





the median total pension income is considerably lower, namely 28%, thus showing that
the higher average pension income is to a certain extent due to a minority of Dutch
elderty who receive a very high pension income.

In the following paragraphs, recent developments in the Dutch and Belgian
pension policy will be described. In order to keep things simple, we will not discuss the
developments concerning the survivors pension pension schemes.

1. Recent developments in Dutch pension-politics: an illustration.

“The old-age protection is in jeopardy, and nobody twigs it’, was the headline of
a recent article in the magazine HP/de Tijd"". Even though this seems somewhat
exaggerated, it certainly is true that there are important changes in the Dutch pension-
landscape. Likewise is it true that the public does not seem to be much interested in this
subject, though this is changing rapidly, due to the increasing attention of the media. In
this part of the text, an effort will be made to describe the discussion on the pension
system in the Netherlands, the problems it faces and the decisions taken to overcome
these problems.

The discussion on the AOW (and the AWW/Anw, for that matter) is part of a total
re-examination of the Dutch system of social security. The discussion was triggered by
some politicians and economists, warning that the future demographic changes (the
‘greying’ of the Dutch society) could eventually jeopardize the pension system.
Gradually, the idea that policy makers should anticipate to these potentially very serious
financing problems, took form, especially since the coalition partners (the parties who
were on power) agreed on that the linkage of the AOW-pension benefit with the course of
wages should be restored, since the real value of this benefit had been eroded strongly
during the eighties. Eventually, things boiled down to a number of propositions, which
will be presented now.

First of all, the figures of the Social Security Bank (who organizes the AOW and
AWW/Anw) showed clearly that the income of the elderly is not significantly lower than
that of the active population, though it is much more unequally distributed (Boehlé et.al.,
1994). This inspired the socialist parties in office (the PVDA and D66) to propose that
rich elderly should pay AOW-contribution as well, thus (partly) supporting the less
fortunate elderly. This lead to heavy protests by the representatives of the elderly, of
course, and a politically less dangerous variant was soon developed: the AOW-
contribution rate would remain on the current 1997-level (15,5%) and the difference
between this and the funds required to pay the AOW-benefits in the future, would come
from general tax-receipts. This way, the extra burden of the AOW would be carried by
the whole population, including the rich elderly. In the first half of July of 1996, this
proposition was accepted by the coalition partners.

The second proposition -coming from the liberal party, the VVD, which was the
third party in office- was that the retirement age should gradually be increased to 76
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years. The VVD argued that this proposition would put the Netherlands in line with other
countries, such as the U.S. This proposition was supported by the Central Planning
Agency and the employers-organisations. Nevertheless, this proposition was rejected.

A third proposition -again from the socialist PVDA- concerned the establishment
of a so-called ‘fluctuation-fund’ (literally translated from ‘schommelfonds’): the whole
idea was that the government should reserve a certain amount of its funds today to cover
for the AOW-costs of tomorrow. Indeed, this implies that a part of the AOW would be
financed trough Capital Funding instead of Pay-As-You-Go. In November 1996, the
coalition accepted this proposition and decided it would invest between 1 and 1.5 billion
guilder (between about 489 and 734 million dollar) per year in government bonds, as a
buffer for the future cost of the AOW. This, however, was considerably below the
amounts of money the Central Planning Agency had advised to the government. Thus, as

this is written down, there is increasing pressure on the coalition to increase the annual
contribution to the fluctuation-fund.

The government did always stress that the system of additional pensions was in
the hands of the employers- and employees-organisations, and that its possibilities (and
intentions) to interfere were limited. Nevertheless, it advocated the average-wage system
as opposed to the final wage system from the beginning of the nineties onward. The
reason for this is not only the cost-reducing effect (Dekkers, et.al.,1995), but also that -
compared to the final wage-system- the relation between contributions and benefits
would be strengthened as they are both a function of the same average wage. Not only
would this make the pension benefit for future generation less dependent on current
interest receipts, but it would also decrease perverse income redistribution (since lower-
income workers generally have a flatter career, in terms of earnings). This advocation has
been accompagnied by fiscal measures in favour of the average-wage system. For
instance, the possible future pension-income loss due to the shift to an average-wage was
prevented by allowing the annual pension upbuilding to be increased from 1.75 to 2% per
year. This way, a pension benefit equal to 80% of the average wage could be established
after a career of 40 years. Moreover, according to he secretary of state of Social Affairs,
the main reason for the introduction of this fiscal measure was to facilitate the
participation in capital funding-financed early retirement schemes (Telegraaf, 2-9-1996).
Very recently, the secretary of state shaded the efforts of his predecessors somewhat, by
saying that the shift towards an average-wage scheme should not be considered a
‘dogma’, which would be imposed by the government (Staatscourant, 14-05-1997, no
89).

A second way in which the government indirectly influences the system of
additional pensions is by its efforts to increase competitiveness between pension funds.
This is done by broadening the definition of a ‘pension’, thus allowing pension fund to
enter the insurance market and increasing the possibilities for individuals to enter private
pension-insurance schemes.

A last measure concerning the additional compulsory pension system concerns
only the civil servants, though this measure ‘radiates’ to the pension system as a whole.
In may of 1996, the minister of internal affairs reached an agreement with the civil



servants’ representatives to replace the Early Retirement Scheme (Vervroegde
UiTtredingsregeling, VUT) by a system of Flexible Retirement (Flexibel Pensioen en
Uittreding, FPU). This FPU offers civil servants the free choice to retire early between 55
and 65, taking a certain reduction of their pension benefit into account. Moreover, it
offers a choice between either an additional survivors pension benefit or a higher old-age
pension benefit. Lastly, as opposed to the VUT, this FPU is financed by capital funding.

Lastly, as far as general measures on the implementation of average wage
schemes instead of final wage schemes are concened, any concrete action should not be
expected before the year 2000 (persbericht Staatscourant, 3-2-1997, no 23).

1. Recent developments in the Belgian pension system.

Like in the Netherlands, the notion that the pension system could be facing rough
times, dawned only slowly. During the last elections, pensions were one of the hot issues.
The flemish liberal party (VLD) advocated partial introduction of capital funding in the
financing of the collective pensions (the first layer); this to make the system more
resistent against demographic ageing. However, the coalition partners, the christian
parties (the flemish CVP and the walloon PSC) and the socialist parties (the flemish SP
and the walloon PS) opposed to this, saying that this introduction would imply that the
current active population would have to pay a higher contribution rate, since they should
provide the pension benefit for the current pensioners and in the same time save for their
own future pension. Nevertheless, these parties did realize that modifications of the
collective pension system -though not as profoundly as shifting to a capital funding
system'®- were inevitable. This way, the government could as well make the pension
system more able to deal with the changes on the labour market (for instance,
flexibilisation, part-time jobs and so forth) and to equalize the juridical status of men and
women in the pension system, and -of course- to increase the financial robustness of the
system in the light of future demographic changes. (Federal Information Service Belgium
(3), p- 6). However - and this was the last requirement- the pension rights of the current
retirees should not be touched (Dehaene, 1995, p. 93, SP-nieuws, 7-10-1996). Contrary to
the Netherlands, where most measures were taken on the financing side of the system, the
Belgian policy makers emphasize reform on the benefit-side of the pension system.

Last year, the pension systems for the employees and self-employed were
modified. Due to enormeous political pressure, the civil servants pension system
remained untouched, but this situation is likely to change in the near future. The most
important changes in the pension schemes for employees and - self-employed will be
described. This paragraph is based upon press-releases of the federal government, of
articles in newspapers and ‘the Royal decision dd. 17-01-1997 to execute the law dd. 26-

'* This does not imply that there is opposition to the Capital funding system per se: there seems to be
general agreement upon the necessary extention of the second layer, the system of additional pensions
(see, for instance, Dehaene, 1995, p. 93).



07-1996 on the modernisation of the system of social security’ as was published in the
statue-book.

As said, one of the goals was to eliminate the differences between the sexes in
relation to the pension system. This is achieved by a gradual increase of the retirement
age for women from 60 to 65 - the retirement age for men. In the same time, the career
length -which was expressed in 40™- will gradually become expressed in 45". This whole
operation takes 13 years, starting in 1997. Moreover, the minimal age for women to
become eligible to an early retirement scheme will be increased from 55 to -again- that of
the men: 60 years. Moreover, for both men and women, the minimal career length for an
early retirement benefit increases gradually (over 9 years) from 20 to 35 years. Another
important measure -intented to increase the capability of the pension scheme to deal with
part-time workers, of which the majority are women- was the introduction of a so-called
‘minimal annual right’. If one has a career of more than 15 years and if one does work
more than half-time, one builds up an extra minimal future pension benefit per year,
which is a function of the minimal wage of an 21-year old. Another compensating
measure is that individuals who stop working in order to raise a child or as a part of a
‘labour redistribution program’, get additional ‘pension-years’. Another measure which
must be brought forward is that the correction factor -which was used to increase
somewhat the generally very low pension rights built up in the period between 1955 and
1974 and which was 1.032 in 1997- will be abolished gradually over a 9-year period. As a
(limited) compensation for the above measures, the government decided to link the
‘pension-ceiling’ (the maximal wage which is included in the wage-base) to the wage-
index, instead of the price-index.

The measures taken in the system of pensions for self-employed generally are the
same as presented in the above section. However, some additional measures were taken,
of which the most aim to provide some sort of compensation to female self-employees.
One important measure is the following: the pensions for self-employed are referred to as
‘proportional’ which implies that the pensions are decreased with a certain factor, to
compensate for the fact that self-employed contribute only about 60% of the employees’
contributions. For future pensions, this fraction will be replaced by 57% and (for incomes
above a certain limit and below the indexed “ceiling’) only 47%. Thus, by introducing a
lower factor for higher pension-incomes, the pension system for self-employed becomes
progressive (to a limited extent, at least).

The pension system for civil servants is the most generous and causes the most
concern among economists and politicians. However -due to intense protests of the civil
servants- no decisions have been taken sofar. However, the federal minister for pensions,
mr. M. Colla, has announced a modification before the end of 1998' as he had done for
the end of 1997%°. However, as an attempt to prevent new demonstrations, the minister of

" Lecture held at the Symposium ‘De Wettelijke pensioenregeling: een haalbare uitdaging’ organized
by the Belgian Federal Planning Agency, Brussels, 2-12-1997.
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internal affairs, mr. J. vande Lanotte, has already announced that the pension rights of
current retirees will remain unchanged -as was the case for employees and self-
employed®'. What possible measures are currently considered? First of all, there had been
heavy dispute about whether or not the ‘automatic perequation’, linking the current- and
future pensions to the wages, should be abolished. Recently, again in order to prevent
severe actions from the unions, it turned out that the government will not abolish the
automatic perequation, but it will be limited to 1% per year. The length of the career -
which was expressed in 60*, will become expressed in 64", However, in order to
stimulate participation of older workers, bonus-percentages will be given to those who
remain working after the age of 60. The labour market effects of this measure will be
dampened by a new system of early outgoing (which is something different from early
retirement, since these individuals will become unemployed), for civil servants older than
57 year and for at most 5 years?2.

Lastly, two measures intended to increase the service to contributors and
beneficiaries were taken: an information-service for the pension-administrations of the
employees, self-employed and civil servants will be erected juridically (actually, it
existed from 1995 on), and a Parlementary Commisioner will be appointed.

1 Conclusion.

In this study, the pension benefits which the elderly receive have been compared
between the Belgium and the Netherlands. The study begins with a birds-eye view on the
respectively pension systems of both countries. The system of additional pensions,
provided by pension funds, is clearly more developed in the Netherlands as compared to
Belgium, this to correct for the lower (and fixed) benefit provided by the state-wide
pension benefit. In Belgium, the state-wide pension scheme provides an average-wage
pension benefit to former employees and self-employed, and a final-wage pension benefit
to former civil servants.

Next, the benefits actually paid out are considered. The pension income provided
by the first layer of the pension system is higher in Belgium than in the Netherlands, but
the mean total pension income is higher in the Netherlands than in Belgium, since the
second layer of the pension system is much more developed in the Netherlands than in
Belgium, both in terms of percentage of participants as in benefits paid out. One should
however take into account that the distribution of total pension-income is much more
unequal in the Netherlands than in Belgium, again caused by the distribution of the
additional pension income.

The last part of this study was dedicated to describe recent developments in the
pension systems of both countries. The motivation for reforms differ between both
countries: in the Dutch case, it was concern on the future demographic changes, whereas
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it was merely to decrease gender-differences and to improve the flexibility of the system
in the Belgian case. In the Netherlands, the measures were mostly taken at the income-
side (at least for the AOW): the erection of a fluctuation fund, the financing of the AOW
from general tax-receipts (thus including the rich elderly in the group of contributors), are
the most important measures. Moreover, the AWW was replaced by the more restrictive
Anw, which is expected to be abolished over time, as the group of potential beneficiaries
will decrease. On the additional pensions, the advocation of the average-wage system was
the most important. In Belgium, the measures concentrated and concentrate on the
benefit-side of the first layer of the pension system.

The pension-landscapes in both countries are clearly in motion, and it is
interesting to notice that two contiguous countries can in such different ways attempt to
provide their elderly with an income, and in such different ways react to roughly the same
changes of the demographic and economic circumstances. Highlighting these differences
in more or less equal circumstances and given equal goals is something this study
intended to do.
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