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Abstract

This article reviews the behavioural effects of Finland’s pension reforms in 2005 and 2017. With
employment rates in older age groups at relatively low levels, both these reforms aimed to encourage later
retirement and introduced a flexible old-age retirement age, initially between ages 63—68 and
progressively raised to 65—70 years. However, the two reforms differed notably in terms of the means
adopted. The 2005 reform relied heavily on “carrots”, i.e. individual choices and financial incentives. In
the 2017 reform, “sticks” had a much bigger role, raising the age of eligibility for old-age pension. We
consider how the behavioural effects of these two policies differed from each other. The article reviews
the existing literature on pre-reform policy evaluations concerning the effects of the pension reforms and
explores actual post-reform retirement behaviour based on studies that use register and survey data. It is
shown that the 2005 reform failed to induce later retirement, and that employees in higher socio-
economic positions benefited more from financial incentives associated with later retirement. In this
regard, the 2017 reform, which will automatically increase retirement age via a higher age of eligibility,

treats different socio-economic groups more equally.
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1. Introduction

Boasting some of the highest life expectancies in the world, the Nordic countries have worked to
encourage later retirement ever since the 1990s (NOSOSCO 2008). Sweden and Norway have constantly
maintained high employment rates in their ageing populations, but Finland has recorded much lower
employment figures in the 55+ age groups. Initially the priority in Finnish pension policy was therefore to
limit early retirement and other early exit options (Saurama 2004, 75—77), while raising old-age
retirement age entered the policy toolbox much later on. Employment rates among older people have
edged up in Finland since the turn of the millennium, which has made the objective of raising the old-age

retirement age a more realistic policy target.

Policymakers are keen to know how to achieve later average old age retirement age, and what is the most
effective way to reach this goal. In the past two decades Finland has carried out two pension reforms
aimed at postponing retirement. These reforms differed notably in their approaches and methods chosen
to induce later retirement, and therefore offer valuable insight into how pension behaviour may be
influenced by means of pension regulation. Furthermore, they shed light on how pension regulation may
yield different behavioural outcomes depending on individuals’ demographic and socio-economic

background.

This article reviews the pension reforms carried out in Finland in 2005 and 2017, both of which
introduced new old-age retirement rules, and subsequent changes in retirement behaviour. The first
reform in 2005 took a “carrot” approach, combining a relatively low age of eligibility with financial
incentives to continue working and to postpone retirement beyond the age threshold. The latter reform,
then, adopted a “stick” approach and increased the age of eligibility for each birth cohort, fixing

eligibility to increases in life expectancy.

While both programmes allowed for flexibility in the exact timing of retirement for ages above the
threshold, they relied on distinctly different means to influence old-age retirement behaviour. The 2005
reform essentially used incentives to “nudge” people to voluntarily choose to retire later, whereas the

2017 reform relied on peremptory provision to increase the age of retirement.

In the Nordic context the Finnish case resembles the situation in Norway and Sweden, where a system of
flexible old-age retirement allows people to retire earlier or later than the statutory old-age retirement age.
In both countries financial incentives are in place to “punish” early and to encourage later retirement,

implying that “carrots” are used to influence retirement behaviour. In addition, Sweden has agreed to



increase the lowest age of eligibility for old-age pension and to link these increases to life expectancy,
hence applying a “stick” policy similar to the Finnish pension reform in 2017. In Denmark, flexibility is
allowed only in the direction of later retirement. Denmark has also decided to increase the age limit for
old-age retirement and to link it to life-expectancy. Limited flexibility means that Denmark has quite
strictly followed the “stick” paradigm. (See Pensionsskyddcentralen’s web page Pensionssystem in andra

lander.)

In this article we review the existing literature on the Finnish pension reforms of 2005 and 2017. We
describe the pre-reform expectations of the effect of these reforms, which date from the period when the
reforms were still under preparation, and the actual post-reform retirement behaviour found in studies
using register and survey data. We are particularly interested to evaluate the “carrots” and “sticks”
policies and how effective they were in terms of increasing old-age retirement age, and to assess their

implications for socio-economic differentials in retirement between population subgroups.

2. Theoretical background

2.1 Earlier evidence on the effect of financial incentives on retirement

A common starting point for the economic retirement literature is the life-cycle framework, which
suggests that rational individuals choose their optimal consumption pattern jointly with the amount of
work they wish to supply during their lifetime, i.e. the point of time when they wish to stop working.
Retirement occurs when the utility of retirement exceeds the utility of working an extra year, i.e., when
the financial incentives for retiring are higher. Financial incentives are typically measured by calculating
the future streams of pension benefit as a function of retirement timing (for details, see e.g. Stock & Wise,

1990; Griiber & Wise, 2004).

Griiber and Wise (2004) found in their multiple country study a strong causal relationship between
financial incentives and retirement. In 10 of the 12 countries studied, including Denmark and Sweden, the
single-year accrual was negatively related to retirement likelihood. Using different measures of financial

incentives, Belloni & Alessie (2009) and Achs et al. (2005) arrived at the same conclusion.

Research shows that it is important to control for the value of the future stream of pension benefits in
models explaining retirement (e.g. Baker et al. 2003). This expected stream of income, called social

security wealth, has both income and substitution effects. Due to the income effect, the level of social



security wealth affects retirement decisions; typically individuals with a higher current level of wealth
tend to retire earlier (Berkel & Borsh-Supan, 2004; Chan & Stevens, 2004). On the other hand, people
typically make decisions based on short-term expectations, even if the decision has longer-term effects
(Gabaix et al. 2006). Therefore, a short-term increase in social security wealth (substitution effect)
explains retirement timing better than measures based on longer-term financial measures (see e.g.
Samwick 1998; Dellis et al. 2004). In other words, a higher future pension encourages people to work

longer (for Sweden, see Nilsson 2013; for Norway, see Brinch et al. 2017).

However, financial incentives do not necessarily affect retirement. For example, Coile et al. (2002) report
that despite the financial benefits of postponing retirement, only few people actually take advantage of
this option. In particular, those who are in a weaker position in terms of education or socio-economic
status tend to retire earlier regardless of financial incentives (for Norway, see Midtsundstad 2002; for
Denmark, see Poulsen 2015). Furthermore, the evidence from Norway suggests that people make
retirement decisions based on their expected life expectancy: those who expect to die younger (Brinch et
al. 2017) and those who have health problems (e. g. Hanel 2010; Poulsen 2015) tend to retire earlier. In
this case it is not necessarily the financial incentives that are the main decision factor, but rather the desire

to enjoy retirement for as long as possible.

Pension reforms usually involve two separate elements: a change in the statutory retirement age and a
change in financial incentives. As described above, the effect of financial incentives on retirement is well
documented. Much less attention has been paid to the effects of age limits on old-age retirement. It has,
however, been observed that large numbers retire at the lowest age of eligibility (Behagel & Blau 2012;
Ferreira & Santos 2013).

Furthermore, statutory retirement ages affect behaviour separately from financial incentives. For example,
Seibolt (2017) argues that statutory ages serve as reference points for workers’ retirement decisions, and
observes that pure financial incentives have only a modest effect on retirement, while statutory age effects
are considerable. Manoli and Weber (2016) and Behagel and Blau (2012) reported changes in retirement
age even when financial incentives were absent or controlled for. They conclude that due to behavioural
responses to statutory retirement ages, framing a reform as a change in the statutory age magnifies the

behavioural impact, whereas framing it as a benefit cut dampens the response.



2.2 Earlier evidence on the effect of individual factors on retirement

Apart from the effects of financial incentives and age limits, retirement has a clear socio-economic
dimension. From the individual point of view, socio-demographic factors such as age, gender, education
and income are reflected in retirement timing. Health and family issues can also have a bearing on
retirement decisions.! The findings on the effect of gender are mixed: some results suggest that women
are keener to retire early (Chan & Stevens 2004; Raymo et al. 2011), others that women have a tendency

to work longer (Finch 2014).

Higher education and higher socio-economic status are usually related to higher retirement age. The
highly educated typically start their working careers at a later age and continue to work longer than those
with lower qualifications (for Norway, see Midtsundstad 2002; see also Mermin et al. 2007; Radl 2013).
The socio-economic status reflects the nature of work tasks : upper-level non-manual employees,
typically with less physically demanding jobs, have been observed to retire later than manual employees

(Radl 2013; for Norway, see Solem et al. 2014).

Current income, expected pension income and wealth have all been found to affect retirement decisions.
Higher wealth has been found to be related to earlier retirement (Mermin et al. 2007; Aaron & Callan
2011) and lower expected pension income has been observed to delay retirement (van Solinge & Henkens
2014). Income prior to retirement, in turn, has a less straightforward impact. Higher income makes early
retirement financially possible, but higher income may also be related to the kind of jobs in which people
tend to work longer (e.g. managers or white-collar workers). There is both evidence to support the
conclusion that higher income is related to earlier retirement (Frieze et al. 2011; Raymo et al. 2011) and

that is related to later retirement (Fisher et al. 2015; for Norway, see Brinch et al. 2017).

2.3 The Finnish context: pension reforms in 2005 and 2017

The Finnish pension system is a defined benefit system where pension level is determined by the length
of work history and the amount of past earnings. The earnings-related pension system is mandatory and
covers all workers and virtually all earnings. There are some differences in the pension rules for public
and private sector workers, mostly due to past differences and transition rules that still hold for older
cohorts. In particular, the majority of older public sector employees have a fixed occupational or personal

retirement age, the former typically being lower than and the latter higher than 63 (see e.g. Jarnefelt &



Nivalainen 2016). The pension reforms did not affect the existing occupational or personal retirement

ages in the public sector. Therefore, the focus here is on the private sector.

The two pension reforms in 2005 and 2017 brought changes both to the age limits for early and full
retirement, and to the financial incentives to retire. The most fundamental changes are described in Table
1. In both cases one of the key motives for the pension system overhaul was to prolong working lives and

increase employment rates.

The 2005 reform introduced a flexible old-age retirement age: instead of the standard eligibility age of 65,
people could now retire with a full pension at any point between ages 63 and 68. The age limit for early
old-age pension was raised from 60 to 62. There were also changes to how retiring earlier or postponing
retirement affected pension levels: the credit gained from postponement was reduced and the reduction

made for early retirement was increased.

Important changes were also made to pension accrual rules, first and foremost with a view to encouraging
people approaching retirement age to stay on at work. At the same time, pension accrual was clarified so
that pensions were now calculated based on annual earnings rather than average earnings of the last 10
years of every employment contract. Prior to the reform there were two accrual rates, a lower rate for
younger workers and a slightly higher one for those approaching retirement age. After the reform, the
higher of these accrual rates was lowered, and a third, accelerated rate was introduced to encourage
people to postpone retirement beyond the lowest age of eligibility. In addition to the changes made to the

retirement age limits and pension accrual rates, opportunities for early retirement were greatly restricted.

One key innovation of the 2005 pension reform was the introduction of a life expectancy coefficient
which reduces accrued pension benefits. This is an automated mechanism designed to limit the growth of
pension expenditure as a result of rising life expectancy and to encourage people to extend their working
lives. The life expectancy coefficient is determined annually for each one-year cohort at the age of 62. It
is applied at the point when the level of pension benefit is determined; no subsequent changes are made
once the pension has started. The coefficient was first applied in 2010 for those born in 1948. When life
expectancy increases, the cuts to pensions will also be increased for future cohorts. The cut in the monthly

pension benefit can be offset at least in part by working longer.



Table 1. Changes in pension rules in 2005 and 2017 pension reforms

Pre-2005

Post-2005

Post-2017

Old-age retirement age

Minimum standard age

Flexible retirement age

Lower age limit raised

65 years 63—68 years. Upper age | by 3 months per year
limit for insurance until the limit is 65.
obligation 68 years. Starting from 2030, the

lower age limit is tied
to changes in life
expectancy. The upper
age limit for insurance
obligation will increase
to 70 years.

Pension accrual rate, by | 23-59: 1.5% 18-52: 1.5% From 17 to upper age

age 60-65: 2.5% 53-62: 1.9% limit of insurance

63-68: 4.5% obligation: 1.5%
Early retirement age 60—-64 62 (starting from those | -
born in 1945)

Partial old-age pension | - - Starting from age 61.
The lowest age limit to
rise progressively.
Option to take payment
of 25 or 50 per cent of
accrued pension

Early retirement 0.4% per month of 0.6% per month of For partial old-age

deduction accrued pension prior to | accrued pension prior to | pension: 0.4% per

age 65

age 63

month of accrued
pension prior the
earliest old-age

retirement age

Pension accrual after
the earliest old-age

retirement age

Delayed retirement
credit 0.6% per month
of accrued pension after

age 65

Accelerated accrual rate
4.5% of annual
earnings between ages
63-68. Delayed

retirement credit 0.4%

Accrual rate 1.5% of
annual earnings.
Delayed retirement
credit 0.4% per month

of accrued pension after




Pre-2005 Post-2005 Post-2017

per month of accrued the earliest retirement

pension after age 68 age

The Finnish pension system was reformed again in 2017. It was agreed that the lower age limit for old-
age pension will be increased by three months for each birth cohort, starting from those born in 1955,
until the threshold is 65 years. The upper age limit for insurance obligation is also being progressively
raised to age 70. Starting from 2030, the lowest age limit for old-age pension will be tied to the increase

in life expectancy.

The reform did away with age-specific accrual rates and introduced a standard accrual rate for all. Those
who continue to work beyond the lowest age limit for old-age pension are eligible to receive a delayed
retirement credit (based on accrued pension). At the same time, new pension rights are accrued from
employment. The delayed retirement credit is actuarially neutral, i.e. on average, the amount of pension
that the individual receives during their entire old-age pension period remains the same regardless of the

timing of retirement.

The early old-age pension was discontinued in the 2017 reform. At the same time, to maintain flexibility
in retirement, a new type of pension was introduced in the form of a partial old-age pension. Under this
scheme employees can take payment of one quarter or one half of their accrued pension benefits,
regardless of the number of hours they continue to work. An early retirement deduction or delayed
retirement credit is applied depending on whether the partial old-age pension started before or after old-
age retirement age. At the same time, the rest of the accrued pension increases in line with delayed

retirement credit rules until the person’s full retirement.

3. Methods and data

Our review makes use of earlier research on either of the two pension reforms, published in the Finnish or
English language. To ensure the inclusion of all relevant studies, we searched a Finnish database using
the search terms “pension reform”, “retirement age” and “old-age pension” (in Finnish) for publications
by Finnish research institutes, and Google Scholar using the search term “Finland AND (retirement OR

pension)” for academic publications and journal articles in English. We found 51 studies that were



published between 2001 and 2019. Most of the studies, 36 in total, were related to the 2005 reform, while

15 concerned the 2017 reform. Because of this imbalance we give more attention to the 2005 reform.

However, not all of these studies contained information specifically on old-age retirement, nor were all of
them relevant for the purpose of evaluating expected or observed behaviour regarding old-age retirement
either pre- or post-reform. We therefore selected 27 studies which explicitly addressed expected or

observed old-age retirement behaviour following the reforms.

Expectations concerning the effects of the 2005 and 2017 pension reforms are obtained from seven
sources. [lmakunnas (2002), Bérsch-Supan (2005), the Finnish Centre for Pensions (2002) and (2019) and
Risku (2010) offer estimates of the effects of the 2005 pension reform, while Reipas and Sankala (2015)
and Tikanmaki et al. (2015) explore the effects of the 2017 pension reform. Each of these studies is based

on different calculations and projections.

Our analysis of the actual behavioural effects of the pension reforms draws on eight studies, six of which
consider the 2005 reform (Tuominen et al 2012a; Nivalainen 2013; Maittanen 2013; Sutela & Lehto
2014; Uusitalo & Nivalainen 2013 and Griiber et al. 2019) and two the 2017 reform (Nivalainen &
Tenhunen 2018; Tenhunen et al. 2018). The determinants of retirement behaviour and the socio-economic
dimension of retirement are investigated in ten studies, all of which considered the 2005 reform
(Tuominen et al. 2012b; Jarnefelt 2014; Nivalainen 2014; Nivalainen 2015; Jarnefelt & Nivalainen 2016;
Nivalainen & Jarnefelt 2017; Bockerman & Ilmakunnas 2017; Riekhoff & Jarnefelt 2017; Kuivalainen et
al. 2018; Nivalainen 2019).

The studies we consult for our analysis use data from surveys, from administrative register sources, or a
mixture of the two. In many cases the data comprised whole age groups or very large samples of the age

group studied. In most cases the analyses concentrate on the private sector. The data used in each study

are presented in more detail in Appendix 1.

4. How did carrots and sticks work out in the Finnish pension reforms?

4.1 Carrots — the effect of the 2005 reform on financial incentives and retirement



4.1.1 What was expected?

At the time that the 2005 reform was under preparation, Finland had an effective retirement age of 59
years — six years short of the official old-age retirement age. This was mostly due to the relative ease of
access to early retirement pathways (unemployment pension, early old-age pension, individual early

retirement pension). (Ilmakunnas 2002.)

Projections concerning the 2005 reform estimated that the pure effect of the reform would increase
average retirement age by 0.9 years until 2015 and by 1.4 years in the long run. Average old-age
retirement age between ages 63 and 67 years would increase by 0.1 years until 2015 and by 1 year in the
long run (Finnish Centre for Pensions 2002; Risku 2010). Most of this increase would be due to higher
employment among older people. It was projected that the 2005 reform would increase the total
employment rate by almost 2 percentage points in the long run, and it was expected to have a sizeable

effect (about 0.7 percentage points) even during first five years (Borsch-Supan 2005).

It was anticipated that the discontinuation of unemployment pension and the increased age limit for the
unemployment pathway to retirement would be a major driver behind the increase in average retirement
age in the short run (increase of 0.4-0.5 years until 2010-2015). The higher age of eligibility for early old-
age pension was also thought to contribute significantly to increasing the retirement age (increase of 0.1
years until 2015). It was thought that the discontinuation of individual early retirement pension would
have a similar, albeit smaller effect. In addition to the restrictions introduced to early retirement
pathways, it was expected that flexible retirement age, the accelerated accrual rate and the life expectancy
coefficient would have an increasing effect on the average retirement age. (Risku 2010; Finnish Centre

for Pensions 2019.)

4.1.2 What really happened? The effect of the 2005 reform on retirement behaviour

Studies assessing the effects of the 2005 reform found that the discontinuation of unemployment pension
and individual early retirement pension, as well as the increased age limit for the unemployment pathway
to retirement, increased employment rates in all the age groups affected by these changes. Overall,
however, the effect was relatively minor. On average, the employment rate in the age group 50—64
increased by around 0.5 percentage points between 2005 and 2011, and the length of working careers in
the age group increased by 0.1 years. This was in line with expectations, although the effects were less

pronounced than expected. (Uusitalo & Nivalainen 2013.)
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As for financial incentives, it was observed that the accelerated accrual rate increased the odds of retiring
later, as expected (Tuominen et al. 2012a). Later assessments of the effect of the 2005 reform based on
register data revealed that, on average, the financial incentives to continue working did not change
significantly as a result of the reform. However, it was pointed out that the effects for people of different
ages were very different. (Uusitalo & Nivalainen 2013; Griiber et al. 2019.) Both studies used social
security wealth (SSW) as a financial incentive measure for income/wealth effect. They also considered
the substitution effect, i.e. the change in the incentives to continue working one more year due to the

reform.

There were clear age-related differences in the effect of the pension reform on the incentive to work one
more year and to retire (Figure 1). Compared with the old pension rules, the new rules introduced with the
2005 reform offered a greater incentive for 62-year-olds to postpone retirement by one year. This was due
to different early retirement deductions: under the new system, the amount of pension was reduced by 7.2
per cent per year, while under the old rules the respective reduction was just 4.8 per cent. The flexible
old-age retirement scheme meant that the situation was the opposite for persons aged 63 and 64. For
them, the financial incentives to continue working decreased after the reform (substitution effect’) and at
the same time, retiring became a financially more attractive option. After the reform both these age
groups could retire on a full pension, while before the reform retirement at these ages was penalized in the
form of an early retirement deduction. As a result, their SSW increased by 9.6 and 4.8 per cent,
respectively (wealth effect). In other words, an increased accrual rate of 4.5 per cent after age 63 was not
a big enough financial incentive to offset the effect of the discontinuation of the early retirement

deduction for those aged 63 and 64. (Uusitalo & Nivalainen 2013; Griiber et al. 2019.)

People aged 65 or over experienced both negative and positive changes in their incentives for working
and retiring, depending on their accrued pension and earnings. For those with high earnings and low
accrued pension rights, the new rules increased the incentives to work, while for those with low earnings
and a high accrued pension, the old rules offered greater incentives to continue working. (Uusitalo &

Nivalainen 2013; Griiber et al. 2019.)

Figure 1. Distribution of the difference in financial incentives (in euros) for working one more year under

the post-reform and pre-reform pension rules, by age

11



S 62 | | 63
= 7] | |
[ [
o | |
8 . [ [
N [ [
o [ [
= N [ [
) I ::::u:d]:[[[[[[[m:l]]:&ﬂmmz—
o - -
- 64 | 65 |
3 . | |
[ [
o | |
3 . [ [
N I I
o [ [
= § [ [
- [ [
[ [
o __#Eﬂjﬂ]ﬂm]]]]?:ﬂln_'—'_ _l__.fnmu:u::u:;lmm.ﬁ_'_
-20000 -10000 0 10000 20000 -20000 -10000 0 10000 20000
Reform-driven change in incentives for working one more year (eur), by age
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The results showed a direct correlation between the change in incentives and the risk of retirement
(Figure 2). Decreasing incentives to work one more year and increasing incentives to retire as measured
by change in SSW in the age groups 63 and 64 raised the odds of retirement at these ages significantly.
Among persons aged 62, the likelihood of retiring remained more or less unchanged. It is worth pointing
out that with regard to financial incentives and retirement behaviour, those aged 65 constituted a special
group. Prior to the pension reform, practically everyone retired on an old-age pension no later than age
65. After the reform, retirement propensities in this age group dropped clearly. As a result, the overall risk
of retirement at age 65 decreased more than one would have expected based on the change in financial
incentives; retirement propensities also fell for those whose financial gains from continuing to work
remained about the same or de facto decreased after the reform. This suggests that there were also other
than purely financial factors that affected the observed behaviour of people in this age group. (Uusitalo &
Nivalainen 2013; Griiber et al. 2019.)

Due to the varying size of different age groups, increasing retirement propensities at ages 63 and 64 had a
larger effect on retirement age than the decreasing number of those retiring at age 65. As a result, and
against expectations, the old-age retirement age fell somewhat after the reform. (Uusitalo & Nivalainen

2013.)
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Figure 2. Relative change in financial incentives for postponing retirement by one year due to the 2005

reform and change in retirement propensities

LO_ .
o
5
065
065
ocs |®66
®66
0
v 067
66
067
I ! T T T T T T
-.04 -.03 -.02 -.01 0 .01 .02
Reform-driven relative change in incentives for working one more year

Source: Uusitalo & Nivalainen 2013

Uusitalo & Nivalainen (2013) and Griiber et al. (2019) showed that in the 2005 reform, both age limits
and financial incentives affected retirement behaviour. Griiber et al. (2019) found that in addition to
financial incentives, relabelling had a very strong effect on retirement. This means that defining
retirement at the ages of 63 and 64 years as full retirement instead of early retirement had a separate effect
of increasing retirement propensities at these ages. Therefore, in contrast to intentions, both components
(age limits and financial incentives) of the 2005 reform contributed to increase retirement at ages 63 and
64. As aresult, the retirement pattern shifted strongly from 65 in 2004 towards 63 in 2005. Over a 10-

year period, then, age 65 was replaced by 63 as the new “normal” of retirement age (Figure 3).

Figure 3. Retirement propensities by monthly age bins, pre- and post-reform
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It has been estimated that the life expectancy coefficient tends to decrease the risk of retirement and to
increase the length of working careers (Uusitalo & Nivalainen 2013; Mééttdnen 2013). However, those
with higher education and higher socio-economic status are more responsive to the life expectancy
coefficient: around half of upper-level non-manual workers were willing to continue working due to the
life expectancy coefficient, while the respective share for manual workers was only one third (Sutela &
Lehto 2014). The same applies to financial incentives in general. Nivalainen (2015) found that the
behaviour of individuals with a low educational level, lower socio-economic status and low income is not
affected by financial incentives, while highly educated upper non-manual employees with a higher

income stay at work longer due to financial incentives.

4.1.3 The socio-economic dimension of retirement
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No systematic information is available on socio-economic differences in retirement for the pre-2005
period, as there was only one official retirement age for all: 65 years. After the 2005 reform which
brought increased individual choice, more research emphasis was placed on the socio-economic
dimension of retirement. It was found that continuing at work until old-age retirement varies greatly by
socio-economic group (Jarnefelt 2014). Manual workers often exit working life before old-age retirement
through unemployment or disability, while upper-level non-manual employees more likely transfer to old-
age pension directly from work. Only 40 per cent of manual workers continue to work until old-age
retirement, while the respective figure for upper-level non-manual employees is 70 per cent. (Jarnefelt
2014.) Moreover, the timing of retirement varies by socio-economic group. Manual employees tend to
retire at the earliest possible age, while the majority of upper non-manual employees and those with

higher education stay on at work longer (Nivalainen 2014; Nivalainen & Jarnefelt 2017).

Furthermore, it was realised that the age-specific accrual rates do not treat different population groups
equally. The timing of working careers varies between socio-economic groups (Jarnefelt 2014). Manual
workers tend to start their careers earlier, and they also stop working earlier compared to upper non-
manual workers (Jarnefelt 2014). In particular, the accelerated accrual rate was problematic from a socio-
economic point of view. It favoured those who are healthy enough and able to remain at work longer,
typically those in higher socio-economic positions (Sutela & Lehto 2014). As a result, it has been
estimated that only one in five manual employees had the opportunity to benefit from the accelerated
accrual rate, while the respective figure for upper-level non-manual employees was two in five.
Moreover, the accelerated accrual rate was calculated based on earnings, not according to accrued
pension or length of working career, and therefore it favoured those with higher income at the end of their

working careers.

It was found that retirement patterns do not differ by gender per se, but the factors affecting men’s and
women’s retirement differ from each other. It seems that men in higher socio-economic positions had a
slightly better chance to benefit from the accelerated accrual rate than women. On the other hand, men
with higher wealth and men in higher income quartiles were more likely to retire early. Instead, women
with higher income seemed to use the accelerated accrual rate more often than men. (Nivalainen &
Jarnefelt 2017; Riekhoff & Jarnefelt 2017.) It is difficult, therefore, to determine the overall effect of the
2005 reform on gender differences. However, the gender difference in the length of working life in
Finland is much smaller than in most other countries (women’s average 36.6 years, men’s 38.5 years),
which is explained by the fact that women in Finland work much longer than in most other European

countries (Kuivalainen et al. 2018).
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4.2 Sticks — the 2017 reform and the effect of increasing age of eligibility

4.2.1 What was expected?

When the 2017 reform was being prepared, the average effective retirement age in Finland was 60.9
years. It is expected that the 2017 reform will increase the average effective retirement age to 62.4 years
by 2027 and to 64.4 years by the mid-2060s. By 2025, the number of employed persons is expected to
increase by one per cent and the employment rate by one percentage point. By 2060, the number of
employed persons is expected to grow by three per cent. The employment rate will be two percentage
points higher than the estimate based on the 2005 rules. The projected increase in retirement age and
employment rates is solely due to the higher age of eligibility for old-age retirement. (Reipas & Sankala

2015.)

The length of working careers is expected to increase in all socio-economic groups, but for the higher
educated it is projected that this increase will be somewhat larger than in the lower educated groups.
Gender differences are expected to remain mostly unaffected. In all other respects socio-economic
differences are expected to diminish. In the long run, the pensions of the low educated will increase

slightly more than those of the highly educated. (Tikanmaéki et al. 2015.)

4.2.2 What is likely to happen?

The 2017 reform attempted to redress and correct the mistakes made in connection with the 2005 reform.
It was decided that the age of eligibility for old-age pension will be progressively raised until the lowest
retirement age is brought back to the pre-2005 limit of 65 years. The lowest age of eligibility for old-age
retirement will subsequently be tied to changes in life expectancy. The effective retirement age has
already increased by 0.3 years from 2017 to 2019 (Finnish Centre for Pensions database). It is estimated
that the rising age limit for old-age retirement will drive up the incidence of unemployment and disability
pensions (Reipas & Sankala 2015). Based on earlier evidence, these changes will primarily affect manual

workers (Jarnefelt 2014). This may contribute to increasing socio-economic inequalities.

The 2017 reform was clearer about the effects of the life expectancy coefficient in that it introduced a

target retirement age for each age cohort. Staying on at work until the target retirement age offsets the
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effect of the life expectancy coefficient. Moreover, replacing the accelerated accrual rate by a delayed
retirement credit, which is based on accrued pension rather than earnings, treats people in different socio-

economic groups more equally.

It is as yet too early to analyse the behavioural effects of the 2017 reform based on register data.
However, a survey on the behavioural effects of the reform (Nivalainen & Tenhunen 2018) has shown
that both the life expectancy coefficient and the delayed retirement credit will increase the likelihood of
continuing to work longer. Financial incentives particularly encourage those with higher education and
those in higher socio-economic positions to stay on at work. Those in higher socio-economic positions
also more often intend to continue to work beyond the earliest old-age retirement age, while manual

workers more often intend to retire at the earliest age of eligibility. (Nivalainen & Tenhunen 2018.)

Since those in higher positions are more responsive to financial incentives and also more often intend to
postpone retirement, the life expectancy coefficient and delayed retirement credit may in the future
further increase socio-economic differences in working life length and in pension levels. On the other
hand, the survey also showed that those who expected to have lower levels of financial well-being in
retirement were more responsive to financial incentives and they also intended to continue at work longer
(Nivalainen & Tenhunen 2018). This group more often includes those in lower socio-economic positions,

which may to some extent reduce socio-economic differences in pension levels.

Moreover, pension accrual rates are now the same at every age. In the long run, this will most likely
reduce differences in pension levels between socio-economic groups. The overall effect of the reform on
socio-economic differences remains to be seen. Nivalainen & Tenhunen (2018) found no gender
differences in the effect of financial incentives or in intended retirement age, so it seems that, as expected,

the gender differences in pensions will largely remain unaffected.

The 2017 reform discontinued the early old-age pension and introduced instead a new pension scheme in
the form of the partial old-age pension. It has been discovered that men, the self-employed and the
unemployed are more likely to take payment of an early partial old-age pension. Those receiving an early
partial pension were not particularly highly educated or in high positions in the labour market. Instead,
those who took payment of a partial old-age pension late were more likely to be women, highly educated
and in upper-level socio-economic positions. It seems clear, then, that there is a definite need for
flexibility in retirement timing. However, people in different positions need different types of flexibility.
Men and those in weaker positions (the unemployed) tend to take advantage of early retirement

flexibility, whereas women and those in higher positions are more likely to take advantage of the
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flexibility available to lengthen their working lives. (Tenhunen et al. 2018.) Position in the labour market

thus seems to work in the same way both in partial and full retirement.

5. Conclusions

Our paper aimed to provide insight into the 2005 and 2017 pension reforms in Finland and their success
in terms of postponing old-age retirement. The two reforms applied different measures to try and achieve
this goal. The 2005 reform relied on individual choice and financial incentives — the “carrots” — while the
2017 reform relied more heavily on “sticks” and increased the age of eligibility for old-age pension. This
article evaluated the impact of the two approaches on the timing of old-age retirement and their

implications for socio-economic differentials in retirement.

Our review suggests that the flexible old-age retirement scheme introduced in 2005 did not have the
desired effects on old-age retirement age. Even though financial incentives to continue working were
sharply increased after age 63, — due to the simultaneous decrease in the age limit for old-age retirement —
, the financial incentives to continue working actually decreased for those aged 63 and 64, and
consequently, retirement at these ages increased. Hence, the reform failed to encourage those reaching the
lower flexible age limit to stay on at work. In the longer run, the reform had the effect of shifting the most

common old-age retirement age from 65 to 63. (Uusitalo & Nivalainen 2013; Griiber et al. 2019.)

Uusitalo & Nivalainen (2013) concluded that in order to push up the retirement age in line with pre-
reform projections, the age limits and/or the financial incentives would need to be considerably revised.
Similarly, and in line with international evidence (e.g. Manoli & Weber 2016), Griiber et al. (2019)
concluded that instead of focusing on changing the accrual rates and other financial incentives, it would
have been more cost-effective to nudge people to retire later by changing the age of eligibility for
statutory pension. This is exactly what was done in the 2017 reform. This reform will have more success
in increasing old-age retirement age, since that age is now rising automatically. The effective retirement

age has already gone up.

The results also show that despite the pension policy rules, low-educated manual workers have much less
opportunity and are less willing to continue to work than highly educated, upper non-manual workers.
This holds irrespective of the pension reforms. The elements of the 2005 reform, i.e. a relatively low
flexible retirement age coupled with an accelerated accrual rate based on earnings, contributed to an
increase in socio-economic differences. The 2017 reform discontinued this feature and instead introduced

a standard accrual rate for all ages. At the same time the decision was made to progressively raise the age
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of eligibility for old-age pension and to determine the amount of delayed retirement credit based on
accrued pension instead of earnings. This should contribute to reducing socio-economic differences, at

least to some extent. The ultimate impacts on socio-economic differences will remain to be seen.

The effects of these two reforms in Finland provide lessons for other countries planning to reform their
pension systems and so to delay retirement. Based on Finnish evidence, it seems that increasing statutory
age limits is far more effective than financial incentives in this regard. Furthermore, the choice of policy
approach has the potential to reduce socio-economic differentials in retirement behaviour. Our review of
the Finnish pension reforms suggests that it is in fact possible to achieve the two goals at the same time,

1.e. improved efficiency and reduced socio-economic differentials.

However, retirement decisions are affected not only by pension policy rules, but also by conditions in the
workplace. The results from Finland indicate that favourable working conditions can indeed contribute to
later retirement. Nonetheless, the single most important factor in predicting retirement timing is health.
This underscores the importance of healthy working environments and high-quality occupational health
care at the organisational level. (Tuominen et al. 2012; Nivalainen 2020; for similar conclusions in
Sweden, see Nilsson 2013; for Norway, see Blekesaune & Solem 2005.) However, these topics need

further research.

It is also possible that increasing life expectancy coupled with improving health, the growing prevalence
of employers’ ageing programmes and the slow social acceptance of a higher retirement age can lead to a
situation where financial incentives start to assume a greater role than they have had in past decades.

Nevertheless, there will always be groups that are unmoved by financial incentives.

iiFisher et al. (2016) also mention a whole range of psychological factors, such as motivation, values, attitudes etc., that have
been found to be related to retirement timing but that are not considered in this article.

i For example, the unemployment pension and individual early retirement pension were discontinued. Unemployment pension
was a system covering long-term unemployed persons aged 60 or over and born before 1950. Individual early retirement
pension was a form of disability pension, but with more lenient medical criteria for those aged 58 or over and born before
1944.

iit For example, for those who were 63 years at the end of 2004, the old system would give an accrual rate of
(1x2.5%xearnings+1x4,8%xaccrued pension) in case they decided to continue to work for the next 12 months. In the new
system the respective accrual rate would be (1x4.5%xearnings). Thus the change in the accrual rate due to the reform was
negative. In other words, incentives to continue working decreased.
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Appendix 1: More detailed description of the data used in the article

Tuominen et al. (2012a) and (2012b) investigated determinants of retirement age. The former
concentrated on particularly the effect of accelerated accrual rate on retirement age. Both studies used
data from the “Flexible Retirement Age” survey collected in 2003 consisting on persons born in 1940-
1945, employed in the private sector. The survey data was supplemented by administrative register data
from the Finnish Centre for Pensions covering the period 2003-2009.

Nivalainen (2013) investigated the determinants of old-age retirement and other exit routes from work
before and after the pension reform of 2005. The study used Finnish administrative register data from the
Finnish Centre of Pensions containing a 10 % representative sample of persons aged 50-69 in 2000-2010.

Maittidnen (2013) presented estimations of different policy options based on stochastic life-cycle models
withemphasis on the effect of the life expectancy coeffiecient. Sutela & Lehto (2014) used a nationally
representative Finnish Quality of Working Life Surveys (QWLS) data collected between 1977-2013.
They analysed, among other factors, the effect of life expectancy coefficient and accelerated accrual rate
on behaviour of different socio-economic groups.

Both Uusitalo & Nivalainen (2013) and Griiber et al. (2019) investigated the behavioral effects of the
pension reform of 2005 with a Finnish administrative register data from the Finnish Centre for Pensions
and Statistics Finland (henceforth administrative register data). Uusitalo & Nivalainen (2013) used a 10 %
representative sample of persons aged 50-70 in the period 2000-2011, while Griiber et al. (2019) used
data containing all persons born in 1930-1965 and covering the period 2000-2017. In both studies, the
analyses concentrated on private sector employees.

In their descriptive analyses, Jarnefelt (2014) and Nivalainen (2014) investigated socio-economic
differences in retirement using Finnish administrative register data, containing all persons who retired on
old-age pension in 2011. Kuivalainen et al. (2018) used the same data.

Nivalainen (2015) investigated the determinants of early retirement by inspecting characteristics of those
public sector workers who retire before their personal retirement age, thus facing a 7-9 % reduction in
their accrued pension. The study utilized a Finnish administrative register data including all public sector
workers who retired in 2011.

Jarnefelt & Nivalainen (2016) considered the determinants of late retirement by inspecting characteristics
of 50-62 year-old employees who planned to continue to work at least until age 64. They used the
nationally representative QWLS of Statistics Finland from 2008 and 2013, linked to administrative
register data.

Nivalainen & Jarnefelt (2017) and Nivalainen (2019) investigated determinants of retirement age. Both
studies used data on employees aged 50-62 in 2003 (in the former) and 2008 (in the latter) using the
QWLS from 2003 and 2008, linked to administrative register data covering the period 2005-2013 and
2008-2016, respectively. Bockerman & Ilmakunnas (2017) also used the QWLS from 2003 and 2008,
linked with administrative register data covering the period 2004-2013 to investigate retirement age of
employees. Riekhoff & Jarnefelt (2017) studied the determinants of competing exit pathways of men and
women using administrative register data of the cohort born in 1948.

26



Nivalainen & Tenhunen (2018) investigated the effect of economic incentives introduced in the pension
reform of 2017 on the intended retirement age using a representative survey conducted in 2017 that was
linked with administrative register data among those aged 55-62. Tenhunen et al. (2018) studied the

characteristics of those who took partial old-age pension using an administrative register data including

all persons who had taken or could have taken partial old-age pension during 2017 and in the first half of
2018.
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