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A

Social Security and Pension
Income in Sweden

Gabriella Sjogren Lindquist
Swedish Institute for Social Research, Stockholm University

Eskil Wadensjo
Swedish Institute for Social Research, Stockholm University, and
Stockholm University Linnaeus Center for Integration Studies

From an international perspective, the poverty rate among pension-
ers in Sweden is low. This is explained by both the pension system,
especially by the guarantee pension, and housing allowance for pen-
sioners, as well as other parts of the Swedish welfare system. According
to a comparative study of 15 European countries (van Vliet et al. 2011),
Sweden has the lowest proportion of poor among the elderly, along
with Luxembourg and the Netherlands. However, in Sweden many re-
tirees have a vulnerable position with a standard only slightly above the
guidelines for when social assistance may be granted. The disposable
income at the 20th percentile is only slightly above the norm for social
assistance. Mainly older retirees (aged 75 and older) are in this group.
In the first half of the 1990s, more and more people were under the
poverty line, which is defined as those who have an income of below 60
percent of the median income, but since 1998, poverty measured in this
way has decreased (Gustafsson, Johansson, and Palmer 2009).

Thus, even though pensioner poverty is rare, there are good rea-
sons for investigating who the poor pensioners are, why they are poor,
and how they are likely to do in the future. The future development
of pensions depends strongly on the transition that Sweden, like many
other countries, has gone through from defined benefit to defined con-
tribution pensions in both the social security pension system and the
occupational pension system. This means that pensions depend on an
individual’s work and labor income history to a greater extent than be-
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64 Sjogren Lindquist and Wadensjo

fore. To be able to receive a high pension, working in Sweden for many
years is required. Concern for future pensions is also due to the fact
that economic growth affects defined contribution pensions in differ-
ent ways. Not least, there is concern about the fate of pensions that are
based on individuals’ choices of pension funds. In some other countries,
this has led to a considerable reduction of the pensions for people who
have already left the workforce for retirement, and some people have
returned to work because of economic necessity.

In this chapter, we outline the Swedish pension system, the changes
in employment among those aged 60 years and older, definitions of
retirement, the data used, and the measures we use to study income dif-
ferences. We then examine how the income distribution differs between
pensioners and those of working age, and whether and how the differ-
ence has changed over time, and we discuss the differences in pensioner
income distribution among different cohorts and men and women, and
why the income gaps between pensioner groups have increased. Pen-
sion income is the main source of income for those aged 65 and older,
but many also have substantial income from labor or capital, and many
have assets primarily in their homes, which we also report. We then
study how the level of pension income is influenced by the individual’s
work history, record of self-employment, and number of years in Swe-
den. In the last sections, we study in more detail some groups with low
pension incomes. We end with a summary and offer some conclusions.

THE SWEDISH PENSION SYSTEM

To understand the income differences and their changes over time
among retired people in Sweden, we give a short introduction to the
structure of the Swedish pension system.' The Swedish pension system
is a three-tier system consisting of social security pensions, occupa-
tional pensions, and personal pensions. As the system has changed a
great deal since the 1990s, different cohorts belong to different pension
systems, and some cohorts have pensions from different generations of
pensions systems.

Social security pensions were introduced in Sweden 100 years ago
in 1913. The retirement age when benefits first could be received was
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67. After some minor changes to the system in the 1920s and 1930s,
a major change followed in 1948, when a non-income-tested and
non-income-dependent pension was introduced. This basic pension
(folkpension) was the same for everyone except that married pensioners
got a lower pension than those who were not married. An earnings-
related additional pension (ATP), a defined benefit system, was intro-
duced in 1960 and was based on the 15 years with the highest income.
There was a ceiling regarding the income included for the calculation
of the pension per year in the ATP system. The ATP pension required
that a person work for at least 30 years in order to obtain a full pension;
with fewer years of work, the pension was proportionally reduced. The
normal pension age was lowered from 67 to 65 in 1976, but it was
possible to take a reduced pension earlier or postpone the take-up and
receive an enhanced pension at an older age. The pension benefits were
price indexed.

A new social security pension system—a defined contribution sys-
tem—was decided on in two steps by the parliament in 1994 and 1998
and implemented from 1999 onward. The pension contribution rate is
18.5 percent of the worker’s income up to a ceiling, 16 percent of which
is allocated to a notional defined contribution system, and 2.5 percent
of which is for an individual account system (called the premium pen-
sion), where each individual can choose between many investment
funds. The pension derived from the notional defined contribution is in-
come indexed. Pension benefits from the notional defined contribution
system can be received starting at age 61 but are higher the later they
are taken (it is an actuarially fair system with respect to benefit receipt
at different ages).

For those who have had no income or a low income, there is a
guarantee pension. Qualification to receive this pension is based on
the benefit levels from the income-related social security pension. To
receive a full guarantee pension, 40 years of residence in Sweden is
necessary, otherwise it is proportionally reduced. The guarantee pen-
sion is price indexed. Those aged 65 or older who have a low pension or
other low levels of income and have taken up their entire social security
pension may be eligible for a housing allowance.

There has been a gradual change from the old to the new social se-
curity pension system. Those born in 1937 or earlier are completely in
the old system. Those born in 1938 are to 4/20 in the new system, those
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born in 1944 are to 10/20 in the new system and those born in 1954 are
totally in the new system.?

When the ATP system was introduced, those employed in the pub-
lic sector and white-collar workers in the private sector were already
covered by occupational pension plans. These plans deliver additional
income replacement for income under the ceiling and a high replace-
ment for income over the ceiling in the social security pension system.
Blue-collar workers in the private sector achieved an agreement con-
cerning occupational pensions in the 1970s. After the pension reforms
in the 1990s, the occupational pension plans were changed so that many
are defined contribution plans, but there are still important defined ben-
efit elements in all systems, with the exception of blue-collar workers
in the private sector. Sweden has high occupational pension coverage
of'its workforce, as around 90 percent of all wage-earners are employed
at workplaces with collective agreements and thus are covered by oc-
cupational pension plans.

Many people also have personal pensions. There are tax reductions
for savings for personal pensions, but the maximum tax reduction has
gradually been reduced.

The Law of Employment Security (LAS) covers people up to age
67. Mandatory retirement under age 67 has not been allowed since 2003
(before 2003, this age was 65). In some sectors, 67 is becoming the
normal age of retirement.

CHANGES IN EMPLOYMENT AMONG OLDER
PEOPLE IN SWEDEN

In Sweden, it is possible to follow labor force participation and
employment in labor force surveys for over 50 years. Statistics Sweden
carried out its first labor force survey in 1961, after the Labor Mar-
ket Board (AMS) had conducted pilot studies in 1959 and 1960. In
1961, the male employment rate was high for those aged 60—69, but this
gradually declined in the mid-1990s for those aged 60 and older. The
male employment rate has increased since the mid-1990s for those aged
60—64, and since 2003 for those aged 65-66. It is, however, still much
lower than it was in the early 1960s (Figure 4.1).
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Figure 4.1 Employment Rate for Men, 1961-2011
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The female employment rate was low in the early 1960s, when it
was common for women to be housewives, but for those under age 65
it has gradually increased since then with some business cycle varia-
tions (Figure 4.2). The employment rate is still higher among men than
women in all age groups, but the difference has gradually decreased
with new cohorts and also within each cohort.

WHO HAS RETIRED?

This study deals with income distribution among pensioners. The
line between being retired and being in the labor force, however, is in
many cases unclear, and retirement age varies widely among individu-
als. Taking a pension and retiring is not the same thing. When someone
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Figure 4.2 Employment Rate for Women, 1961-2011
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takes a pension it does not mean that he or she leaves the labor force—a
pension from the social security system can be taken while working,
and the pension is not means-tested against other pension, other in-
come, or wealth. One definition is that someone is retired when his or
her pension income exceeds the sum of labor income and unemploy-
ment benefit or other social insurance benefits.

The Swedish Pensions Agency uses four different measures of
retirement in its analysis (Karlsson and Olsson 2012). The first mea-
sure is the Average Exit Age, which is the age that a person leaves the
workforce, given that he or she was working at age 50. The other three
measures are different average pension age measures. Average Pension
Age 1 is the average age for taking an old-age pension (not only the
individual account premium pension), Average Pension Age II includes
those who receive a disability pension (taken up from age 30 or older),
and Average Pension Age III also includes those receiving a disability
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pension, but only when they are 50 or older. Average Pension Age Il is
more in line with the definition of the Average Exit Age, which also has
50 as an age limit. Occupational and personal pensions are not included
in the definition of pension income.

According to the Swedish Pensions Agency, in 2011 the Average
Pension Ages 1, 11, and III were 64.6, 62.5, and 63.9, respectively.

Age limits in the pension system and in the Employment Protection
Act (LAS) influence when someone leaves the workforce. The social
security pension can be claimed at age 61, but the guarantee pension
cannot be taken before age 65. In the next few years, it is expected
that about 25 percent of new retirees will receive the guarantee pen-
sion. In 2008, 778,000 individuals had a guarantee pension, of which
180,000 (15 percent) had a full one. Of those who received a guarantee
pension, 80 percent were women (Olsson 2011). Nearly half of female
pensioners aged 65—69 received a guarantee pension in 2008. Housing
allowances for older persons may be granted from age 65 if the full so-
cial security pension is drawn. The Employment Protection Act, on the
other hand, covers employees up to age 67.

In addition to these age limits, occupational and personal pension
plans have different age limits. Personal pensions and occupational
pensions from the private sector (ITP and SAF-LO) and the defined
contribution component of the pensions for municipal and county
employees (KAP-KL) can be claimed from age 55. Employees in
the public sector can take their pensions from age 61. Occupational
pensions should, according to collective agreements, be taken out for
retirement purposes.

In our analysis of patterns of income receipt among older persons,
we chose to draw the line at age 65 for several reasons: the majority
take their pensions at age 65, a guarantee pension can first be granted
at age 65, the age limit for unemployment insurance and disability pen-
sion is 65, and special rules apply to those 65 years and older regarding
sickness benefit and compensation from work injury insurance. In the
labor market policy programs, there are no formal age limits, but those
aged 65 and older are in practice not assigned to labor market programs.
In addition, many (wrongly) think that the retirement age in the social
security pension system is 65.
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MEASURING INCOME DISTRIBUTION

When studying the income distribution and how it changes, we
can use several different kinds of income measures. The most common
one is the household’s disposable income, that is, household market in-
come minus taxes plus transfers (see, for example, Bjorklund and Jéntti
[2011]). When we compare the income distribution for those who are
under 65 with the incomes of those who are older, we can use both
the disposable income per individual in the household and the indi-
vidual household member’s own disposable income. When we look
more closely at the income distribution for those aged 65 and older,
we can analyze different types of income and the distribution of those
incomes. Here, in addition to average disposable income per person in
a household, we analyze individual disposable income, pension income
from the social security and occupational pension systems, and income
from capital. We also study the distribution of wealth. The information
on disposable income, pensions, and capital income is derived from
the Longitudinal Income Database (LINDA) for the years 1982-2009
(see Kruse [2010]). LINDA consists of register data of a representative
sample of the population, including information regarding the person’s
family. The data on wealth come from HEK (the incomes of the house-
holds), which is an annual telephone survey of a representative sample
of the population (see Rosén Karlsson [2011]).

In this study, we use percentile ratios when we look at income
inequality and how it has changed over time. We chose this measure
rather than the often used Gini coefficient because of its simple inter-
pretation, and because by using percentile ratios, we can investigate
both the lower and the upper sections of income distribution.’

The ratio between the 90th percentile and the 10th percentile (P90/
P10) shows how many times higher the income of a person with the
90th percentile income is compared to the income of a person who has
the 10th percentile income. If the ratio is 2, the person with the 90th
percentile income has twice as much in income as the person with the
10th percentile income.*

In order to investigate those with high incomes and those with
low incomes, we compare the 90th and 10th percentiles with the me-
dian, P90/P50 and P50/P10, respectively. By using percentile ratios as
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a measurement of wage dispersion, one can examine whether income
inequality increases or decreases from year to year. The measure is not
influenced by general income growth.

DOES THE INCOME DISTRIBUTION DIFFER
BETWEEN OLDER AND YOUNGER PERSONS?

Disposable incomes are lower for those aged 65 and older than for
those aged 55-64. Those aged 75 and older have particularly low in-
comes. Figure 4.3 shows household disposable income per person for
different income groups. Income inequality has increased for those
aged 50—64 and 65-74. For those aged 75 and older, the income differ-
ences have been more or less the same until the last few years. Many
in this age group only receive the basic pension from the old pension
system, which leads to a compressed income structure. Over the past

Figure 4.3 Development in Disposable Income per Person in the
Household, 1991-2009
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Figure 4.3 (continued)
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few years, however, income inequality has first increased and then de-
creased slightly. The share of this age group with income-related social
security pensions and occupational pension systems has increased.

Having already demonstrated the changes over time in income in-
equality among households, Figures 4.4 and 4.5 show the disposable
incomes of men and women. Income inequality for men aged 50-64
and 65-74 has increased sharply. In recent years, the trend has been
particularly pronounced among those who are aged 50—64. For those
aged 6575, the income gap has mainly grown in the upper part of the
distribution (P90/P50).

Figure 4.5 shows that income inequality among women aged 50—64
was high in the beginning of the 1980s. Many women were not em-
ployed, and many of those employed worked part time, often short part
time. As women gradually entered the labor market, income inequal-
ity among women aged 50-64 decreased strongly. Among women 65
and older, in contrast, income inequality increased, especially in the
upper part of the distribution. More women now have income-related

Figure 4.4 Development in Disposable Income for Men, 1982-2009
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Figure 4.4 (continued)
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Figure 4.5 Development in Disposable Income for Women, 1982-2009
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Figure 4.5 (continued)
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pensions, but many still have a guarantee pension only or one that is
combined with a low-income pension.

Has income inequality increased or decreased? The main tendency
is that it has increased significantly among both men and women aged
65—74 and also among women 75 and older. This applies particularly
to those with high incomes (P90), who now have much higher incomes
than those in the same age with low incomes (P10). In the lower part of
the income distribution, the changes are much smaller (P50/P10).

THE DISTRIBUTION OF INCOME AMONG OLDER PEOPLE
IN SWEDEN

We now compare further the incomes of men and women and
foreign born and native people, respectively. Here, we estimate the per-
centile distribution separately of each of those four groups and then
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compare them. There are a number of reasons for conducting these two
comparisons. Women have had and still have a weaker labor market at-
tachment than men, and pensions are based on earned income over the
years. In the old pension system, 30 years of earnings were required for
a full pension, and the best 15 years counted for the calculation of the
pension. In the new system, the income for all years is counted. Women
more often have had career breaks and are more likely than men to have
worked part time. This leads to lower pensions for women than for men
in the new system. This means that women often receive a guarantee
pension, which, unlike the income pension, is not indexed to income
growth in the economy but is price indexed. This situation will prob-
ably lead to a gradual reduction of the average economic standard for
women compared to that of men.

The foreign born in many cases have a weak labor market attach-
ment. They often are not in the labor force or unemployed, more so
than natives, and many of those who are employed have low incomes.
Coming to Sweden as an adult can also lead to a low pension—it is
often difficult to enter the labor market, and therefore many have few
years with a contribution to the pension system. Those who immigrate
after age 25 cannot reach the 40 years’ residence in Sweden needed to
receive a full guarantee pension at age 65.

The foreign born in Sweden are a heterogeneous group. Those who
come from other Nordic countries and other countries in Western Eu-
rope have generally had a much better situation on the labor market
before their retirement than those from countries outside Europe. The
rules for pensions also differ depending on country of origin due to the
existence of various international agreements. The rules are different
for those coming from other Nordic countries, other EU/EEA countries,
other countries with which Sweden has a pension agreement, and coun-
tries with which Sweden has no agreement regarding social security
pensions.

COMPARING THE INCOMES OF WOMEN AND MEN

Figure 4.6 shows that women’s disposable incomes are lower than
men’s. This applies to all three age groups—50-64, 65-74, and 75 and
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Figure 4.6 Disposable Incomes for Women as a Share of the Disposable
Incomes for Men at the 10th, 50th, and 90th percentiles,
1982-2009
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Figure 4.6 (continued)
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older—and all three percentiles that we report—P10, P50, and P90.
However, there are some differences. Women aged 50—64 in the 10th
percentile had low incomes at the beginning of the period compared to
men in the same percentile. It was a period when many women were
not employed; housewives were common. Women'’s relative earnings
later increased among those in the 10th percentile. Since the mid-1990s,
women’s disposable incomes have been 70-80 percent of men’s in-
comes in all three percentiles for those aged 50—64. For those aged
65-74, women’s incomes have fluctuated between 65 and 75 percent of
men’s incomes for the three percentiles over the past 27 years.

Among those 75 and older, women’s incomes declined relative
to those of men throughout the period. During the 1980s, income dif-
ferences were small in this age group. Among those with the lowest
incomes (P10), women even had slightly higher incomes than men.
This is explained by the fact that women more often than men are not
married (including widows) in this age group, and that a single per-
son received a slightly higher pension than a married person according
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to the rules of the basic social security pension. In the late 2000s, the
income differences between men and women were large in all three per-
centile groups. The difference was largest for those with high incomes
(P90), where women’s incomes were only about 65 percent of men’s.

The next step is to compare the pensions of women and men aged
65—74 and 75 and older in the same percentiles as before—P10, P50,
and P90 (Figure 4.7). There was a large sudden change in pensions be-
tween 2002 and 2003. This is explained by the fact that payment from
the new pension system started in 2003. The basic pension and the pen-
sion supplement were replaced by the guarantee pension in that year. In
the statistics for 2002 and earlier, only the basic pension and the ATP
pension, but not the pension supplement, were included as parts of the
pension income. The graphs in Figure 3.1 outline disposable income,
including pension supplements and housing allowances for pensioners.
This explains why we do not see large sudden changes in the graphs in
Figure 3.1.

We finally show the pension income distribution for women and
men aged 65-74 and 75 and older (Figure 4.8). Pension income in-
equality increased for female pensioners, both for those 65-74 and for
those 75 and older, but the differences in pensions are slightly lower for
the older group. For women aged 65-74, income inequality decreased
in the upper part of the distribution.

For the oldest women, pension income inequality increased. At the
beginning of the 1980s, a large majority of the oldest women only had
a basic pension. Therefore the pension income distribution was com-
pressed. As more women in that age group received income-related
social security pensions and occupational pensions, they pulled away
from those with only a basic pension, and pension income inequality
increased.

For men aged 6574, pension income inequality has remained fairly
constant. The exception is the P90/P10 ratio. This ratio first declined for
some years and then rose for several years. However, there are larger
changes for those aged 75 and over for P90/P10 and P50/P10. A marked
rise in the ratio P90/P10, and to a lesser extent PS0/P10 is followed by
a jump down and then stabilization.
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Figure 4.7 Pension (Social Security and Occupational) Incomes of
Women as a Share of the Pension Incomes of Men at the 10th,
50th, and 90th Percentiles, 1982-2009
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Figure 4.8 Changes in Pension Incomes (Social and Occupational) for
Women with a Pension in Different Age Groups, 1982-2009
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INCOME FROM CAPITAL

Income from capital has become an increasingly important part of
pensioners’ income and now represents one-fifth of the income of those
aged 65 and older. It is unevenly distributed between pensioners, and
mainly concentrated on those with the highest incomes. The fact that
capital income has risen sharply for those with the highest incomes has
contributed the most to increased income inequality among pensioners
(Gustafsson, Zaid, and Franzén 2007).

Those who are 65 and older have on average about the same finan-
cial assets but lower debt and higher real assets (property) compared to
those under 65 (Flood 2004). This means that their net wealth is high,
especially when compared to those below age 50. On average, the net
wealth is SEK 1.2 million for those 65 and older, and slightly lower for
those 75 and older. The net wealth of men 65 and older is on average
half a million SEK higher than for women the same age.

Flood (2004) examines the total net assets in different age groups in
2000 and establishes that wealth is greatest at age 56 and remains at a
high level to about age 65. Those 65 and older had less wealth, and their
levels of wealth declined even more as they got older. This corresponds
with the theory of redistribution of income over the life cycle—you
save when you are of working age and use the savings when you have
retired. The differences could also be partly explained by differences
in the cohorts’ wealth positions when they reach retirement age. It is
important to note that the data in Flood’s study are from a cross-section,
and individuals are not followed over several years.

Many banks provide “senior loans” with the home of the retirees as
security. Homeownership can thus contribute to increased consumption.
The share of those who owned a house was almost as great among those
aged 65-74 (41 percent) as among those aged 30-65 (46—49 percent)
(Table 4.1). A quarter of those 75 and older owned a house. On average,
the value of the house was slightly higher for those 65 and older than
for younger age groups. The share of those 65 and older who owned a
house was higher among men compared to women. The houses men
own are also somewhat more valuable than the houses women own.



Table 4.1 Average Real Assets for Women and Men in Different Age Groups, 2007
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Mean value House* Building society flat Summer house
for those Share Mean value for Share Mean value for Share  Mean value for
Share with  with a value  with value those with a value  with value those with a value with  those with a value
Gender/age value (%) (thousand SEK) (%) (thousand SEK) (%) (thousand SEK)  value (%) (thousand SEK)
Women 44.0 1,381 29.0 1,165 12.0 944 7.0 761
and men

0-19 0.4 697 0.1 677 0.2 641 0.1 429
20-29 24.0 950 8.0 730 14.0 1,017 2.0 572
30-49 63.0 1,297 46.0 1,128 15.0 1,035 8.0 718
50-64 69.0 1,559 49.0 1,206 16.0 951 15.0 785
65-74 64.0 1,507 41.0 1,262 18.0 811 14.0 785
75+ 49.0 1,287 24.0 1,245 21.0 787 7.0 804
Women 42.0 1,260 26.0 1,132 13.0 951 7.0 757
0-19 0.4 676 0.1 660 0.2 615 0.1 424
20-29 24.0 940 9.0 720 14.0 1,063 1.0 561
30-49 62.0 1,218 45.0 1,112 14.0 1,028 7.0 703
50-64 66.0 1,396 44.0 1,173 17.0 966 15.0 781
65-74 56.0 1,316 31.0 1,202 20.0 828 13.0 791
75+ 41.0 1,173 17.0 1,228 21.0 824 5.0 816
Men 46.0 1,492 31.0 1,193 12.0 937 8.0 765
0-19 0.4 721 0.1 694 0.2 676 0.1 434

20-29 24.0 959 7.0 741 15.0 978 2.0 582



30-49 64.0

50-64 73.0
65-74 73.0
75+ 61.0

1,370
1,705
1,665
1,407

46.0
54.0
51.0
36.0

1,143
1,233
1,300
1,257

15.0
15.0
16.0
20.0

1,041
935
790
726

8.0
15.0
16.0
10.0

732
789
780
795

A house with one or two (semidetached house) homes.

SOURCE: Statistics Sweden’s wealth statistics.
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WHAT CAUSED THE INCOME GAP BETWEEN PENSIONERS?

Pension income is the main income of those aged 65 and older.
In this section, we examine the importance of labor income, labor
market attachment, disability pension, the sector they retired from, self-
employment, marital status, sex, country of birth (grouped level), and
the age for retirement with regard to the probability of belonging to the
groups of low- and high-income pensioners. We investigate the prob-
ability of belonging to the 10 and 20 percent group with the lowest
pension income and the 20 or 10 percent group with the highest pension
incomes for those who retired between 2005 and 2008. Our measure
of pension income includes social security and occupational pensions.
Being retired is defined here as receiving a pension income (social se-
curity and occupational pension) that exceeds labor income. We use the
pension income for the year after retirement when we examine the like-
lihood of persons being low- or high-income pensioners. The analysis
includes only those whom we have information for at least five years
before retirement.

Table 4.2 summarizes the results of probit estimates. Marginal
effects are reported. Men are less likely to belong to the group of pen-
sioners with the lowest pensions and more likely to belong to the group
with the highest pensions. Being married has no effect on the pension
income group to which a pensioner belongs.

The later persons retire, the lower the probability of their belonging
to the group of pensioners with low incomes. However, the retirement
age does not matter for the probability of belonging to those with the
highest pension incomes. This is a result of effects working in different
directions. Those with high pensions can better afford to take their pen-
sions early, so that many with high pensions leave the workforce early.
On the other hand, the pensions for those who leave the workforce late
will be higher given their earlier incomes, as pensions are based on pre-
vious incomes, and the incomes will be higher if the pension is taken
up at a higher age (fewer years with a pension are expected). The esti-
mates show that the higher the income is five years before retirement,
the lower the probability is of being among those with a low pension.

One group with low pensions, which we return to later, is the self-
employed. Those who were self-employed five years before retirement
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belong more often to the group with the lowest pension incomes and
are less likely to belong to the group with the highest pensions. Those
leaving the labor force with a disability pension are another group with
low pensions.

We have also included a variable for those who have a weak labor
market attachment five years before retirement. This group includes
those who did not have any income from work (either as an employee
or as self-employed). Among those who belong to this group, some
have low pensions and others have high pensions. These mixed results
suggest that this group includes both those with a poor labor market
attachment, due to difficulties in getting a job, and the wealthy who
choose to not work but five years later receive a good pension.

The risk of being one of those with the 10 percent lowest incomes
is higher for those born outside Sweden. Being born in another Nordic
country has a negative effect on the probability of belonging to those
with the highest pension incomes. However, there is no difference be-
tween natives and those born outside the Nordic countries with regard
to the probability of being in the group with the highest pensions.

Even if pension income is the main income for pensioners, other
sources such as other income transfers, labor income, and capital in-
come are important parts of the retirees’ incomes.’> The share belonging
to the group with the 10 percent lowest pension incomes who belongs
to the group with the 10 percent lowest disposable incomes is 43 per-
cent. Of those with the 20 percent lowest pension incomes, 57 percent
belong to the group with the 20 percent lowest disposable income. We
see a similar pattern for those with the highest pensions. Of those with
the 20 percent highest pensions, 61 percent belong to the group with the
20 percent highest disposable incomes, and of those with the 10 percent
highest pensions, 53 percent belong to those with the 10 percent highest
disposable incomes. In Table 4.3 we show probit estimates for the prob-
ability of belonging to the group of those with the lowest and highest
disposable incomes.

Those who have a weak labor market attachment five years before
retirement more often belong to the group of those with the lowest pen-
sions but less often to the group of those with the lowest disposable
incomes. One explanation may be that those who have had a weak labor
market attachment receive other income transfers, and that the group



Table 4.2 The Probability of Belonging to the Group with 10 or 20 Percent Lowest and Highest Incomes from
Pensions (Social Security and Occupational Pensions), among Those 65 and Older
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10% lowest pension  20% lowest pension 20% highest pension 10% highest pension

Men —0.018%** —0.099%** 0.103*** 0.036%**
0.003 0.006 0.007 0.004
Married —-0.003 0.006 0.012 0.009
0.003 0.006 0.008 0.004
Age at retirement —0.013%%** —0.0271%%* 0.001 0.001
0.001 0.001 0.001 0.001
Annual labor income/10,000 —0.002%** —0.007*** 0.013%** 0.004%**
five years before retirement 0.000 0.000 0.000 0.000
Self-employed five years 0.058%** 0.270%** —0.110%** —0.046%**
before retirement 0.010 0.019 0.009 0.003
Disability pension 0.061%** 0.074%%** —0.081%** —0.024%**
0.006 0.008 0.008 0.004
Weak labor market attachment 0.063**%* 0.086%** 0.357%** 0.217%**
five years before retirement 0.011 0.015 0.030 0.027
Born in Sweden Ref? Ref? Ref? Ref®
Born in another Nordic country 0.017** 0.004 —0.064*** —0.015*
0.009 0.013 0.012 0.007
Born in EU15 and OECD6 0.037%** 0.028 —0.032 -0.014
0.017 0.023 0.021 0.010
Born in other countries 0.076%** 0.166%*** —0.030 —0.008

0.017 0.028 0.019 0.010



Number of observations 13,286 13,286 13,286 13,286
LR chi2(10) 2,097.65 3,331.56 5,064.41 2,050.18

*Reference category.
NOTE: *significantly different from zero at the 0.10 level; **significantly different from zero at the 0.05 level; ***significantly different

from zero at the 0.01 level. The EU15 and OECDG6 countries are Australia, Austria, Belgium, Canada, France, Germany, Greece, Ireland,
Italy, Japan, Luxembourg, Netherlands, New Zealand, Portugal, Spain, Switzerland, UK, and the United States. The annual labor income
is divided by 10,000 to facilitate the reporting of the estimates.

SOURCE: LINDA.
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Table 4.3 The Probability of Belonging to Different Deciles of Disposable Incomes among Those 65 and Older

10% lowest 20% lowest 20% highest 10% highest
income income income income
Men —0.052%** —0.117%** 0.074%** 0.023***
0.004 0.006 0.007 0.005
Married 0.018%** 0.032%** -0.015%* —0.009
0.003 0.005 0.009 0.006
Age at retirement —0.002%** —0.003*%** 0.000 0.000
0.000 0.001 0.001 0.001
Annual labor income/10 000 five years —0.004*** —0.010%%* 0.011%** 0.005%**
before retirement 0.000 0.000 0.000 0.000
Self-employed five years before retirement 0.030%** 0.019** 0.115%** 0.054%**
0.007 0.011 0.019 0.014
Weak labor market attachment five years —0.007%** —0.058*** 0.318%** 0.187%**
before retirement 0.004 0.006 0.026 0.024
Disability pension —0.015%** —0.018%*** —0.038*%** —0.016%*
0.003 0.006 0.010 0.006
Born in Sweden Ref? Ref.? Ref.? Ref?
Born in another Nordic country 0.005 0.025% —0.052%%*%* —0.029%***
0.007 0.014 0.015 0.009
Born in EU15 and OECD6 0.017 0.033 —0.006 0.001
0.013 0.023 0.026 0.017
Born in other countries 0.076%** 0.131%%* —0.046** —0.008
0.017 0.025 0.020 0.014

06



Number of observations 13,286 13,286 13,286 13,286
LR chi2(10) 2,040.15 3,240.44 3,238.41 2,050.18

*Reference category.
NOTE: *significantly different from zero at the 0.10 level; **significantly different from zero at the 0.05 level; ***significantly different

from zero at the 0.01 level. The EU15 and OECDG6 countries are Australia, Austria, Belgium, Canada, France, Germany, Greece, Ireland,
Italy, Japan, Luxembourg, Netherlands, New Zealand, Portugal, Spain, Switzerland, UK and the United States. The annual labor income
is divided by 10,000 to facilitate the reporting of the estimates.

SOURCE: LINDA.
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may also contain some of those with a strong economic position who
have chosen to stop working early.

Many of those with low and high pensions have low and high
disposable incomes, respectively, but there are some differences. The
self-employed have low pensions on average, but a higher probability
of belonging to the groups of those with the lowest and highest dispos-
able incomes. This reflects the heterogeneity among the self-employed.
While some people have been able to save for old age, others have not.

GROUPS AT RISK FOR LOW PENSIONS AND
LOW INCOME

Self-employed

The income differences among self-employed workers are large.
Many have low incomes, and many do not have a supplementary
pension of the same type employees tend to have. The number of self-
employed is large and growing, making it important to study this group.
Many of the self-employed are foreign born.

Employees who become self-employed have different backgrounds.
Those who take into account characteristics such as education have low
labor income as employees and those who have a high labor income as
employees are overrepresented among those becoming self-employed
(Andersson Joona and Wadensjo 2013). The latter group is doing
considerably better than the first one in being self-employed, which in-
dicates that the conditions for being self-employed vary greatly, as do
the opportunities and knowledge of how best to prepare financially for
life as a pensioner.

More than half of small business owners pay into pensions for
themselves, but a quarter of the self-employed have no retirement
savings; they save neither privately nor through their firms. Of the self-
employed who save, 45 percent save less than 2,000 SEK per month.
In order to receive the same pension that their employees receive from
occupational pensions, the self-employed have to save 5 percent of their
gross incomes from age 25 until retirement. If they start to save later,
the annual savings required are higher (Svirdman 2011). The main rea-
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son the self-employed give when asked why they are not saving for a
pension for themselves is that they cannot afford it. Other reasons are
that they do not see any need, as their incomes as retirees are guaranteed
by other means; they do not know how it works with occupational pen-
sions; and they do not have time to gain an understanding of pension
issues (Burreau 2011).

Today’s retirees who have been self-employed have significantly
lower pensions than those who have been wage earners. Both men and
women who were self-employed five years before retirement had on
average a total pension (social security, occupational, and personal)
corresponding to about 70 percent of the average total pension for
those who were wage earners five years before retirement in the period
2005-2009.°

Figures 4.9 and 4.10 show how much the average social security,
occupational and personal pensions are for those who were wage earn-
ers or self-employed. Those who were wage earners had higher social
security and occupational pensions but lower personal pensions than
those who were self-employed. The social security pensions of the self-
employed were about 75-80 percent of the social security pensions of
wage earners for both men and women. For self-employed women, the
occupational and personal pensions together constitute about 45-55
percent of the pensions of women who are wage earners, with an excep-
tion for self-employed women aged 75 and older who had occupational
and personal pensions that were higher than those for wage earners. The
corresponding figures for men are between 40 and 50 percent.

Guarantee Pensioners, Those without Occupational
Pensions, and the Foreign Born

Some groups other than the self-employed have low pensions, such
as those who have had low or irregular earnings and therefore receive a
guarantee pension. The guarantee pension is only price indexed and not
income indexed like the income pension. The group may therefore lag
behind in income growth compared to those receiving an income pen-
sion. For the next few years it is expected that about 25 percent of new
retirees will receive a guarantee pension. In 2008, 778,000 individuals
received a guarantee pension, of which 180,000 (15 percent) received
a full one. Of those who received a guarantee pension, 80 percent were
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Figure 4.9 Pension Incomes for Men, 2005-2009
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NOTE: Employees are defined as those who had their main incomes from employment
five years before retirement. Self-employed are those with their main income from
self-employment five years before retirement. Someone is defined as retired when
pension income from social security and occupational pension exceed labor income.

SOURCE: LINDA.

women (Olsson 2011). Nearly half of female pensioners aged 65—70 re-
ceived a guarantee pension in 2008. Among women aged 70 and older,
it is even more common to receive a guarantee pension, as the older
cohorts have had low labor force participation. For example, just less
than 60 percent of women aged 70-75, over 80 percent of those aged
80-85, and over 90 percent of those aged 90 and older receive a guaran-
tee pension. The proportion of men who receive a guarantee pension is
much lower. In the age group 65-70, only slightly more than 10 percent
receive a guarantee pension. Among men aged 80—85, a quarter receive
a guarantee pension, and among those 90 and older, half receive a guar-
antee pension.
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Figure 4.10 Pension Incomes for Women, 2005-2009
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pension income from social security and occupational pension exceed labor income.

SOURCE: LINDA.

Employees not covered by collective bargaining labor agreements
are a second group at risk for low pensions. Occupational pension is
most important for those who have had incomes above the ceiling in
the income pension system, but it is important not just for them. Most
receive their occupational pensions through a collective agreement.
Over 90 percent of employees are employed in workplaces covered by
collective bargaining agreements and thus have occupational pensions.
Those who lack an occupational pension are primarily those who work
in firms with few employees, those with the highest and lowest wages,
and the self-employed and unemployed. Only a third of small business
owners have signed up for an occupational pension. Employers without
a collective agreement may pay for an occupational pension plan for
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their employees and at the same time for themselves. Of businesses
without a collective agreement, 40 percent have a pension plan. Among
those not covered by a collective agreement pension, approximately
60 percent have signed up for a separate personal pension (Svardman
2011).

The foreign born are a third group at risk for low pensions. This
is a group with large income differences and includes many low-
income earners. Flood and Mitrut (2010) have written a report for the
Social Council on immigrants coming from non-OECD countries and
their pensions. The pensions of this group of foreign born are predicted
to be low. Between 1992 and 2007, the foreign-born men’s earnings
were about 75 percent, and foreign-born women’s earnings were about
60 percent of native-born men’s earnings. This can be compared with
the native-born women’s earnings, which were about 70 percent of the
earnings of native-born men.

The growth of earnings has important implications for future pen-
sions. Between 1992 and 2007, this was slower for the foreign born
from non-OECD countries than for natives. As an example we take the
cohort born in 1960-1964. The income growth (among those who had
earned income) was 62 percent for native men, 72 percent for native
women, 47 percent for foreign-born men, and 49 percent for foreign-
born women.

Labor force participation among the foreign born is lower than
among natives even after taking into account differences in education,
age, gender, etc. This leads to lower pensions for the foreign born than
for natives. It should be emphasized that there are significant differences
depending on country of origin. Low wages, low labor force partici-
pation, high unemployment, and fewer years in Sweden lead to lower
pensions. Probably only a few foreign born from non-OECD countries
have pension rights from their country of origin that can be transferred.

Forecasts of future social security pensions show that foreign-born
people from non-OECD countries will have much lower pensions than
natives. Foreign-born men born between 1946 and 1970 will receive
about 60—65 percent of the native men’s social security pension. The
corresponding figure for foreign-born women is about 55 percent of the
native men’s social security pension.

The foreign born from non-OECD countries have significantly
lower incomes and wealth than natives. Native-born men had in 2007
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three to four times higher real assets than foreign-born men. The same
relationship applies to the wealth of native- and foreign-born women.

Also, assets in personal pension savings are much smaller for the
foreign born from non-OECD countries than for natives. For the cohort
born 1945-1949, this amounted to one-third for both men and women
compared to native men in the same cohort. For younger cohorts, the
difference was even greater. For example, for the cohort born 1960—
1964, the foreign-born personal pension wealth was 18 percent of that
of native men in the same cohort, and for the cohort born 1970-1974 it
was only 11 percent.

CONCLUSION

In this section, we summarize our results and mention some areas
where we lack essential knowledge.

One important result is that some groups aged 65 and older have
low pensions and other low incomes compared to others the same age.
Women 65 and older on average have lower incomes and pensions than
men the same age. The main reason for this is that working-age women
have had a greater responsibility for unpaid housework than men. This
does not mean that all of them live in households with low incomes as
they get older. Many are married to men who have high pensions or
other forms of income, but older women are often single. Women live
longer than men, and women are on average younger than the men they
marry. This means that women are more likely to be widowed than men.
In addition, divorce is common, and pension wealth is not distributed in
full upon divorce. Many women thus become single with a low pension.
The long-run solution is a more equal division of labor between men
and women both in the household and in the market. However, it can
take a long time before such a change takes effect. Pensions are based
on earnings over a lifetime or for many years (some of the occupational
pensions). There are good reasons for reviewing the rules on pension
plans.

The foreign born are another group that on average has low pen-
sions. This is because many have a weak labor market attachment and
many have lived for less than the 40 years in Sweden required at 65
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for a full guarantee pension. The long-term solution is a stronger labor
market attachment, but there are good reasons to review the rules for
pension plans, particularly the rule about the number of years of resi-
dence required for a full guarantee pension.

The self-employed is a third group that often has low pensions. One
explanation is that they have not paid for a pension corresponding to the
occupational pensions for employees; another is that many of the self-
employed have low incomes. A solution may be that more information
could be given about the pension plans for self-employed, but there
may be other ways of bringing this about.

A fourth group, which largely coincides with the three previously
mentioned, consists of those who for various reasons have had a weak
attachment to the labor market over a number of years. Also, after age
65 they usually have a weak attachment to the labor market, and they
receive a low social security income—based pension and a price-indexed
guarantee pension.

It is important to investigate different ways to improve the situation
for those four mentioned groups who often have low incomes and pen-
sions after age 65, that is, to improve the conditions for women, foreign
born, self-employed, and those who for prolonged periods have had a
weak attachment to the labor market. Different types of solutions may
be required for the various groups.

Notes

We thank participants at the TrefF seminar in Oslo on May 31, 2012; the Swedish Fiscal
Policy Council conference in Stockholm on June 18, 2012; and the ENRSP Conference
in Poznan on September 13—14, 2012. We also thank Christer Gerdes for helpful com-
ments on an earlier version.

1. See Sjogren Lindquist and Wadens;jo (2011) for a more detailed presentation.

2. There is a gradual change from one system to another. For those who are born in
1938, 4 parts of 20 are calculated according to the new system (and 16 parts of 20
according to the old system). In 1944, 10 parts of 20 are calculated according to
the new system (and 10 parts of 20 according to the old system).

3. For a discussion of different measures of income inequality among pensioners, see
Johnson and Stears (1999).

4. van Vliet et al. (2011) use P80/P20 to measure the income distribution among
older people in 15 European countries. They find that the ratio is lowest in the
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four Nordic countries included in their study—Denmark, Finland, Norway, and
Sweden.

5. See also Sjostrom and Ornhall Ljung (2011) and Klevmarken (2010) for an analy-
sis of who is working after 65.

6. Retirement is defined here as the first-year pension income from social security
and occupational pension exceed labor income.
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