in the public 

sector. Many of these were women. At the same time as the public sector expanded, there was 

a sharp contraction in the agricultural sector. The proportion of resources spent on welfare 

trebled as a percentage of GDP from 11 per cent in 1950 to 34 in 1980.  

 

As can be seen in figure 7.2 this growth was not equal across policy areas. Similar to figures 

4.2 and 5.2 for Italy and Germany, it traces spending on different benefit categories between 

1950 and 1990. Although it is not immediately clear why the data183 display such great 

variation in pension spending during the 1960s, it is interesting to note that around 1960 

Sweden is quite similar to Germany, whereas Italy which, as we know, later experienced 

spiralling pension outlays, was in fact the one, out of our three cases, that spent the smallest 

share of its overall public social expenditure on pensions. Overall it seems fair to say that 

pension expenditure in relation to spending on other purposes has remained relatively stable. 

There was a peak in expenditure during the first half of the 1970s to be followed by a drop in 

the latter half of the decade and then renewed stabilisation in the 1980s. Most notable was the 

growth in sickness184 expenditure which in the late-1970s overtook pensions as the largest 

heading on the social expenditure budget. In comparison to other countries it is also evident 

how family allowances have persistently constituted a non-insignificant part of the social 

expenditure budget. Admittedly, they experienced a gradual decline throughout the 1970s, but 

towards the mid-1980s one saw a renewed rise. Worth mentioning is also that if we look at 

the distribution of outlays on income maintenance in the period 1950 to 1980, one discovers a 

gradual but steady increase in spending on earnings-related benefits relative to universal flat-

rate benefits. In post-war Sweden, flat-rate benefits accounted for two-thirds of total income 

maintenance expenditure, whereas means- and income-tested benefits came second 

accounting for nearly a fifth of public social transfers. Earnings-related benefits came only 
                                                
183 The most likely explanation seems to be errors in the dataset, as it is difficult to see why else there should be 
such great swings from one year to the other. However, since we are not interested in the specific values of any 
given year, we choose to accept this weakness and still use the data to give us an insight into the general picture.   
184 The variable SIKBEN in the dataset includes “benefit expenditure on sickness and maternity (including 
medical care and cash benefits) as a percentage of total social insurance benefit expenditure” (Codebook, 
Evelyne Huber, Charles Ragin, John D. Stephens, David Brady, and Jason Beckfield, Comparative Welfare 
States Data Set, Northwestern  
University, University of North Carolina, Duke University and Indiana University, 2004).  



 

  226 

third (Olson 1986). This was to change, however, with the introduction of a compulsory 

health and sickness insurance in 1955 and the coming into effect of the second tier earnings-

related ATP pensions in 1963. As workers began to benefit from the ATP pension scheme, 

the basic universal pension became less important185 (see in particular graph 13 in Olson 

1986). Before looking at how the Swedish pension system has developed, we discuss briefly 

the main characteristics of the political system. As usual, the assumption is that the political 

institutions and political tradition play a role in shaping policies.  

 

Figure 7.2: Public social spending per category, 1960-1989 
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The political system 

Sweden is very different from her larger counterparts further south on the European continent. 

It  is  a  small  country  with  only  a  little  more  than  9  million  inhabitants  very  unevenly  

distributed across a large territory. In contrast to Italy and Germany, Sweden has a long 

history as an independent nation-state with highly centralised political institutions. Though 

clearly not unaffected by immigration in recent decades, the Swedish nation is culturally and 

ethnically homogenous. Nationalism, religion, or ethnic and regional cleavages, i.e. factors 

                                                
185 Individuals retiring in 1979 were the first ones to be eligible for a full ATP pension.  
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that dominate the political discussion in other larger and more diverse nation states, did not 

play any significant role in shaping the development of modern Sweden (see e.g. Olson 1986; 

Kuhnle 2001; Kuhnle and Hort 2004). The social effects of industrialisation were different on 

the Scandinavian Peninsula than in other parts of Europe. Scandinavian cities never got 

overcrowded with slums as in the larger European centres and industrial workers were never 

exploited to the same extent as on the continent (Kuhnle and Hort 2004). Whereas these 

variables, which we may label “context factors”, do not, of course, exhaust the causal 

mechanisms behind the Swedish model, they do represent non-insignificant factors 

facilitating the success. In absence of these factors the Swedish trajectory would most 

certainly have looked differently. In sum, judging from her modest size, political stability, and 

geographical location on the northern periphery of the European continent, one would perhaps 

not expect Sweden to attract much attention from non-Swedish social scientists. We know, 

however, that particularly the Swedish welfare state has been the focus of a great many 

studies, as well as the subject of much admiration (Steinmo 2010). In this section we provide 

a brief account of the most important features related to the Swedish political institutions, 

which have facilitated the development of successful social policies.  

 
Any  account  of  the  Swedish  political  system  must  give  a  prominent  position  to  the  Social  

Democratic Workers’ Party (Socialdemokraterna, or SAP). It is the oldest political party and 

has played a pivotal role in modern Swedish politics and, in fact, in the very construction of 

Swedish society as we know it today. In all elections since 1917 it has been the largest party. 

However, the Swedish ‘story’ is also one about compromises to overcome differences and 

conflict.  To  understand  how  the  SAP  became  so  influential  and  also  how  this  tradition  of  

compromise rather than polarisation came about, it is useful to take a historical view. In 

Sweden, as in many other European countries, industrialisation and economic transformation 

created a new working class which then created the electoral base for the Social Democrats, 

threatening the position of the old ruling elite. Thus, the political climate at the beginning of 

the 20th century was characterised more by conflict than common ambition, and this was 

precisely the context in which parliamentary democracy was institutionalised in Sweden.  

 

One intention behind the constitution from 1809 had been to set up a system of countervailing 

powers that would prevent dominance by either monarch or parliament (the Riksdag). 

Nevertheless, in practice the king, with the support of the landed aristocracy and the civil 

service, continued to have the upper hand in Swedish government throughout the 19th century 
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(Heclo 1974). Reforms in 1866 introduced a bicameral Riksdag comprised of two equally 

powerful chambers, a structure that remained fundamentally unchanged until the reform of 

1974. Representatives to the first chamber (första kammaren) were indirectly elected by local 

councils and election was reserved a few eligible men,186 while members of the second 

chamber (andra kammaren) were elected on the basis of direct male suffrage for men who 

had property or a taxable income. As a result there was initially a class divide between the 

two chambers, with the first being composed of “nobles, landlords and industrialists” and the 

second of “predominantly farmers” (Immergut 1992: 181). Policymaking was, thus, made 

difficult by a power struggle between monarch and parliament on the one hand, and between 

the two parliamentary chambers on the other. To overcome these cleavages which threatened 

to block effective decision-making, Swedish politicians developed a practice of delegating 

deliberations and negotiations on many issues to special commissions (or committees) of 

inquiry. As Immergut explains:  

By removing policy making to an arena partially independent of both 
executive and parliament, the committee and remiss system protected 
decision making from conflicts within the parliament. As a result, 
agreements on policies could be reached despite the class divisions 
between the two chambers and between the political parties, and also 
despite unstable parliamentary majorities […] that characterized the 
period from 1866 to 1932 […] (Immergut 1992: 182). 

This use of investigatory commissions and the remiss procedure is a practice that has been 

carried forward and plays an important role even in contemporary Swedish policymaking.  

 

In 1909 universal male suffrage was introduced for second chamber elections and eligibility 

requirements for the first chamber were loosened. Both the Social Democrats and the Liberals 

had pushed for the extension of voting rights and a strengthening of parliament vis-à-vis the 

king.  For  the  traditional  elite  “the  writing  was  on  the  wall”  as  Steinmo  (2010:  47)  puts  it.  

Although they did not like it, the advance of the masses and the formation of oppositional 

political organisations could not be stopped. The ruling elite knew that they could not 

compete with the growing middle and working class in terms of numbers. Thus, out of fear 

that they would soon be outvoted in most constituencies and quickly find themselves 

powerless in parliament, the Conservatives187 pushed for the existing majoritarian electoral 

                                                
186 Elibility was linked to criteria of age, property and income making it an assembly for the traditional elite. 
187 Today the party is known as Moderaterna, but when it was founded in 1904 it carried the name Allmänna 
valmansforbundet. It has later been known as Högerns riksorganisation (1938-1952) and Högerpartiet (1952-
1969) before taking the current name Moderaterna. 
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system to be replaced by proportional representation in both chambers. In exchange for PR 

they accepted the extension of universal male suffrage for the second chamber. Members of 

the first chamber would continue to be elected indirectly according to a staggered model and 

with a long term of office,188 ensuring that any changes to its  composition were likely to be 

very slow even there might be swings in the electorate. Ironically, this peculiar electoral 

model, which was meant to benefit the Conservatives, would, instead, work to the advantage 

of the Social Democrats; in the short run in the second chamber and some decades later in the 

first  chamber.  In the second chamber it  gave them an incentive to moderate its  rhetoric and 

political programme and they were successfully able to attract votes from the traditionally 

Liberal electoral base in the towns (Immergut 1992; Steinmo 2010). In 1918 another 

parliamentary reform was passed extending the franchise in both chambers also to women. As 

a result the Social Democratic seats in the first chamber tripled in 1921, but, nonetheless, it 

was clear that they would not gain a majority of seats in the immediate future. Due to the 

electoral  rules  it  would  still  take  a  long  time  to  push  the  Conservatives  out,  and  minority  

government and compromises were, thus, the order of the day (Steinmo 1993, 2010); a feature 

that has become a typical trait of the Swedish, frequently elite-driven, policymaking style.  

 

In the early 1930s the SAP managed to convince the Agrarian Party (Bondeforbundet, today 

Centerpartiet) to support the government in parliament in exchange for protectionist measures 

in support of national agricultural goods.189 The union with the farmers enabled the SAP to 

get the necessary support to introduce unemployment insurance. The deal marked an 

important shift in Swedish politics as it laid the foundations for political stability and 

optimism among workers and farmers. While the preceding decade had been marked by 

frequent changes in government190, Swedish politics would now become characterised by 

executive dominance and more than 40 years of Social Democratic hegemony. When some 

years later the SAP, at last, won a majority of seats in the first chamber a potential veto point 

was closed off, enabled the Social Democrats to rule despite voter fluctuations, and the 

position of the executive was further strengthened (Immergut 1992).  

 

                                                
188 1/8 of the members were elected each year and the mandate lasted 8 years.  
189 A deal described by political opponents as the ‘cow trade’ (kohandeln), see http://www.centerpartiet.se/, 
Anderson and Immergut (2007), Steinmo (2010). Backed by the Agrarian Party the Social Democrats were able 
to introduce unemployement benefits for the urban workers.  
190 Between 1920 and 1932 the country went through nine governments and eleven prime ministers (Larsson and 
Bäck 2008). 
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At the same time as the executive became stronger it does not mean that there were no 

conflicts in Swedish politics or that the government could impose whatever policies it saw fit. 

The main cleavage affecting political life was undoubtedly the class divide. And, as Steinmo 

reminds us in his recent book, in the decades prior to World War II the relationship between 

capital and labour in Sweden was characterised by deep conflicts and strikes were frequent 

(Steinmo 2010: 50). Understanding that constant conflicts were harmful for industrial 

relations, the Employers’ Federation (SAF) and the Trade Union Confederation (LO), which 

had close organisational links with the SAP, decided sit down at the same table. Negotiations 

culminated in the famous Saltsjöbad Agreement from 1938 which set up some principles for, 

among other things, labour conflict resolution and the use of industrial action. The agreement 

redefined Swedish industrial relations and affected the strategies of the SAP. Social 

Democratic policies became oriented towards facilitating the continued cooperation between 

capital and labour (Hancock 2003). Important decisions were often based on highly 

centralised agreements negotiated by a small elite consisting of leaders from LO and SAF and 

the government (Steinmo 2003). Moreover, with stable industrial relations and strong 

economic growth, the middle class became increasingly more important. The Social 

Democrats knew that to stay in power, they would have to make policies that appealed to this 

group (Steinmo 2010). The development of the famous Swedish welfare state must be seen in 

this context, and “pension politics were a centrepiece of […] this construction of a middle-

class welfare state” (Anderson and Immergut 2007: 350). 

 
Post-war election outcomes had shown that the electoral rules were biased towards larger 

political parties and discriminated against smaller ones (Steinmo 1993). The first chamber had 

virtually turned into a perpetual guarantee of Social Democratic government and had given 

them considerable agenda-setting power. However, after concerns about the democratic 

legitimacy of the system had been voiced throughout the 1950s and 1960s, a series of 

institutional reforms were carried out between 1969 and 1974. The bicameral Riksdag was 

abolished and eventually replaced with a single chamber with 349 seats, and changes were 

made to the electoral rules. These institutional reforms made it more difficult for one party to 

remain in control of government and the policy agenda. As a consequence, political strategies 

changed and policymaking became more politicised. For a while “the Social Democrats and 

the non-socialist parties outbid one another in expanding the welfare state and introduced a 

number of expansive reforms” (Anderson and Immergut 2007: 351). Also noticeable was the 

souring of relations between LO and SAF, and the level of conflict rose both in politics and in 
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labour relations. With regard to the electorate, class-based voting has decreased and voter 

volatility is higher than in the past (Anderson and Immergut 2007; Larsson and Bäck 2008).  

 

Nevertheless, the ‘Swedish pension story’ that I tell later in this chapter will demonstrate that 

the intensified political competition has not meant the end of compromises or an inability to 

resolve complex policy issues. That is, I do not agree with Anderson and Immergut’s 

assertion that  

politics and policymaking in Sweden were now characterized by 
highly polarized political competition. The economic crisis of the 
early 1990s was just the final blow to a political pattern that was no 
longer working (Anderson and Immergut 2007: 350, my emphasis).  

 

From a comparative perspective, and especially after having learnt about Italy in chapter 5, 

such a conclusion does not sit well with the author. Certainly, as political competition 

intensified, things got less harmonious and ordered than they had been at the height of Social 

Democratic leadership. Yet, it is important to remember that the ideological distance between 

political parties and policy alternatives are generally low in Sweden (Klingemann et al. 1994). 

What changed was that the Social Democrats could no longer take the Prime Minister’s office 

for granted, and they had to learn to listen more carefully to the electorate as well as to seek 

agreements with their political opponents on much more equal terms. Importantly, these 

rather  significant  political  changes,  did,  however,  not  lead  to  immobilisme.191 Swedish 

problem-solving capacities still seem to be quite considerable, at least from a comparative 

perspective.192 One  explanation  lies  in  the  old  practice  of  using  commissions  to  prepare  

policy.  

 
These practices have become a fundamental tool to make well-founded and rational policies 

which take into account different interests. The system results in an elite-driven process, 

generally involving highly skilled individuals who understand what the issues are about. 

Thus, it bears explicating how these procedures relate to the legislative process more 

specifically. On significant matters, policymaking ‘the Swedish way’ typically starts with 

investigatory work by an ad hoc official commission of inquiry whose findings are published 

in an official government report (Statens Offentliga Utredningar). The Commission is 
                                                
191 Immobilisme is a term associated with the Third and the Fourth French Republics which were known for 
government instability and inability to agree on policy and lacking capacity of political adaptation in response to 
rapid socio-economic change.  
192 Another example of Sweden’s capacity to orchestrate substantial reform even under these novel political 
circumstances, is the 1991 tax reform (Edlund 1999; Steinmo 1993, 2003)  
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appointed by the government and often includes representation from the political parties, 

important interest groups and relevant administrative agencies. An advantage of using the 

commissions of inquiry is to provide a space in which  

specialized political, administrative interest group, and professional 
roles can together work out approaches to whatever problem lies at 
hand. And because the cabinet rather than commission members bears 
official legal responsibility for presenting any commission proposals 
to parliament, most deliberations can be carried on in semiprivate 
conditions – outside the glare of public sunshine law but in full view 
of other insiders participating in the group life of government (Heclo 
and Madsen 1987: 12-13).  

 

When the commission has completed its work, relevant public agencies, interest groups, local 

governments and other affected groups are invited to comment on the government report 

within three months (a procedure known as the remiss system). After the remiss period  the  

ministry in charge drafts a bill  on behalf  of the government.  The government then takes the 

draft bill to the Riksdag where it is scrutinised by one of the standing committees. When the 

standing committee has agreed on a version of to present to the full Riksdag, the final plenary 

debate and voting can take place. In nine out of ten cases the original government proposal 

passes through parliament without being subject to significant amendments. In other words, 

the vote is generally just confirms the political agreements made at earlier stages of the 

legislative process (Larsson and Bäck 2008).  

 

 
 

7.1 Early pension politics in Sweden: A conflictual path from Beveridge to 
Bismarck  

 
I  now  return  to  the  evolution  of  the  Swedish  welfare  state  and  the  development  of  old  age  

pensions. As the data referred to above suggest, the large Swedish welfare state model that 

has become so famous developed particularly in the decades after the Second World War. Its 

roots, however, are to be found further back in time. Public intervention in the form of Poor 

Relief has traditions that date as far back as the Reformation (Olson 1986). With regard to old 

age social security, the breakthrough and first major step away from the traditional poor relief 

approach was the introduction of the world’s first universal and compulsory old age and 

invalidity pensions. Organised public pressure represented an important initial driver behind 

the first reforms, but for the long-term development organised interests have not stood in the 
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foreground. Instead, in Sweden we see a long tradition of expert investigations and high-

quality government administrators (Heclo 1974). With regard to concrete pieces of 

legislation, the first milestone was the hugely important 1913 Old Age Pension Act, which 

represented the world’s first universal old age pension scheme (see e.g. SOU 1994 for a 

concise historical overview of the milestones in the evolution of the Swedish pension system).  

 

After careful preparatory work by a government commission, the 1913 Act was passed with 

only minimal opposition, and it was “the one social reform with a lasting legacy” (Heclo and 

Madsen 1987: 155). By the time the proposal to introduce a new universal pension scheme 

reached parliament, most of the work had already been done. The parliamentary vote 

represented the end of a long process of commission work and civil servants testing the 

ground to reach a politically viable proposal. In fact, it is worth dwelling for a second on the 

process which culminated with the successful adoption of the new pension law. One could say 

that it was a typically Swedish process. Of course, saying that something is typical for a 

country does not mean much, unless one explicitly identifies the specific features that tend to 

recur over and over again. More specifically, knowledge about how the 1913 pension law was 

adopted will be useful for our interpretation of the events in the 1990s. When looking back at 

how pension laws have been made in the past, the events of the 1990s become less puzzling. 

We shall see that the achievement of cross-party consensus has been the typical outcome. It is 

rather the big fight associated with the eventual implementation of the much-studied ATP 

pensions in 1959 that should be described as the exception. All this does not, however, mean 

that pensions have historically been an uncontroversial issue in Sweden. On the contrary, it is 

exactly when they are faced with the most controversial and complex policy-problems that the 

Swedes appoint an official commission to deal with the matter. As we shall see, this has been 

a highly efficient way of finding solutions that are both politically viable and of substantive 

value.   

 

When the old age insurance commission presented its report in November 1912, it had 

worked for five years. It had carefully studied the experiences of other countries, in addition 

to carrying out thorough statistical analyses of its own. When looking to other nations, it had 

become evident that there existed broadly two alternatives: A compulsory social insurance 

system based on contributions from wages, i.e. a system in which only wage earners would be 

covered (the prime example of which being Germany) or a tax-financed system with universal 

coverage and means-tested benefits (e.g. Denmark and the UK). The first system would 
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provide more generous benefits, but at the same time exclude many individuals in need. The 

second option would have the advantage of including those groups most in need of assistance, 

but at the same time the benefits were likely to be very small. What the commission finally 

agreed on was compromise between the German worker-oriented social insurance approach 

and a universal system (see e.g. Heclo 1974 for a thorough account of early pension policy-

making in Sweden). In some respects, one can draw parallels between the 1913 solution and 

what was to come some 80 years later, i.e. in the 1990s – in both instances what we see is a 

process dominated by thorough commission work leading to an outcome that is very much an 

innovative compromise mixing principles from the previously known standard solutions.  

 

The new public pension scheme consisted of a contribution based and largely funded193 

universal pension along with a tax-financed income-tested pension supplement for needy 

individuals. The universal nature of the first pieces of social protection legislation in Sweden 

can at least in part be seen as a corollary of late industrialisation. Since the farmers in the 

second chamber effectively blocked all such proposals, all efforts to introduce a Bismarckian 

style social insurance organised along occupational lines failed (Anderson and Immergut 

2007; Williamson and Pampel 1993). It should be noted that the level of benefits offered by 

the  new  scheme  was  not  enough  to  live  on  without  other  sources  of  income.  Rather  than  

aiming to alter the current income or wealth distribution, the intention of the legislation was to 

“provide an economically secure and socially valuable alternative to poor relief and private 

charity” (cited in Heclo 1974: 192). Hence, despite the universal scope of the new pension 

system, total pension outlays remained moderate.  

 

Moreover, on a couple of important points the system deviated from a strictly universal 

model. First, the means-tested component breached the principle of universality. Second, 

separate systems continued to exist for state employees. They were, however, included in the 

general system in 1935, ending the debate about possibly allowing professional groups to opt 

out of the public system if their employers could guarantee them the provision of an 

occupational or private scheme. At the same instance the original contribution-based pension 

system following rather strict insurance principles was replaced by a flat-rate basic ‘people’s 

                                                
193 In fact, the first cohort eligible for full pensions would be those retiring in 1956 with a contributory record of 
42 years (Heclo 1974: 191).  
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pension’ (folkpension)194 with benefits financed from general revenues rather than 

contributions. Without going into too much detail, we note that also this reform was the result 

of years of commission work195 and by the time the proposal reached the parliamentary floor, 

the key matters had already been settled. The points of disagreement,196 which in this specific 

case existed with regard to some important issues, had been left out of the proposal (for 

details, see Heclo 1974; Olson 1986). Hence, again the parliamentary vote proceeded 

smoothly and in both chambers the proposition was accepted almost unanimously.  

 

As for the reasons for abandoning strict insurance principles, one important motive was what 

can be described as a double-payment problem, similar to the one we know from more recent 

policy discussions. That is, the funded system set up in 1913 placed a double burden on the 

working age population of the time. They were expected to pay for a safety net for the present 

generation of elderly that had not had the chance to build up pension savings on their own as 

well as financing their own pension rights. Instead, the pay-as-you-go principle allowed for 

the present generation workers to finance old age pensions for the elderly whilst, in turn, 

relying on the contributions of their children when they themselves reached old age. In other 

words, the transition from a system relying mainly on advance funding to one dominated by 

pay-as-you-go, can be seen as an attempt to resolve an important policy problem, namely that 

of making the system fit changing circumstances.197  

 

In 1913 the intention of design had been to create a modest contribution-based funded system 

complemented by means-tested supplements for individuals with weak entitlements. 

However, the 1913 Act did not reach its aims. The means-tested part of the system was meant 

to be of secondary importance. Instead, the opposite happened, i.e. by the 1930s the means-

tested component was by far the most significant component and contributory pensions 

played only a minor role. This was a consequence of among other things rapidly rising prices 

and, hence, also increasing living costs. As there was no adjustment for increasing living 

costs, old age benefits ended up being very low and many elderly still had to resort to poor 

relief in the classical sense. More generally, what happened was that the policy framework 
                                                
194 A technical, but nevertheless interesting detail is that the previous pension arrangements, in correspondence 
with actuarial principles, had included a gendered differentiation to give women a less generous benefit 
calculation formula due to higher average longevity. The new system made no such distinction.  
195 In fact, an investigatory commission comprised of representatives of all parties, had been set down already in 
1928 and it had taken it 6 years to produce its recommendations in the form of a report.  
196 Mainly relating to the issue of introducing a system of graduated benefits according to cost-of-living areas. 
197 The new system would be mainly pay-as-you-go with the bulk of the collected contributions going to pay for 
current pensions, but also in the future a small portion would be saved in a pension fund.  
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was not updated to keep up with changing circumstances. Hence, what, until the introduction 

of the people’s pension in 1935, appears a period of policy stability, can from a functional 

perspective be interpreted as a time of policy change. As Heclo notes, “one of the easiest 

ways  to  change  a  policy  is  to  fail  to  change  a  program  to  accord  with  the  movement  of  

events” (Heclo 1974: 211). This kind of policy change is, of course, similar to what Hacker 

identifies as policy drift some 30 years after Heclo (see Hacker 2004).198  

 

In sum, the overall result of the 1935 legislation was to introduce less funding in the insurance 

part of the system and at the same time reduce the role played by the means-tested 

supplements to the needy. The changes to the system favoured those who had contributed 

little and there was little left of the original actuarial relationship between contributions and 

entitlements. It is important to note, however, that although the introduction of the people’s 

pension removed many pensioners from poor relief to pensions, the promised benefits 

remained rather modest. For our concern with intergenerational distribution burden-sharing, it 

is interesting to note that the pension commission had recommended to keep a small share of 

funding instead of a pure pay-as-you-go system on the grounds that some funding would 

contribute to keep down the cost imposed on future generation workers in the context of an 

aging population (Heclo 1974: 221). Again we recognise that many of the issues and 

arguments that are presented in much more recent discussions have been present in policy 

discussions for several decades already. Abstracting from the political considerations 

involved in each reform compromise, it seems that it was not predominantly interest group 

pressure or the political colour of the government that determined the substantive direction of 

policies. Rather, as Heclo (1974: 226) points out, “policies consisted essentially of a sequence 

of correctives for perceived difficulties of past policies – […] the inadequacy of insurance-

based benefits in Sweden.”  

 

We now leave the early years of Swedish pension policy history and move to the post-war 

period, which in Sweden, just as in our other two cases, was a crucial period in the formation 

of the welfare state as we know it today. The significant step towards the true 

“democratisation of retirement” came in 1948 when the pension law adopted two years earlier 

                                                
198 Hacker defines drift as “changes in the operation or effect of policies that occur without significant changes in 
those policies’ structure.” He further explains that “[t]he major cause of drift in the social welfare field is a shift 
in the social context of policies, such as the rise of new or newly intensified social risks with which existing 
programs are poorly equipped to grapple” (Hacker 2004: 246). This is very much echoing what Heclo recognised 
already in the 1970s, but curiously Hacker makes no reference to Heclo’s writings.  
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was implemented. The law revised the public pension system and as a result the real value of 

the prevailing benefit arrangements was trebled. This obviously represented a significant 

material improvement for the elderly. Another important change concerned the eligibility 

rules. After pressure from especially the Conservatives, the income-test was completely 

removed from the pension system.199 As usual, the proposal that was eventually voted on was 

the result of careful preparatory work by a special investigatory commission with civil 

servants as well as the party representatives from both government and opposition on board. 

There had, however, been some disagreements and the most generous alternative, which was 

the one that won through in the end, was the option backed by the Conservatives as well as a 

some key civil servants involved in the process. That the official proposal presented by the 

Social Democratic government, in fact, repeated most of the features supported by the 

Conservatives and the mentioned civil servants, was due to a division between Social 

Democratic back-benchers and the influential Social Minister Gustav Möller on the one side 

and Prime Minister and Finance Minister on the other. Whereas the cabinet members (with 

the exception of Möller) feared that the alternative with little means-testing would be too 

expensive, the other wing lead by Möller, argued that only by going with the more generous 

policy would Social Democratic pension promises be fulfilled (Heclo 1974: 230). Also the 

unions wanted the more costly reform alternative. Albeit guaranteeing only a very modest 

standard of living, it became possible for the first time to live only on pensions without 

supplementing with other forms of income.  

 

Notably the law had been passed with a parliamentary majority almost as overwhelming as 

when the first universal pension system was introduced in 1913. It should be mentioned, 

furthermore, that by now new players competing for influence over pension policy had 

appeared on the scene, namely the pensioners’ own organisations, the most important of 

which were Sveriges folkpensionärers Riksforbund (RF) and Sveriges folkpensionärers 

Riksorganisation (RO).200 Nevertheless, although they from the 1940s were active in voicing 

their concerns, their actual influence over the eventual design of policies should not be 

overemphasised, neither in the specific case of the 1946/48 reform nor in the later reforms 

that we will turn to next. In accounting for the introduction of public pensions in Britain and 

Sweden at  the turn of the 20h century, Heclo (1974: 156) had observed that “at no time did 
                                                
199 Instead a means test was to be carried out in connection with additional housing allowances and disability 
pensions.  
200 Contrary to what one may expect, these organisations had not been set up by pensioners themselves, but 
rather political parties, with the RF pertaining to the Left Socialists and the RO to the Social Democrats.  
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organizations  of  the  aged  or  pensioners  themselves  play  any  prominent  part.”  Even  when  

looking back on roughly a century of pension history, there is no reason to modify this 

statement. On the contrary, arguably different from other policy areas, the immediate subjects 

of old age pension policies have continued to be remarkably passive,  and there seems to be 

little reason to fear a future “gerontorcracy” like some authors assert (e.g. Sinn and 

Uebelmesser  2002).  Whereas  in  the  case  of  tax  policy,  the  majority  of  the  well-off  tend  to  

support parties on the liberal or conservative end of the party spectrum and blue-collar 

workers vote for parties on the left, on the pension issue, lines are much more blurred in the 

case of pensions. Preferences are not, as one perhaps would expect, deducible from a person’s 

age alone. Rather it is also fundamental to look also at factors such as occupational 

background and family status.  

 

Coming back to our account of how pension policy in Sweden has evolved, we have now 

arrived at the most significant reforms in the history of the Swedish welfare state, namely the 

introduction of earnings-related pensions also known as ATP pensions (allmän 

tilläggspension, general supplementary pensions). This was a reform driven through by the 

Social Democrats, and we shall see that an understanding of the Social Democratic position in 

the 1950s is helpful in order to understand better how they in the 1990s could agree to what is 

typically  portrayed  as  a  radical  reform  which  essentially  breaks  with  old  principles  (e.g.  

Lundberg 2005). The motivation for choosing a model, in which benefits were calculated on 

the  basis  of  the  best  15  years  with  30  years  of  contribution  history,  was  done  primarily  to  

make the system attractive to the white-collar employees associated with the middle class. As 

already highlighted, winning the support of the middle class was a key to the SAP’s 

‘permanent’ tenure in the prime minister’s office, and the Social Democrats, thus, designed 

much of their social policy with this objective in mind.  

 

With respect to the pension issue more concretely, the middle class was pivotal for the 

outcome  of  the  referendum  on  the  new  pension  system.  Given  the  very  poor  pre-existing  

pension arrangements for blue-collar workers, it was clear that they would have approved of a 

new system even with less generous eligibility and benefit rules. White collar workers, on the 

other hand, were typically covered by collective agreements which required a relatively short 

qualification period and favoured career profiles with a steep earnings curve. Hence, the 

Social Democrats led by Tage Elander chose a model which favoured above all the needs of 
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white collar workers.201 In other words,  the specific design of the new benefit  model can be 

said to have been motivated more by strategic and pragmatic considerations than ideology or 

because they aimed to achieve a specific type of redistribution. From a power-resource 

perspective one can argue that it was an important outcome for the future power relationship 

in Swedish politics. Through ATP the Social Democrats had found a way of giving the middle 

class a stake in the welfare state model, which in turn became an identifying feature of Social 

Democratic policy in Sweden. By making also the middle class benefit clearly from the 

welfare state, their basis for electoral support was widened and allowed them to continue in 

the driving seat of Swedish politics (Lundberg 2001).   

 

It may not be immediately obvious why the Social Democrats ended up pushing for earnings-

related pensions on top of a basic safety net rather than, e.g., more generous tax-financed 

universal benefits. The explanation at least in part lies with the structural changes of the time. 

As Heclo and Madsen (1987) explain:  

Before the 1950s the Social Democrats had won much of their 
popularity as champions of uniform old-age pensions available to all 
citizens and financed without a close relation between benefits and 
individual “insurance” contributions. As economic growth continued, 
the limitations of the approach became clear to affluent egalitarians in 
the labour movement. Higher uniform benefits to keep up with rising 
living standards in the working population would be extremely 
expensive. Meanwhile higher income-groups could easily afford to 
buy private pensions that would preserve their income standards in old 
age and threaten to create a two-class system of retirees (Heclo and 
Madsen 1987: 161).  

 

More concretely, it was the labour movement that brought the issue of earnings-related 

pension on the agenda. For the record, we recapitulate the main events in what can be 

characterised as the “battle for earnings-related pensions.” As already hinted at, the white 

collar and state employees benefited from more generous occupational pensions compared to 

the majority of workers, who were only covered by the basic pension scheme. This was an 

issue of discontent, and already in the late 1930s the Metal Workers’ Union had began to push 

to obtain the same pension rights as the better-off salaried employees. The LO was gradually 

sensitised to the issue and in the 1940s they put forward demands for earning-related pensions 

as part of the mandatory public pension scheme (see Heclo 1974, chapter 5). Their natural 

allies, the Social Democratic Party, were not convinced by such a solution, and suggested 

instead occupational pension arrangements obtained through collective bargaining (Olson 
                                                
201 Bo Könberg (fp), interview, Stockholm, 16.11.2009. 
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1986). Nevertheless, in 1944 after strong LO pressure the Riksdag passed a proposal to set 

down the first of several official state commissions to investigate the pension issue. It should, 

however, due to lack of enthusiasm and priority by the Social Democratic leadership, take 

more than two years still before the commission was actually established. Years of 

investigations, intense negotiations and conflicts between as well as within the political 

parties and among the social partners followed during the 1950s. In these years of intense 

debate the discussions were too many to provide anything more than superficial coverage in 

this chapter and instead we refer to e.g. Heclo (1974) and SOU (1994). 

 

Worth noticing is that the first investigatory commission was composed of representatives 

from the major social partners, i.e. the LO and the employers’ association, and was without 

representation from the political parties. The composition of the commission reflected the 

assumption that, even if the state might end up playing a role in a potential new arrangement, 

it was initially considered a technical more than a political question, which the social partners 

should be able to resolve more or less on their own. The commission reported in 1950 with a 

unanimous proposal about the basic principles for a new compulsory superannuation (i.e. 

supplementary earnings-related) scheme based largely on pay-as-you-go, but in the process 

important disagreements had already surfaced among the involved interest groups. Notably at 

this stage the labour movement had difficulties in uniting their demands. What the different 

occupational groups’ considered as in their interest depended on the pre-existing old age 

pension provisions. Some groups, such as the members of the TCO (i.e. salaried employees), 

were covered by private arrangements and naturally did not want to see these rights disappear. 

A further important issue, on which a cleavage existed between employers’ and workers, was 

the question of collective fund-building. Whereas employers were highly sceptical to a 

contributory scheme in which a large capital fund would end up in the hands of the state, 

workers’ representatives saw it as positive since it would enable the state to start paying 

immediately for pensions of workers that were currently close to retirement.  

 

When the second commission, set down in 1951, included the representatives also from the 

political parties it became evident that the pension issue was on its way to become more 

politicised and was clearly climbing the ladder of importance on the political agenda. The 

political parties were, however, cautious about publicly taking a stand on the potential 

introduction of superannuated supplementary pensions, and it was not until the 1956 electoral 

campaign that it became an issue of primary strategic importance. For the interpretation of the 
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process leading to the 1994/98 reform it is useful to have an idea of the political parties’ 

historical positions on the issue. The Conservatives wanted to abolish the means-tests and 

gradually strengthen the basic pensions. Supplementary pensions should rely on voluntary 

collective agreements between workers and employers. The Liberal Party and the employers’ 

federation SAF were sympathetic to such a solution.202 The Agrarian Party, which in 1951 

had entered in a government coalition with the Social Democratic Party, favoured a 

substantial improvement of the basic folkpension system and was initially rather agnostic 

about whether supplementary earnings-related pensions should be included as part of a 

mandatory state scheme or not. However, as the debate proceeded they eventually opted for a 

voluntary occupational scheme with the state guaranteeing the real level of benefits up to a 

limited value as their preferred policy.  

 

Of all  party positions,  the most crucial  was of course that of the Social  Democrats.  It  was a 

difficult issue for the party as its leadership did not feel immediately comfortable with the LO 

stance that an immediate introduction of state-guaranteed occupational pensions was 

necessary. The fact that the white-collar unions SACO (professionals) and TCO (salaried 

employees) were highly sceptical towards a public earning-related scheme with equal rights 

for all occupational groups,203 contributed to the uncertainty as to what should be the official 

Social Democratic stance. What is more, their coalition with the farmers would quite clearly 

be jeopardised if they pushed the superannuated pensions too aggressively. At some point in 

1956 the party leadership did, however, succumb to substantial LO pressure and decided to 

follow blue-collar workers’ interests. From this point on, the Social Democrats officially 

supported the LO line arguing for the implementation of a mandatory earnings-related public 

pension scheme for all wage earners. In should be mentioned, however, that following the 

poor election result for the Social Democrats and the Agrarian Party in the 1956 election, in 

which both parties lost support and the Conservatives and the Liberals gained 

correspondingly, one of the first initiatives of the new Social Democratic/Farmer coalition 

government was to support a stepwise increase of the folkpension independently of what 

would be the final outcome of the superannuation debate. Thereby they pre-empted the 

                                                
202 The SAF had admittedly approved a compulsory earnings-related scheme in the first pension commission, but 
due to internal tensions the organisation had subsequently re-initiated negotiations with the LO over a solution 
based on voluntary collective arrangements. After consultations with the Social Democratic Party, the LO 
rejected the SAF initiative. 
203 Remember that they were already enjoying advantageous private arrangements through which they had 
earned rights that they were afraid of losing with the introduction of a new general scheme including all workers.  
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opposition parties which had been pushing for improvements of the folkpension as  an  

alternative to a compulsory state superannuation scheme.204  

 

The  state  pension  commission  reported  in  1955 but  little  was  left  of  the  unanimity  that  had  

characterised the first commission. The official report, supported by a small majority, 

suggested a system similar to the one proposed in 1950, i.e. a universal system covering all 

workers  and  with  no  possibility  of  opting  out.  The  marginal  majority  was  made  up  of  

chairman  Åkesson  together  with  the  LO  and  SAP  representatives.  The  other  major  unions  

TCO and SACO decided to withhold their judgement until it was clear what would happen to 

their existing private pension provisions. Attached to the official report were no less than ten 

separate statements, the most important of which was presented by a Conservative member 

who proposed, instead, to increase the basic folkpension and remove the means-tests. The 

consultation round that followed the commission report revealed that the internal divisions in 

the commission reflected well public opinions on the matter. There was no single proposal 

that could lay claim to overwhelming support by the various bodies representing organised 

interests in Sweden.  

 

As a consequence of the very obvious lack of policy consensus the Social Democratic 

government quickly set down yet another investigatory commission to gain time and to try to 

find a way out of the stalemate. Reflecting the headache that the issue represented for the 

Social Democrats, the government’s instruction to the commission was to consider all 

solutions, i.e. legislative as well as private alternatives.205 When the commission reported the 

following year, they presented three alternatives – with each policy proposal having a clear 

party label. After some negotiations the TCO decided to back the alternative promoted by the 

Social Democrats and the LO. For the TCO the decisive factor was that the reference earning 

used to calculate the eventual pension benefit would be the average of the best 15 career 

years. This was clearly beneficial for TCO members who typically had a more steeply rising 

income than blue-collar workers. It was suggested, furthermore, that mandatory pension 

insurance would cover all workers, administered by a government agency and financed 

through employers’ contributions. Together with the improved folkpension, the total state 

                                                
204 A further corollary was, as Heclo (1974: 239) points out, that “existing pensioners somewhat accidentally 
became the beneficiaries of party manoeuvring on superannuation.”  
205 As noted above, at some point before the 1956 elections the Social Democrats had been convinced (or forced) 
to publicly follow the LO line on the question of earnings-related pensions. In this way, the question developed 
into a key matter for the political parties in the electoral campaign.  
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pension for wage earners would replace around 67 per cent of previous earnings. The second 

alternative supported, in particular, by the farmers, foresaw voluntary occupational insurance 

with considerable state involvement. Also the third and final option was a voluntary 

occupational insurance based on private plans or collective arrangements. The latter 

alternative was the one preferred by the employers’ federation (SAF), the Liberals as well as 

the Conservatives. Due to divisions between the coalition partners, the proposals were 

submitted to the electorate in the form of a consultative referendum.206 The referendum result 

was not as clear as the politicians may have hoped for. Whereas the labour alternative 

received the largest share of the vote, it was difficult to claim that an unequivocal mandate 

had been given for the compulsory solution (Heclo 1974; Olson 1986). Following the 

referendum the coalition government split on the issue207 and the Social Democrats went on to 

form a minority government on their own.  

 

About six months after the referendum, the new minority government presented to the 

Riksdag a bill which was essentially the same proposal as the one that had been presented by 

the third investigatory commission. The bill was predictably voted down by the bourgeois 

majority in the lower chamber and following the defeat the government decided to dissolve 

the Riksdag and call for a new election. The ensuing election campaign revolved almost 

exclusively around the superannuation question, but again the popular vote did not render the 

situation much clearer for or against a national legislation on supplementary pensions. There 

continued to be a close call between the Social Democrats and the bourgeois block, and after 

the elections the distribution of seats in the lower chamber was such that the likely outcome of 

a vote on a compulsory earnings-related plan was 115-115. Following the election the Social 

Democrats tried hard to convince the Liberal Party, which had had a disappointing election 

result, to change its mind and support labour interests on the matter. But the Liberals stood 

firm in the defence of what had now become their preferred option, namely a limited premium 

reserve system. Thus, no immediate solution to the stalemate was in sight.  

 

However, politics is not always predictable calculus. Decisive for the resolution of one of the 

greatest conflicts in the construction of the Swedish welfare state was the announcement by a 
                                                
206 Whereas the TCO eventually backed the LO/Social Democratic alternative, it should be noted that the SACO 
encouraged their voters to submit blank votes as they did not wholeheartedly agree with the proposal for a 
compulsory scheme. Nor did they want to support the opposition parties, 
207 The Farmers (by now the party had changed name to the Centre Party) refused to be part of a government that 
introduced compulsory supplementary pensions. At the same time they also rejected the idea of entering a 
Conservative/Liberal coalition. Thus, the Social Democrats could form a minority government.  
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Liberal  MP  that  he  would  not  vote  against the government bill. Even though he did not 

particularly sympathise with the Social Democratic solution,208 he  explained  that  with  the  

election result showing that there was little support for the Liberal line on the pension issue, 

the by now most important thing was that the workers got some sort of improved pension 

plan,  and  the  Social  Democratic  proposition  was  the  only  positive  action  still  possible.  The  

compulsory  pension  plan  was  better  than  no  scheme  at  all  (Heclo  1974:  246).  With  the  

abstention of the mentioned Liberal MP, the government got their bill through the second 

chamber with one vote’s margin (115-114).209 After a long and hard battle the supplementary 

pension system (to become known as ATP) had finally become law and from January 1960 

workers paid their first contributions.210 With the new law Swedish pension history had taken 

a Bismarckian turn (see Hinrichs 2001: figure 5.1 ). The pension system had become 

Bismarckian in the sense that it provided not only basic security but was also designed to 

preserve living standards at retirement. Here the spirit is similar to the German and the Italian 

cases. However, an important difference should be highlighted, namely the fact that the 

Swedish ATP system was much more uniform than many other Bismarckian states with one 

public scheme embracing all workers. In fact, one of the aims of the reform was to achieve an 

equalisation of the old-age retirement provisions across different groups of workers (SOU 

1994). 

 

Though it may be hard to generalise from a single and for Sweden rather atypical event, i.e. it 

is not often that we see such contrasting and steadfast party positions as in the ATP conflict, it 

is useful to try for a moment to step back from the details. Arguably, if one thinks about how 

policies are normally made in Sweden, the fact that the fight over ATP ended thanks to a 

concession from a member of the opposition precisely in the spirit of finding a positive 

solution to a specific problem seems no coincidence. Over time we have seen that the Swedes 

are generally able to focus on the problems in need of a solution rather than letting party 

political strategic or tactical considerations dominate. To be sure, in this respect the ATP fight 

can be interpreted as an example to the contrary. However, the alternative interpretation is 

that when the final outcome of a conflict as bitter as the battle over ATP is, nevertheless, 

positive action, i.e. a comprehensive reform, it can be seen as yet another solid proof of the 

                                                
208 He had participated in the drafting of the Liberal proposal in 1956, and he fought actively for alternative 
three, i.e. the Conservative/Liberal proposal, in the subsequent referendum campaign 
209 In the first chamber the vote was more a formality as the government had a clear majority of the seats. Here 
the bill was approved with 81 to 60 votes. 
210 With the first pensions paid in 1963 and the full ATP pensions paid from 1979.  
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strong problem-solving tradition present in Swedish policymaking. There is a tradition of 

listening to and taking seriously arguments and proposals not just from political allies but also 

from opponents.  

 

The problem-solving or “puzzling through” mentality notwithstanding, the outcome of the 

ATP battle did undoubtedly have political consequences as far as the power-relationship 

between the mainstream political parties was concerned. In the 1960 electoral campaign the 

pension question was still high up on the agenda with the Conservatives and the Farmers 

(now Centre Party) promising to abolish the ATP law if they were elected. The Liberals had 

come to accept that the compulsory supplementary pension scheme was now a reality and 

rather than abolishing it altogether, they would look for ways to improve it. The 1960 general 

election restored the majority position of the Social Democratic Party and the bourgeois 

parties decided that it was time to end their opposition to the compulsory earnings-related 

pension  scheme.  ATP,  thus,  became  a  policy  very  much  associated  with  the  Social  

Democratic Party and is typically considered one of its finest victories. With ATP the 

Swedish welfare state clientele had been broadened to include also the middle class. It is, 

thus, sometimes described as the “jewel in the Swedish welfare crown” and was for a long 

time important for the SAP identity and its longstanding political hegemony (Lundberg 2001, 

2003).  

 

For the political parties the lesson from the ATP battle had been that improvements in public 

pension provisions were generally popular among the electorate. But even though the 

pensions ceased to be the target of heated political debate, the public pension system did not 

turn into a static institution. Importantly, since the ATP legislation implemented a 20 year 

transition period from the receipt of the first compulsory contributions in 1960 to the payment 

of the first full pension entitlements, it was obvious to everyone that the ATP system would 

generate a large fund of state controlled money.211 As may be expected the Conservatives and 

business interested were highly sceptical of the large accumulation of capital in the hands of 

the state. They were far from comfortable with the government controlling what was in effect 

a formidable source of credit fearing that this additional source of state power might lead to 

“backdoor socialism.” Although the fund accumulation per se was foreseen, its magnitude 

                                                
211 How this money was to be saved and invested was subject to some discussion. The solution opted for was to 
create three funds which became known as the AP funds. See http://www.ap1.se/sv/Vart-
uppdrag/Pensionssystemet/AP1-historia/#PID1344 for a brief history of the AP funds.  
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was not. That is, the fact that the value of the funds would see an increase from 480 million 

SEK at the end of 1960 to 4.84 billion SEK by the end of 1963, i.e. a ten-fold increase in three 

years, took everyone by surprise. The sensational growth continued well beyond the initial 

years and by 1978 the funds total assets were projected to exceed the resources of all Swedish 

banking, insurance, and credit institutions put together (Heclo 1974: 249). Clearly the 

collective savings accumulated in the state-administered AP funds crowded out the potential 

for private pension savings (Lindbom 2001).  

 

Between the 1960 and 1980 a series of adjustments to the system was carried out with broad 

parliamentary support. Often these modifications were made in an attempt to make the system 

correspond more closely to the original intentions in a socioeconomic environment that 

continued to change. One of the more important changes in this period was the introduction in 

1969 of a pension supplement on top of the basic pension for those who had not acquired any 

ATP  rights.  In  1976  the  general  retirement  age  was  lowered  from  67  to  65  years  and  the  

decision about when to retire was made more flexible through the possibility of part-time 

retirement and a partial pension. Since 1982 parents have had the right to pension points for 

years of child rearing without paying contributions for these entitlements. In addition, during 

the 1970s and 1980s several types of social benefits, such as e.g. unemployment benefits, 

sickness allowances and child benefits, were included as pensionable income. Overall, these 

modifications meant that:  

[b]ehind the well-known abbreviation ATP, over time an awfully 
complicated mechanism which only a few experts could get to grips 
with in all its details, came into being. By the 1980s the exceptions 
from the original idea had become so many that not even the experts 
had the full overview. In addition, the socio-economic context was 
changing in important ways. Growth rates became more moderate, 
more and more women took gainful employment, the wage level 
increased and the population grew older (Lundberg 2001: 14).    

 

Keeping in mind these different elements which each an every one had an impact on the 

functioning of the pension system, one can begin to understand the increased stress to which 

the system was subjected as the country entered the 1980s (see e.g. Schludi 2005). Looking at 

the development over time there had been a clear weakening of the link between contributions 

and benefit level and an overall strengthening of the basic security principle relative to that of 

income replacement or living standard maintenance (SOU 1994). One technical aspect which 

nearly prevented the 1994 pension compromise was precisely the relationship between 

contributions and benefits. The ATP pension was calculated on the basis of average 
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pensionable earnings (during the best 15 years of a person’s career) and the number of years 

in gainful employment. However, only earnings up to 7.5 times, the so-called base amount,212 

were taken into account. Beyond this ceiling no entitlements were awarded and no 

contributions were paid in line with the fact that pension coverage should be regarded as 

insurance. You should not be charged a premium if there were no entitlements to be gained. 

That it should be this way was part of the basic logic of the ATP system as pushed through by 

the Social Democrats. As pointed out above, the ATP system gradually became more 

intricate. On the initiative of the centre government (Centre Party and Liberal Party) the 

contribution ceiling was removed,213 i.e. contributions were charged on the full income, 

whereas benefits kept being calculated on the basis of an income maximum of 7.5 times the 

base amount. In other words, high income earners would have to pay contributions on their 

total income without acquiring entitlements on the earnings above the income ceiling. The 

rationale for this change was to make simplify the rules for employers and make it more 

difficult to cheat on the system (Könberg 2008).  

 

As far as the achievements of the pension system are concerned, there is little doubt that the 

judgement  has  to  be  positive.  Similar  to  what  we  have  seen  in  Italy  and  Germany,  as  the  

pension system’s coverage expanded, the growing elderly population in Sweden experienced 

vast  improvements in their  economic status.  By the end of the 1970s,  the elderly population 

managed to preserve their living standards in the economically difficult period, far more 

successfully than many workers (Heclo and Madsen 1987: 160).214 Whereas the annual 

income of a full-time worker rose by only 19 per cent in the period 1967-1980, pension 

income rose by 79 per cent. Hence, Olson (1986: 41) draws the conclusion that “the general 

improvement of eligibility and benefits was particularly strong for pensioners.” He further 

points to a consensus that “old age pensioners are adequately catered for by the welfare state” 

(Olson 1986: 41). Another notable achievement was that the Swedish pension model had been 

successful in reducing inequality among the elderly population (Korpi and Palme 1998). 

 

                                                
212 The base amount (basbeloppet) served as a basis for the calculation of the eventual benefit as well as for 
setting the income ceiling for the pensionable income. It was adjusted annually for price increases. 
Supplementary pensions were payable to individuals who had earned more than the base amount for at least 
three years. For an explication of the original rules, see e.g. Olson (1986). 
213 To compensate, the contribution rate was lowered.  
214 A consequence of this economic independence of the elderly was to reinforce the trend that working-age 
children and their parents live their lives separately. Together with high female labour market participation, this 
contributed to the rising need to devote public resources to elderly care provisions.  
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In interpreting the progress made in the situation of the elderly, there are reasons to caution 

against  assuming  that  this  development  came  at  the  expense  of  other  social  groups.  The  

progress took place in a period of strong and stable economic growth, and, thus, most socio-

economic groups experienced an improved socio-economic situation. Furthermore, we must 

remind ourselves that the elderly started from a highly disadvantaged position and that the 

scope for improvements was, hence, much larger for this group. It bears mentioning, however, 

that the relative importance of social expenditure on families and children (including e.g. a 

general child allowance) showed a declining trend during the postwar decades (see Olson 

1986). By the early 1980s, disposable income was lowest for individuals who belong to a 

household made up of a family with children. What this means is that in relative terms, i.e. 

compared to other groups, families with children lost ground. Given the country’s overall 

economic progress, however, it is reasonable to think that in absolute terms, their situation 

improved.   

 

Despite experiencing economically less prosperous times from the mid-1970s onwards, 

affecting also the belief in the Swedish economic model (read: Social Democratic economic 

policy) (see e.g. Heclo and Madsen 1987: ch. 2; Steinmo 2003); when applying a long time 

horizon, one sees that modern socio-economic history in Sweden is undoubtedly a success 

story. From being one of the poorest countries in Europe at the beginning of the 19th century, 

by the mid-20th century it had become one of the world’s richest countries. Industrialisation 

got on its way only towards the end of the 19th century. This was relatively late compared to 

many European counterparts, but once underway, the Swedish economy grew rapidly and by 

the outbreak of the Second World War the country’s GDP per capita was close to that of 

Great Britain (Olson 1986; Williamson and Pampel 1993).  Thus,  it  belongs to the story that 

the Swedes’ success in skilfully developing their political economy and most importantly for 

the discussion in this thesis, their welfare state, can in part be explained by something as 

unscientific as good fortune. As both Swedish and foreign commentators point out, for the 

two last centuries, the country has managed to stay out of all the devastating wars that have 

upset the European continent (Olson 1986; Steinmo 2010: ch. 2). Thus, it should be 

acknowledged that the Swedes in this way obtained an unforeseen advantage compared to 

most of their European counterparts. For instance, not only did they face a lighter fiscal 

burden than the partaking countries during World War I, but the Swedes, in addition, profited 

greatly from its ability to trade with both sides. As a result, the Swedish economy grew quite 

considerably also during the war years (Steinmo 1993).  
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To sum up, before the reform decade of the 1990s,  the Swedish public pension system was 

characterised by a Beveridgean style universal basic pension at the bottom ensuring minimum 

security and the earnings-related Bismarckian type supplementary pension, ATP, providing 

standard of living maintenance for the majority of workers. However, as we have seen in 

practice there was a trend towards a gradual hollowing-out of ATP as a strictly earnings-

related scheme. At the upper half of the income range, with growth in real wages there were 

more and more wage earners with incomes above 7.5 times the price indexed ceiling (Palme 

2003). At the lower end, the pension supplement and a municipal housing allowance 

increased disproportionately the income of retirees with no or low ATP entitlements to a level 

above the basic pension (Lundberg 2001). Consequently, through the gradually increasing 

bias towards basic security over income maintenance, income differentials in retirement have 

decreased. This means that although the ATP system had a Bismarckian imprint, it had 

become less so by the end of the 1980s. In other words, the Swedish system had evolved to 

provide more vertical redistribution than we saw in the German and Italian case. Labour 

market income differentials were only partially carried over to the pension system. Although 

the  ATP  system  grew  more  complex  over  time,  the  Swedish  public  pension  system  was  

largely uniform in its treatment of different occupational groups. Particularly in contrast to the 

extremely fragmented Italian system, in Sweden there was by and large one set of rules that 

applied to everyone (Arza 2008). The actuarial link between previous income and pension 

benefits was weaker than in Germany, which as we remember based the benefit calculation on 

income over the whole career. Conversely, the reference income was less generous than in 

Italy, where the benefit formula was even more beneficial for those with a steep earnings 

curve. In the next section we turn to the 1990s looking more closely at the introduction of the 

new Swedish pension architecture.  
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7.2 Depoliticised solutions to a political question: New pension politics in 
Sweden? 

 
Pension reforms in mature welfare states are reactions to the problems 
and achievements of the existing systems of old age security, as well 
as to the different interests generated by them. This is also true for the 
Swedish pension reform. Even if the reform is radical in many 
respects, the legacy of the pension history of the twentieth century was 
strong (Palme 2003: 144). 

 

Politically, the Swedish case provides a stark contrast to the German case, in which we saw 

that during the 1990s pension policy making went from relative consensus to a hardened 

climate and more pronounced confrontations between government and opposition. In the 

following section we shall see that the trajectory was the opposite in Sweden. It probably does 

not come as a surprise to anyone to learn that the Swedes have been rather successful in their 

reform work. The country is often hailed as the most advanced welfare state in the world (see 

e.g. Heclo and Madsen 1987). Nevertheless, the reform process itself contains some rather 

unexpected elements. Most notably the reform politics in the 1990s was clearly different from 

the important the 1959 legislation which introduced the much-hailed and popular ATP 

system.  While,  as  set  out  in  the  previous  section,  the  introduction  of  the  ATP  system  was  

characterised by conflicts and a proposition that nearly did not make it through parliament, 

this time round reform was passed with an impressive cross-party consensus. More than 

conflict, what stands out is a rather extraordinary political consensus between the centre-right 

government coalition and the Social Democratic opposition. The bill setting up the principles 

of the new framework was passed with 279 ‘yes’- votes and only 19 against reform!  

 

The reform was a considerable result in substantial as well as political terms, and the question 

arises whether we the political dynamics differed from the period of welfare state expansion. 

A positive answer to this question would inevitably lend support to Pierson’s argument that 

the politics associated with the restructuring of the welfare state that we are now witnessing, 

is different from the politics of welfare state expansion. The quote at the start of the section 

summarises  well  what  the  Swedish  reform  was  about.  In  the  following  I  will  set  out  my  

interpretation of how the Swedish pension system – a highly popular welfare institution – has 

been  successfully  transformed.  I  offer  an  explanation  for  what  stands  out,  at  least  from  a  

comparative perspective, as an extraordinary result. To make use of Heclo’s (1974) 

dichotomy, I  will  argue that it  was the domination of ‘puzzling’ over ‘powering’ that led to 

the  successful  outcome  of  the  Swedish  efforts  to  reform  the  public  pension  system.  I  also  
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demonstrate  that  in  the  political  dynamics  leading  to  reform  there  was  ‘politics  as  usual’  

rather  than  ‘new politics’.  That  is,  that  a  law is  pushed  through against  the  will  of  a  strong  

opposition, like in 1959, represents an exception rather than the rule. As we have learnt, 

especially in the case of heavy political issues, the normal procedure in Sweden is to look for 

consensus and shy away from big showdowns. Before a policy proposal arrives in parliament 

to be voted on, it has typically been preceded by years of careful deliberation and commission 

work.  

 

There is usually room for learning in a policymaking process, and in the pension debate of the 

1990s the legacy of the bitter fight over ATP in the 1950s loomed large. No one wanted a 

repetition of a process that had been politically very costly for the opposition parties. Instead, 

one returned to the standard procedure of thorough investigation of the subject matter 

followed by a process of negotiations with the clear aim of achieving a broad cross-party 

consensus. I submit that, overall, this was not so different from what one had seen in the past 

with the exception of the 1959 law. That is not to say that there was no “powering” or 

consideration of strategic interests, but the powering that happened took place not so much 

between  opponents  of  different  political  colour  as  within  the  political  parties  and  at  times  

between the decisions-makers and the bureaucracy, more specifically the Ministry of 

Finance.215 Also  in  terms  of  substance,  although  the  overall  system  is  new,  we  recognise  

several continuities and elements which have existed in the past and now re-appear, one 

example being the new premium reserve part of the compulsory system.  

 

With regard to design, the new pension architecture introduced in Sweden in the 1990s does 

not distinguish itself that much from what we have seen in the Italian and German case. 

However, in its details, the Swedish reform is, arguably, the clearest example of how 

institutional  changes  to  modern  welfare  states  need  not  be  exclusively  about  plain  

retrenchment. To be sure, limitation of future costs was an important objective of the reform, 

but it was far from the only aim on the policy-makers wish list (Palme 2003). This should not 

come as a surprise, because, as Pierson highlights, the phenomenon of welfare state 

restructuring is multidimensional (Pierson 2001a: 419-431).216 I  will  demonstrate  how  the  

                                                
215 Confirmed in interviews with Bo Könberg, Stockholm, 16.11.2009  and Anna Hedborg, Stockholm, 
12.11.2009.  
216 Pierson (2001a: 422-429) argues that one can usefully distinguish between three dimensions along which 
changes in policy agendas and outcomes take place, namely re-commodification, cost containment and 
recalibration.  
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reform (it is no coincidence that I refer to the reform and not reforms in the plural)  was the 

outcome of bargaining and clever social engineering among a small political elite, who in that 

way managed to reach a solid cross-party consensus which has survived four parliamentary 

elections217 as  well  as  the  recent  financial  crisis.  Most  importantly,  there  seem  to  be  few  

incentives for the parties to break the agreement. The political risk attached to such a move is 

far  greater  than  the  potential  gains,  and,  hence,  the  settlement  continues  to  be  as  solid  as  is  

possible in political life. This is, of course, not to say that it will last forever. However, a 

crumbling of the agreement is not likely to happen in the near future. The cross-party 

agreement from 1994, in fact, resolved most of the major issues. Not at any point during the 

reform process have pensions been made into a central issue in subsequent electoral 

campaigns.  

 

As in many other countries, pensions re-appeared on the Swedish political agenda in the 

1980s. The National Insurance Agency started to warn against the risk of running into trouble 

when the large cohorts of the 1940s with fully mature pension rights would start to retire 

sometime after year 2000. With the projected deficits in the system, it was evident that to 

finance future benefits one would have to either increase contribution rates or adjust the 

benefit formula (Settergren 2003). It was, in other words, the sensation of a looming 

economic crisis rather than ideology and political principles that reactivated the pension issue 

as a topic on the political agenda (Lundberg 2003). First pensions were established on the 

political agenda as a clearly defined policy problem, which, in turn, convinced the decision-

makers that keeping status quo was not an attractive option. There existed a common problem 

to which it was in everyone’s interest to find a solution. Together they puzzled over how the 

problem could best be solved – i.e. how to reconcile party political and substantial concerns to 

achieve more than a lowest common denominator reform outcome -, and finally, they settled 

on an agreement which has indeed been both politically stable and considerable in terms of 

substance.  

 

In 1982 outlays in the ATP scheme for the first time exceeded revenues from contributions,218 

and in 1984 a commission of inquiry was appointed to look at the pension issue. Its 

                                                
217 The ‘pension compromise’ was reached shortly before the elections in 1994. Thereafter, elections have been 
held in 1998, 2002 and 2006.  
218 Thanks to the large buffer funds (AP funds) there was no immediate danger, but it was commonly known that 
demographic pressures were going to increase in the future making the funding problem more serious if no 
action was taken.  
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composition was traditional, with representatives from the political parties, main unions and 

employers’ associations, as well as pensioners’ representatives. When the commission 

submitted its final report in 1990, the issues had been thoroughly discussed and one realised 

that the situation was problematic. However, the commission had not succeeded in agreeing 

on any proposals as to how the system may be reformed. Its  main achievement had been to 

put the issue on the agenda and show that action was required. It is also important to note that 

the social partners, such as the unions, employer’s organisations, and pensioners’ 

organisations, had been closely involved in the drafting of the report. Hence, even though 

nothing concrete came out of the commission’s work, the ground was prepared and also the 

social partners had become sensitive to the problematic nature of the existing pension system 

(Lundberg 2001).219  

 

It is should be added that than in the early 1990s the financial situation of the Swedish system 

was better than in the majority of European countries thanks to the already mentioned AP 

funds. The problem, however, was that under the current institutional regime combined with 

expected demographic changes, the reserves would be exhausted by 2015-2020 (Settergren 

2003). Against this background, one could argue that the negative feedback effects of the old 

system had been identified at a stage when the problems were still at a less serious stage than 

in Italy or Germany, and this gave the Swedes a head-start in the healing process (recall the 

Phelps-Armstrong analogy in chapter 1). In sum, at this stage, what one had was a clearly 

defined policy problem, to which it was in everyone’s interest to find a solution. In addition, 

the economic recession that Sweden experienced in the early 1990s served to further 

underline the importance of introducing a pension system that rested on realistic 

macroeconomic assumptions. However, the pension issue had reached the political agenda 

before  the  onset  of  the  crisis  and  can,  thus,  not  explain  why the  reform work  was  initiated.  

Nor  does  it  explain  the  solutions  that  were  agreed  upon per se. Instead, it was towards the 

later stages of the reform work that the severity of the economic situation enhanced the 

impression that the matter was urgent and, thus, may have contributed to an increased will to 

reach a concrete agreement.220  

 

                                                
219 This was also something that was stressed by Könberg. Conversation with the author (Stockholm, 17. 
November 2009).  
220 Könberg, Stockholm, 17. November 2009. 
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Crucial for the reform process was the Pension Working Group chaired by the experienced Bo 

Könberg from the Liberal Party (Folkpartiet, Fp). The Working Group, one of the first 

initiatives of the newly elected Bildt government, was set up in 1992 and was commissioned 

with the task of drawing up a proposal for a new pension system (see foreword SOU 1994). 

Contrary to a traditional Swedish investigatory commission, the social partners were excluded 

from participation. A part from the Social Democrats who were allowed two representatives, 

each of the other political parties in parliament appointed one party representative.221 In 

addition, a small number of experts, mainly from the National Insurance Board, the Ministry 

of Social Affairs and the Ministry of Finance, were invited to take part. The reformers worked 

for four years before they presented their final report in 1994. Here they laid down the agreed 

upon guidelines for a new pension system. In June 1994 the Riksdag passed the reform 

blueprint with an overwhelming cross-party support.  

 

Given the fact that the cross-party agreement laid down guidelines or principles for a new and 

reformed pension system rather than deciding the exact implementation, one could easily 

imagine that a government would be tempted to introduce its own modifications through the 

design of the more concrete details of the system. However, this did not happen.The Pension 

Working Group that had worked out the reform principles was quickly replaced by an 

Implementation Group, consisting of representatives from all the five parties that had taken 

part in the settlement. Its task was to resolve the issues that were still open and to work out the 

concrete details of the new system, bearing in mind the principles laid down by the Pension 

Working Group. By the beginning of 1998, through discussions in the Implementation Group 

the five parties had closed the negotiations on the last details and during the spring of that 

year  the  government  prepared  two  bills,  on  the  income pension and the guarantee pension 

respectively. They were endorsed in parliament in June. Throughout the process government 

as well as opposition showed great discipline by always respecting the decisions of the 

Working Group and later the Implementation Group. A last  piece of legislation – setting up 

the ‘automatic balancing mechanism’ that would ensure that the NDC system would always 

be in financial balance – concluded the new system design (see Settergren 2001; Settergren 

2003). Rather than presenting the reform discussions in a chronological manner (for good 

chronological accounts see e.g. Anderson 2005; Anderson and Immergut 2007; Schludi 

                                                
221 Strictly speaking also the Liberal party was represented with two persons, but since prime minister Carl Bildt 
had explicitly asked chairman Könberg to represent the government as a whole, the Liberal party had been 
allowed to appoint also a party representative.  
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2005), I will instead deal with the main policy issues separately and discuss the politics 

surrounding the most important of the new measures adopted.  

 

Following Hall (1993) in distinguishing between policy instruments and overarching goals 

and principles when analysing policy change, we note that the Swedish reform is more radical 

when  it  comes  to  changes  in  policy  instruments  than  overarching  policy  goals.  In  terms  of  

guiding principle for the new system, there has been no major change from the ATP system 

that was set up in the 1950s. The country has essentially continued down the old path (Green-

Pedersen and Lindbom 2006). The aim was and still is “to provide an earnings-related 

retirement benefit with universal coverage for all persons working and residing in Sweden, 

backed up by a safety net that guarantees an adequate standard of living for the elderly” 

(Palmer 2000: 2). Furthermore, with the income pension and the guarantee pension relying on 

financing through the PAYG method, the system is still premised on the intergenerational 

contract, i.e. the young finance the pensions of the their parents’ generation with the 

expectation that their children, in turn, will do the same222. Most pension savings (read: 

contributions) continue to be paid to the state (Green-Pedersen and Lindbom 2006). But as 

Palme (2003) points out, the changes in policy instruments have been considerable. That is, 

the reform has reshaped “both the income and basic security components of the system, as 

well as the role and forms of pre-funding” (Palme 2003: 151).  

 

The new architecture: Guarantee pension, income pension and premium reserve  

Starting with the guarantee pension,  let  us  look  at  the  main  components  of  the  new system 

and the politics behind each of these measures. The guarantee pension replaced the 

folkpension, i.e.  the old universal and flat-rate pension benefit. Similar to the folkpension, the 

guarantee pension is non-contributory, i.e.  money is taken from general tax revenues. It is 

adjusted annually by the change in consumer price index (see Settergren 2003). Given that the 

folkpension was  a  benefit  granted  to  all retirees regardless of status and previous work 

history, whereas the new guarantee pension is only awarded as a supplement to those with 

low or no acquired pension rights when they reach the age of 65,223 we would perhaps expect 

that its introduction had been preceded by discussion over fundamental principles, such as e.g. 

                                                
222 Only about 14 per cent of the revenue collected through the mandatory contributions will be end up in truly 
individual accounts (i.e. in the funded tier), the rest will still be part of the redesigned PAYG system (Settergren 
2003).   
223 With 40 years of residence. A shorter residence record leads to a reduced entitlement. Also married 
pensioners get the level of their guarantee pension reduced by 11 per cent (see e.g. Palmer 2000). 
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universalism versus targeted benefits. This was not the case. Instead, the political struggle 

revolved around the level of generosity of the new benefit and not around the structural 

design. That the new guarantee pension takes the form of an income-tested and, in a strict 

sense, non-universal benefit was considered a technical matter (Lindbom 2001: 74-75).This 

particular take on the issue is telling of the pragmatism with which the decision-makers 

engaged in the reform process. They saw that for the individual the modification of system 

design did not actually mean anything. The most vulnerable individuals, i.e. those with no or 

low earnings-related entitlements, will still be guaranteed a pension, which is at least as 

generous as in the old system.224 Since, at the end of the day, the guarantee pension has very 

similar effects to the former folkpension, one may ask whether the change of mechanisms is at 

all significant. Lindbom (2001: 75) speculates that it may change how the middle class 

perceive the importance of a universal safety net since they no longer benefitted from this part 

of the system, and consequently will no longer have an immediate interest in securing its 

value. In other words, there seems to be some potential for institutional drift. However, at the 

moment there is nothing that suggests that such a development is imminent.  

 

The income pension replaced ATP, the general supplementary pension, and was the main 

novelty of the system. Important changes were made with regard to the benefit calculation 

formula, the qualification period as well as the method of financing:   

 Switch from a defined-benefit to a so-called notional defined contribution system, 

i.e.  the system did no longer aim at a pre-defined replacement level. Instead, the 

aim  was  to  keep  the  contribution  rate  fixed  (16  per  cent  of  earnings  up  to  a  

ceiling). The stream of contributions paid by (or in some instances on behalf of) an 

individual is accredited to a notional account, the value of which represents a claim 

on future pension budgets (but like in traditional PAYG schemes the revenue 

flowing  into  the  system  is  used  to  finance  current  pension  claims).  The  rate  of  

return is determined by average per capita wage growth.  

 Qualification period: Whereas full ATP pensions were awarded on the basis of 15 

best years of the career over a 30 year period (15/30 rule), the new income pension 

is based on lifetime contributions with a flexible retirement age (from age 61).   

                                                
224 The exception is, of course, immigrants, who will have a hard time fulfilling the residence criteria (see 
footnote 223), and will, hence, only enjoy a reduced pension guarantee.    
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 On retirement the pensionable income including the returns is converted to an 

annuity by dividing the pension account balance by a factor reflecting the unisex 

life expectancy at retirement and an implicit rate of return of 1.6 per cent (real 

wage growth norm).  

 Contributions went from being financed by employers’ only to a 50-50 split 

between employers and employees.  

 

One of the most important guiding principles for the reformers was to make work pay and to 

create a fair system. They agreed that a fair system was one which was based on a transparent 

logic and secured everyone a guaranteed minimum, but beyond that entitlements should be 

awarded in direct proportion to the amounts contributed. As Settergren, one of the key experts 

in the reform process, (Settergren 2003: 370) explains:  

In the new system there should be a one-to-one relationship between 
contributions paid to the system by or for the individual, and the 
pension credit of that individual – i.e. no pension credit without a 
corresponding contribution, and no contribution without 
corresponding pension credit.  

Arguably, the most noteworthy aspect is the flexibility built into the system. There is no 

formal retirement age, just a lower age limit allowing pensions to be drawn from age 61 and 

no upper limit. In other countries increases in the standard retirement age has been one of the 

most commonly proposed measures to contain costs and to force an increase in labour market 

participation among elderly, and the issue is typically a source of heated controversy. Good 

examples are Germany and France as late as in 2010. In Sweden it has largely been a non-

issue. 

 

As some commentators have pointed out, the old ATP-system with the 30/15 year rule, 

represented an unintended element of perverse redistribution from low income to high income 

earners (Anderson and Meyer 2003; Könberg et al. 2006). Contributions were compulsory 

throughout the career, whereas benefits were based on the 15 best years only. As a 

consequence two individuals with the same total income over the career could have acquired 

different pension rights. Put differently, the system redistributed income from individuals 

with long work histories and a flat career earnings curve (generally low-income earners) to 

those with shorter careers and steeper career income profiles (typically higher educated 

individuals with above-average income). For this reason changing the benefit rules to the 

lifetime earnings principle so that the whole work career counts when working out the benefit 
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level, would benefit the former group whereas the latter was better off under the old system. 

Consequently, as had been the case in the 1950s, it was also difficult for the labour movement 

to speak with one, coherent voice on the issue (see e.g. Anderson and Immergut 2007 for an 

overview of union positions; Schludi 2005).  

 

In  fact,  the  pension  commission  that  worked  in  the  1980s  had  discussed  the  proposal  of  

tightening the benefit rule from 30/15 to 40/20, i.e. a 40 year qualification period to obtain a 

full pension and a benefit formula based on the 20 best earnings years, but the idea was met 

with strong protests from the TCO (white-collar workers’ union) and was, thus, not included 

in the final report (Könberg et al. 2006). Hence, instead of proposing a change at the margins 

of the old system, a more radical change, which represented a break with the old logic, 

seemed easier to sell. It was difficult to argue why 20/40 should be fairer than 15/30, and as 

demonstrated  by  the  protests  from the  TCO,  the  losers  from such  a  reform would  be  easily  

identifiable. The life time earnings principle, on the other hand, could be argued for in terms 

of improved fairness and redistribution. Up to the income ceiling, a krona in contributions has 

equal worth for everyone. This was something that also the Social Democrats could agree to 

quite easily. It was certainly no disadvantage to them that low-income workers (traditionally 

part of their core voters), would be better off with this formula. Equally, abandoning the 30/15 

rule was no great sacrifice to them because as we recall, the reason why it had been 

introduced in the first place was to ensure the needed majority for the ATP reform in the 

1950s.225 Interestingly, thus, the introduction of the lifetime earnings principle is an example 

of how sometimes it may be easier to implement principles with a new logic instead of 

incremental modifications to the existing institutional arrangements (Lindbom 2001).  

 

From the objective of fairness it follows that rules should be uniform across occupational 

groups.  That  is  to  say,  two  individuals  with  the  same  contribution  record  and  retire  at  the  

same time and age, should receive equal awards (Palmer 2000). This is considered to be fairer 

than the old system which contained an element of perverse redistribution in the sense that at 

the bottom end of the income scale up to the basic pension level, no additional pension credits 

were awarded for contributions paid into the system. The figure below illustrates the 

graphically the difference between the old and the new system. We see that in the new system 

the idea is that since most persons work they should also receive the notional defined income 

                                                
225 This was something chairman Könberg was very aware of and used in order to find some common ground 
between the parties in the working group. (Interview, 17.11.2009).  
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pension. As opposed to in the old system, even persons with very modest contribution 

histories will always receive more than the guaranteed minimum, giving everyone an 

incentive to pay pension contributions (Palmer 2000). As several commentators have pointed 

out (Anderson 2005; Palme 2003), previously small ATP contributions were worthless since 

they did not give any additional entitlements. With the new arrangement, even very small 

contributions will earn pension credit and eventually lead to a pension higher than the 

guaranteed minimum as illustrated in the below figure.  

 

Figure 7.3: Benefit structure in the old and new Swedish pension system 

 
Source: Palme (2003: 148, 155) 

 

The third novelty in the new pension architecture was the new premium reserve scheme. 2.5 

per cent of income goes to an individually owned pension account that is invested by (or for) 

the income earner. In other words, this scheme works like a traditional, fully-funded DC 

scheme. The individual can choose whether the money is invested in a public or private fund. 

Also in this scheme the account balance is converted to an annuity at retirement. It is, in 

particular,  this part  of the system that may justify the claim that the Social  Democrats have 

sold out to market liberal opponents. However, it is important to keep in mind that, overall, 

the bulk of the Swedish system is still based on collective risk sharing and intergenerational 

PAYG financing. Furthermore, also the premium reserve is mandatory ensuring a broad 

coverage of the scheme. This is an important difference from the German and Italian 

approach. Although the scheme introduces an individualisation of risk – like in a private 

scheme – the framework is public. That is, public authorities are responsible both for the 

collection of contributions and the paying out benefits.226 Following the Swedish tradition, the 

                                                
226 One of the criticisms of the premium reserve scheme is that the there exist too many premium pension funds 
that individuals can choose between and that this number should be greatly reduced to simply individual 
decision-making. Furthermore the state should take some responsibility to guarantee to limit the level of 
individual risk. See Dagens Nyheter (17 April 2009). 
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idea is that it should be accessible to all. As opposed to in Germany and Italy, tax incentives 

and other measures to encourage the purchase of occupational and private pension plans have 

not been a prioritised strategy.   

 

Politically,  the  premium  reserve  was  one  of  the  most  controversial  issues  in  the  reform  

package. In principle it was something that the Social Democrats opposed, but in the end they 

agreed to it as a concession to the bourgeois parties. Anna Hedborg, one of the two Social 

Democratic representatives on the Pension Working Group, has on a number of occasions 

stated that the premium reserve was not at all something they (read: the Social Democrats) 

pushed  for  or  cared  about  –  “it  was  not  their  thing”  –  ,  but  it  was  a  necessary  part  of  the  

bargain with the other parties.227 It was something they could agree to given certain premises. 

The funded premium reserve should not compromise the pension promises already tied up in 

the old ATP system. Calculations had shown that a contribution rate of 16.5 per cent was 

needed to finance the already existing commitments. The bourgeois parties were determined 

that if the Social Democrats wanted a more comprehensive general scheme, anything beyond 

16.5 per cent had to go to a funded scheme with individual accounts. The Social Democratic 

representatives in the Pension Working Group took a pragmatic view on the issue. Anna 

Hedborg explains:  

It  was  something that  we did  not  like,  but  one  can  probably  say  that  
just  the  fact  that  we  would  otherwise  end  up  with  a  smaller  system,  
made us say  ‘well,  if  this is what it  takes, then we’ll have to accept 
(Interview, Stockholm, 12.11.2009). 

 

To the Social Democrats the fundamental issue was to make the scheme accessible to all in 

order to not end up with a cleavage between high- and low-income workers. Furthermore, 

they wanted to prevent that a small premium reserve now would be the start of something that 

would then gradually grow and invade the space of the general earnings-related scheme. By 

ensuring that a compulsory fixed share of 16.5 per cent of income would be channelled into 

the general scheme, Thalén and Hedborg, the Social Democratic representatives on the 

Pension Working Group, knew that they had, in fact, achieved this. Also in the new system 

these contributions would end up as claims on future budgets, maintaining the increasing 

returns dynamics. Another factor limiting the future potential for a further expansion of the 

premium reserve is the widespread collective agreements guaranteeing a majority of Swedish 

workers (85-90 per cent of all wage earners) an occupational pension plan with a contribution 
                                                
227 Anna Hedborg (sd), interview, Stockholm 12.11.2009. 
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of around 4-5 per cent. Hence, there was no space left for separate contributions to the 

premium  reserve.  Fundamentally,  then,  instead  of  replacing  parts  of  the  PAYG  system,  the  

agreed upon solution was to place the premium reserve on top of the general scheme.  

 

From a Social Demcratic point of view, then, the premium reserve became a way of achieving 

a  system  that  also  in  the  future  will  continue  (at  least  under  certain  conditions)  to  be  

equivalent in size to the old ATP system. They saw it as unrealistic that the Conservatives 

would agree to a larger PAYG system. Lindbom demonstrates that, in fact, a similar line of 

reasoning is to be recognised among bourgeois parties and the Conservatives in particular 

(Green-Pedersen and Lindbom 2006; Lindbom 2001). In the political debate on the bourgeois 

side and in the conservative press, on the one hand, arguments were put forward for much 

more radical solutions, ranging from a switch to a completely funded system to more 

moderate initiatives proposing that a half or one-third of the contributions go to individual 

funded accounts. The demands put forward by the bourgeois representatives in the working 

group were,  on  the  other  hand,  much more  moderate.  That  is,  the  premium reserve  as  such  

was  a  non-negotiable  element  from  the  bourgeois  point  of  view,  but  with  regard  to  its  size  

they opened for negotiation (Lindbom 2001). Margit Genser, the Conservative party 

representative on the working group, proposed that 15 per cent of total contributions go 

towards setting up the individual premium reserve accounts. Lindbom suggests two answers 

to this rather cautious claim: First, there was an assumption on the part of the representatives 

from the coalition parties that the Social Democrats would only accept a rather contained 

premium reserve component. Since they saw it as crucial that also the Social Democrats 

supported the reform, they did not want that the potential agreement would collapse over this 

issue.  

 

Second, we noted above that the Social Democrats were concerned about protecting the 

entitlements  tied  up  in  the  ATP system.  Also  on  the  bourgeois  side  of  the  negotiating  table  

there was a high awareness of the double payment problem. It would be incorrect and also 

political suicide to push through a new system which did not respect the already acquired 

pension rights. Hence, in effect, also the bourgeois representatives recognised that there was 

no space for a large funded component, unless one opted for a model in which the 

contribution rate was increased quite considerably. The latter was not considered an attractive 

option, as it would have contradicted the Conservatives’ traditional aim of keeping the 

mandatory system as slim as possible. First, higher contributions would generate even higher 
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claims on future state pension budgets. Second, high contributions are generally not favoured 

by business, one of their closest allies. In sum, then, with regard to the premium pension the 

preferences and behaviour of both government and opposition can be said to have been 

strongly conditioned by the already existing institutional framework, lending support to the 

argument that politics never happen in a vacuum, but is heavily guided by previous policy.  

 

We recall that funding was not a complete novelty in Swedish pension history. The initial 

1913 pension law introduced a premium reserve funded system. Hence, the re-introduction of 

a premium reserve pension in 1994/98 is perhaps better described as an example of what 

Streeck and Thelen call displacement, a type of change that can be provoked when an old 

institutional form are called into question. It often involves a rediscovery of alternative 

institutional models (Streeck and Thelen 2005: 20-22). Nevertheless, symbolically the 

premium reserve represented a victory for the bourgeois parties. This was their baby and they 

successfully pushed through a model, in which benefits were determined on the basis of 

private capital returns rather than collective wage growth as in the PAYG system. Finally, 

they had achieved the introduction of a funded component in the Swedish pension system, 

which after the implementation of ATP had been very much associated with Social 

Democratic ideas. There is little doubt that although Thalén and Hedborg did not have too 

much trouble accepting the premium reserve as part of the larger deal, it was much more 

difficult for the lower ranks of the Social Democratic party organisation (for detailed accounts 

of the internal process, see Lundberg 2003; Lundberg 2005). Without going into detail with 

regard to the internal decision-making process in the Social Democratic Party, we note that 

the opponents of the premium reserve arrangement got only a small concession related to the 

administrative organisation of the scheme, giving us another clue about the extent to which 

the reform process was very much top-down and worked out by a small elite.228  

 

In addition to the premium reserve, a second issue that caused great problems in the reform 

negotiations and that is particularly interesting from a historical perspective was the question 

of what to do with contributions above the so-called income ceiling. Recall that the ceiling 

was indexed to prices and that at some point in the 1980s the centre-right government 

coalition had pushed through contributions charged on the whole income whereas pension 
                                                
228 In this regard, Hedborg suggests that the reform process can be seen as a democratic problem. She notes that 
“when everyone agrees at such an early stage, then a difficult issue such as this one is never really understood. 
This happens because only in the political “war” are many forced to understand the arguments.” (Interview, 
Stockholm, 12.11.2009). See also Lundberg (2010).  
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rights could be acquired only up to 7.5 times the base amount.  There were several  points of 

controversy regarding the ceiling. First, with wages traditionally growing faster than prices 

this led to a gradual hollowing-out of the ATP system as an earnings-related scheme since 

more and more individuals earned an income higher than the ceiling. In the early 1990s the 

estimates showed that already by year 2000 between 40 and 50 per cent of all male wage 

earners in the age group 40-54 years would belong to this category. This was a trend that 

especially  the  Social  Democrats  did  not  like  and  to  prevent  it  they  wanted  the  ceiling  to  be  

indexed to wages. To them an important principle was that everyone should be able to live on 

what they received from the public pension system; i.e. without having to purchase voluntary 

pension  insurance.  The  second  controversial  point  had  to  do  with  the  progressivity  of  the  

system and the extent to which it should be based on actuarial principles. Although it 

historically had been an initiative of the bourgeois parties, the Social Democrats had come to 

like the idea that contributions were paid on income above the ceiling and they wanted the 

new system to be like that too. Even though such a design would clearly break with the agreed 

upon link between contributions and benefits, they defended in terms of a more progressive 

redistribution. The Liberals and the Conservatives, on the other hand, argued that the 

insurance principles that had been applied to the new system in general, should prevail also 

for high income earners. The Centre Party and the Christian Democrats took a more moderate 

view and suggested to half the contribution rate on income above the ceiling. Könberg (2008) 

correctly points to a paradoxical situation:  

A proposal from the centre-right government to modify the social 
democratic ATP system had ten-eleven years later become almost 
sacred to the Social Democrats, whereas the Liberal chairman with the 
support of the Conservatives demanded a return to the original 
arrangement introduced by the Social Democrats!  

 

The matter was resolved towards the very end of the negotiations in the working group with a 

classical compromise solution: Contributions are split between employers and employees.229 

The employers’ share is still paid on the whole income regardless of the ceiling. Since there 

are no pension credits for earnings above the ceiling, the system recognises these 

contributions as a tax and they are allocated to the general government budget rather than the 

pension system.230 Employees, on the other hand, pay contributions only up to the earnings 

                                                
229 Remember that previously contributions were paid by employers only.  
230 Anna Hedborg has pointed out that it was important particularly for the Conservatives that they could call 
contributions above the ceiling a ‘tax’ (Lundberg 2003). 
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ceiling.231 More generally, there are in particular two insights which stand out from the 

switching of positions of the major parties on ceiling issue: First the situation illustrates how 

actors’ preferences are a function of previous policies and always embedded in or bounded by 

a particular context. Sometimes, as time goes by and the setting and the effects of the policy 

changes, actors may develop new preferences. Second, the issue is also illustrative of the 

pragmatism and problem-solving attitude as opposed to fixed ideological positions which 

dominate in Swedish policymaking. The below figure illustrates graphically the reformed 

architecture of the Swedish pension system.  

 
Figure 7.4: Structure of the current Swedish pension system 

 
Source: Own adaptation from Anderson and Immergut (2007: 363) 

 

 

How could it happen? 

A very important factor in explaining how it was possible to achieve a cross-party agreement 

was that reformers consisted of a rather restricted group of top politicians (at least some of 

whom  perceived  their  role  in  the  reform  process  more  as  engineers  than  politicians232), 

bureaucrats and policy experts. The result is a radical transformation of policy instruments, 

whereas the overarching objective of ensuring an adequate earnings-related income security in 

                                                
231 For a more detailed explanation of how the contributions are calculated, see the e.g. the Orange Report 2008 
(Försäkringskassan 2008).  
232 Anna Hedborg (sd), interview, Stockholm 12.11.2009.  
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old age backed up with a basic safety net has remained largely untouched (Lindbom 2001; 

Palmer 2000). On the one hand, one can ask how the bourgeois parties (Conservatives, 

Liberals and to some extent the Centre Party) could accept a system based on principles that 

they had been fundamentally against in the past (Lindbom 2001). Conversely, however, e.g. 

Lundberg (2005) argues that with the new system, the Social Democrats have lost the battle 

over (or given up on) principles that they once held so dear. These two interpretations may 

seem contrasting, but the fact is that both perspectives make sense. That is, both sides made 

important concessions and for us the relevant question is what explains the will to 

compromise on the part of government and opposition. One might, for instance, wonder 

whether pensions for some reason have been a less “political” issue in Sweden than in other 

countries. I maintain that this has not been the case. On the contrary, the fact that some of the 

most prominent politicians in the country have been heavily involved in the reform process 

says something about the high political salience of the matter. Thus, it does not make sense to 

describe pensions as a non-political question. In the Swedish literature the 1994 agreement 

has sometimes been described as the great pension compromise (pensionskompromissen). 

And this is important; the agreement was indeed very much a compromise. As Könberg, one 

of the key architects behind the reform, states, “no party achieved exactly what it wanted, 

rather everyone had to give and take” (Könberg 2008). 

 

Due to the broad cross-party agreement the reform process has been seemingly very efficient 

with fewer reform steps required than in most other countries. Particularly noteworthy in the 

Swedish case is also the passiveness of the social partners, something which makes it 

problematic to explain the course of events from a power resource perspective. What is 

important here is that the new system was founded on principles that appeared advantageous 

for  some  types  of  workers;  in  particular  those  with  long  contribution  histories,  a  principle  

which both the bourgeois government and the Social Democrats saw as an improvement (they 

saw it as fairer) compared to the old system. Another striking feature, at least for a non-

Swedish analyst, is that participating politicians and experts alike seem genuinely satisfied 

with the reform outcome. All the major questions that were up for discussion have been 

resolved. The broad settlement effectively blocked the possibility of significant credit 

claiming or blame avoidance on the part of individual parties. Instead, the process is perhaps 

better described as a sort of collective blame avoidance and credit claiming exercise. 

Remaining passive was risky for the government, since it would then be susceptible to 

accusations from the opposition and maybe also internally for being too weak to resolve one 
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of the major policy issues on the agenda. Similarly, for the Social Democrats, once the 

bourgeois government began to take initiative on the issue, they felt they had no choice but to 

actively take part. There were fears that if the government were to design a new system on 

their own, the principle of a public earnings-related system with a broad coverage, could 

come under threat.233  

 

However, it is worth stressing that strategic calculations were not what drove the process 

forward.  The  credibility  of  the  old  system  had  been  undermined  and  the  task  in  the  

politicians’  minds  was  how one  could  transform it  to  a  system that  would  work  better.  The  

reform proposal was debated with the old system as the key point of reference, but there was a 

genuine will from both the government side and the opposition to agree on an improved 

system  that  would  be  capable  of  meeting  the  challenges  of  the  coming  21st century. There 

existed a widely shared feeling that something needed to be done and this, in turn, lead to a 

common commitment to resolving the “pension question.” Furthermore, both the government 

parties and the Social Democrats were well aware that to achieve a reform, to some extent it 

would be necessary to leave some of their old ideological principles behind and accept also 

new solutions.  

 

The Swedish political scientist, Anders Lindbom (2001, 2008) shows in two articles how the 

Swedish Conservatives (Moderaterna) changed their preferences from advocating a public 

system only providing basic security in the pension debate of the 1950s to in the 1990s 

proactively pushing a model based on a modified but still comprehensive PAYG system. In 

the words of Lindbom, “the distinction between a real change of preferences and strategic 

change largely disappears in a highly path-dependent context. The party adjusted to what is 

considered the best possible option in the existing context” (Lindbom 2008: 544). Lindbom’s 

interpretation is corroborated among other things in statements by the Conservative 

representative in the Pension Working Group, Margit Gennser. It is no secret that the 

Conservatives would have preferred a full-scale funded system, but as Gennser put it in the 

parliamentary debate on the Working Groups’ proposal:  

The system is still 89 per cent PAYG and about 11 per cent based on 
the premium reserve. Why? Well, the decision taken in 1959 and the 
large current public debt has made it impossible to convert the system 
into a full-blown premium reserve system, even if one would wish to 
do so. I think a combination of the two principles is the best solution. 

                                                
233 Anna Hedborg (sd), interview, Stockholm 12.11.2009. 
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Obviously,  I  would  have  liked  to  see  a  larger  share  based  on  the  
premium reserve […]. The New Democracy (Ny Demokrati) bill 
proposes to quickly convert to a premium reserve system […]. This is 
not realistic given today’s situation. (RD-protokoll, 1993/94, 
intervention 3, authors translation)234 

 

Gennser’s statement provides us with a very strong indication that the process was 

constrained by the old pension rules. The old ATP system had created a process of increasing 

returns. That is, the cost of abandoning the PAYG principle had simply become too high. 

Again we see a confirmation of the boundedness of actors’ preferences. They always need to 

be interpreted in relation to the given situation or context. It seems to be a very normal 

procedure for actors to update their preferences according to changes in the environment in 

which they operate.  

 

Another  example  of  how  policy  decisions  took  place  within  the  framework  of  the  existing  

institutional model was the decision about the contribution rate to the mandatory public 

system. Bo Könberg, who in his capacity as chairman of the pension working group was one 

of the key politicians behind the reform, writes:  

When  we  constructed  the  new  system  it  was  of  course  taken  into  
account that most wage earners (85-90 per cent) also had occupational 
pensions with a contribution rate of 4-5 per cent. Had these not been 
there, the contribution rate to the general public scheme would have 
most likely been increased correspondingly, to say 23 per cent of the 
gross wage (Könberg 2008: author's translation).  

 

As already noted, fundamental for the reform process was the strong will among key persons 

to achieve a result that would last, as the pension working group chairman Bo Könberg has 

put it, “into the next ice age” (Könberg 2008). The fact that the parties appointed 

representatives with a certain standing, reputation and experience does not only confirm the 

importance given to the pension issue; it was, moreover, fundamental for the eventual 

achievement of an agreement of considerable substantive value. Above all, Könberg himself 

was already an experienced politician as he took on the task of leading the pension working 

group. He had followed the process also during the 1980s and knew what the weaknesses of 

the previous work had been. He knew that for the pension working group to succeed, it was 

necessary to limit the number of participants around the table, and, thus, keep the social 

                                                
234 As a curiosity it can be mentioned that in the very same parliamentary debate, a young party colleague, whose 
name most readers will recognise, namely Fredrik Reinfeldt, expressed his support for the reform. In his 
intervention he referred to the improvements the reform proposal, in his opinion, represented for future 
generations. (RD-protokoll 1993/94:120, intervention 25.   
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partners out of the negotiations. It was not by chance that the project was called a “working 

group” rather than a traditional state commission of inquiry. On the basis of my conversations 

with Bo Könberg and Anna Hedborg it is my impression that there was a climate of mutual 

respect in the Working Group and that they are actually proud of what they managed to 

achieve (see also Könberg 2008). In addition, the working group had the advantage that a lot 

of valuable material existed already, not least thanks to the above-mentioned pension 

commission.235  

 

It was hinted at above that even though a broad consensus was reached on the pension 

question (pensionsfrågan), it should, nevertheless, be considered a political issue. The fact 

that the parties managed to achieve a cross-party consensus which was not later torn apart by 

party-internal disagreements owes much to the persons involved in the pension working group 

and the standing they had in their respective parties. Chairman Könberg has already been 

mentioned. With regard to the Social Democrats, the two representatives, Ingela Thalén and 

Anna Hedborg, complemented each other well. Ingela Thalén enjoyed a very strong position 

and a high degree of credibility in the labour movement, whereas Anna Hedborg was an 

innovative and skilful policy-maker with in-depth knowledge of the issue at stake. It seems 

unlikely that the compromise would have taken on such a lasting character had the parties 

chosen to send lower profile representatives to the working group. Another coincidence and 

arguable advantage for the reform process as a whole was that the process was initiated under 

the conservative government coalition, meaning that it was easier to keep representatives 

from the social partners out of the negotiations. Had the Social Democrats been in charge at 

the time, it would probably have been harder for them to exclude representatives from the 

labour movement.  

 

The result has been an in some ways fortunate mix of policy history (or policy legacies if you 

like), policy problems that could be framed in terms of more or less fairness, a problem-

solving oriented political tradition and politicians capable of learning from previous personal 

as well as collective experiences. All of this has facilitated an outcome which represented far 

more than a lowest common denominator political settlement and watered down reform 

contents. Quite on the contrary, most commentators have been struck by how radical or far-

                                                
235 Bo Könberg (fp), interview, Stockholm, 16.11.2009.  
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reaching the 1994/98 reform was (e.g. Anderson 2005).236 Although all negotiating parts 

clearly got something, the Swedes, nevertheless, managed to work out a substantively 

coherent and financially sound reform. More concretely, it by and large solved the financial 

sustainability problem while at the same time introducing into the new system relatively clear 

principles of legitimation for payment and award.  

 

Students of Swedish social policy history may be surprised by the content of pension reform. 

The fact that the Social Democrats agreed to modify an institution which was considered the 

“jewel in the crown” of the Swedish welfare state model begs an explanation (Lundberg 

2003). However, the historical perspective adopted in this chapter, going all the way back to 

the origins of the Swedish social security system, has shown us that history has repeated itself 

in a modern setting. Public investigations and a problem-oriented rather than ideological 

approach similar to what we saw in the pre-war decades have again led to agreement about 

future policy design supported by a broad parliamentary majority. Although the ATP system 

was the Social Democrats’ “baby”, they recognised that it had come to incorporate elements 

of perverse redistribution (e.g. in some instances worthless contributions from individuals 

with a poor income record). In theoretical terms, we have here a clear example of what 

Weaver (2010) has labelled “negative feedback” of the “bad-effect-becomes-cause” type. 

Hence, also from their point of view there was a policy-opening for a new system that treated 

more equally (and, hence, in many people’s eyes more fairly) different workers with different 

career histories. Furthermore, the original logic of having a system that reached out also to the 

middle class was at risk if the old system were to be left untouched. This represented another 

incentive for the Social Democrats to work for a compromise with the bourgeois opposition.  

 

Following the power resource logic, one might wonder why pensioners’ organisations have 

seemingly been very passive in addressing a question that should be of great importance to 

their membership. Only recently, more than a decade after the great pension reform was 

passed; have signs of growing discontent among the elderly appeared. To understand their 

behaviour it is important to remember that the introduction of the defined-contribution 

principle does not greatly affect their members; that is, persons who have already retired, 

                                                
236 In fact, Ole Settergren (senior economist at the National Social Insurance Board), who Anna Hedborg 
described to me as the mastermind behind the reform, writes that “the pension system has been so radically 
changed that it is somewhat misleading to use the word “reform” for this process. Today, it would be more 
correct to speak of an entirely new system” (Settergren 2003: 370).  
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since in general they are subjected to the old pension regime.237 What  also  the  old  ATP  

pensioners were affected by, on the other hand, was the introduction of the new indexation 

methods, which apply to ATP and new income pensioners alike. In this context it is important 

to note that when these new rules were introduced they did not result in immediate cutbacks 

to the ATP benefit level. On the contrary, in the beginning ATP pensioners actually gained in 

comparison  to  what  they  would  have  got  with  the  old  rules.  In  short,  at  the  time  of  its  

adoption, the reform did not represent a clear retrenchment agenda for the elderly. They were 

not obvious losers. Hence, since the pensioner organisations are no more foresighted than 

other groups, they had few incentives to launch great protests.  

 

However, in the last years pensioners have started to give voice to their concerns indicating 

that  they  are  far  from  happy  with  the  latest  developments.  They  have  two  main  points  of  

criticism, namely how their pensions are negatively affected by the automatic balancing 

mechanism238 and the, in their view, unfair treatment of pensioners in the latest tax reform 

introduced by the current centre-right coalition government. With economic crisis, low 

growth and, consequently, the activation for the first time of the so-called “break” built into 

the automatic balancing mechanism a drop in the pension benefit level239 is projected for the 

coming years. It should come as no surprise that the pensioners’ organisations are worried 

about these developments and find that the present balancing mechanism is too hard on 

current retirees. The second source of discontent is a recent measure introduced in the 

Swedish tax law, which by many is seen as unjustly punishing individuals depending on 

social transfer payments rather gainful employment. It should be noted that this has nothing to 

do with changes to the pension system as such. What the bourgeois government led by 

Fredrik Reinfeldt did with effect from 2007 was to introduce a tax reduction on income from 

labour  (jobbskatteavdrag)  as  part  of  their  strategy  to  promote  ‘work’  over  welfare  

(arbetslinjen). Other types of income, most importantly social transfers (including 

unemployment and sickness benefits, child allowances and old age pensions) do not give the 

right to this type of tax deduction. Consequently, with current tax rules the tax burden is 

higher for a pensioner than a wage earner at the same earnings level. That is, a pensioner with 

                                                
237 I am grateful to Stefan Ackerby for patiently explaining these issues to me. For an overview of the main 
points of discontent on the part of the pensioners’ organisations, see e.g. PRO (2009).  
238 Put very simply, should liabilities in the system exceed its assets, the balancing mechanism will automatically 
reduce the income index on the basis of which pensions and notional capital are normally adjusted (Settergren 
2001).    
239 The automatic balancing does not affect the guarantee pension which is coupled to the consumer price index 
and the price base amount (prisbasbeloppet) instead of the wage level.    
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a gross income of 250,000 SEK is left with a lower net income than a working individual with 

the same gross income.  

 

The described effects of the tax reform are an excellent example of how different institutions 

within the larger political economy are inter-connected. At the individual level, what is 

important are the net effects of interactions between these public institutions. People perceive 

the  various  sub-systems as  parts  of  a  whole  and  not  as  isolated  units  in  the  way that  policy  

experts often do. What has happened is that changes within one sub-unit (i.e. the country’s tax 

code) have made pension recipients appear relatively worse off because the pension system 

has been left untouched, while in another area an expansionary measure has been adopted. A 

policy which was created with the active population in mind has had indirect consequences 

for  also  the  non-active,  and  I  would  argue  that  this  is  an  example  that  lends  empirical  

credence to Steinmo’s theoretical claim that “[c]omplex systems are emergent and have no 

single designer.”  

 

As compensation to the pensioners for the somewhat abrupt reduction in the ATP and income 

pension level due to the activation of the automatic balancing mechanism in 2010, the centre-

right government coalition has since 2009 gradually increased the basic tax allowance for 

persons over the age of 65. The rationale has been not only to soften the adverse effects of the 

automatic balancing mechanism on the contribution related pensions, but also to reduce the 

income tax differentials which had appeared on different types of income, something that they 

now appear  to  think  does  not  make  sense  after  all  (see  Reinfeldt  et  al.  in  DN.se  23  August  

2010).240  In terms of how to interpret politically these latest tax cuts for pensioners, it should 

be remembered that 2010 was an election year in Sweden. The allocation of some billions of 

krona to the elderly was, of course, a convenient card to play as the elections approached.  

 

Importantly, the recent discontent on the part of the pensioners and the changes made to the 

tax system do not change the bigger picture. Fifteen years after the original five-party 

agreement there are no signs that the compromise is at risk. Quite on the contrary, in 2009 we 

                                                
240 The Swedish tax code is not the focus of this dissertation, but the trend is interesting from a public policy 
point of view. One could speculate that with the introduction of the special tax reduction (jobbskatteavdrag) on 
wage income we have seen the beginning of an increasingly complicated tax system. A more coherent 
modification would have been to introduce one basic tax allowance for all types of income, but the 
jobbskatteavdrag was a bourgeois baby whose removal would have also implied an admission that their previous 
policy had failed. Thus, instead we are now getting one tax reduction targeted at workers and another one 
reserved for the elderly. The result is a much more complicated and incoherent income tax code.  
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see  that  a  situation  of  “political  lock-in”  has  emerged.  For  a  set  of  key  actors,  namely  the  

main political parties in Sweden, it has become risky to break out of the prevailing settlement. 

To be sure, lock-in effects are not a new phenomenon in political life, but generally the 

concept is used with reference to particular policy designs or solutions (e.g. Mahoney 2000; 

Pierson  2000b)  and  not  so  much  with  regard  to  the  way  political  actors  are  positioned  in  

relation to each other. However, through the so-called “pension group”, consisting of 

representatives from the five major parties in the Swedish political landscape it appears that 

cross-party cooperation on the pension issue has become institutionalised. In the context of 

the recent softening of the automatic balancing mechanism, the Social Democrats were in 

effect lashed to the mast. Even if they may have wished to do so, there was just no way for 

them to object to the centre-right government’s proposal to soften the effect of the balancing 

mechanism in the election year 2010. There was an obvious risk that the issue would have 

become politicised, had they done so.241  

 

Looking in more general  terms at  the effects of the reform, commentators have a hard time 

identifying clear winners or losers (e.g. Anderson and Immergut 2007; Settergren 2003). 

From a generational perspective it is clearly the most balanced reform of the three countries 

we have studied. The most typical social risks faced by working age individuals and which 

have repercussions also for their capacity to work and pay pension contributions, have been 

taken account of in the design of new pension rules. That is, social insurance benefits (related 

to e.g. maternity/paternity, unemployment, illness and disability) together with credits 

awarded for a limited number of childcare years, university attendance and military service 

are considered pensionable income with respect to the income as well as premium pension  To 

make sure that the financial balance of the pension system is not affected, the government 

makes transfers from the national budget to the pension system equivalent to the value of the 

pension credits (and “employers’ contributions” in the case of social insurance benefits). 

These vertically redistributive measures ensure that there will be few system outsiders and 

even those with uneven career records will be able to acquire rights to more than the basic 

pension. In other words, earnings-related pensions will be almost universally available. 

Finally, the new indexation method, which yields more generous pensions in periods of high 

real growth and automatically impose reductions in periods of slow growth, applies equally to 

current and future retirees leading to an intergenerationally balanced outcome.   

                                                
241 Anna Hedborg, Stockholm, interview, 12 November 2009. 
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A point to note is that the overall contribution rate of 18.5 per cent of gross income (16 per 

cent towards the income pensions and 2.5 per cent going to the individual account) was set 

with the ambition to achieve the same replacement levels as in the old system at least under 

normal macroeconomic circumstances. Thus, there has been no fundamental shift in the 

overarching ambition of the pension system, and it seems misleading to assume that the 

Swedish pension reform necessarily means welfare state retrenchment. By design this 

question is left open and is instead a function of economic and demographic developments. 

With economic growth of 2 per cent pensions will remain about the same. With slower 

growth they will go down and in the opposite case, they increase. For this reason, with regard 

to generational differences no clear judgement can be passed. To some extent, it will simply 

depend on the economic fortune of future generations. Furthermore, it may well be that 

average replacement rates will be somewhat lower in the future. However, this has to be 

assessed up against the alternative of keeping a defined-benefit system in which contribution 

rates would have to be raised if the old benefit levels were to be sustained in the future. Under 

such a scenario current workers would, nevertheless, pay more for each krona received in 

pensions. Thus, maintaining the old model would not necessarily have gained benefitted 

future generation retirees in the long run.  

 

To  a  Swede  the  achievements  of  the  Swedish  pension  reformers  might  not  seem  so  

remarkable, but seen from an international comparative perspective, the Swedish reform 

process is extraordinary. Stepping back from the descriptive details, what can be said about 

the process in more general terms? The recent wave of reform work in Sweden has been 

characterised by pragmatic politicians and clever social engineering. I have argued that 

although the process was not particularly conflictual, it was, nevertheless, highly political 

requiring the involvement of high-ranking individuals within both the government and the 

opposition. To a remarkable extent individual policymakers, most notably politicians in the 

pension working group, managed to distance themselves from specific party interests and take 

on a highly constructive problem-solving ‘mode’. Among the political elite there was a strong 

awareness that “the pension question” was highly controversial, and, hence, it was necessary 

to approach the issue with a certain degree of political finesse in order achieve solutions that 

were both substantively meaningful and politically edible. The history of pension 

policymaking, most prominently represented by the fight over the design and implementation 

of the ATP pensions in the late 1950s, but also the difficulty of agreeing on concrete reform 
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proposals during the 1980s lent support to this view. It was not in anyone’s interest to have 

another bitter fight over pensions as the long-term consequences both politically and for the 

long-term stability of the prospective new pension settlement would then be much more 

uncertain.  

 

Hence,  the  politics  surrounding  the  Swedish  pension  reform  is  also  a  story  about  political  

learning on the part of the involved decisions-makers. They were experienced politicians 

drawing on what they had learnt so far during their  political  careers (e.g.  Könberg who had 

taken part also in the previous pension committee). Furthermore, there existed a collective 

memory of the ATP battle, which had taught the political parties how costly it could be to 

come out  as  the  losing  part  in  a  pension  conflict.  The  Swedish  solution,  then,  was  to  bring  

together a pragmatic group of ‘policy engineers’. In this way the agreed upon solutions 

became effectively depoliticised in a compromise in which everyone had to give and take 

something. This, of course, contrasts starkly with, above all, Italy, a case in which it was easy 

to identify winners and losers across class and age. In Sweden, on the other hand, results are 

more neutral; just as the spirit of compromise would suggest. In fact, noteworthy in the 

Swedish pension debate is that there is little talk of retrenchment. For those that have acquired 

few or no rights to an income pension, the guarantee pension offers a better deal than the old 

basic system.242 In  addition,  the  new system is  designed  in  a  way that  very  few individuals  

will be dependent on the guarantee pension only. There is an in-built incentive to work, and if 

you have worked you will also have a contribution record, which in turn gives you the right to 

an income pension.  

 

It is noteworthy how politicians and policy experts alike consider the pension issue as, by and 

large, resolved.243 Of course, problems may always appear along the way, but they are to be 

resolved following as far as possible the broad principles laid down already in the 1994 

agreement. Does this mean that now that the new pension system is in place and reform has 

been successfully carried out, we can predict that further transformative change is unlikely? 

“Yes” and “no” would be the answer. On the one hand, given that there is broad agreement 

about  the  basic  principles  of  the  pension  system,  no  one  is  pushing  forward  an  agenda  of  

                                                
242 This lends support also to Pierson’s thesis that welfare state change in times of permanent austerity is not only 
about cost containment and commodification, but also about recalibration. See Pierson (2001a).   
243 This was confirmed to the author by politicians as well as policy experts who have been central throughout 
the reform process.     
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further reform.244 As a consequence, wholesale institutional transformation appears unlikely 

in the short to medium term. On the other hand, as much as the new Swedish pension system 

seems rather clever and at the moment there is no political will to carry out large 

modifications,  we  can  also  be  sure  that  it  will  continue  to  evolve.  We  know  that  since  the  

context in which it is set, i.e. the various systems of the political economy do not stand still, 

policy drift (Hacker 2005) can take place even if its design were to remain relatively 

untouched. This, in turn, may increase the feeling that the system does not achieve what it is 

meant to and, consequently, reform pressure is likely to increase. And to the extent that the 

past serves as a guide to the future, we have learnt that it is, indeed, possible to agree on 

considerable reforms even across parties and interests if the policy-problem is clearly defined, 

the determination is strong enough and the ideological distance not too large between the key 

players.  In  addition,  the  Swedes  are  certainly  also  aided  by  their  professional  and  well-

qualified bureaucracy (Heclo 1974; Lundberg 2003: 173; Marier 2001) and the tradition of 

constructive dialogue and problem-solving focus in the policymaking process.  

 

The historical perspective on Swedish pension politics presented in this chapter has confirmed 

the conclusion drawn by Heclo and Madsen that (1987: 8) state that “Swedes typically adopt a 

problem-focused approach that is grounded in empirical detail and that seeks specific 

solutions to concrete problems.” With the benefit of two further decades of policy history to 

look back on, we can say that this policymaking pattern has not changed in Sweden. As we 

have seen, the events of the 1990s – at least with regard to pension policymaking – fit 

perfectly Heclo and Madsen’s description. As far as substance is concerned, we referred to 

Peter Hall’s (1993) useful distinction between changes in overarching goals and the more 

specific policy instruments, i.e. the method or the means with which the policy objectives are 

to be obtained. On the level of goals we have observed a strong degree of continuity, whereas 

the method has been radically revised. Hence, it is also difficult to agree with claims that 

Social Democracy has lost to market liberal forces. That is, they may have lost the power to 

dominate the Swedish political stage like they did in the past, but their core values and 

principles  are  so  deeply  embedded  in  Swedish  society  and  way  of  thinking  that  even  the  

parties to the right of the political centre seem like social democrats to anyone who is not a 

Scandinavian. Just as in the old system, the goals of basic security, income maintenance and 

redistribution remain core principles (Palme 2003). Maintaining the old status quo would 

                                                
244 From time to time voices of discontent pop up, but this is not significant as long as the party leadership in the 
major parties as well as the experts in the National Insurance Agency are happy with status quo.  
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have  been  at  odds  with  this  ambition.  Thus,  what  we  have  got  is  a  system  that  has  been  

updated and is more capable of tackling the realities of the new millennium. In sum, the 

means to the end has been transformed. The end itself, namely the combination of income 

maintenance and poverty prevention for retirees, has not changed.  
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8 New means to old ends along separate paths  

 

The main purpose of this dissertation has not been to explain individual cases, but rather to 

understand how and why the variation between them persists. More specifically, why does 

variation in policymaking process as well as policy outcomes continue even between systems 

which are all organised around Bismarckian principles? Thus, after having studied the three 

cases in separate chapters, it seems natural to conclude by asking what the individual 

narratives tell us if put in a comparative perspective. We have seen how the three countries 

have  the  broad  lines  of  reform  content  in  common.  That  is  to  say,  with  regard  to  system  

design, change has been considerable and there are many common reform principles, such as 

the notional defined contribution245 method in the public pillar and a menu of measures to 

encourage take up of individual supplementary pensions. At the same time, the country 

chapters have displayed three quite different paths leading to pension systems that continue to 

differ in their qualities. Hence, even though they are all undergoing important programmatic 

changes, they have faced diverse challenges in the reform process. In fact, one of the key 

claims of this dissertation has been that the apparent convergence is rather superficial. When 

it comes to on-the-ground outcomes, the systems have been and will continue to be very 

different from each other. In explaining these differences I have stressed the different policy 

legacies and socio-economic circumstances as the countries were challenged by the pension 

dilemma. That is to say, the historical narratives along with the data presented in chapter 3 

have shown that when countries got serious about their reform work in the early 1990s, it was 

with a unique mix of challenges in each case, which, in turn, have greatly influenced the 

politics of reform as well as the problem-solving capacities in each case.  

 

Apart  from  a  similar  perception  in  all  the  countries  of  a  pension  system  in  crisis  due  to  

adverse demographic trends and spiralling costs, creating in all the countries a strong urge to 

act, we note how the latest reform processes have been characterised by different dynamics 

across the cases. To recapitulate briefly; in the Italian case, two technical governments have 

been the ones that have succeeded in carrying out the largest changes, but generally with 

organised labour as an important intervening actor. The colour of government or the nature of 

                                                
245 As noted in chapter 6, the German system is generally not mentioned among the new NDC cases, but in its 
core characteristics it came very close to one with the introduction of the ‘sustainability factor’ in the benefit 
indexation formula in 2004. As is characteristic of NDC systems the German case is based on PAYG and 
benefits calculated on the basis of contributions over the full working career.  
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party competition, on the other hand, does not seem to have mattered greatly for the content 

of the reform bargains. In Germany, particularly after reunification the competition between 

political parties, with the federal decision-making structure as the key intervening variable, 

has been decisive for how the reform processes has proceeded. It has taken a long time to 

hammer out the reform details and considerable institutional hurdles have had to be overcome 

before proposals could become law. In other words, in Germany policymaking is very clearly 

structured by the formal political institutions. Finally, some 30 years ago an American scholar 

noted that “[t]he work of the Swedish public elite takes place in a world that is small, 

comfortable, well-understood and highly specialized” (Anton 1980: 129). This observation 

captures  well  the  political  dynamics  of  the  pension  reform  process  in  Sweden.  The  new  

pension system was implemented with the help of a strong elite consensus keeping the lower 

rank  and  file  in  the  respective  political  parties  as  well  as  the  social  partners  out  of  game  

during the key moments.  

 

Why have policymaking processes been so different, with the result that policy consequences 

have been substantially different? In this dissertation I have made a case for the decisive role 

played by the interaction between structural context (referring to variables such as, for 

instance, demographic trends, labour market performance and socio-economic make-up of the 

population), policy legacies and the political institutions. That is, within the constraints of a 

specific structural context and the country’s political institutions, previous policy serves as the 

point of reference for decision-makers when making up their opinion on a specific policy 

proposal. For example: “I prefer the proposed policy Y to the old policy X because its costs 

can be financed within the present budget constraint and should improve the status of families 

with children, who often have a hard time under the current policy rules.” Simultaneously, “I 

know that my absolute preference, policy Z, is likely to be rejected by the political opposition, 

whose votes I rely for a new legislation to pass.” Thus, it is obvious that there is a close 

interplay between formal political institutions and policies.  

 

We can also identify a second way in which political institutions and policies mutually 

condition each other to produce variation in policy outcomes. It is difficult and perhaps not 

even a particularly useful exercise to try to single out or measure in exact terms the relative 

significance of past policies compared to the influence of political institutions. Policies 

emanate from political institutions, but the very same policies and their consequences are 

what generate legitimacy and trust (or the lack thereof) in the institutions. Policies produced 
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by  a  political  system  which  enjoys  a  low  degree  of  trust  are  less  likely  to  be  successful.  

Inefficient policies, in turn, are likely to undermine credibility in the capacities of the political 

institutions.  

 

Let me illustrate my point with a reflection from my personal experience of living for some 

time in Italy: As a Norwegian, before constructing a house, I would apply for a building 

permission from the local authorities. I do this not only because there are penalties if you are 

caught; I actually see it as an obvious thing to do. I would certainly not like my neighbour to 

build a large house without any public control. And if I want others to abide by the rules, my 

civic sense tells me that I must do the same. Five years in Italy have taught me that here the 

logic is different. Certainly, there is no lack of rules. But even if you are an Italian with good 

intentions, you think twice before asking for a permission: Your application may well get 

stuck on the desk of some bureaucrat who has to check your case against all the micro-laws 

that may be relevant to it, while you find yourself on your empty piece of land, scratching 

your head and wondering why there are so many houses popping up around you while you are 

still waiting. 

 

How do the above-mentioned differences matter for the way pension policy is changing in the 

three countries? I contend that they are particularly important for an issue which so far has 

received relatively little attention in the literature, namely the speed at which reforms are 

implemented. Elsa Fornero (2008: 38), a leading Italian economist and pension expert, 

usefully reminds us that a pension system 

is a mechanism which is inevitably projected over the long-term. 
Particularly when it is pay-as-you-go financed, i.e. without the 
accumulation of reserves, not only current but also future generations 
are involved. This fact leads to an asymmetry. Expansive reforms tend 
to take effect immediately, whereas those worsening the conditions 
are typically extended over time both to reduce their unpopularity and 
to reduce their effects for older cohorts, which no longer have the 
possibility to compensate benefit cuts by extending their careers or by 
accumulating own savings.246 

 
 
 
 
 
 
 

                                                
246 Own translation. 
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8.1 Implementation: From old to new at different speeds  
 
The adoption of a reform is the key step in the process of introducing new policy, but it does 

not mean that the job is done. A further, very important task is how to switch from one set of 

rules  to  another.  In  view of  the  questions  addressed  in  this  dissertation,  there  are  two good 

reasons  to  look  more  closely  at  how  countries  move  from  old  to  new  rules.  First,  

implementation is highly relevant to the question of reform costs and intergenerational 

distribution. As stressed by the economists Holzmann and Jousten,  

intergenerational aspects are heavily influenced by the way transition 
costs are evaluated and financed. Any specific transition option will 
lead to different burden-sharing across generations […] Put 
differently, the level of explicit and implicit debt shifted forward onto 
each younger generation is heavily dependent on the way the 
transition is organized and financed (Holzmann and Jousten 2009: 2).  

 

Second, the transition from an old regime to a new set of rules is  not automatic and can be 

done in many different ways. Recall, in fact, that in chapter 2 I put forward the claim that 

implementation should be considered as an important factor for the large variations which 

exist at the level of policy consequences. Put differently, implementation intervenes in the 

space between policies understood as rules or legal prescriptions and actual output or policy 

effects.  In  the  following  section,  I  discuss  some  of  the  implications  that  the  speed  of  

implementation has for the overall outcome of the policymaking process.  

 

When a pension law is passed, changing, for example, the rules concerning the benefit 

calculation method or the retirement age, one also has to decide who shall be affected by the 

new  rules.  Here  a  person’s  age  normally  comes  into  play.  As  Bonoli  and  Palier   point  out  

“[t]he duration of the phasing-in period determines who will be affected by the reform, in 

terms of age groups” (Bonoli and Palier 2008: 31). Be reminded, however, that age groups 

and cohorts are  not  the  same thing  and  in  the  context  of  going  from one  pension  regime to  

another, it is more correct to refer to the birth cohort as the relevant unit rather than age 

groups as Bonoli and Palier do. Note further that the transition can be defined with respect to 

career history (like in Italy) or with reference to cohort or year of birth (like in Sweden and 

Germany). There are many possible ways of managing the switch from one regime to another, 

and in the following section, we ask how the three countries solved the issue of transition 

from old to new rules.  
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Since the transformation process has typically taken place in several stages, it is rather 

complicated to summarise information about the transition with the view of comparing 

countries.  Unfortunately,  there  does  not  exist  one  correct  or  neat  way of  doing  so,  and  any  

attempt to simplify can be accused of leaving out important details. Next, I illustrate with a 

few examples how differently the transition has unfolded in Italy, Germany and Sweden. 

Following the example of Bonoli and Palier (2008), a very simple way of comparing reforms 

regarding the extent to which costs are shifted into the future and onto younger generations, is 

to look at the length of time that passes from the adoption of reform until the new regime is 

fully in place. The below table 8.1 summarises the information with respect to those reforms 

that have included a phase-in period in the switch from old to new rules.  
 

Table8.1: Pension reform implementation in Italy, Germany and Sweden 

Country Reform passed 
(year) Full implementation Time lag (yrs) 

Italy 1992 2032 40 
 1995 2035 40 
Germany 1989 2012 23 
 2007 2029 22 
Sweden 1998 2015-2020247 17-22 

Source: Bonoli and Palier (2008) and own description of Swedish data.  

 

During a transition period old and new rules work side by side, sometimes causing a rather 

unclear situation. In the German and Swedish case, new rules have been phased in gradually 

and a person’s year of birth has been the point of reference for deciding which treatment a 

worker would receive in the system. We recall that the first significant achievement in the 

German reform process was the Pension Reform Act 1992 adopted in 1989. Women, 

unemployed and disabled, who previously could retire at age 60 without deductions, would 

see their legal retirement age be raised gradually to 65 for those born 1953 or later, implying 

harmonisation with the rest of the workforce. Individuals belonging to this group and born 

before 1941 (aged 48 in 1989 when the reform was passed) were exempted from the new 

rules. Moreover, all provisions for early retirement without deductions would be phased-out 

                                                
247 When exactly the transition is fully completed depends on when people choose to retire given the flexible 
retirement age. Note that a longer implementation period does not imply a higher financial burden on the system, 
since the longer people work, the longer they contribute to the system and conversely pension benefits will be 
drawn for fewer years.  
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by 2012.248 Jumping nearly two decades ahead in time, the Reform Act adopted in 2007 by 

the  Grand Coalition  will  raise  the  statutory  retirement  age  in  Germany in  many small  steps  

(see Fuchs 2007 for details). For individuals born before 1 January 1947 the legal retirement 

age continues to be 65 years. From 2012 the pension age start rising by one month every year. 

This  means  that  cohorts  born  in  1958  will  have  to  work  until  the  age  of  66  before  being  

entitled to a full  pension249. Thereafter the phase-in will proceed a little bit quicker with the 

retirement age increasing by 2 months every year leading to full implementation by 2029. All 

insured persons born after 1963 are subject to the new retirement age of 67 years. The phase-

in period is surely long, but at the same it should be noted that it is also very gradual. Thus, 

there is no sharp generational break like we see in the Italian case. During the transitional 

years, between each birth cohort the variation in treatment is incremental. In this respect the 

model of transition to a higher retirement age in Germany is based on principles similar to 

those adopted in Sweden for the introduction of the NDC benefit formula; namely a phase-in 

period with gradual progression until complete implementation of a new institutional regime. 

 

It is particularly interesting to compare Italy and Sweden since the transformation of the 

benefit calculation method was quite considerable in both countries. In Germany the changes 

to the benefit formula happened at the margins of the old method since the lifetime earning 

principle  had  been  part  also  of  the  old  system,  and  the  old  earnings-point  method  was  

maintained. The contrast between the Italian and Swedish transition is striking. Particularly 

the 1995 reform package was extraordinarily explicit in its differential treatment of workers at 

different stages of their careers. The Italian workforce was divided into three groups. Those 

who by the end of 1995 had already 18 years or more of pension contributions behind them 

would have their future pensions calculated solely according to the rules established by the 

1992 Amato reform. Workers with less than 18 years of contributions by the end of 1995 

were subjected to a mix of old and new rules. Contributions paid before 1996 would be 

converted according to old rules, whereas the contributions accumulated later would be linked 

to the new rules. New entrants to the labour market (i.e. those entering after 1.1.1996) would 

have their pensions calculated on the basis of the new rules for their entire working careers. 

Only around 2035 will all the adopted measures have been phased in, and it seems fair to say 

that the differential treatment of different cohorts exacerbated the intergenerational inequities 

in the short to medium term. Furthermore, it bears highlighting that as a result of these 

                                                
248 See Pension Reform Act 1992.1 of 18 December 1989 (Bundestagsgesetzblatt, 28 December 1989, no. 60).  
249 In other words, it will take until 2024 to rise the legal retirement by one year (age 66).   
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transition arrangements there are currently three benefit calculation methods at work 

simultaneously. Which one that applies to a particular worker depends on when she initiated 

her career. This complexity further jeopardises the legitimacy of the system.  

 

In Sweden everyone born before 1938 receives benefits from the old system only. For 

individuals born between 1938 and 1953 they will get benefits calculated on a combination of 

old and new rules - with a gradually increasing importance of the new rules for later cohorts 

(see Settergren 2003 for details). Individuals born after 1953 will get their pensions calculated 

completely according to the new rules. The formula exempts from the new pension rules only 

about 7 per cent of the current work force. By contrast, the Italian transition left 40 per cent of 

current workers completely protected from the effects of the new institutional regime (CNEL 

2003). In other words, although the Swedes too took account of rights already acquired in the 

old system, the degree of protection was modest, enabling a fairly rapid and more cost 

efficient transition. By bringing the entire workforce into the new system rather quickly, the 

reform costs were spread more evenly between different cohorts. In addition, due to the 

switch from payroll to general revenue financing of several programmes, such as e.g. the 

guarantee pension, the transition to the new system entails a heavier load on the central 

government budget. In this regard, the accumulated AP buffer funds, which can quite clearly 

be considered an important policy legacy, have greatly facilitated the transformation of the 

system. Resources from the AP funds will be transferred to finance projected deficits when 

the large baby boom generations retire. Without this money reserve there would have been 

much less room to implement such a significant change. Furthermore, it should be noted that, 

given the flexible retirement age, when exactly the Swedish transition is fully completed 

depends on when people choose to retire. However, the passage to new rules is designed in 

such a way that a longer implementation period does not mean a higher burden on the pension 

system. On the contrary, the longer people work, the longer they contribute to the system and, 

conversely, pension benefits will be drawn for fewer years. That is, if the first cohorts that 

draw benefits only from the defined-contribution scheme choose to retire not at the earliest 

time possible, but rather prolong their careers in order to benefit from higher benefits once 

they retire, it can take until 2020 before these cohorts exit the labour force.  

 

Given the differences in design, a one-by-one comparison of Sweden and Italy is not possible, 

but the below table, nevertheless, illustrate well the difference in treatment of successive 

cohorts. The figures assume a working career of 40 years beginning at the age of 24. The 
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generational break created in the Italian case becomes even more evident from the table. 

Those who by 1996 had paid contributions for 18 years or more were not affected by the new 

and less generous pension formula, meaning that 100 per cent of the pension will be 

calculated with the promise of a fixed replacement rate. With 17 years of contributions, on the 

other hand, only 45 per cent of the total  pension entitlement will  be calculated with the old,  

more generous, defined-benefit formula.  

 

Table 8.2: Introduction of defined-contribution pensions and the protection of acquired rights in 
Sweden and Italy 

Proportion of DB 
pension guaranteed 
by the reform (%) 

Proportion of DB pension 
guaranteed by the reform 

(%) 

Proportion of DB 
pension guaranteed by 

the reform (%) 

Age 
when 

reform 
was 

passed Sweden Italy 

Age 
when 

reform 
was 

passed Sweden Italy 

Age 
when 

reform 
was 

passed Sweden Italy 

24 0% 2,5% 37 0% 35,0% 50 30% 100% 
25 0% 5,0% 38 0% 37,5% 51 35% 100% 
26 0% 7,5% 39 0% 40,0% 52 40% 100% 
27 0% 10,0% 40 0% 42,5% 53 45% 100% 
28 0% 12,5% 41 0% 45,0% 54 50% 100% 
29 0% 15,0% 42 0% 100% 55 55% 100% 
30 0% 17,5% 43 0% 100% 56 60% 100% 
31 0% 20,0% 44 0% 100% 57 65% 100% 
32 0% 22,5% 45 5% 100% 58 70% 100% 
33 0% 25,0% 46 10% 100% 59 75% 100% 
34 0% 27,5% 47 15% 100% 60 80% 100% 
35 0% 30,0% 48 20% 100% Over 60 100% 100% 
36 0% 32,5% 49 25% 100%    

Source: CNEL (2003).        

 

Finally, the question of how to organise the shift from one regime to another can easily be 

framed as a political issue. A long transition from an old to a new pension regime will reduce 

the number of voters with an immediate interest in the reform and in such a way to potentially 

reduce resistance to change. This is because pensions are typically associated with old age, 

and those taking an active interest are working-age persons close to retirement and already 

retired individuals.  Furthermore,  with a long phase-in period assessing the effects of reform 

becomes more complicated and consequently its costs are less visible. Therefore, a long 

transition may be interpreted as a way of avoiding blame for reform that involves benefit cuts 

through an obfuscation of the reform costs (Pierson 1994; Weaver 1986). In fact, Pierson 

describes obfuscation as the most important strategy available to decision-makers to minimise 

political resistance against unpopular reforms (Pierson 1994: 19). He sees obfuscation as a 
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conscious strategy to push through a retrenchment agenda, and it can also be seen as an 

explanation why we see little empirical support for the gerontocracy hypothesis outlined in 

chapter 2 as a plausible explanation for why pension reforms should be difficult.  

 

In the case of pensions, we see that obfuscation by means of a long phase-in period, often full 

of complicated transition rules, a strategy which has been most pronounced in Italy, stems not 

from a right-wing retrenchment agenda but has come about as a convenient instrument in 

order to make reforms politically viable, i.e.  as a way to circumvent popular resistance. Even 

though there has been broad recognition that the current pension system would risk a financial 

collapse at  some point in the future if  nothing was done, to seal  the deal,  so to speak, some 

concessions always have to be granted, and adopting a phase-in period has proved to be an 

efficient way of doing so. In that way, one can avoid blame and claim credit at the same time. 

That is, claims of path-breaking and radical change in the name of financial soundness and 

long-term sustainability (in other words, necessary improvements of the system) can be made 

at the same time as cuts are made less immediate and visible to those negatively affected.  

 

From a comparative perspective the important point is that the need to obfuscate costs through 

a long and costly implementation period differs across cases. Variation in transition patterns 

across countries can be interpreted within a framework of policy feedback with the structure 

of the political institutions as a key intervening variable. That is, the significant differences in 

how the switch to a new system has been managed can be seen as a product of variation in the 

politics  behind  the  reforms  and  differences  in  policy  legacies.  Based  on  the  comparison  of  

two decades of reforms in three countries,  the pattern that stands out is  that  difficult  reform 

negotiations, which, in turn, can be seen as a result of the substantive bargains at stake for the 

individuals affected, tend to lead to longer and more costly phase-in periods. The assessment 

of the consequences (positive or negative) the proposed policy has for specific population 

groups will be a function of how these same groups are treated under the existing policy 

regime. If many groups will be affected by negative consequences, and the reform processes 

is, thus, characterised by conflict and polarisation, a long drawn transition is a likely result. 

Quite simply, a long phase-in period can be used to content reform opponents and/or hide 

from  them  potential  adverse  effects.  In  this  way,  the  use  of  protracted  transitional  

arrangements emerges as an important tool, which may be rather unique to pension politics 

and that allow decision-makers to push through what may have seemed like improbable 

reforms.  
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In fact, cross-sectoral harmonisation of the highly fragmented Italian system would have been 

politically impossible without concessions in the form of delayed implementation. To quiet, in 

particular, union protests, the reform costs were conveniently passed on to future generations. 

One could, thus, say that the price to pay for cross-sectoral harmonisation was fragmentation 

along the temporal or generational dimension. It almost goes without saying that it was much 

easier for Swedish reformers to achieve equal treatment of occupational categories since this 

had been a characteristic feature even in the old ATP system. In addition, as we have seen, the 

reform process was helped by the fact that the reform deal was characterised by a cross-party 

consensus and negotiations involved only a small elite of high-ranked decision-makers. On 

top of that the party representatives involved in the negotiations were unusually competent 

and showed great awareness of both the practical and technical difficulties associated with the 

introduction  of  a  new pension  system.  That  is,  the  issue  of  how to  manage  the  shift  to  new 

rules  was  taken  very  seriously  by  the  powerful  Pension  Working  Group  since  it  was  

considered – at least technically speaking - one of the most complicated questions. As 

Hedborg aptly puts it,  

it is not so terribly difficult to make a pension system from scratch. 
There are several ways to do it, but it is not that difficult. Rather the 
difficult thing is to go from one system to the other.250  

 

It was Hedborg herself that suggested the gradual phase-in period that was later adopted. 

Agreement about this rather straightforward and logical model was reached quite quickly and 

has not been modified after its adoption. Finally, the Germans, as we know, given their long-

time adherence to the lifetime income principle, have got away with much smaller revisions 

to their pension benefit formula than Italy and Sweden. They have, thus, not had to deal with 

the difficult task of introducing a benefit formula based on new principles.   

 

                                                
250 Interview, Stockholm, 12.11.2009 
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8.2 Common ideas, yet different results 
 
To conclude, it is worth dwelling for a moment on the question whether the restructuring and 

modernisation of the Italian, German and Swedish public pension systems have made them 

more  capable  of  tackling  the  challenges  of  new social  risks.  As  we have  seen,  even  though 

demographic patterns are similar in our three countries, there are a number of reasons why 

Italy is facing the tougher challenge. In particular, we noted that a particularly worrying trend 

in the move from a single-pillar to a multi-pillar system is the low participation rate among 

young workers in supplementary pension schemes. Starting with Italy, I summarise briefly 

recent developments in each country in turn.  

 

Since 1992 the Italian system has become less fragmented, and despite the 2007 reform, the 

Italian pension system has undoubtedly moved in a financially sounder direction overall. 

Given the rapidly ageing Italian population, this has been a sine qua non for the future of the 

Italian welfare state. In light of new labour market realities and changing family patterns, the 

efforts to strengthen the rights of workers with atypical careers, as was done in the 2007 

reform, were timely. However, the challenge of shouldering macroeconomic and demographic 

fluctuations has been shifted to the individual level and the degree of risk pooling is limited. 

The prospects of an adequate pension for today’s youth are, thus, inevitably linked to their 

fortunes in the labour market. In terms of intragenerational equality, one can assume that the 

well-off will make sure to take out private pension insurance. But there are reasons to be 

concerned for those who do not belong to this category. From an intergenerational 

perspective, once the new system has matured, the burden of financing PAYG pensions 

should in theory be spread more evenly across current and future generations. However, with 

the long transition periods and the current mix of old and new rules, we are still talking many 

years and billions of euros out of the pockets of today’s working age population before this is 

a reality. The most startling example here was the 2007 Welfare Protocol that extended the 

life of the peculiar and extremely generous seniority pension arrangement. In 2009 a worker 

needs the sum of her age and years of contribution to equal 95251 to access a seniority pension. 

This can be compared to the considerably less generous German seniority pension rule, 

which, as we recall, requires an age of 65 with 45 contribution years.  

 

                                                
251 In addition, the requirement is minimum 35 years of contributions and minimum age of 59.  
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As for the Germans, they are on several accounts better off than the Italians. Institutionally, 

they had an advantaged starting point and reforms have been less drastic. Due to the early 

establishment of the lifetime earnings principle, the differential treatment of current and future 

generations of retirees has been much less explicit. However, the overall record is mixed; in 

many  ways  the  conclusions  drawn  in  the  Italian  case,  apply  also  to  Germany.  Due  to  the  

reforms, future retirees will have to get by with less generous benefits from the first pillar, i.e. 

the public system. People are meant to compensate for these lower benefits by investing in 

either occupational or private pensions. The policy tool to encourage such behaviour has also 

in the German case been a package of tax incentives. With regard to redistribution, the point 

to note about tax measures is that the greatest beneficiaries will be those with the highest 

earnings. The already well-off are those who benefit the most. Hence, it could, in fact, be seen 

as a measure of perverse redistribution in the sense that it risks reinforcing rather than 

decreasing economic inequality in old age. Furthermore, since several of the new rules, 

especially with regard to retirement age, are phased in only gradually, the current generation 

of retirees is less affected by the pension cutbacks than will be today’s youth. In other words, 

also in the German case future generations pay a higher share of the readjustment bill.  

 

In the early 1990s the financial stability Swedish system was probably better off than most 

other European countries thanks to the by then very large AP buffer funds (Settergren 2003). 

Still, reform was deemed necessary and was successfully passed and implemented. The 

Swedes, a part from already having a long tradition of second pillar collective pensions 

covering most of the workforce, they have also made the novel premium reserve scheme 

mandatory  and  in  this  way  ensuring  that  all  workers  will  be  covered.  In  this  way  they  

circumvented the problem of poor coverage that we saw particularly in the Italian case. The 

aim is  that  the  reductions  in  the  annual  pension  benefits  drawn from the  PAYG part  of  the  

system  will  be  compensated  by  the  returns  on  the  premium  reserve  so  that,  overall,  most  

retirees  will  still  be  able  to  maintain  living  standards  upon  retirement.  The  new  system  is  

widely perceived as being placed on a solid financial footing and it is founded on clear 

redistributive principles. Although the system is primarily income related, there is the 

guarantee pension that does not require any contributions and serves as a safety net for the 

poor. In addition, pension credits, financed out of general revenue for periods out of work due 

to child care, unemployment, sickness and so on, exist to compensate for the stricter benefit 

rule  and  to  ensure  that  the  system  maintains  a  strong  element  of  decommodification.  This  

means that through explicitly redistributive mechanisms even individuals with non-standard 
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careers will generally be able to acquire rights to an income pension beyond the guarantee 

pension level. The reform has been sold very much on distributive justice grounds. We saw in 

the previous section that the reform removed two sources of perverse redistribution, namely 

contributions at the lower income end that did not give pension rights beyond the basic 

pension and the 30/15 rule through which low-income earners with long contributory histories 

would finance the benefits of those with short careers, but high incomes towards the end.     

 

In discussing developments of the Swedish political economy more in general, Steinmo 

(2009: 66) concludes that “it is absolutely clear that the Swedish political economy is 

changing, […]. But these changes do not mean the end of Sweden’s large and redistributive 

ambitions.” This conclusion can be echoed with regard to the pension system. To be sure, the 

Social Democrats can not lay claim to the same hegemony as that they had some decades ago 

(Anderson and Immergut 2007; Lundberg 2005), and they may advocate new policy 

instruments.  However,  their  traditional  goals  are  still  very  much  alive,  and  it  should  be  

stressed that the reform was not primarily a cost saving package or a crisis solution.252 In fact, 

it seems to me that it is not that important whether one thinks that the Social Democrats, with 

the continuation of a large PAYG system with many redistributive elements,  came out with 

the upper hand in the reform debate, or rather that the bourgeois parties should be considered 

as winners since they managed to push through the new premium reserve component. Rather, 

the important point that can be made with the benefit of hindsight is that government and 

opposition did not differ much with regard to what they thought should be the overarching 

aim of the pension system, namely to provide a basic safety net for all and offer all workers 

the means to maintain living standards upon retirement. There were some party internal 

discussions about the adopted instruments, but today the system is by and large accepted also 

at grass roots level.  

 

In conclusion, on the first  page of this dissertation I  put forward the hypothesis that  “in the 

context of ageing populations modern public pension systems have become increasingly 

burdensome for the young.” We are now in a better position to evaluate the validity of such a 

claim. As with most phenomenon in modern societies it is difficult to come up with a clear 

‘yes’ or ‘no’ answer. The truth is, as with most phenomenon of interest to the social scientist, 

that “it depends.” Above all, it matters whether you are an Italian, a German or a Swede. We 

                                                
252 Anna Hedborg, interview 12 November 2009. 
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have seen that although there have been a great deal of commonalities in reform goals and in 

terms of how future of retirement provision should be organised, these systems react and 

function differently for a number of reasons. First, we observe different outcomes and a 

varying degree of success because the problems which these reforms address, although at the 

macro level similar in kinds, differ considerably in extent and composition. Think, for 

example, about the problem of ensuring broad second and third pillar pension coverage. In 

Sweden  more  than  90  per  cent  of  workers  subscribe  to  an  occupational  plan,  and  this  is  

essentially an inheritance from the past that fits well with the new ideas about pension system 

structure. In addition, workers are forced to invest in a mandatory premium reserve pension. 

In Germany the coverage of voluntary pension plans is approaching 70 per cent, and take-up 

rates among young individuals are higher than in other countries. Furthermore, take-up is 

fairly good also among those with low incomes (Antolin and Whitehouse 2009). Italy, we 

recall, recordss take-up rates that are much more modest, and it is particularly the young that 

tend not to join voluntary schemes. The extremely high Italian contribution rate – about 33 

per cent – to the first pillar, continue to crowd out investment in supplementary programmes. 

By contrast, also the Germans pay high contributions, but they are, nevertheless, more than 10 

percentage points lower than in Italy, giving somewhat more room for investment in 

additional pension insurance. Finally, we recall that mandatory contributions to the Swedish 

public pillar are split – with 16.5 per cent going to the income pension tier and 2.5 per cent to 

the premium reserve.  

 

Second and closely related to the first point, institutional starting points were different. A 

more fragmented old policy regime (Italy, and in part Germany) is more complicated to 

reform than the more unitary and coherent Swedish architecture. It takes less to tear down one 

skyscraper compared to a whole village with many small houses. That is, previous policies 

form a fundamental roadmap to new policies. Positive and negative policy feedbacks coexist. 

In some instances the cost of deviating from old principles renders certain policy options 

unfeasible (positive feedback). At other times they facilitate change through problems 

associated with old policy (negative feedback). Hence, actual policy output is more likely to 

be dictated by existing policies than exogenous shocks. If you begin with a more uniform and 

egalitarian  system  (such  as  Sweden),  the  odds  of  reforming  the  system  into  a  continued  

uniform and egalitarian system are rather good. By the same token, it is a difficult task to turn 

an incoherent and fragmented system (Italy) into a coherent and uniform one. The effects of 

changes made to an incoherent system are much more difficult to predict. The classical 
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system (Germany), situated in-between these two extremes, represents the middle ground and 

a correspondingly mixed record.  

 

We have observed that new policies tend to be responses to concrete problems, which most of 

the time are the result of previous policy that does no longer produce the outcomes they were 

meant  to  produce.  In  fact,  the  evolution  of  pension  policies  reflects  how  the  role  of  the  

modern welfare state has developed and changed over time. In this dissertation we have seen 

how the very success of the welfare state in resolving a problem has greatly contributed to the 

creation of a new challenge. We have learned that all unfunded, so-called pay-as-you-go 

pension schemes explicitly make workers pay for the pensions of current retirees. The implicit 

agreement is that through the contributions made to the system when participating actively in 

the labour market a worker acquires the right to a pension when (s)he reaches the statutory 

retirement  age.  That  is  to  say,  the  system explicitly  redistributes  from the  young to  the  old.  

Per se there is nothing wrong with this principle (Kohli 2006). As noted above, the historical 

merits of unfunded, pay-as you-go public pension systems are actually quite considerable. 

The PAYG design made perfect sense at the time when these systems were introduced. In the 

absence of large public money reserves to take from, it was a very clever way to allow 

pension payments to the many needy elderly to start immediately instead of first waiting for 

the  system  to  mature.  This  act  of  explicit  intergenerational  redistribution  could  also  be  

justified on grounds of social justice since the generations that benefitted had typically “lived 

through two major conflicts and the Great Depression of the late 1920s and early 1930s” 

(Disney and Johnson 2001: 18). Even though they had not paid full contributions to the social 

security system from which they came to profit, it can be argued that they had made other, 

non-monetary, sacrifices for which a respectable income at retirement was a just reward. In 

several countries, the population was even driven by a sense of moral obligation or solidarity 

towards the elderly which had survived these difficult times (Clark et al. 2006a: 16).  

 

At  the  time  when  PAYG  pension  systems  were  introduced  in  the  postwar  years,  it  was  

obviously impossible to foresee the structural and demographic changes that were to come in 

part due to the invention of these welfare state programmes themselves. New challenges 

appeared because of important macroeconomic and societal changes (most importantly 

demographic change, but also changing family structures and employment conditions) that 

put into question the sustainability of the old systems. Since neither decision-makers nor 

policy experts are equipped with crystal balls that ensure perfect information and foresight, 
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the modified pension system models put in place by recent reforms are likely to create and 

carry with them their own set of future problems and unintended policy effects which require 

future political responses (see Peters 2005; Pierson 2004: 115-119 for a similar argument). 

Hence, it is unlikely for individual components of the welfare state, such as the public pension 

system or labour market programmes, to ever be in equilibrium. Rather the policy process is 

one of continued attempts to adapt to the changes in the world in which these programmes 

operate.  It  is  this  process  of  interaction  between  policy  rules,  political  institutions  and  the  

socio-economic context which pushes forward the evolution of the various systems along 

nationally defined paths.  
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Appendices 

Appendix I: Replacement rates by earnings level253 

 

Net replacement rates by earnings level, 
mandatorypension programmes, in 

percentage of selected individual pre-
retirement net earnings, men 

Gross replacement rates by 
earnings level, mandatory pension 

programmes, 
in percentage of selected 

individual pre-retirement gross 
earnings, men 

 Ratio of pre-retirement earnings Ratio of pre-retirement earnings 
 0.5 0.75 1 1.5 2 2.5 0.5 0.75 1 1.5 2 2.5 
Australia 83.5 66.2 56.4 46.1 40.8 37.3 70.7 52.3 43.1 33.8 29.2 26.5 
Austria 90.4 90.6 90.9 89.2 66.4 53.7 80.1 80.1 80.1 78.5 58.8 47.1 
Belgium 80.2 65.5 66.5 54.1 43.1 35.8 57.3 40.9 40.4 31.3 23.5 18.8 
Canada 91.6 69.7 58.6 40.8 31.4 25.7 75.4 54.4 43.9 29.6 22.2 17.8 
Czech 
Republic 98.8 75.6 64.4 49.3 40.2 35.2 78.8 59 49.1 36.4 28.9 24.4 

Denmark 145.8 112 95.7 86.3 82.4 78.7 121.6 92.4 77.8 63.7 59.9 57.7 
Finland 81.8 70.9 70.7 71.3 71.1 72 71.3 63.4 63.4 63.4 63.4 63.4 
France 78.4 64.9 63.1 58 55.4 53.9 63.8 51.2 51.2 46.9 44.7 43.4 
Germany 53.4 56.6 58 59.2 44.4 35.4 39.9 39.9 39.9 39.9 30 24 
Greece 113.6 111.7 110.1 110.3 107 104.9 95.7 95.7 95.7 95.7 95.7 95.7 
Hungary 90.3 91.2 97.8 95.5 94.1 94 73 73 73 73 73 73 
Iceland 110.9 92 84.2 80.3 79.7 78.4 109.9 85.8 77.5 74.4 72.9 71.9 
Ireland 65.8 49.3 38.5 29.3 23.5 19.5 65 43.3 32.5 21.7 16.2 13 
Italy 81.8 78.2 77.9 78.1 79.3 78.5 67.9 67.9 67.9 67.9 67.9 67.9 
Japan 52.5 43.5 39.2 34.3 31.3 25.5 47.8 38.9 34.4 29.9 27.2 21.8 
Korea 93.9 73.5 63.6 55 45 36.7 88.8 69.2 59.4 49.6 40.1 32.1 
Luxembourg 107.9 100.1 96.6 93.2 91.2 83.6 99.8 92.1 88.3 84.5 82.5 76.2 
Mexico 62.5 46.5 45.1 43.8 43.8 43.9 52.8 37.3 35.8 34.4 33.6 33.2 
Netherlands 97 103.8 96.8 96.3 94.8 92.9 80.6 81.5 81.9 82.4 82.6 82.7 
New 
Zealand 81 54.6 41.4 29.2 23 19 79 52.7 39.5 26.3 19.8 15.8 

Norway 79.5 64 61.8 54 45.9 37.9 60.4 54.3 51.9 42.4 34.6 27.7 
Poland 79.1 81.2 82.3 83.5 86.2 83.2 61.2 61.2 61.2 61.2 61.2 57.5 
Portugal 81.6 82.7 86.7 88.2 88.9 88.1 70.4 68.3 67.8 66.9 66 65.4 
Slovak 
Republic 66.4 70.6 72.9 75.4 76.7 77.5 56.7 56.7 56.7 56.7 56.7 56.7 

Spain 88.6 89 88.2 88.2 74.7 61.5 81.2 81.2 81.2 81.2 67.1 53.7 
Sweden 82.9 70.6 65.6 73.5 74.9 74.9 79.3 66.8 62.5 65.4 66.8 67.6 
Switzerland 75.7 69.4 64.9 46.2 35.4 29.2 62.5 62.1 58.4 40.7 30.5 24.4 
Turkey 101 102.9 104 106.4 108.3 108.6 72.5 72.5 72.5 72.5 72.5 71.7 
United 
Kingdom 66.1 49.2 41.1 30.6 24 19.8 53.4 37.8 30.8 22.6 17 13.6 

United 
States 67.4 58 52.4 47.9 43.2 38.6 55.2 45.8 41.2 36.5 32.1 28.2 

OECD 85.0 75.1 71.2 66.5 61.5 57.5 72.4 62.6 58.6 53.6 49.2 45.8 

Source: OECD (2007d, 2007f).  

                                                
253 The replacement rates indicate the expected benefit for a full-career, private sector worker entering the 
labour market at age 20. All mandatory parts of the pension system are included (see OECD 2007f: section 
EQ.9). 
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Appendix II: Old-age and working-age cash benefits in percentage of GDP, 2003 

Country (public social 
expenditure, % of GDP) 

Pensions 
(old age and 

survivors) 

Income 
support to 

the working-
age 

population 

 Health 
All social 
services 
except 
health 

 Total 
CASH 

Total 
SERVICES 

Sweden (31.3) 8.0 8.0  7.1 6.8  16.1 13.9 
France (28.7) 12.0 6.2  7.6 1.9  18.2 9.5 
Germany (27.6) 11.5 4.8  8.0 2.2  16.3 10.2 
Denmark (27.6) 5.3 9.5  5.6 5.6  14.8 11.2 
Belgium (26.5) 9.1 7.3  7.2 1.6  16.4 8.8 
Austria (26.1) 12.8 6.1  5.1 1.5  18.9 6.5 
Norway (25.1) 5.4 7.8  6.5 4.7  13.1 11.2 
Italy (24.2) 13.8 2.8  6.2 0.8  16.5 7.0 
Portugal (23.5) 10.2 4.5  6.7 1.4  14.7 8.1 
Poland (22.9) 12.4 5.2  4.5 0.6  17.6 5.1 
Hungary (22.7) 8.0 5.8  6.0 2.5  13.8 8.5 
Finland (22.5) 5.5 7.0  5.7 3.4  12.5 9.1 
Luxembourg (22.2) 6.5 7.8  6.2 1.6  14.2 7.8 
Greece (21.3) 12.3 2.2  5.0 1.5  14.5 6.6 
Czech Rep. (21.1) 7.6 5.0  6.8 1.6  12.6 8.4 
Netherlands (20.7) 5.1 6.8  5.8 1.9  11.9 7.7 
OECD-30 (20.7) 7.1 5.0  5.9 2.1  12.1 8.0 
Switzerland (20.5) 6.9 5.1  6.0 1.7  12.0 7.8 
Spain (20.3) 8.2 5.1  5.2 1.1  13.3 6.3 
United Kingdom (20.1) 5.6 5.6  6.7 1.8  11.2 8.5 
Iceland (18.7) 2.4 4.4  7.2 4.6  6.8 11.8 
New Zealand (18) 4.5 6.2  6.3 0.6  10.7 6.9 
Australia (17.9) 3.4 5.3  6.2 2.5  8.8 8.7 
Japan (17.7) 8.2 1.5  6.1 1.6  9.7 7.7 
Slovak Rep. (17.3) 6.4 4.4  5.2 1.0  10.8 6.2 
Canada (17.3) 4.4 3.0  6.8 2.7  7.4 9.5 
United States (16.2) 6.2 2.2  6.7 0.9  8.4 7.7 
Ireland (15.9) 3.3 5.6  5.6 0.7  9.0 6.3 
Turkey (13.2) 6.3 2.6  3.9 0.2  8.9 4.1 
Mexico (6.8) 1.2 0.6  2.8 2.1  1.9 4.9 
Korea (5.7) 1.3 0.9  2.9 0.4  2.3 3.3 

Source: OECD (2007f) 
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Appendix III: Poverty rates for people aged 65 plus and for the total population (in %), 2000 

 65 and over 18-64 Total population 

Australia 23.6 8.6 11.2 
Austria 9.2 8.0 9.3 
Canada 4.3 10.3 10.3 
Czech Republic 2.1 3.8 4.3 
Denmark 6.1 5.0 4.3 
Finland 10.4 6.4 6.4 
France 10.5 6.0 7.0 
Germany 8.5 9.2 9.8 
Greece 24.3 10.8 13.5 
Hungary 5.2 7.5 8.1 
Ireland 35.5 11.9 15.4 
Italy 15.3 11.5 12.9 
Japan 21.1 13.5 15.3 
Luxembourg 6.1 4.5 5.5 
Mexico 28.4 16.3 20.3 
Netherlands 1.6 5.9 6.0 
New Zealand 0.4 9.5 10.4 
Norway 12.4 6.0 6.3 
Poland 4.3 8.6 9.8 
Portugal 29.2 9.6 13.7 
Sweden 7.8 5.1 5.3 
Switzerland 11.2 5.8 6.7 
Turkey 16.4 12.7 15.9 
United Kingdom 14.4 8.7 11.4 
United States 24.6 13.7 17.1 
OECD-25 13.3 8.8 10.2 

Notes: Poverty defined as income below 50 per cent of median 
equivalised household income. 
Source: OECD (2007f).  
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Appendix IV: Poverty rates among children and households with children, by worker status (in %) 

 Families with children 

 Single parent Two parents 

 

Children 
(age 
<18) Total Not 

working Working Total No 
worker 

One 
worker 

Two 
workers 

Australia, 1999 11.6 38.4 58.7 11.7 6.8 43.3 5.4 3.3 
Austria, 1999 13.3 30.0 67.6 23.2 10.2 35.6 12.7 8.6 
Canada, 2000 13.6 42.1 89.7 27.7 8.5 75.3 22.9 3.5 
Czech Republic, 2000 7.2 23.2 53.7 5.5 3.5 35.7 3.7 0.6 
Denmark, 2000 2.4 7.2 22.2 4.0 1.9 19.0 6.4 0.7 
Finland, 2000 3.4 10.5 25.0 7.2 2.5 25.8 5.4 1.3 
France, 2000 7.3 26.6 61.7 9.6 5.1 37.9 6.3 1.6 
Germany, 2001 12.8 31.4 55.6 18.0 8.1 51.5 6.4 1.9 
Greece, 1999 12.4 19.8 18.8 20.0 10.8 13.4 16.8 4.8 
Ireland, 2000 15.7 53.9 88.7 22.1 10.7 74.8 17.4 1.6 
Italy, 2000 15.7 24.9 76.8 13.4 14.1 61.1 23.9 1.6 
Japan, 2000 14.3 57.3 52.1 57.9 11.4 46.0 12.3 10.6 
Luxembourg, 1999 7.8 35.1 66.3 31.4 5.7 20.8 8.5 2.9 
Mexico, 2002 24.8 35.0 45.6 32.6 20.7 37.9 26.2 15.4 
Netherlands, 2000 9.0 30.3 42.8 17.7 5.2 50.7 7.8 1.7 
New Zealand, 2001 16.3 47.5 87.6 21.3 8.8 43.3 14.5 4.1 
Norway, 2000 3.6 9.9 24.7 2.8 1.7 38.0 2.8 0.1 
Poland, 2000 14.5 34.7 69.1 13.7 10.2 41.8 14.9 1.9 
Portugal, 2000 15.6 32.5 84.8 20.3 12.4 50.6 32.4 4.8 
Sweden, 2000 3.6 9.3 34.2 5.6 2.0 13.7 8.2 1.1 
Switzerland, 2001 6.8 .. .. 2.3 .. .. 9.6 4.7 
Turkey, 2002 21.1 57.7 51.6 65.4 16.8 25.2 17.2 15.7 
United Kingdom, 
2000 16.2 40.7 62.5 20.6 8.7 37.4 17.6 3.6 

United States, 2000 21.7 48.9 93.8 40.3 14.5 77.9 30.5 8.3 
OECD-24 12.1 32.5 58.0 20.6 8.7 41.6 13.7 4.3 

Note:  A  child  is  defined  as  poor  if  it  lives  in  a  household  whose  income  is  less  than  50  per  cent  of  the  
national median.   
Source: OECD (2005c) 
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Note: The age-dependency ratio is measured as the size of the population aged 65 and above 
relative to the working-age population (aged 20-64).  
Source: OECD (2007g, 2007a), own calculations. 
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Appendix VI: Voter turnout across age groups 

   Age 

  15-24 25-50 51-64 

 Year relative to persons aged 65 

Australia 2004 0.99 1.02 1.02 

Belgium 2003 0.95 1.03 1.06 

Canada 2004 0.75 0.87 0.95 

Czech Republic 2002 0.73 0.95 0.97 

Finland 2004 0.92 0.98 1.01 

France 2003 0.79 0.93 1.06 

Germany 2002 0.86 1.04 1.05 

Hungary 2005 0.63 0.76 0.93 

Iceland 2002 0.77 0.99 1.07 

Ireland 2002 0.86 0.94 1.09 

Japan 2003 1.05 1.03 1.02 

Korea 2004 0.61 0.81 0.98 

Mexico 2004 0.60 0.86 0.91 

Netherlands 2003 0.79 0.96 1.05 

New Zealand 2001 0.70 0.78 0.92 

Norway 2002 0.98 0.99 1.00 

Poland 2002 0.82 0.90 1.00 

Portugal 2001 0.66 0.72 0.94 

Spain 2001 0.83 0.94 1.00 

Sweden  2005 0.77 0.92 1.11 

Switzerland 2003 0.62 0.75 0.86 

United 
Kingdom 2002 0.82 0.92 1.04 

United States 2002 0.95 0.93 0.98 

OECD-23 Simple 
average 0.80 0.91 1.00 

Source: OECD (2007f: table CO1.2). On the basis of data from 
module 2 of the Comparative Study of Electoral Systems, CSES 
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Appendix VII: Expenditure on cash transfers and in-kind benefits for the old and 

working age population, 2003 

 
Expenditure category 

(total cash transfers and in-kind benefits as percentage of 
GDP) 

Country Old age Public social 
expenditure Family 

Working age 
(incl. incapacity, 

family, unemployment, 
ALMP) 

Australia 3.9 17.9 3.3 7.3 
Austria 12.8 26.1 3.1 7.9 
Belgium 7.2 26.5 2.7 10.7 
Canada 4 17.3 1.1 3.7 
Denmark 7.2 27.6 3.9 14.6 
Finland 5.8 22.5 3 10.4 
France 10.5 28.7 3 8.7 
Germany 11.3 27.3 1.9 7.9 
Greece 11.5 21.3 1.3 3.1 
Ireland 2.9 15.9 2.5 6.4 
Italy 11.4 24.2 1.2 4.8 
Japan 8 17.7 0.7 2.4 
Luxembourg 4.5 22.2 4.1 9.2 
Netherlands 5.4 20.7 1.6 9.3 
New Zealand 4.4 18 2.3 6.8 
Norway 7 25.1 3.4 11.1 
Portugal 8.8 23.5 1.6 6.7 
Spain 7.9 20.3 1 7 
Sweden 10.1 31.3 3.5 13.3 
Switzerland 6.8 20.5 1.5 7.2 
United 
Kingdom 5.9 20.6 2.9 6.7 

United States 5.5 16.2 0.7 2.7 

Source: OECD (2007c), Social Expenditure Database 
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Appendix VIII: Old age and elderly poverty 

   Poverty rates (50% of median equivalised income) 

Country 
LIS Wave-

Year 
Gini 

coefficient 
Total 

population Children Elderly 

Australia 6-2003 0.31 12.19 13.96 22.30 

Austria 5-2000 0.26 7.74 7.80 13.59 

Belgium 5-2000 0.28 8.08 7.21 15.44 

Canada 6-2004 0.32 12.98 16.82 6.27 

Denmark 6-2004 0.23 5.58 3.86 8.49 

Finland 6-2004 0.25 6.55 3.67 10.09 

France 5-2000 0.28 7.31 7.94 8.47 

Germany 5-2000 0.28 8.36 8.96 10.39 

Greece 5-2000 0.33 14.25 12.72 26.78 

Ireland 5-2000 0.31 16.15 15.75 36.81 

Italy 5-2000 0.33 12.78 16.56 14.28 

Luxembourg 6-2004 0.27 8.77 13.73 4.92 

Netherlands 5-1999 0.23 4.91 11.06 2.90 

Norway 6-2004 0.26 7.07 12.77 2.29 

Spain 5-2000 0.34 14.16 20.82 9.66 

Sweden 6-2005 0.24 5.60 11.97 1.99 

Switzerland 5-2002 0.27 7.56 14.35 2.89 

United 
Kingdom 6-2004 0.35 11.57 19.20 5.66 

United States 6-2004 0.37 17.31 24.12 14.45 

Notes: The Gini coefficient is measure of inequality in which a zero-value represents perfect income 
equality (each person gets the same income) and 1 represents total inequality (i.e. all income goes to the 
individuals with the highest income).   
Source: OECD (2007c) LIS Key Figures as of 10 June 2009.  
 
 
 




