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Chapter  1 



Introduction 



1.1  Introduction 


The topic of the present thesis is the relationship between institutional fea-
 tures of national pension systems  (policy) and the degree of income ine-
 quality prevailing among a  generation of old age pensioners (outcome). 


Although  a  basic  public  responsibility  for  income  protection  among 
 the elderly has been universally recognized in all  developed democracies 
 - in particular since World War Il - national pension systems show wide 
 differences  in  their  basic  "ideology",  benefit formula,  generosity,  cover-
 age,  method  of finandng,  etc.  The scope  of public  responsibility  in  the 
 area  of  retirement  provision  and  the  way  it  should  be  institutionally 
 implemented has often been subject of heated public debates and - from 
 time to time - even of fierce  political struggle. 


National pension systems differ across the OECD area, first and foremost, 
 in  the  way they  use  and  combine  five  prototypes  of sodal  policy  instru-
 ments: 1) Means-tested schemes, which provide ad hoc protection against 
 economic  hardship.  2)  Universal  flat-rate  schernes  ("demogrants"),  where 
 benefits are granted to all elderly on the basis of residenee or citizenship. 3) 
 Sodal insurance schemes, which distribute benefits according to individual 
 income and contribution histories as they have unfolded prior to retirement. 


4)  Mandating,  the  imposition  of legal  requirements  on  private  actors  to 
 establish and finance  pension schernes of a  certain kind and quality- typi-
 cally the object of regulation are employers and/or their employees.1 5) Tax 


One can make  a  distinetion  between (collective)  employer mandates  and individual 
mandates, the latter being a relative recent phenomenon in the area of retirement pro-
viSjon, which has been strongly advocated by the World Bank (World Bank, 1994) and 
spearheaded by the famous  Chilean pension reform. 



(11)subsidies  intended to  stimulate  (and regulate)  voluntary arrangements  for 
 retirement  provision - either occupational  (employment related)  schemes 
 or individual savings/insurance schernes (Thompson and Upp,  1997). 


Both historical  and contemporary policy debates in the area of retire-
 ment  provision  can  be  se en  to  evolve  around  the  question:  which  of 
 these instruments or combination of instruments is  best suited to advance 
 a  relevant set of policy goals? 


There can be no doubt that national  policy developments  in this  area 
 are strongly influenced by the forces  of tradition and institutional inertia. 


Some  countries  have a  long tradition for  compulsory sodal insurance as 
 the  primary  policy  instrument,  while  others  have  emphasized minimum 
 protection  through  the  provision  of  means-tested  or  flat-rate  benefits. 


However,  suggestions  to adjust  or fundamentally  change the  mixture  of 
 policy instruments do from time to time appear on the political agenda in 
 most countries. 


Typically,  demands for pension reform have appeared in the wake of 
 major sodetal changes.  One  example is  the period with high  and stable 
 economic  growth  rates  experienced  by  the  Western  economies  in  the 
 1950s  and 1960s.  During  those  two  decades,  revision  and  reform  in 
 national  pension  systems  were  carried  out  throughout  the  OECD  area. 


Another example  is  the  contemporary debates that appear to  have be en 
 triggered by the prospeets of a  major demographic shift - the aging "cri-
 sis" - by widespread problems controlling public expenditure and by the 
 perception of a  tougher economic climate related to processes of globali-
 zation,  technological change,  etc. 


Policy  debates  in the  area  of pensions  systems  and retirement  provi-
 sion  tend  to  involve  disagreements  on  normative  as  well  as  positive 
 issues.  The  range  of objectives  to  be  pursued  in  the  area  of retirement 
 provision  and the  way they  should  be  balanced is  highly  controversial. 


However,  disagreements  on  positive  issues  are  often  equally  important. 


How do different policy mixtures actually perform in interaction with the 
 relevant  sodal  and  economic  forces?  What  are  their  lang-term  implica-
 tions  for  labor  supply,  aggregate  savings  rates,  public  finances,  general 
 economic performance and last but not necessary least, the distribution of 
 income,  wealth  and  consumption  within  and  between  generations  and 
 age-groups? 


To  state  the  topic  of this  work  somewhat  more  predsely,  I  am  con-
cerned  with  what  can  be  called  the  egalitarian  argument  in favor  of 
sodal insurance.  As  Ishall  describe  below,  the  argument  surfaced  in 



(12)policy debates  in the Scandinavian countries and in  the UK  in the 1950s 
 and 1960s and it  is  no less relevant for contemporary debates about alter-
 native  policy  strategies  to  meet the  challenges  of an  aging  society.  The 
 main purpose of the present thesis is to specify this argument and to con-
 front it with relevant empirical evidence. 


The argument is  based on a  certain normative commitment that some 
 might  be  inc1ined  to  reject. It assumes  that  minimizing  the  degree  of 
 income  inequality prevailing among a  generation of retirees is  a  relevant 
 policy  objective  - although  of course  it  must  be  weighed against  other 
 distributive  objectives  and  concerns  for  economic  performance.  Still,  I 
 suspect that the  positive theoretical foundations and the  empirical impli-
 cations of the argument are by far the most controversial. 


At  the  outset  one  might  think  that  an  emphasis  on  the  degree  of 
 income  inequality  in  retire ment  would  exc1ude  earnings  related  social 
 insurance as an attractive  policy instrument.  Apparently,  the provision of 
 means-tested  or flat-rate  benefits  would  be  the  most  effective  means  to 
 prornote a  fairly  egalitarian  income distribution among  old age  pension-
 ers.  Both means-tested  benefits and flat-rate  benefits  break the link with 
 pre-retirement  income  differentials,  while  earnings  related  soc;ial  insur-
 ance benefits will tend to perpetuate such links. It is  not surprising there-
 fore  that  justifications  for  social  insurance  schernes  are  typically  east  in 
 terms of a quid pro quo correspondence between the distribution of pre-
 miums  and benefits.  Or they are  east  in  terms  of a  distributive  objective 
 that  has  nothing  to  do  with  vertical  (re-)  distribution:  the  principle  of 
 income  security and income  stability (see for  instance  Goodin,  1990).  In 
 its  pure  form,  the  principle  of  income  security  is  concerned  with  the 
 degree  to  which  individual  pensioners  can  uphold  income  standards 
 from  their  active  years  and  hence  by  implication  it  is  consistent with  a 
 preferenee for the preservation or reproduction of pre-retirement income 
 differentials (see Myles [1984]  1989:  54-55). 


However,  the  relationship  between  policies  and  institutions  on  the 
 one hand and societal  outcomes on the  other is  likely  to  be complex in 
 the  area  of  retirement  provision.  This  is  so  due  to  the  inter-temporal 
 nature  of pensions  and  the  different  ways  private  actors  - individuals, 
 companies,  unions  and  insurance  companies  - can  be  expected  to 
 respond  to  different  types  of public  pension  provision  and  regulation. 


Retirement  provision  is  certainly  one of the  functional  areas  of the wel-
fare  state,  where  it  is  justified  to  talk  of a  mixed  economy  of welfare, 
thanks to a potentially strong involvement of private actors and institutions. 



(13)Thus, in order to address the positive issues involved in discussions about 
 the  choice  of policy instruments,  both theory  and empirical  evidence  is 
 needed. 


The  egalitarian  argument  in  favor  of sodal  insurance  embodies  the 
 rather  paradoxical  idea,2 that  there  might  be  a  rationale  for  eamings 
 related sodal insurance also in terms of preventing excessive income ine-
 quality within a  generation of retirees. 


This argument is  not,  I must hasten to add, an argument in favor of an 
 exclusive  reliance  on  earnings  related  sodal  insurance. It is,  rather,  an 
 argument in favor  of a  mixture  of minimum provision through universal 
 and/or means-tested programs and eamings related sodal insurance that 
 meets  the  demand  for  income  replacement  among  broad  segments  of 
 wage eamers: 


If the public pension system is based solelyon flat-rate  and/or income-tested ben-
 efits  Csupplemented  with  tax-stimulation  for  voluntary  arrangements),  inequality 
 in the distribution of disposable income among retirees will  tend to be high com-
 pared to  a  situation where - in addition to  an certain  minimum protection - the 
 demand  for  income  replacement  among  broad segments  of wage  eamers  is  met 
 byeamings related social  insurance. 


In  Chapter 3, I  make an attempt to specify this  argument  more  predsely 
 and explore its logical components as weU its potential theoretical founda-
 tion(s).  Let  me  here  just  mention  that  one  of the  key  mechanisms,  on 
 which the argument rests,  refers  to the  interplay between public and pri-
 vate sources of retirement provision. If the public pension system does not 
 offer suffidently high  replacement rates  (income  security)  for  broad seg-
 ments of the economicaUy active population (wage eamers), complemen-
 tary  occupational  pension  schernes will  tend to  flourish.  For various  rea-
 sons  it  can  be  expected  that  these  and  other  private  institutions  will 
 distribute  retirement income in such a  way as  to further  intensify  income 
 inequalities  from  the  pre-retirement stage.  while  public  sodal  insurance 
 schemes will tend to roughly reproduce income differentials from the pre-
 retirement life-phase (lifetime  income),3 the most prominent private  insti-
 tutional substitutes are expected to distribute  retirement  income  in away 
 that will amplify pre-retirement income differentials (see Stephens,  1995). 


3 


Korpi and Palme  (1994) call  it  "the paradox of redistribution". 


At  least,  this  is  a  characteristic  of the ideal-typical social  insurance  scheme envisaged 
in the hypothetical statement. 
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1.2  Historical  background 


Different versions of the egalitarian argument in favor of social  insurance 
 appeared  in policy debates  in the  Scandinavian countries and in  the  UK 
 in the 1950s and 1960s.4 


These countries share a historical tradition for universal minimum pro-
 tection  in  old  age.  In  the  1950s  their  public  pension  systems  were 
 designed to provide  a  flat-rate  income  guarantee  to  all  citizens  above  a 
 certain  age  - in  rather  sharp  contrast  to  the  "Bismarckian"  approach  to 
 old  age  provision  based  on  compulsory  earnings  related  insurance  that 
 can  be found  in  most  Continental  European countries.  Even  if my  main 
 focus here is  on the basic between the pension systems found at the time 
 in  Scandinavia and the  UK  similarities - the common emphasis  on mini-
 mum protection -, one should not overlook their historical differences.  In 
 the UK,  the  old age  pension system established with the  National  Insur-
 ance  Act  in  1946  was  firmly  bu ilt  on  the  Beveridge  model  of  flat-rate 
 sodal insurance.5 The payment of flat-rate  benefits was combined with a 
 peculiar system of funding based obligatory flat-rate  contributions.  As  in 
 earnings  related social  insurance,  the  right  to  benefits was linked to the 
 payment  of  contributions  during  the  pre-retirement  life-phase.  In  the 
 three  Scandinavian  countries,  by  contrast,  the  funding  of old  age  pen-
 sions was bas ed on general taxation  and/or on a  system of proportional 
 contributions, without any implications for the allocation of benefits. Ben-
 efits had traditionally been subject to a  means-test in  all  three  countries, 
 but means-testing was being totally or partly lifted in Sweden from  1946, 
 in Norway from 1959 and in Denmark from 1964. 


During  the 1950s and 1960s proposals  for  a  major  pension  reform 
 emerged in all these countries with a view to supplement (or replace) the 
 existing system of minimum protection for the elderly with a  second tier 
 of earnings related social insurance pensions. In all ca ses these proposals 


4  Apparently the same type of argument was  raised during the so-called great pension 
 debate  in  Canada  in  the  1970s,  where  in  particular  the  Canadian  Labour  Congress 
 argued for a radical expansion of the income related second tier of the Canadian pen-
 sion system (the Canada/Quebec Pension Plans) (see Myles  and Teichroew,  1991:92-
 96). 


Admittedly this  label  is  both somewhat anachronistic and  potentially  misleading  as  I 
do not mean to refer specifically to the model of soeia! security laid out in the famous 
Beveridge report of 1942. Rather I include a  broader set of approaehes to income pro-
vision in retirement with an emphasis on flat-rate  benefits - whether they are distrib-
uted universally among the elderly or subject some sort of means-test. The Danish na-
tional pension act of 1891  is  apianeering example. 



(15)for  reform  originated either from the trade-union movement or from the 
 political left and different versions of the egalitarian argument in favor of 
 social  insurance were  part of the  political  rhetoric  associated with  these 
 reform proposals. 


In the UK the main architects and proponents of reform were a group 
 of social policy analysts  including Richard Titmuss,  Brian Abel-Smith and 
 Peter  Townsend,  who  in  collaboration  with  the  Labour  parliamentary 
 spokesman  Richard  Crossman  managed to persuade the Labour Party to 
 accept a proposal for an earnings related pension system (National Super-
 annuation)  as  part of Labour's campaign in the  1959 election (see Heclo, 
 1974;  O'Higgins,  1986:108ff  and  Crossman,  1981:563fO.  They  justified 
 their  proposal  on the  basis  of the  following  diagnosis:  The existing flat-
 rate  public  pensions  were  becoming  increasingly  inadequate,  not  the 
 least  due to the system of funding  by flat-rate  contributions,  the  level  of 
 which  was  almost  impossible  to  raise.  The  inadequacy  of the  flat-rate 
 benefits  coincided  with  and  stimulated  astrong  growth  in  tax-favored 
 occupational  pension  schernes  among  the  more  privileged  strata  of the 
 workforce. The likely result was a dualized distribution of income protec-
 tion  in  old age and a  corresponding high  degree of econornic  inequality 
 in retirement (Titmuss,  1955). 


The  members  of  the  Titmuss  group  argued  that  a  superannuation 
 reform could solve key problems associated with the existing system. The 
 introduction of earnings related benefits would help legitimize the move 
 towards  earnings related (proportional)  premiums  and hence facilitate  a 
 radical  improvement  of  benefits  levels.  With  a  public  system  offering 
 decent  income  protection  also  for  the  more  well-off  segments  of  the 
 workforce,  the  significance  of  occupational  pension  schemes  would 
 diminish  in  particular  since  the  existing  tax-privileges  for  occupational 
 pens ion schemes would be removed as part of the reform. 


Hence, the proposal for pension reform introducing a general earnings 
 related superannuation scheme combined with minimum protection was 
 motivated  and justified  in  egalitarian terms.  Contrary to the existing  flat-
 rate  scheme  it  could help  ensure that income  differentials  from  the  pre-
 retirement life-phase would not be amplified in retirement: 


The  least  we  can do  is  to  ensure  that there  are  not more  inequalities  in old  age 
 than in working life.  (Abel-Smith  and Townsend,  1955).6 


6  An almost identical statement can be found in Titmuss (1955:166). 



(16)Although this  proposal was formally adopted by Labour in the late 1950s 
 it  was  highly  controversial  within  the  party  and  met  with  resistance,  in 
 particular from  parts  of the British trade-union movement (Redo,  1974). 


When Labour finally  came  into  office  in  1964,  the new government  did 
 not  actively  pursue  the  reform  proposal.  In  response  to  the  original 
 Labour  proposal,  the  Tory  government  had  in  1959  implemented  a 
 modest  employment  related  - but  not  earnings  related  - second  tier 
 scherne with provisions to opt out for employers running their own occu-
 pational pension schemes. Finally in 1975 a  modest earnings related pen-
 sion scherne - SERPS - was enacted in the UK with continued provisions 
 for contracting out. 


In  the three Scandinavian  countries,  the proposals to supplement the 
 existing. system  of minimum  protection  in  old age  with  a  second tier  of 
 earnings related pensions was much less of an academic endeavor. It was 
 pushed  mainly  by blue-collar  union  branches  and  the  respective  trade-
 union  peak organizations  - the  Las.  Also  in  Scandinavia  the  growth  in 
 occupational  pension  schernes  among  more  privileged  strata  was  an 
 important  motivational  force.  The  Las  were  concerned  with  ensuring 
 their  members  - mainly  manual  workers  - partidpation  in  pensions 
 schernes  that  promised to  uphold income  standards  from  the  pre-retire-
 ment phase. They wanted income protection comparable to the occupa-
 tional  pension  schernes  that  where  prevalent  among  white-collar  strata 
 both  in  the  public  sector and in  private  companies.  With the  rapid eco-
 nomic growth, the objective of income security became increasingly rele-
 vant even for manual workers. 


After  the  respective  Las  had first  made  attempts  to  establish  general 
occupational  pension  schernes  for  their  constituendes  through  central-
ized wage bargaining,  the demand for superannuation reform was even-
tually  carried  into  the  political  arena  by  the  Sodal  Democratic  Parties 
(Hippe  and  Pedersen,  1996).  The  debate  on  a  public  superannuation 
reform came first  in  Sweden and here it  developed into a  major political 
battle between left and right,  waged over the later half of the 1950s.  Two 
parliamentary  elections  and  a  referendum  were  held  before  the  Sodal 
Democratic  proposal  to  establish  a  second  tier of earnings  related  pen-
sions  (ATP)  was  finally  passed  with  very  dose  margin  in  1959  (MoHn, 
1965,  Redo, 1974).  In Norway the Labor Party committed itself to a  pen-
sion  reform of Swedish  inspiration  in  1963,  and the  reform was enacted 
with  broad  parliamentary  support  in  1966  (Pedersen,  1990,  Hippe  and 
Pedersen, 1996). In Denmark, a  Sodal Democratic government presented 



(17)a  proposal for an earnings related second tier in 1967,  but it  did not gain 
 sufficient  support.  The  proposal  failed  partly  because  of  opposition 
 within  the  labor movement  itself - with  powerful  trade-union  branches 
 (metal  workers)  being  openly  hostile  to  the  reform  - partly  because  of 
 parliamentary opposition  from  the  left  as  well  as  the  right  of the  Social 
 Democratic minority government (Vesterø-]ensen,  1984). 


The  divisions  over  the  issue  of superannuation  reform  in  the  three 
 Scandinavian  countries  involved  a  range  of  political  motives  - among 
 which the goal of minimizing the degree of income equality in retirement 
 might  not have been the  most important from  a  causal  perspective.  The 
 interests  and  aspirations  of blue-collar  workers  to  share  in  the  pension 
 privileges  of the  "salariat"  is  arguably the single  most  important  motiva-
 tional  force  behind  the  eventual  reforms  in  Sweden  and  NorwayJ  Sec-
 ondly,  for the politicalleft,  one of the attractive features of a superannua-
 tion reform was the prospect of the accumulation of pension funds under 
 public  control.  This  was  surely  the  most  controversial  aspect  of these 
 reform  proposals  from  the  perspective  of  employers'  associations  and 
 non-socialist parties (Molin,  1965;  Pontusson,  1984;  Pedersen,  1990). 


Nevertheless,  egalitarian  arguments  of  a  similar  nature  to  those 
 advanced by the Titmuss  group in the UK  did play a  role  in the  political 
 rhetoric  also in the  three  Scandinavian  countries.  Proponents  of these 
 reform proposals argued - in particular in exchanges with left-wing critics 
 - that a  two-tier system was preferable from an egalitarian perspective. It 


would at the end of the day produce an income distribution among future 
 generations  of retirees with less  inequality than the  distribution  that was 
 likely to follow from a continuation of the existing flat-rate schernes com-
 bined with a spontaneous (market driven) diffusion of occupational pen-
 sion schemes. 


This argument has continued to form part of the standard political jus-
 tification for these systems in Norway and in Sweden. A good example of 
 this  is  the report published in the mid-1980s by the Swedish LO  contain-
 ing  a  study  of the  income  distribution  among old age  pensioners  in  the 
 early  1980s.  The  report  concluded  that  the  ATP  system  had  in  fact 
 achieved  its  primary  goal  of  modifying  the  degree  of  inequality  found 
 among younger cohorts of old age pensioners (LO,  1984). 


7  Similarly it can be argued that the failure by the trade-union movements in the UK and 
Denmark  to  agree  on  a  collective  rather  than  individual  strategy  to  raise  pension 
standards on behalf of blue collar workers is  an important part of the explanation for 
the eventual failure  of reform. 
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1.3  Background  in  contemporary debates 


The  egalitarian  argument  in favor  of sodal  insurance  is  no less  relevant 
 for  contemporary  policy  debates,  although  the  present  day  debates  are 
 more concerned with alternative strategies of retrenchment and cost-con-
 tainment  in  the  existing  public  pens ion  schemes  than  with  a  choke 
 between alternative expansionary reforms. 


During the first three postwar decades - the Golden Age of the Keyne-
 sian we1fare  state - public  pension systems  were  expanded throughout 
 the  OECD  area.  Coverage  was  increased  and  replacement  rates  were 
 drastically  improved. 8 One  of the  most  prominent  structural  reforms  of 
 the  period  was  the  introduction  of  earnings  related  soeial  insurance 
 schemes in  countries that had previously relied exc1usive1y  on minimum 
 provision - Canada,  Finland,  Norway,  Sweden  and the  UK  all  followed 
 this  route  to  various  degrees.  A  complementary  line  of reform  can  be 
 traced among countries like France, Italy and the US  with a  historical tra-
 dition for  earnings  related sodal insurance.  Here a  form  of means-tested 
 minimum benefit was introduced to cater to households lacking a contin-
 ual history of labor market participation. 


Since the early  1980s,  however,  macro-economic problems,  the  pros-
 pects  of  low  economic  growth  rates  and  aging  populations  have  put 
 measures  to  curb  public  pension  expenditure  on  the  policy  agenda  in 
 most  OECD  countries  (OECD,  1988;  1998;  World  Bank,  1994;  Pierson, 
 1995; Myles and Quadagno, 1997). 


Parallei to this change in the policy c1imate surrounding public pension 
 systems, an almost universal tendency of growth in private pension provi-
 sion  can  be  observed.9 In  some  countries  shifting  the  balance  between 
 public  and private  pensions  is  an  explieit  policy  goal.  In  others,  private 
 provision  grows  more  spontaneously  or  as  an  unintended  result  of 
 increasing dissatisfaction with (or lack of trust in) the benefit levels prom-
 ised by public pension systems (Pestieau,  1992; Borsch-Supan,  1997). 


Although  reducing  the  projected  growth  in  public  pension  expendi-
 ture  has  been  high  on  the  political  agenda  since  the  early  1980s,  few 
 developed  countries  actually  carried  out  serious  structural  changes  in 


8  A  documentation  of the  impressive  development  in coverage  and  benefits  levels  of 
 public pension systems which has taken place in all  OECD  countries since  the  1930s 
 can be found in Palme (1990). 


9  The tendency is not entirely without exceptions. In the US  coverage with occupational 
pension  schemes  among  the  workforce  has  shown  tendeneies  of decline  from  the 
early 1980s (see Bloom and Freernan 1992). 



(19)their national  pension systems up until  the early 1990s - see the reviews 
 in  Holtzman (1989)  and Mouton  (1991).  Incomplete  indexation of bene-
 fits  and accumulated pension rights and other piecemeal changes appear 
 to  have been the most widespread practical response during the 1980s. 


During the  1990s,  however,  a  number of developed countries have in 
 fact  implemented more profound changes  in their  institutions  for  public 
 pens ion provision  (for an overview see Myles  and  Quadagno,  1997  and 
 OECD,  1998). 


In  some of those  countries  the  general thrust  of reforms  has  been to 
 make  public  pension  systems  more  directly  redistributive  and  targeted 
 towards  the  objective  of  minimum  security.  Examples  of  this  can  be 
 found in Australia,  Canada, Denmark and New Zealand, where the use of 
 means-testing  has  been  increased  at  the  expense  of  universal  entitle-
 ments.  A different variation of the general theme of targeting can be said 
 to  characterize  reforms  in  Norway  and the  UK,  where  the  emphasis  on 
 flat-rate  minimum  provision  has  been  reinforced  by  direct  and  indirect 
 cutbacks  in the  second tier  schemes  of earnings  related  benefits.  In the 
 UK  a  significant step in this direction was taken by the Thatcher govern-
 ment  in  1986,  with  the  introduction  of the  Pens ion Act,  which  seriously 
 curtailed the  continued maturation  of SERPS.  In Norway the  second tier 
 scheme was changed from  1992,  with the  effect of lowering future  pen-
 sion  ac(;rual  for  all  wage  earners  and  espedally  for  middle  and  high-
 income earners.  Even more important in  the Norwegian  case  is  the con-
 tinued tendency for under-indexation of central parameters of the second 
 tier,  resulting in a gradual convergence towards a flat-rate  system. 


Another group  of countries  can be said to  have  responded to similar 
 structural imperatives by moving in a  completely different direction - Le., 
 making  public pension provision less  directly redistributive.  Recent pen-
 sion reforms  in  Germany,  Italy and Sweden have be en designed to rein-
 force the correspondence between contributions and benefits in the exist-
 ing sodal insurance  schemes.  In  the case of Italy  and Sweden it  is  more 
 correct  to  say  that  the  existing  "defined  benefit"  schemes  are  being 
 replaced  with  entirely  new  schemes  based on the  prindple  of "defined 
 contribution" and lifetime accrual of pension rights.10 


10  Contrary  to  ideal-type  private  insuranee,  these  new  pension  sehemes  in  Italy  and 
Sweden are finaneed primarilyon a pay-as-you-go basis, and the strong links between 
lifetime earnings and benefits are being modified by rules that guarantee pension ae-
erual  in specifie  life-situations  without paid employment - like  earing for  small  ehil-
dren,  long-term siekness, unemployment and time spent in edueation. 



(20)A third distinctive trend of reform can be observed in countries like the 
 Netherlands  and Australia,  where  flat-rate  or means-tested  pens ion  sys-
 tems  have  been supplemented with legislation  that  makes  occupational 
 pension  schernes  obligatory for  the  entire  labor market (collective  man-
 dating).l1 


If we concentrate attention on the group of countries that introduced a 
 second  tier  of  earnings  re1ated  public  pensions  during  the  1950s  and 
 1960s - Canada,  Finland,  Norway,  Sweden and the  UK - astrong diver-
 genee  in  recent  pension  reforms  can  be  observed.  In  Canada,  Norway 
 and  the  UK  the  traditional  emphasis  on  minimum  provision  has  been 
 reinforced - partly by discrete reform initiatives and partly by more subtle 
 and  piecemeal  changes.  By  contrast,  Finland  and  Sweden  have  imple-
 mented major reforms that are intended to strengthen the earnings related 
 part  of the  overall  system.  While  the  former  group  of countries  can  be 
 said to have moved some way back towards their historical roots in retire-
 ment provision, the two latter countries appear with the recent reforms to 
 have closed the door to their historicallegacy of an exclusive reliance on 
 minimum protection. 


Nevertheless, despite this apparent divergence in the resulting pension 
 policies,  the contemporary public debates on pension reform do include 
 some of the same general thernes.  One can say that the historical debates 
 over superannuation reform - from the  1950s and 1960s - have been run 
 in  reverse.  Calls  for  an abolition of the second tier schernes and areturn 
 to  minimum  provision  have  surfaced  on  the  political  agenda  since  the 
 early 1980s, not only in the UK  and Norway,  but also in Finland and - in 
 particular - in Sweden (see Ståhlberg,  1997). 


Like  in  the  earlier  wave  of superannuation  debates,  several  difficult 
 economic and political issues are involved. Possible consequences for the 
 future  income  distribution  among  retire es  is  not  necessarily  the  most 
 important of these concems, but there can be no denying that this aspect 
 continues  to  play  a  role  - at  least  at  the  level  of political  rhetoric.  The 
 egalitarian argument in favor of social insurance is  often invoked among 
 defenders  of the second tier schemes (in their existing  or reformed ver-
 sions),  and relevant counter-arguments are voiced by political actors and 


11  In  the  Netherlands  there  has  been a  gradual  development over  the  last  decades  to-
wards  universal  coverage  with  mandated  occupational  pension  schemes,  while  in 
Australia general mandating was introduced in 1992 (Olsberg, 1995). It is worth noting 
that a proposal to  introduce general mandating of supplementary pension schemes in 
New Zealand was defeated in a recent referendum. 



(21)commentators who advocate a  partial or total return to a  system concen-
 trated on minimum provision. 


These policy concerns have also been reflected in recent academic lit-
 erature.  The  egalitarian  argument  in  favor  of sodal  insurance  has  been 
 embraced by a  number of prominent scholars within the tradition of com-
 parative welfare state research - either presenting it  as a  highly plausible 
 hypothesis or as a well-established empirical fact (see for instance, Myles, 
 ([1984]  1989;  Stephens,  1995,  1996;  Korpi  and  Palme,  1994;  Bjørklund, 
 1998). 


In Chapter 4 Ishall review a few empirical studies that have attempted 
 to test hypotheses derived from the argument,  either on the basis of time-
 series data for a  single country Qantti,  Kangas  and Ritakallio,  1996) or on 
 the basis of cross-national data (Palme, 1989;  1993; Korpi and Palme;  1994; 


Kohl,  1992; Delhausse et al.,  1994;  1996). All  these studies - except for the 
 study by Delhausse et al.  (1994;  1996) - reach conclusions that appear to 
 confirm the expectation that  pension systems featuring  a  combination  of 
 minimum provision and earnings related social insurance tend to do better 
 than alternative institutional arrangements in terms of keeping income ine-
 quality  in  retirement  low.  Ishall  rnaintain,  however,  that  they  all  suffer 
 from  various  methodological  weaknesses.  In  addition  to  the  perpetual 
 methodological  problems  of measurement,  of controlling  for  other  rele-
 vant causal factors,  etc, a key weakness of most of the existing literature, is 
 the  lack  of precision with which  the  argument  is  stated.  Does  it  imply  a 
 truly  causal  claim  with  direct  operational  implications,  or  is  it  rather  a 
 more  modest claim about patterns  of covariation?  Under what sodal and 
 institutional conditions is  the argument supposed to be valid,  and what is 
 the predse counterfactual situation to which the argument refers? 


It can be worthwhile in this  context to consider once again the classi-
 cal  formulation  of this  argument by Richard  Titmuss  and his  colleagues. 


Their version of the argument referred very specifically to the situation in 
the  UK  by  the  mid-1950s,  and  each  of the  two  alternative  institutional 
choices  (preservation  of the  existing  flat-rate  Beveridge  system or intro-
duction of a new comprehensive and partly earnings related scheme) was 
quite precisely defined.  The problem is,  however,  that a  claim about the 
potential consequences that would have followed from a choice between 
alternative policies in the UK  in the 1950s can never be tested by itself. It 
is  necessary to generalize the issue,  if we are to have any chance of actu-
ally  confronting the argument with empirical evidence. 
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1.4  A  comparative strategy and  its  limitations 


The  historical  debates  on  earnings  related  pensions  that  took  place  in 
 countries belonging to the  "Beveridge" tradition have not only helped to 
 inspire  and  motivate  the  present  study.  They  have  also  produced  the 
 most  important  empirical  evidence  for  the  comparative  analysis  pre-
 sented in Part Il of the thesis.  From the 1950s and 1960s a  clear tendency 
 of divergence in the design of national pension systems started to materi-
 alize  within  the  "Beveridge"  camp.  In  the  present  study  seven  of these 
 countries are  represented:  Australia,  Canada,  Denmark,  the Netherlands, 
 Norway,  Sweden  and  the  UK.  In  some  cases  an  ambitious  second  tier 
 scheme was in fact  introduced, while in others the traditional reliance on 
 universal  minimum provision  was  maintained.  This  divergence provides 
 some  highly relevant cross-national evidence  about the distributive  con-
 sequences of alternative institutional approaches. 


In the comparative analysis  I  als o  included two countries that belong 
 to the Bismarckian tradition - Germany and the US.  A preoccupation with 
 issues that have mainly been debated in the  "Beveridge"  camp,  does not 
 imply that the practical experience of countries belonging to the Bismarc-
 kian tradition  can be rejected as  irrelevant.  The distributive  outcomes to 
 be observed in these countries does represent a valuable source of infor-
 mation for the empirical validation of the "egalitarian argument". 


It is  important at this point to stress a serious limitation of the compar-
 ative strategy, related to the problem of historical contingency. Even if the 
 available cross-national evidence could provide us with valid answers to 
 the  policy questions faced by pension reformers  in the  1950s  and 1960s, 
 these  answers might not be relevant for  the policy issues  that are facing 
 us today.  The egalitarian argument might have been true (or false)  in the 
 1950s and 1960s,  but false  (or) true today. 


Studies of the outcome of pension policies confront a  special and very 
serious  problem  related  to  the  inter-temporal  nature  of  pensions  and 
retirement  provision.  There  is  likely  to  be  a  considerable  time-lag 
between  important  institutional  changes  in  pension  systems  and  their 
observable outcomes in  terms  of a  realized  income distribution among a 
generation of retirees.  It  takes a  lifetime for  a  pension system to mature, 
and the final  consequences of a  specific public pension system - including 
the effect of behavioral responses - can only be observed when the cohorts 
who  have been exposed to the system for their entire  active  life-course, 



(23)finally  retire.  Hence,  the  income  distribution  among  the  contemporary 
 generation  of retirees  must  be assumed to  reflect  the  historical  shape of 
 the public pension system and the expectations it created for  individuals 
 in  their  active  lifetime  and  for  relevant  collective  actors  Cemployers, 
 unions,  etc.). 


This  inescapable characteristic of the subject area forces  students into 
 a  rather unpleasant dilemma.  lf you want to be up-to-date  and study the 
 workings of the current pension system and savings behavior among the 
 present  generation  of  the  economically  active  population,  you  must 
 accept that the finaloutcome is  unobservable at present and far removed 
 in a distant future.  lf,  on the other hand, you insist on examining the final 
 outcome of pension policies - in terms of a  realized income  distribution 
 among  retire es  - you  have  to  accept  that  the  causally  relevant  pension 
 systems and the labor markets (broa der societies) in which they operated 
 are somewhat antiquated and, if you like,  primarily of historical interest. 


In this  study I have accepted the latter fate.  I  analyze the  income dis-
 tribution  among  contemporary  generations  of retirees,  recognizing  that 
 this  implies  that  I  am  engaged  in  an  evaluation  of yesterday's  pension 
 policies  and  pension  systems.  I  do  entertain  a  solemn  hope,  however, 
 that  improved  knowledge  about  the  outcome  of historical  policy  deci-
 sions  and  institutions  might  be  relevant  also  for  contemporary  institu-
 tional choices. 


In the previous sections,  I suggested that the topic of the present thesis 
 has presented itself in different versions at different historical time-points. 


In policy debates in Scandinavia and the UK  in the 1950s and 1960s,  one 
 was  concerned about the  possible  consequence of adding a  second tier 
 of earnings related pensions to the existing regimes of flat-rate  minimum 
 provision.  Could it  be that the addition of an earnings related second tier 
 - a compromise between "Beveridge"  and "Bismarck" - would have ben-
 eficial  consequences  for  the  final  distribution  of income  among  future 
 generations of retirees?  In  more  recent policy  debates  over the  last  dec-
 ade,  the question has reemerged in some of these countries,  but in a  dif-
 ferent  form:  what would be the  potential  consequence of a  dismantling 
 (fuHy or partly) of such second-tier schemes in order to let public pens ion 
 provision - once again - rely more exclusively on flat-rate  minimum pro-
 vision and possibly means-testing? 


It cannot be taken for granted that a correct answer to the first  of these 
two  questions,  based  on  the  observed  outcome  among  contemporary 
pensioner  cohorts,  will  automaticaHy  provide  the  correct  answer  to  the 



(24)second question. As  pointed out by Elster (989) a valid explanation does 
 not necessarily entail a  correct predietion. 


Only under some very spedfic conditions will the answer to the con-
 temporary policy question converge with the answer to the historie ques-
 tion.  First,  it  must be assumed - as  I have al ready done to a  large  extent 
 - that  the  menu  of institutional  alternatives  is  fairly  similar  at  the  two 
 time-points.  The  core  issue  is  to  choose  a  point  on  the  range  between 
 pure  minimum  provision  (the  "Beveridge"  pole)  and  pure  insurance-
 based standard protection (the "Bismarckian"  pole)Y You can also put it 
 in this way: The assumption is  that the relevant choiees facing contempo-
 rary pens ion reformers have already been tried out in some form or other 
 by pension reformers of the 1950s,  1960s and 1970s.  Secondly, it must be 
 assumed  that  the  outcome  of  alternative  institutional  choiees  does  not 
 depend too  much  on  aspects  of the  sodetal  context  that  have  changed 
 over the last decades: A pension system that worked well under the labor 
 market  and  demographie  conditions  prevailing  in  the  1950s,  1960s  and 
 1970s,  will do so also under contemporary sodetal conditions. Thirdly,  it 
 must  be  assumed  that  the  final  distributive  consequences  of a  certain 
 expansion  in  public  pension  provision  (a  movement  towards  the  "Bis-
 marckian" pole) are equivalent to the expected consequences of a subse-
 quent reduction (a full  or partial  return to the "Beveridge"  pole). 


Only if this  set  of assumptions  is  fulfilled,  will  a  study of the  present 
 outcome  of the  historical  dedsions to  expand (or not to  expand)  public 
 pension provision in a certain direction provide relevant knowledge about 
 the  likely  consequences  of contemporary  dedsions  to  curtail  (or  not  to 
 curtail) public pension provision. Apart from brief discussions in Chapter 4 
 of the idea  of conjunctural causation (Ragin,  1987)  and the idea of asym-
 metrieal  causal relationships developed by Lieberson (985), IshalIleave 
 these issues open and only return to them in the conc1uding chapter. 



1.5  The  dependent variable 


Most formulations of the egalitarian argument in favor of sodal insurance 
 imply  a  normative  con cern  for  a  certain  type  of outcome  variable,  the 
 degree  of income  inequality  prevailing  among  a  cohort  of retirees.  By 
 focussing the study on this argument I make a  commitment to this aspect 
 as a  relevant evaluative criteria: 


12  See Graphs 3.1,  3.2 and 3.3  and the accompanying text. 



(25)Pension  systems  should  contribute  to  keep  the  degree  of income  inequality low 
 among successive cohorts of old age pensioners. 


This objective is consequentialist in spirit. It is  meant to relate to the com-
 bined effect of public and private sources of income protection,  and it  is 
 thus concerned with the outcome of a  set of pension policies, rather than 
 with specific aspects of the policies themselves. 


It is  by no means the only distributive objective of potential relevance 
 in this  area.  In the field  of pensions and retirement income a  number of 
 distinct policy goals or outcome variables can be identified,  all  of which 
 can be associated with economic  equality in  some sense.  In the follow-
 ing, Ishall review some of the more prominent alternative (or rather com-
 plementary) evaluative criteria that can be found in policy discourses and 
 in the academic literature. 


Two  of the  policy  objectives  that  tend to  figure  most  prominently in 
 contemporary  policy discourses  are 1) that  pension systems  should pre-
 vent the existence of wide-spread poverty among the elderly,  and 2) that 
 they  should  secure  all  economically  active  against  a  serious  drop  in 
 income  standards  upon  retirement.  Myles  ([1984]  1989)  refers  to  these 
 two rather different objectives  as income adequacy and income security, 
 respectively,  and they correspond neatly to the immediate targets  of the 
 two  traditional  approaehes  to  publie  pens ion  provision:  universal  mini-
 mum proteetion and eompulsory social insuranee.13 


In  its  pure  form,  the  objective  of income  seeurity  is  eoneerned exclu-
 sively with horizontal aspects of ineome distribution, the smoothing out of 
 ineome streams over the life-eycle for eaeh individuallhousehold.14 At the 
 individuallevel the objeetive is to make sure that pre-retirement ineome is 
 adequately  replaeed by a  stable  stream  of pension benefits.  When trans-
 lated  into  aggregate  terms,  the  aim  is  to  seeure that  the  average  ineome 
 position  of pensioner households does  not fall  seriously below the aver-
 age ineome standard enjoyed prior to retirement, or alternatively, the aver-
 age for the eontemporary economically active population. 


13  This  does  not mean that there  is  a  one-to-one relationship  between these  objectives 
 and the respective institutional approaches to retirement provision. A system based on 
 flat-rate benefits rnight not do all that poorly in terms of providing income security and 
 vice-versa for systems based on social insurance. 


14  I use the term horizontal to refer to redistribution of an individual's income over the 
life-cycle  and to the ex-post redistribution that could take  place  within  an actuarially 
fair insurance contraet. 



(26)Income  adequacy,  on the  other hand,  is  - at  least  potentially - con-
 cerned with  vertical  aspects  of the  income  distribution,  but  only  in  the 


"weak"  sense  of guaranteeing  everybody  a  certain  minimum  income  in 
 retirement. 15 It  should be noted, though,  that this type of objective ne ed 
 not  involve  any  direct  concern  for  the  speeific  (vertical)  distribution  of 
 income  among  the  contemporary  generation  of retirees  at  all,  since  an 
 acceptable  minimum  (or a  poverty line)  tends  to  be either  "objectively" 


defined or defined relative to average income standards prevailing in the 
 population at large.16 


In the earlier history  of industrial  capitalism,  poverty among the  eld-
 erly and disabled was an extremely serious soeial problem, equal in seri-
 ousness  only  with  poverty  rooted  at  the  other  end  of  the  life-cycle, 
 among  families  with  small  children  (Rowntree's  famous  poverty  cycle). 


However,  during  the  past  decades,  the  development and  maturation  of 
 public  pension  schernes  in  the  OECD  countries  has  substantially 
 improved the  relative  income  position  of the  elderly. It is  no longer an 
 undisputed  fact  that  the  elderly  constitute  an  economically  underprivi-
 leged group (Smeeding,  1988;  Hedstrom and Ringen,  1990;  Hurd,  1990). 


To be sure,  there are  still  a  number of OECD  countries where poverty-
 according to conventional definitions - is widespread among the elderly, 
 but  there  are  also  countries  where  the  risk  of  falling  into  poverty  is 
 neglectible among old age pensioners. (Smeeding, 1988, Pedersen, 1998). 


Let  me sum up the discussion  so far.  The traditional  goals  of income 
 security  and income  adequacy are  conceptually distinet from  the  objec-
 tive that I have chosen to focus on here: minimizing the degree of income 
 inequaHty  among a  cohort  during its  retirement years.  In  practice,  how-
 ever,  there can be considerable  room for compromise. The goal of mini-
 mizing income inequality in retirement can be translated into a requirement 
 for distribution of income security between low-income and high-income 
 segments of the population. There will not be "more inequalities in old age 
 than  in  working  life"  (Abel-Smith  and Townsend,  1955),  if  low-income 
 segments  experience  at  least  the  same  degree  of income  security  when 
 entering  and  moving  through  retirement  as  do  high-income  segments. 


Another example of potential overlap is the point made by Hedstrom and 


15  See the quotations by Ringen (1987) and Korpi (1981) in Section 2.3  below for the dis-
 tinction between a weak and a strong version of the egalitarian ethos. 


16  In  comparative  research  the  most  prominent  solution to  the  problem  of selecting  a 
poverty line  is  to use a certain fraction  (like  50  percent) of the population median in-
come. 



(27)Ringen  (1990),  that  contemporary  problems  of low  income  among  the 
 elderly appear to be more a consequence of inequality in the distribution 
 of retirement income than of a  low average among retired households in 
 general. 


In  the  more  recent  academic  literature  another  pair  of  alternative 
 (complementary) distributive objectives have be en given much attention. 


The  first  is  that  pension systems should contribute  to  decrease  (or at 
 least  not  inerease)  the  degree  of inequality in expected lifetime  income 
 within a cohort or a generation (Aaron,  1977; Diamond, 1977; Burkhauser 
 and Warlick,  1982;  Ståhlberg,  1989b).  For those who believe that people 
 themselves  could  and  should  de eide  on  how  to  allocate  consumption 
 over the  life-cycle,  this  is  one  of the  few  "egalitarian"  policy  objectives 
 that  can  be  justified  in  the  area  of  public  pension  provision  (Tullock, 
 1983;  see also Blinder,  1983).17 


In order to estimate the effect of a  pension system on the distribution 
 of expected lifetime  income,  one needs to consider both the distribution 
 of the finaneial burden (premiums and taxes) as well as the distribution of 
 (expected) benefits. While the ideal-type soeial insurance scheme can be 
 assumed to be more  or less  neutral in its  (ex-ante) effect on the distribu-
 tion  of lifetime  income  within  a  cohort  (Layard,  1977),  various  specific 
 program features could very weU render the system progressive or regres-
 sive in a  lifetime perspective. 


The second type of objective is related to the way pens ion systems dis-
 tribute  costs  and  benefits,  and  therefore  consumption  possibilities, 
 between  successive  generations.  The  catchword  is  inter-generational 
 equity.  Public  pension systems  are  almost  everywhere  based on pay-as-
 you-go  finaneing,  where  current  pension  expenditure  is  paid for  by the 
 currently  active  population.  In  a  steady-state  scenario  pay-as-you-go 
 finaneing  is  perfectly  compatible  with  inter-generational  neutrality,  as 
 each generation pays for the retirement of the  "parent"  generation while 
 it  sends the  bill  for  its  own  retirement  on to the  next  generation.  How-
 ever,  changes  in the  pension system itself (i.e.,  the introduction of more 
 generous  benefit  plans  or  significant  cutbacks)  and  demographic  and 
 economic  developments  are  likely  to  produee  asymmetries  in  the  cost/ 


benefit  ratio  for  different  generations.  The  contemporary  concern  in  an 


17  lf the only relevant objective is  to influence the intra-cohort distribution of lifetime in-
comes,  while  the  allocation  of income  streams  over the  life-course  is  socially  irrele-
vant,  a  public pension system would not be the most obvious instrument to use (Dia-
mond,1977). 



(28)aging  society  is  of course  that the young  and future  generations will  be 
 net losers. 


It  is  interesting to  note that the concern for the inter-generational dis-
 tribution  of  income  of ten  takes  actuarial  neutrality  as  the  implicit  or 
 explicit  normative  ideal.  Each  generation  should  have  the  same  rate  of 
 retum on its investment in the retirement of previous generations,  rather 
 than  1eaving  a  disproportionately  heavy  burden  on  the  shoulders  of 
 future  generations.  It  is  not entirely c1ear,  however,  why the concept of 
 inter-generational  equity  should  not  allow  for  some  redistribution  from 
 richer  to  poorer  generations.  One  could,  for  instance,  require  that  the 
 pension  system  should  help  reduce  or  at  least  not widen  inter-genera-
 tional  differences  in  expected  lifetime  income/consumption.  Despite 
 ambiguities in the exact definition, the notion of inter-generational equity 
 has  drawn  much  attention,  especially  among  academic  policy  analysts 
 (see ]ohnson et al.,  eds.  (990) and Kotlikoff (992) for important contri-
 butions to this literature,  and Quadagno (990) and Baker (995) for two 
 critical assessments). 


It is  a  central assumption behind both of these latter policy objectives 
 that issues related to economic well-being, inequality and the distribution 
 and redistribution of economic resources should be seen in a lifetime per-
 spective. 


However, the empirical  data necessary for actually describing the dis-
 tribution of lifetime income within or between cohorts will very rarely be 
 available (see however Schmahl,  1983),  not to speak of the data required 
 to  measure  the  redistributive  effect  of a  particular  pension  system  in  a 
 lifetime  perspective.18 Studies  that  employ  a  lifetime  perspective,  must, 
 therefore,  invoke very strong,  simplifying  assumptions  in  order to  make 
 the  necessary  simulations,  based - as  is  most often the case - on cross-
 sectional data. 


Furthermore,  recognition of the normative relevance of a  lifetime per-
 spective does  not necessarily imply that this  should be the only relevant 
 frame for egalitarian objectives. It can easily be granted that certain short-
 term fluctuations  in income streams from  one year to the next are harm-
 less,  especially if they are anticipated and do not constrain the pattem of 
 consumption  (Atkinson  et  al.,  1992). It is  quite  another  matter  to  claim 


18  In addition to having full  information on lifetime incomes produced under the present 
pension system,  one would ideally need similar information about the counterfactual 
situation that would have obtained without the system (or with an alternative system) 
in order to measure the actual redistributive effect (Layard, 1977). 



(29)that any,  more long-term changes  in  income streams,  and thus variation 
 in  the  way  that  total  lifetime  income  is  allocated  over  the  life-cycle,  is 
 socially  irrelevant  (Tullock,  1983).  In  Chapter  3  Ishall  discuss  the  so-
 called  life-cycle  hypothesis  which  claims  that  the  allocation  of income 
 and consumption over the individual's life-cycle is  always the result  of a 
 successful attempt to optimize long-term welfare according to some inter-
 temporal  utility  function.  The  normative  equivalent  to  this  - originally 
 positive  theory - is  that the allocation  of income and consumption  over 
 the life-cycle is  socially irrelevant (it is  by definition optimal),  and thus it 
 involves a  complete rejection of the goal of income security as a  relevant 
 policy objective.19 


The position taken here is that the distribution of income within a gen-
 eration/ cohort as it passes through a certain life-phase - like child rearing 
 or retirement - is  socially relevant in its own right,  also independently of 
 the inequality picture that might obtain when incornes  are summed over 
 the entire lifetime.  Of course, high degrees of life-phase specific inequal-
 ities  are  likely to be associated with a  high  degree of lifetime  inequality, 
 but  I  take  the  former  to  be  socially  relevant  (undesirable)  even  if they 
 should happen to cancel out in the lifetime perspective. 


The  question  remains  how the  degree  of income  inequality  in  retire-
 ment should be measured.  What  do we  mean  by the  degree  of income 
 inequality found among a generation of retirees? 


Most of the analysis undertaken in this thesis (the comparative analysis 
 presented  in  Part Il) is  based  on  standard  cross-sectional  data  from 
 national income surveys.  Annual income data for retired individuals who 
 belong to  different  birth  cohorts  and  are  observed at  different  stages  in 
 the retirement phase are pooled together in one sample and the degree of 
 inequality is  measured across the resulting income distribution. 


However,  this  will  not  necessarily  produce  an  ideal  picture  of  the 
 degree of income inequality experienced by specific cohorts of retirees in 
 each respective country. 


One problem with annual data is  that short-term fluctuations  in income 
 streams from one year to the next could exaggerate the more permanent 
 income  differentials  among the  population  concemed.  Furthermore,  the 


19  There  is  no necessary  correspondence  between  the  validity  of the  positive  and the 
nonnative  versions  of the  life-cycle  theory.  Although  you  recognize  that  people  are 
constrained in their possibilities to successfully plan life-cycle  income and consump-
tion  profiles,  you  might  insist  that  the  development  of policy  objectives  and  soeial 
evaluation should proceed "as jf' the hypothesis were true. 



(30)pooling together of information from different cohort/age-groups is prob-
 lematic.  Cohort  effects  related  to  the  continued  maturation  of  pension 
 systems,  and the pattern of gen der and class  specific  mortality risks,  are 
 likely  to  "bias"  the  picture  of  intra-cohort  inequalities  that  is  obtained 
 from standard cross-sectional data. 


One  might  argue  therefore,  that  the  ideal  dependent variable  would 
 be  the  degree  of  income  inequality  experienced  by  a  specific  birth 
 cohort, where the concept of income is defined as the average (expected) 
 amount  of (yearly)  income  received  by  each  individual  over the  entire 
 retirement phase. 


A primary interest in the distribution of such a  measure of "permanent 
 income"  within  specific  cohorts  does  not necessarily  preclude  any con-
 cern for the time-path of income streams over retirement for each individ-
 ual.  As  suggested by Myles  ([1984]  1989) and Kohl (992), stability of real 
 income streams received by individual households throughout retirement 
 is in itself an important welfare objective. If an individual, in the course of 
 retirement,  discovers that the economic resources secured by public and 
 private  sources  are  being  eroded  by  inflation  or  significantly  reduced 
 after the  death of a  spouse,  it  will  most  probably  be too  late  to  change 
 savings and labor market behavior.20 


The point is  that it  would be preferable - both from a  normative  and 
 an analyticalperspective - if these different aspects  of the income distri-
 bution  in  retirement  could  be  properly separated.  This  is  only  possible 
 with large-scale panel data. 


In Part III  of the thesis  I  use  panel data  for  a  large  sample  of Danish 
 old age pensioners in an attempt to sort out these different aspects of the 
 income  distribution  in  retirement,  that  can  be  found  in  this  particular 
 country. Members of specific birth cohorts are followed over a  larger part 
 of their retirement phase in order to measure the degree of inequality in 


"permanent"  income  (Chapter 8)  and to  estimate  tendencies  for  income 
 levels to decline over time or as a  result of widowhood (Chapter 9). 


20  When  people  in  working  age  experience  reductions  in  income  strearns  and  living 
standards over time,  the problem might often be of a  temporary nature  or at  least in 
principle reparable.  Gradual or sudden decreases in income standards among old age 
pensioners are likely to last. 
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