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Countries around the world are reforming their social security and
pension systems. International studies often focus on social security reforms in Europe and North America, and may include Latin America.
Reforms, however, are also occurring in Asia and Africa, and include
reforms of voluntary and employer-provided pensions as well as social security programs. This book discusses both social security and
employer-provided pension reforms, as well as reforms in most regions
of the world.
This chapter provides an overview of the book. Many of the chapters were originally presented at a conference of the European Network
for Research on Supplementary Pensions (ENRSP) in Poznań, Poland,
in 2012, that was organized by Marek Szczepański. Other chapters have
been added to expand the range of countries covered.

OVERVIEW
Part 1 of the book contains this introduction and a chapter written
by John A. Turner and David Rajnes that examines social security and
pension reforms around the world. It includes a survey of some of the
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main points of chapters of this book, but has a considerably broader focus in terms of countries and issues. For example, an issue not touched
on elsewhere is the trend in some countries toward adopting automatic
adjustment mechanisms as a way of maintaining the solvency of their
social security systems. In some countries, the level of social security
benefits at retirement is automatically adjusted downward to reflect
improvements over time in life expectancy. Turner and Rajnes’s chapter also discusses the policy that a number of countries have adopted,
which is raising the earliest age at which social security benefits can
be received, and other policies to encourage workers to postpone retirement, which are ways of dealing with the added costs to pension
systems due to increased life expectancy.
Turner and Rajnes discuss in Chapter 2 issues of concern in highincome countries, and also the problem that most workers around the
world are not covered by social security or pension programs. Countries
such as China and Kenya have developed innovative programs to attempt to deal with that issue. The programs in those two countries are
discussed in greater depth in Chapters 10 and 11.

REFORMS IN EUROPE
Part 2, which focuses on reforms of social security and pensions in
Europe, is the largest section of the book. The authors discuss reforms
in Ireland, Sweden, Norway, Portugal, Poland, and other countries in
Central and Eastern Europe.
Chapter 3, by Gerard Hughes, discusses the reform in Ireland mandating that employers provide their employees the option to participate
in an employer-provided pension plan, called a Personal Retirement
Savings Account (PRSA). Although the reform requires employers who
do not provide a pension plan for all their employees to designate a personal pension provider for their employees, less than half of the firms
have done so. This may be in part because employees have shown limited interest, as no one is contributing to a PRSA in four-fifths of the
firms that have designated a PRSA provider. Thus, the hopes that policy
analysts had for this approach to extend pension coverage have not been
realized. Requiring employers to offer pensions, but making the take-up
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by employees voluntary, has not succeeded in significantly raising pension coverage in Ireland.
By comparison, the United Kingdom has adopted a policy that goes
further: all private employers will be required to offer retirement plans
meeting minimum requirements for their employees. Those plans can
be defined benefit plans or defined contribution plans. In addition, going
beyond the requirements in Ireland, employers will be required to automatically enroll their employees in the new system, with the employees
having the option to withdraw. It is anticipated that this change will
increase pension participation in the United Kingdom by 5–9 million
workers (Segars 2012). An additional requirement is that mandatory
contributions in the case of defined contribution plans will be made
by employers, employees, and the government. When fully phased
in, contributions will be 4 percent of pay for employees, 3 percent for
employers, and a 1 percent government subsidy, making a total contribution of 8 percent of pay. Initially, contributions will start at a total of
2 percent of pay, reaching 8 percent by 2018.
The requirements apply to workers who earn more than minimum
wage and are at least 22 years old; the maximum age for men is 65,
with the maximum of 65 being phased in for women. The requirement
for automatic enrollment into a qualifying pension plan was initially
phased in on October 1, 2012, and will continue to be phased in through
2016. It will apply first to large companies, and over time to all others.
Eventually automatic enrollment will apply to all employees who do
not have another plan.
For companies that do not offer a qualifying plan, all money
contributed to pension plans for employees will go into the National
Employment Savings Trust (NEST), a jointly trusteed investment vehicle that will offer a number of funds. Employees who use the NEST
plan will have the option to choose investments or have a default investment chosen for them, which will be a retirement date fund based on
what the employee indicates is his or her expected retirement date.
Chapter 4, by Gabriella Sjögren Lindquist and Eskil Wadensjö, focuses on low-income retirees in Sweden. The chapter begins with an
outline of the Swedish system, which some countries have considered
as a possible model for reform. The system includes a notional defined
contribution system as the primary source of benefits and a mandatory
individual account system, neither of which contain redistributive ele-
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ments. Redistribution toward low-income pensioners occurs through
other government programs, such as the guarantee pension, which is
based on the level of other pension income a person receives, and a
housing allowance. Women, the self-employed, immigrants, and persons at advanced ages are more likely to have low income in retirement
than other groups.
Nonetheless, poverty in Sweden is low compared to other European Union (EU) countries. It is defined on a relative basis as having
an income below 60 percent of median income. Because Sweden is
a high-income country, if poverty were defined alternatively as being
below 60 percent of median income in the EU, the poverty rate would
be even lower.
Chapter 5, by Maria Clara Murteira, discusses social security reform
in Portugal and how the EU has affected it. The demand for macroeconomic budgetary reform has put pressure on countries to reform their
social security programs. In addition, demand for fiscal austerity has
put further pressure on pay-as-you-go (PAYG) financing of social security because of increased unemployment.
Murteira argues that while the social security reform of 2007 was
presented as a technical reform, it in fact involved a fundamental change
in principles and objectives for the social security program. By means
of parametric changes, a structural reform was achieved. She criticizes
the reform because it focused on the means of social policy (financing) and not on its goals (providing adequate retirement income). While
PAYG financing was not replaced by funding, the overall logic of the
system was changed. The goal of social security retirement pensions
in Portugal is no longer to provide income maintenance. Instead, the
goal now is to provide a modest level of income protection against oldage poverty. Murteira concludes that ultimately social security policy is
about political choices, as it is influenced by the beliefs and ideas about
the role of government in society.
Chapter 6, by Magdalena Mosionek-Schweda, describes the Norwegian Government Pension Fund, which is a sovereign wealth fund
and is one of the largest pension funds in the world. The fund has two
parts: one that is (Norway) is entirely invested in Scandinavia and another part (Global) that is entirely invested outside Norway. She focuses
on the Global fund, which is financed by revenues from the extraction
of oil in Norway. It currently is worth about $120,000 per person in
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Norway, and is expected to grow on a per capita basis before it is drawn
on to help pay for retirement benefits. The fund does not have a legal
liability for future pension benefits, but it is designed to be used for the
purpose of helping to pay for these benefits. As discussed in Chapters 2
and 10, Ireland, China, and several other countries have similar funds.
If the United States were to return to an era of budget surpluses, as it
did during the Clinton administration, it could establish a similar fund.
Chapter 7, by Maciej Żukowski, describes social security reform in
Central and Eastern Europe. This chapter provides a survey of a number of countries in Central and Eastern Europe, with a more detailed
discussion of the reforms in Poland. While many aspects of the socialist
economies in this region were not functioning well before the breakup
of the Soviet Union in 1991, they did have functioning social security
systems. However, starting in 1998, most of the countries in the region
have had major reforms to their social security systems, introducing
funded individual accounts as part of the systems. Of the 10 Central
and Eastern European countries that are now members of the EU, all
but Slovenia have adopted mandatory funded individual accounts as
part of their social security systems, along with a reduced PAYG social
security program (U.S. Social Security Administration 2012).
Because of the global financial crisis, since 2010, some of these
countries have reduced the contributions to the funded individual accounts. They have encountered the double payment problem, which is
needing to finance the PAYG systems while at the same time also contributing to a funded system. These countries did not adequately take
into account this problem when they established their individual account systems. The European Union Stability and Growth Pact, which
sets target limits on government debt and deficits, has influenced them
to cut back on their individual account plan contributions. This issue is
also discussed in Chapter 5, where EU policies are seen to have led to a
reduction in the PAYG system in Portugal.
Chapter 8, by Marek Szczepański and Tomasz Brzęczek, discusses
the risks in employer-provided pension plans in Poland. Like Sweden,
Poland has a mandatory notional defined contribution system and a
mandatory individual account system. However, unlike Sweden it has
relatively few voluntary employer-provided pensions. Those pensions
in Sweden cover most workers, in part due to widespread collective
bargaining agreements. Szczepański and Brzęczek survey representa-
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tives of businesses that provide pension plans, who indicate that the two
most important risks facing pension plans are financial market risk and
economic market risk. They find a high degree of mistrust by employers sponsoring pension plans of the advice provided by the pension plan
managers. They also find that pension plans in Poland have invested in
low-risk, low-return portfolios.

REFORMS IN AUSTRALIA, CHINA, EAST AFRICA, AND
THE AMERICAS
The following four chapters comprise Part 3 of the book and discuss pension and social security reform in Australia, China, East Africa,
and the Americas.
Chapter 9, by Ross Clare, discusses the retirement income system
in Australia and issues of equity or fairness. Recent reforms in Australia
have reduced the extent of tax preferences going to high earners. He
finds that less than 15 percent of the government assistance for pension
contributions flows to those paying the top marginal tax rate. Government assistance includes tax preferences and a government matching
contribution for low earners. This compares to the approximately 30
percent of aggregate personal income tax collections that is paid by that
group of taxpayers. Thus, a far smaller percentage of tax preferences
and government contribution assistance in Australia goes to upperincome persons than in the United States. A study in the United States
finds that two-thirds of the benefits from pension tax preferences accrue
to the top 20 percent of the income distribution (Orszag 2000).
To further limit the tax benefits accruing to high earners in Australia,
a proposal is being considered that would reduce the amount of taxpreferenced contributions that could be made by persons with a pension
account of A$500,000 or more. (Australian dollars are roughly equal in
value to U.S. dollars at 2013 exchange rates, although exchange rates
fluctuate over time.) When viewing the Australian retirement income
system in a broader framework, also taking into account the Age Pension, which is received by most persons but whose value declines with
increases in personal income, the amount of government subsidy to the
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retirement income system is fairly equal across deciles of the income
distribution.
Chapter 10, by Tianhong Chen and John A. Turner, describes social
security reform in China, which has roughly one-fifth of the world’s
population aged 60 and older. Also adding to the importance of understanding China’s retirement income system, China is undergoing
a period of important changes in its provision of old-age benefits. At
the start of 2009, less than 30 percent of the adult population in China
was covered by a social security old-age benefits program, but by 2012
that number had increased to 55 percent. Affecting its ability to provide old-age benefits, China is also undergoing important labor force
changes—because of its one-child policy, the labor force declined in
2012 for the first time, and declines are projected to continue for many
years.
China has a decentralized system of social security, where the
central government establishes general guidelines, but subprovincial
governments (county governments) have some discretion in establishing the programs, for example, in setting contribution rates. This feature
alone would make the system complex. However, within that framework, there are separate systems for urban workers, rural workers, and
rural workers working in urban areas. Each of these three systems has
two parts—an individual account portion and a PAYG system. In addition, government employees have separate systems, and Hong Kong
has a separate system.
An unusual feature of social security provision in China is that its
new program for rural workers, which is voluntary, has been highly successful in attracting participants. Because voluntary programs generally
fail to cover more than half of the eligible population in high-income
countries, and a much lower portion in middle- and low-income countries, China’s program may provide a model for other countries.
Chapter 11, by John A. Turner, describes social security and pension
reform in the five countries of the East African Community—Kenya,
Tanzania, Uganda, Burundi, and Rwanda. The chapter discusses social
security and employer-provided pensions for both private and public
sector workers. Many of the issues these countries face are similar to
retirement income issues in other countries in sub-Saharan Africa. A
different aspect, however, is that these five countries are attempting to
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move toward greater economic integration, with the possibility of eventually having a single currency and a common market.
Most workers in the region and throughout sub-Saharan Africa—
and in most middle- and lower-income countries—are not participating
in social security or in another pension program. Therefore, extending
social security or pension coverage to rural and informal sector workers
is arguably the most important issue facing social security programs in
most countries around the world.
Kenya has recently developed an innovative voluntary pension
program that may hold promise for extending pension coverage to lowincome workers in other parts of the world. In this system, workers
can contribute small amounts, as little as $0.25, using their cell phones
and a mobile money system. Advances in cell phone technology have
greatly reduced the cost of cell phones and usage rates so that even poor
people in Kenya have cell phones, and so that small transactions are
economically feasible. Many more people have cell phones than have
bank accounts. This program is a promising development for extending
pension coverage to poor people in other countries.
Chapter 12, by Denise Gómez-Hernández and Alberto M. Ramírez
de Jurado Frías, analyzes defined contributions in a sample of countries
from North, Central, and South America. Instead of using a replacement
rate to measure the effectiveness of the defined contribution systems,
they compare projected pension benefits to a measure of the basic
market basket of goods. They find that differences in the level of fees
charged to pensions across countries have an important effect on the
outcomes of the pension systems.

REFORM ISSUES
Part 4 contains the final two chapters, which discuss particular
issues in social security and pension reform rather than focus on particular countries. Chapter 13, by Adam Samborski, discusses issues
in pension fund governance, focusing on principal-agent problems in
pension fund governance. In agency theory, agency relationships are
understood as contracts under which a principal engages a third-party
(agent) to perform certain actions on its behalf in dealing with a second
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party, which is the provider of the service. The agent provides a managerial or advisory role. In pension arrangements, the plan participant is
the principal, the plan sponsor is the agent, and the financial institution
managing the pension funds is the second party. This implies the need
for the principal to delegate specific powers to the agent to make certain
decisions. However, both the agent and the second party may have conflicts of interest so that they are motivated to not act in the best interests
of the pension participant.
Chapter 14, by John A. Turner and Dana M. Muir, discusses issues
in financial literacy, financial education, and financial advice. A lack of
financial literacy is widespread in countries around the world. This is
particularly a problem in countries that rely on mandatory individual
accounts and defined contribution pensions, where workers have added
responsibility for financial decision making. Financial education has
been considered as a remedy, but studies have shown that many workers lack interest in gaining the required knowledge. Financial education
may be more successful if it is incorporated into school education programs for students. Financial advice has been recognized as another
way of dealing with financial illiteracy. However, many financial advisers have conflicts of interest that cause the advice they provide to not be
in the best interest of their clients. Because of the way financial advisers
are compensated, the advice that provides them the highest income may
also lead to pension participants and plan sponsors paying higher fees,
but with no improvement in investment outcomes. Surveys have documented that persons receiving financial advice may receive lower rates
of return net of fees than those not receiving advice.

CONCLUSION
Many countries around the world are undertaking social security
and pension reforms. These reforms are motivated in part by population
aging, but they also are occurring in response to economic development
in Africa, China, and elsewhere, and are due to changing views about
how retirement income should be provided. Countries often look to international experience when considering reform options, and this book
discusses social security and pension reform issues in different parts of
the world.

up14msssapch1.indd 11

1/31/2014 9:59:18 AM

12 Szczepański and Turner

References
Orszag, Peter R. 2000. “How the ‘Cross-Testing’ Pension Loophole Harms Lowand Moderate-Income Earners.” Washington, DC: Center on Budget and
Policy Priorities. http://www.cbpp.org/cms/index.cfm?fa=view&id=1736
(accessed April 2, 2013).
Segars, Joanne. 2012. “Motherhood, Apple Pie, and Risk Sharing.” In Defining Ambition: Views from the Industry on Achieving Risk Sharing. London:
National Association of Pension Funds, pp. 14–23. http://www.napf.co.uk/
PolicyandResearch/DocumentLibrary/~/media/Policy/Documents/0266_
Defining_Ambition_Views_from_the_industry_on_achieving_risk_
sharing.ashx (accessed April 2, 2013).
U.S. Social Security Administration. 2012. “Focus on Central and Eastern Europe: An Inventory of Pension Reforms, 2008 to Present.” International Update. March. http://www.ssa.gov/policy/docs/progdesc/intl_update/2012-03/
index.html (accessed April 2, 2013).

up14msssapch1.indd 12

1/31/2014 9:59:18 AM

Job Name:

--

/356308t

Social Security and
Pension Reform
International Perspectives
Marek Szczepański
John A. Turner
Editors

2014

W.E. Upjohn Institute for Employment Research
Kalamazoo, Michigan

In order to view this proof accurately, the Overprint Preview Option must be checked
in Acrobat Professional or Adobe Reader. Please contact your Customer Service Representative if you have questions about finding the option.

Job Name:

--

/356308t

Library of Congress Cataloging-in-Publication Data
Social security and pension reform international perspectives / Marek Szczepanski,
John A. Turner, editors.
pages cm
“This book is based largely on the 2012 conference of the European Network
for Research on Supplementary Pensions (ENRSP), held at Poznan University of
Technology, Poznan, Poland, on September 13-14, 2012”—Preface.
Includes index.
ISBN 978-0-88099-467-5 (pbk. : alk. paper) — ISBN 0-88099-467-3 (pbk. : alk.
paper) — ISBN 978-0-88099-468-2 (hardcover : alk. paper) — ISBN 0-88099-468-1
(hardcover : alk. paper)
1. Social security. 2. Pensions. 3. Pensions—Government policy. I. Szczepanski,
Marek, 1959- II. Turner, John A. (John Andrew), 1949 July 9HD7091.S5865 2014
331.25'22—dc23
2013043011

© 2014
W.E. Upjohn Institute for Employment Research
300 S. Westnedge Avenue
Kalamazoo, Michigan 49007-4686

The facts presented in this study and the observations and viewpoints expressed are
the sole responsibility of the authors. They do not necessarily represent positions of
the W.E. Upjohn Institute for Employment Research.

Cover design by Alcorn Publication Design.
Index prepared by Diane Worden.
Printed in the United States of America.
Printed on recycled paper.

In order to view this proof accurately, the Overprint Preview Option must be checked
in Acrobat Professional or Adobe Reader. Please contact your Customer Service Representative if you have questions about finding the option.

