
EUROPEAN COMMISSION 
DIRECTORATE-GENERAL FOR ECONOMIC AND FINANCIAL AFFAIRS 

REPORTS AND STUDIES 

INCOME BENEFITS FOR EARLY EXIT FROM THE 
LABOUR MARKET IN EIGHT EUROPEAN COUNTRIES 

A COMPARATIVE STUDY 

No 3 1998 



European Economy appears twice a year. It contains important reports 
and communications from the Commission to the Council and the 
Parliament on the economic situation and developments. As a 
complement to European Economy, the series Reports and studies will be 
published on problems concerning economic policy. 

Three supplements accompany the main periodical: 

• Series A —'Economic trends' appears monthly except in August and 
describes in a more succinct way financial and economic developments 
in the European Union. 

• Series Β —'Business and consumer survey results' gives the main 
results of opinion surveys of chief executives (orders, stocks, 
production outlook, etc.) and of consumers (economic and financial 
situation and outlook, etc.) in the Community, and other business cycle 
indicators. It also appears monthly, with the exception of August. 

• Series C —'Economic reform monitor' provides brief overviews of 
economic developments and the progress of reform in the 10 countries 
of central Europe with which the EU has negotiated association 
agreements, as well as in the two largest transitional economies to have 
emerged from the former Soviet Union: Russia and Ukraine. It appears 
four times a year. 

Subscription terms are shown on the back and the addresses of the sales 
offices are shown on page 3 of the cover. 

Unless otherwise indicated the texts are published under the 
responsibility of the Directorate-General for Economic and Financial 
Affairs of the European Commission, rue de la Loi 200, Β-1049 Brussels, 
to which enquiries other than those related to sales and subscriptions 
should be addressed. 



European Commission 

EUROPEAN 
ECONOMY 

Directorate-General for Economic and Financial Affairs 

1998 Number 3 





Incoine benefits for early 
exit from the labour market 
in eight European countries 
A comparative study 



Abbreviations and symbols used 

Member States 

Β 
DK 
D 
WD 
EL 
E 
F 
IRL 
I 
L 
NL 
A 
Ρ 
FIN 
S 
UK 
EU-9 
EU-10 
EU-12-
EU-12+ 
EU-15+ 

Currencies 

ECU 
ATS 
BEF 
DEM 
DKK 
ESP 
FIM 
FRF 
GBP 
GRD 
IEP 
ITL 
LUF 
NLG 
PTE 
SEK 
CAD 
CHF 
JPY 
RUR 
USD 

Belgium 
Denmark 
Germany 
West Germany 
Greece 
Spain 
France 
Ireland 
Italy 
Luxembourg 
The Netherlands 
Austria 
Portugal 
Finland 
Sweden 
United Kingdom 
European Community excluding Greece, Spain and Portugal 
European Community excluding Spain and Portugal 
European Community, 12 Member States including West Germany 
European Community, 12 Member States including Germany 
European Community, 15 Member States including Germany 

European currency unit 
Austrian schilling 
Belgian franc 
German mark (Deutschmark) 
Danish krone 
Spanish peseta 
Finnish markka 
French franc 
Pound sterling 
Greek drachma 
Irish pound (punt) 
Italian lira 
Luxembourg franc 
Dutch guilder 
Portuguese escudo 
Swedish krona 
Canadian dollar 
Swiss franc 
Japanese yen 
Russian rouble 
US dollar 

IV 



Other abbreviations 

ACP African, Caribbean and Pacific States having signed the Lomé Convention 
ECSC European Coal and Steel Community 
EDF European Development Fund 
EIB European Investment Bank 
EMCF European Monetary Cooperation Fund 
EMS European Monetary System 
ERDF European Regional Development Fund 
Euratom European Atomic Energy Community 
Eurostat Statistical Office of the European Communities 
GDP (GNP) Gross domestic (national) product 
GFCF Gross fixed capital formation 
LDCs Less developed countries 
Mio Million 
Mrd 1 000 million 
NCI New Community Instrument 
OCTs Overseas countries and territories 
OECD Organisation for Economic Cooperation and Development 
OPEC Organisation of Petroleum Exporting Countries 
PPS Purchasing power standard 
SMEs Small and medium-sized enterprises 
toe Tonne of oil equivalent 
: Not available 





Foreword 

Employment is Europe's top priority. The 
Community's employment strategy, as agreed at 
the extraordinary Luxembourg Summit in 

November 1997, is based on creating a sound macro-
economic environment, coordinating the employment 
policies of the Member States, and harnessing all other 
policies to support employment. These efforts seek 
to reduce unemployment and to contribute to a well-
functioning economic and monetary union. 

There seems to be general agreement on the need to 
promote active employment policies and continued 
structural reforms, including improving the interplay 
between tax and benefit systems. Structural reforms 
necessarily involve rethinking of the size and role of the 
State in the economy. The public sector needs trimming 
and restructuring. Overall spending should be reduced 
in order to ensure sustainability in public finances and a 
fair level of taxation. But structural reforms are also 
implied by the evolution of demographic patterns 
within the Community, which will see more resources 
devoted to elderly people in the future. In addition, 
demographic trends imply changes to the size and com
position of the workforce. A decline in the population 
of working age threatens to curtail economic growth 
and so depress overall living standards. This calls for 
policies to encourage the increased participation of 
elderly people in the labour market. An increase in the 
retirement age (both effective and statutory) could yield 
a double gain: on the one hand, lower pension outlays 
and, on the other, a larger labour force conducive to 
higher economic growth and a broader tax base, which 
would in turn support pension financing. An increase in 
the effective retirement age would mean that fewer 
people would withdraw from the labour market before 
they reached the formal retirement age. It could also 
mean that more people would be willing and able to 
work beyond the formal retirement age. 

The present study — which is the second of its kind — 
was conducted by a voluntary group of officials from a 

number of EU Member States, with the contribution of 
officials from DG II. The aim of this group has been to 
improve cross-country comparisons of tax and benefit 
systems and to examine the labour market implications 
of social and tax policies. The first study, entitled 
'Unemployment benefits and social assistance in seven 
European countries', examined the impact of tax and 
benefit systems on the economic welfare of households 
via the calculation of net replacement rates. It compared 
the living standards of those who are unemployed or on 
social assistance with those at work. By choosing the 
wage level of an average production worker as a bench
mark, it allowed a comparison of the operation of tax-
benefit systems in different countries to be made in the 
most relevant manner. The study revealed the existence 
of high net replacement rates in a number of countries, 
especially at the lower end of the income scale. This is 
perhaps indicative of inadequate work incentives. It 
also provided evidence that the impact of complex wel
fare provisions on work incentives goes well beyond 
unemployment benefits alone. One needs to consider 
the effects of taxes, family supplements, means-tested 
benefits and income-related child care fees. 
Additionally, in many countries, social assistance guar
antees a social minimum and allows one to top up low 
benefits, thus resulting in a higher net replacement rate 
than the unemployment benefit. These results have 
played an important role in the discussion of the need to 
review benefit and tax systems. In Community policy 
discussions, the report has been used in the economic 
and structural policy considerations of both the 
Economic Policy Committee and the Economic and 
Financial Affairs (Ecofin) Council. 

The present study analyses another important feature of 
the impact of benefit systems on work incentives, 
namely the problem of early withdrawal from the 
labour market. Just as high benefits may restrict will
ingness to take up a job, early retirement schemes may 
reduce labour supply by encouraging early withdrawal. 
This aspect of benefit systems is of particular interest 



because, as mentioned earlier, demographic develop
ments imply the need for policies to encourage pre
cisely the opposite response. 

The study was motivated by the observation that labour 
force participation among elderly workers has declined 
significantly over recent decades. The analysis of early 
retirement schemes conducted here shows that many 
countries have used them as labour market instruments 
to reduce labour supply. Current systems encourage 
complete withdrawal from the labour market by the 
requirement that recipients of benefits should not work. 
On the other hand, the use of part-time retirement 
schemes is rare in all countries. Whilst the replacement 
level of part-time retirement seems high in comparison 
with the living standard in full-time employment, it is 
perhaps not high enough compared with full-time retire
ment. Additionally, the study discusses how various 

benefit systems can work as substitutes for each other, 
and how this can often have adverse effects. 
Sometimes, for example, short-term benefit systems, 
like unemployment benefits, can provide a higher 
replacement income than long-term early pension 
schemes. Under certain circumstances, this can encour
age people to choose unemployment instead of early 
retirement. 

This study is an important contribution to the debate on 
welfare reforms and provides useful information on best 
practices. Its publication in European Economy — 
Reports and studies highlights the continuing interest of 
DG II in contributing to the debate on the reform of 
welfare and social protection systems, which began 
with the publication of the volume 'The welfare state in 
Europe — Challenges and reforms' (European 
Economy — Reports and studies, Number 4, 1997). 

Heinrich Matthes 
Chairman of the Editorial Board of 

European Economy 
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Executive summary 

The problem 

In most European countries, males are retiring at ever 
earlier ages. The proportion of older women who are 
working has not, with a few exceptions, risen as one 
might have expected, given that female labour force 
participation has risen everywhere. In many countries, 
continuing to work up to the 'official' retirement age, 
be it 60, 65 or 67, is exceptional. It is now more normal 
to stop work before then, relying on sources of income 
other than earnings until becoming entitled to old-age 
pensions. 

If this were simply a matter of older people choosing to 
'spend' some of their increased wealth in leisure, rather 
than continuing to work in order to have greater mate
rial wealth, then the cause for policy concern would be 
limited. No doubt sometimes early exit from the labour 
force is a consequence of greater prosperity. But no one 
who looks carefully at who leaves the labour market, 
why they do so, and what resources they live on 
believes that rising incomes are in themselves a suffi
cient explanation of what is going on in the labour mar
ket for older workers. In some countries, only 10 % of 
people take their first pension at the age of formal 
retirement. Instead, they start receiving early retirement 
benefits or invalidity benefits at an earlier age. Society 
is paying them not to work. Given all the other pres
sures on social security budgets (and therefore on the 
working population) as a result of demographic trends 
and changes in the labour market, the loss of tax 
revenues from, and increase in benefit payments to, 
those who leave the labour market early is a cause for 
concern. 

The numbers 

In 1983, over 71 % of all Spanish males aged 55 to 64 
were still in the labour force. By 1995, the equivalent 
figure was less than 55 %. In France, Italy and the 
Netherlands the decline in participation rates has been 
over 10 percentage points in just 12 years. In these 

countries and Finland, less than half of all males in this 
age category are now still working or searching for 
work. Even in Sweden, less touched by the trend 
towards early exit from the labour market than several 
other European countries, older-male participation rates 
have fallen by 6.6 %. But participation rates of males 
aged 55 to 64 remain much higher in Sweden (at over 
70 %) than in the other European countries, where only 
Great Britain and Denmark have rates above 60 %. 

Patterns of exit 

There are a number of ways in which individuals in the 
different countries leave the labour force before reach
ing the formal retirement age. Above a certain age, 
unemployed workers are often not obliged to search for 
work. Many countries have early retirement schemes, in 
which working time can be reduced or stopped in 
exchange for a benefit. Old-age pension programmes 
often permit retirement before the normal retirement 
age. Seniority pensions, for example, allow those who 
have contributed to the pension scheme for a long 
period to take their old-age pension early. Invalidity 
benefits are aimed at those who are unable to work or 
who have restricted working capacity. The large num
ber of older people who are in receipt of this and similar 
benefits suggests that it is still an important exit route 
from the labour market. 

The aim of early retirement schemes is to reduce labour 
supply. The benefit is paid on condition that recipients 
do not work. This is perhaps also true of invalidity ben
efits. If those in receipt of such a benefit were to find 
work, this might sometimes be taken as evidence that 
they should not be paid the benefit. However, some 
countries do permit some work to be combined with 
benefit receipt. In a few cases, however, benefits are 
paid with the objective of increasing labour supply. 
This is arguably true of part-time pensions, where the 
option of combining part-time work with some pension 
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receipt may keep people in the labour market for longer 
than if they had an 'all-or-nothing' choice. 

The extent to which these different exit routes are used 
in the different countries varies. In Denmark, under 
20 % of the 55 to 59 age group receive a disability 
pension, a figure which rises to nearly 30 % for the 
over-60-year-old group. Finnish, Swedish and British 
figures are similar, in the latter case reflecting a rapid 
rise in the incidence of disability. In Denmark and 
Finland, however, other early retirement schemes have 
become much more important, accounting for nearly 
40 % of the over-60 age group in Denmark, and nearly 
50 % in Finland. The Netherlands has a higher inci
dence of disability pension receipt in the 55 to 59 age 
group than the other countries mentioned, maybe with 
the exception of Finland, but not for the over-60s. The 
older age group now relies more heavily on other early 
retirement programmes than previously, with nearly a 
quarter of them in receipt of some sort of early retire
ment benefit. In Great Britain private pension systems 
often enable early retirement (albeit at actuarially 
reduced rates). 

Italy has taken steps to restrict access to its disability 
pension, reducing the proportion of the 55 to 59 age 
group in receipt from 12 % to around 5 % since 1985. 
However, there has been a substantial rise in the use of 
other early retirement schemes. 

Incentives to exit early 

The incentive to leave the labour force before reaching 
the normal retirement age can be measured by the ratio 
of benefit income of the person leaving to his/her 
income if he/she had continued working (the 'replace
ment rate'). If the benefit always paid, for example, 
50 % of previous net income in work, then the replace
ment rate would be 50 % regardless of the previous 
earnings of the person considering leaving the labour 
force. More usually, benefits are set at flat rates, or are 
a percentage of previous earnings subject to minima 
and maxima, so replacement rates vary according to 
previous earnings levels. 

The main early retirement programme in Denmark is 
basically a flat-rate benefit. It is, therefore, very attrac
tive to those with low earnings (paying approximately 
the same amount for those with half of average earn
ings). For those with average earnings it offers about 
two thirds of the net income the person would receive 
were he/she to remain in employment, falling to around 

40 % for those on twice average earnings. The Dutch, 
French, Italian and (for those with a relatively generous 
private pension) British early retirement schemes have a 
more strictly proportional benefit, so that around 80 % 
of previous income in work is paid, regardless of the 
level of previous earnings. The Spanish scheme is also 
proportional, but only pays around 60 % of previous 
earnings. The Swedish and Finnish schemes fall in 
between the two groups, with payments appearing rela
tively generous in comparison with net incomes of 
those with low earnings, but somewhat less attractive to 
those with higher earnings. In nearly all cases, the early 
retirement benefits are more generous than unemploy
ment benefit payments. 

Invalidity benefits present a somewhat different pattern. 
In Spain, for example, those who are fully disabled will 
be financially better off than if they were earning even 
twice average earnings. In Italy and Sweden, disabled 
people are guaranteed between 80 and 90 % of the net 
income they received in work. In the Netherlands, most 
workers are given three quarters of their previous 
income (up to around double average earnings, at which 
point replacement rates drop towards half of net 
incomes in work). In Denmark, Finland, France and 
Great Britain, the invalidity benefit system is relatively 
more attractive to those with low incomes than to those 
with higher incomes. Whilst the replacement rates made 
available to those with below-average earnings are sim
ilar to those countries with earnings-related benefits, 
they are usually less generous to those who had higher 
earnings before entering the disability benefit system. 
With the exception of France, invalidity benefits are paid 
at either the same rate as unemployment benefits 
(the Netherlands, and the medium disability benefit in 
Denmark) or at a higher rate. Furthermore, they are unlim
ited in duration, unlike ordinary unemployment benefits. 

Denmark, Finland, France, Italy, Spain, and Sweden all 
have benefit schemes which permit part-time earnings 
to be combined with a reduced pension payment. In all 
cases, the net result is that a reduction in working hours 
would result in a fall in net income of less than 20 % 
(and in some cases, a much smaller fall than that). Thus 
these schemes are successful in making continued part-
time employment an attractive prospect from a financial 
point of view, but low income earners might be as well 
off in 'full-time' early retirement schemes in Denmark 
and Finland. In Great Britain private pension pro
grammes often permit receipt of the pension whilst con
tinuing in work, be it part- or full-time. 



Execut ive summary 

Leaving the labour force before the normal age of 
retirement may reduce the old-age pension to which the 
person will eventually become entitled. The reduction 
in old-age pension after receiving the early pension in 
Finland is 20 % (for those with below-average earn
ings) to 30 % (above-average); typically about 35 % in 
Spain; 20 to 40 % in Great Britain (for those receiving 
relatively ungenerous private pensions); 20 to 30 % in 

Sweden and 10 % in Italy. In contrast, receipt of early 
retirement benefits does not reduce old-age pension 
entitlements significantly in Denmark, Finland (if 
receiving unemployment pension), Great Britain (if the 
scheme is relatively generous) or the Netherlands. 
Receipt of invalidity benefit does not normally affect 
the level of eventual old-age pension. 





Chapter 1 

Introduction 

Most European countries face the problem of decreas
ing labour force participation rates of elderly people. At 
the same time the official pension policy aims at 
increasing the actual age of retirement more towards the 
formal old-age pension age and restricting the growth 
of pension expenditure. The increased number of 
retirees and the threat to pension system sustainability 
have made it necessary to pay more attention to the eli
gibility rules of benefit systems and to the interaction of 
the labour market and social security systems. The early 
pension systems are to a great extent part of both social 
and employment policy. The balance of objectives 
and means between these two policy areas is of keen 
interest. 

The social policy aim of pensions, as of all benefits, is 
to protect against the risks which people can meet in 
their working life. The other side of the coin is that a 
high level of social security can induce people to rely 
on social benefits and, hence, benefits may work as dis
incentives to stay in the labour market or to return to the 
labour market after a temporary break in the working 
career. Examining the economic incentives for work of 
social benefits is one approach to assessing the labour 
market policy dimensions of social security systems. 

This study aims to discuss and analyse the economic 
incentives which are involved in the social security sys
tem in relation to early withdrawal from the labour mar
ket. It intends to give an insight into various social 
security systems, whether they are provided as tempo
rary or permanent benefits, and on the basis of volun
tary or involuntary exit. The eligibility rules and finan
cial consequences vary a lot across systems which 
might offer alternative routes to exit from the labour 
market despite the fact that the benefit systems are basi
cally designed for specific circumstances. 

This study continues the approach applied in the 
group's earlier study 'Unemployment benefits and 
social assistance in seven European countries'. Various 

systems for early exit and their economic incentives in 
relation to work are compared across countries. The 
countries involved in this study are Denmark, Spain, 
France, Italy, the Netherlands, Sweden, Finland and 
Great Britain (')· 

This study first investigates developments in labour 
market participation by the elderly, changes in the aver
age age of withdrawal from the labour market and alter
ations in the number of beneficiaries. These are 
analysed in Chapter 2 and they provide a motive for 
focusing the subsequent analysis on the diversity of the 
systems and their incentive structures as well as on their 
benefit levels. 

The diversity of the systems for early exit can be 
analysed in many ways. The systems differ from each 
other in respect of, for example, the voluntariness of 
exit from the labour market, the permanence of bene
fits, the extent of usage, their role as active labour mar
ket policy, the possibility of continuing at work, and the 
financial effect on the ordinary old-age pension. In this 
study, the benefit systems are analysed in three groups: 
first, those designed for dedicated early retirement 
(Chapter 3), second, the disability pensions (Chapter 4) 
and, third, the part-time pension systems (Chapter 5). 

The analysis of economic incentives of various benefits 
is made primarily by means of net replacement rates 
which compare the disposable income based on social 
benefit with that gained from work. Of course, the 
income which is received immediately after the with
drawal is not the only incentive for retirement. The 
duration, qualification rules and follow-up procedures 
of the benefit schemes are also of great importance. If 
the level of early exit benefit is high in relation to the 

(') The text describes régulations and provisions and gives statistics for Great 
Britain (i.e. England. Scotland and Wales). In virtually all instances 
regulations applying to Northern Ireland provide similar entitlements to 
those in the rest of the United Kingdom. 
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normal old-age pension, it might work as an incentive 
to leave the labour market before the formal retirement 
age. On the other hand, if it has actuarial impact on the 
level of the old-age pension, it might work as an incen
tive to stay at work. As more and more people are 
unemployed before retirement, the level of unemploy
ment benefit may also work as an incentive or disincen
tive to seek the 'best' route for retirement. In this study, 
the unemployment benefit systems for the elderly are 
also investigated as possible early exit benefit systems 
(Chapter 5). 

The net wealth position of the families considering 
early retirement is probably also important, an aspect 
not pursued in this study. 

The level of benefits in relation to work income across 
countries is analysed in a way which takes into account 
the different wage levels in different countries. The 
wage of the 'average production worker' (APW) in 
each country is used as a benchmark. It is defined as the 
average gross income of manual workers in the manu
facturing industry following the practice of several 

OECD studies. The average wage levels as well as the 
benefit levels and tax rules are given in this study for 
the year 1996. 

Two different disposable income concepts are used in 
the study. First, the so-called 'take home pay' concept 
takes account only of gross income and taxes, i.e. it 
describes the net income. Second, in addition to taxes 
the so-called 'family purse income' also takes account 
of housing benefits and housing costs, i.e. it describes 
the income which a person can freely use for consump
tion other than housing. 

To get a good picture of the most common situations, 
this study examines various benefit systems over an 
income range from half to double APW for a single per
son, recognising the fact that half APW income is very 
low for full-time employees in most countries. The dis
posable income from benefit systems for early exit is 
compared, first, with that based on work and, second, 
with alternative systems such as unemployment benefit. 
Third, the impact of early exit benefits on ordinary old-
age pensions is analysed (Chapter 6). 



Chapter 2 

Early exit from the labour market: 
patterns and developments 

2.1. Introduction 

Retirement is not particularly associated with old age. 
The formal retirement age is more and more rarely 
reached at work. In some countries as few as 10 % of 
people take their first pension at the age of formal 
retirement. The transition period from work to retire
ment has become longer and created a large diversity in 
exit patterns. Early retirement, whether on the basis of 
disability or other arrangements, is the rule rather than 
the exception. Changes in employment and working 
life, such as reduction in demand for workers, increased 
skill requirements and increased uncertainty of future 
prospects, on the one hand, have forced governments to 
develop benefit systems with the aim of responding bet
ter to the needs of the labour market and, on the other 
hand, have affected the willingness of individuals 
to leave the labour market and made it socially 
more acceptable to take up the benefit when it becomes 
available. 

The most common official retirement age in the coun
tries studied here is 65. In Denmark it is 67. In some 
countries different retirement ages are adopted in the 
private and the public sectors. The given figures refer 
primarily to private sector workers. However, in no 
country does the average age of retirement reach the 
formal retirement age. Additionally, the average retire
ment age may not reflect the age at which people leave 
the labour market. Some workers may leave the labour 
market without any compensation, some with a benefit 
for a shorter or longer period of time, and some with a 
pension or another permanent benefit for the rest of the 
time up to old-age retirement. The practices of various 
countries vary a lot reflecting the different cultures and 
policy choices of the societies. 

This chapter aims to review labour market participation 
amongst older workers and their exit from the labour 
market in various countries as well as patterns of com
pensation offered to workers when leaving the labour 

Table 2.1 

Labour force participation rates in the 55-64 (66 in DK) age group in 1983,1990 and 1995 

1983 
Males 
1990 1995 

Change 
1983-95 1983 

Females 
1990 1995 

Change 
1983-95 

Denmark ( 
Spain 
France 
Italy (') 
Netherlands 
Finland 
Sweden 
Great Britain 

67.6 
71.5 
53.6 
56.7 
54.2 
54.1 
77.0 
71.5 

62.9 
62.4 
45.8 
52.6 
45.7 
45.4 
75.3 
68.1 

60.4 
54.9 
41.5 
45.9 
42.3 
46.0 
70.4 
62.5 

-7 .2 
-16.6 
- 12.1 
-10.8 
-11.9 
-8 .1 
-6 .6 
-9 .0 

40.3 
20.3 
32.7 

14.4 
47.4 
59.7 

41.0 
19.5 
31.1 
15.3 
16.7 
39.7 
65.3 
38.7 

42.2 
19.9 
30.9 
13.9 
18.6 
42.9 
63.4 
40.9 

+ 1.9 
-0 .4 
-1 .8 
-2 .1 
+ 4.2 
-4 .5 
+ 3.7 

— 
(') Danish and Italian figures have been corrected according to national sources. 

Source: OECD (1996), Employment outlook. 
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market. Additionally, this study attempts to examine 
the extent and costs of early exit schemes in various 
countries. 

2.2. Labour market for the elderly 

Most early exit schemes are offered to people at the age 
of 55 or more. Therefore, this study primarily focuses 
on the age group from 55 up to formal old-age retire
ment. In this section, the changes in labour market par
ticipation rates among the elderly and the average ages 
of withdrawal are reviewed. 

The above figures (Table 2.1) tell us that labour force 
participation (where the person is employed or unem
ployed with labour market obligations) among elderly 
men has declined in all countries since 1983. The 
decrease is substantial in all countries but particularly in 
Spain, by almost 17 percentage points. Also France, 
Italy and the Netherlands show a decrease of over 10 
percentage points. In Sweden the rate has decreased 
least and it is the only country which has retained a high 
participation rate. In Sweden in 1995, seven men out of 
ten were at work which is more than the participation 
rate in most countries more than 10 years earlier. In 
Great Britain and Denmark six men out of ten were at 
work and in Spain five. In four countries the participa
tion rate in 1995 was under 50 %, i.e. the majority of 
men in this age bracket were no longer in the labour 
market. 

The female participation rates show a more dispersed 
development which cannot be inteipreted in a straight
forward way. Denmark, the Netherlands, Sweden and 
Great Britain (since 1990) show a slight increase while 
the rest of the countries show a minor decrease. This 
development can be understood because there has been 
a general tendency of growing participation by women 
which may hide the possibly simultaneous opposite 
development of increased departures. Still, in all coun
tries the participation of women is lower than that of 
men. Only in Sweden were more than half of women 
(63 %) in this age bracket at work. In Italy, the 
Netherlands and Spain only one woman in five or six 
worked. 

The above figures do not reveal whether those outside 
the labour force receive any benefit. In many countries, 
the majority of women have been homemakers without 
any individual entitlement to social security benefits. 
The figures neither show whether economically inactive 
people have ever been in the labour market nor when 
they have withdrawn. 

An assumption that people withdraw from the labour 
market earlier than 10 years ago is generally made. If 
this is true and if, in addition, withdrawn people are 
compensated through pensions or other benefits, the 
costs of this development might become very high to 
society. This study, therefore, also attempted to investi
gate how the average age of retirement has changed 

Table 2.2 

Average age of withdrawal from the labour market in 1970,1980 and 1990 

Denmark 
Spain 
France 
Italy 
Netherlands 
Finland 
Sweden 
Great Britain 

1970 

66.8 
65.0 
63.1 
62.0 
64.0 
62.3 
65.3 
65.9 

Males 
1980 

64.3 
63.0 
61.3 
60.9 
61.6 
59.6 
64.5 
64.4 

1990 

62.9 
61.4 
59.4 
60.3 
59.0 
59.1 
64.2 
62.9 

Change 
1970-90 

-3 .9 
-3 .6 
-3 .7 
-1 .7 
-5 .0 
-3 .2 
-1 .1 
-3 .0 

1970 

61.5 
67.3 
63.6 
59.8 
62.1 
60.4 
62.5 
61.8 

Females 
1980 

60.4 
63.2 
60.8 
58.7 
58.0 
59.2 
61.8 
61.6 

1990 

59.5 
59.1 
58.6 
56.8 
55.7 
59.3 
63.1 
60.2 

Change 
1970-90 

-2 .0 
-8 .2 
-5 .0 
- 3 . 0 
-6.4 
-1 .1 
+ 0.6 
-1 .6 

Source: Latulippe Denis (1996), 'Effective retirement age and duration of retirement in the industrial countries between 1950 and 1990', Discussion Paper 2, Issues in 
Social Protection, ILO. 
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over time. The aim was to show how much lower had 
become the age at which people receive some benefit 
without any obligation to return to the labour market. It 
turned out, however, that there is neither a common 
definition nor a best practice for how to measure the 
average age of retirement. The measurement difficulties 
vary from a lack of a common definition when a 
person is retired to use of decentralised or non-
integrated databases which include overlapping inform
ation on parallel receipt of benefits. 

One of the second-best solutions to this problem is to 
use a substituting measure. Such a measure has been 
developed by the International Labour Organisation 
(ILO) using the labour force survey data as basic data. It 
is obtained from the gradual reduction of activity rates 
with age. The average age of withdrawal is measured 
on the basis of the difference in activity rates for two 
successive cohorts (usually five-year age groups in the 
labour market survey) in a given year. In other words, it 
is based on the cessation of economic activity and meas
ures in one way the withdrawal from the labour market. 
But as it is based on participation data, it is not linked 
directly to the entitlement to pensions and, hence, does 
not say anything about the receipt of pensions or other 
benefits. 

The average age of withdrawal from the labour market 
decreased in all countries during both the 1970s and 
1980s for both men and women, with the only excep
tion being Swedish women during the 1980s. The aver
age withdrawal age of men was around 60 in 1990, on 
average over three years lower than 20 years earlier. On 
average, women departed from the labour market about 
two years younger than men. The decrease in the 
average retirement age for women was about the same 
as for men; however, it varied more across countries. 

2.3. Patterns of early exit from the labour 
market 

Early exit from the labour market can occur in many 
ways. All the countries studied here offer several ways 
which differ from each other in respect of the voluntari
ness of exit, permanence of benefit, extent to which the 
scheme is public and usage of schemes. Most countries 
offer public schemes for early retirement; however, in 
the Netherlands and Great Britain the main schemes for 
early exit are private. Here the main focus is on public 
schemes and on those countries where public schemes 

are available; the possible voluntary private schemes 
are not investigated. 

The schemes, which for a long time have been available 
for early retirement, are deemed not to allow much free
dom of choice for the retiring individual. Disability 
pension schemes have long been the main schemes for 
early retirement and have always required medical cer
tificates. Nevertheless, the concept of disability may 
have varied with time and requirements which arise 
from the need to balance the labour market. Signs of 
this are new versions of disability pension schemes like 
partial or individual schemes. Also, the number of bene
ficiaries of the schemes may change more over time 
than the general health situation among the population. 

Also, unemployment as a reason to leave the labour 
market is usually regarded as an involuntary choice, i.e. 
the individual cannot decide whether and when to 
depart. However, the changes in working life may have 
changed individuals' willingness to depart. It is quite 
likely that even the withdrawals through disability or 
unemployment are not fully involuntary. 

Increased unemployment has made it a more acceptable 
reason to withdraw from the labour market and almost 
all countries have developed their unemployment bene
fit systems in this direction. Longer benefit periods for 
older unemployed or laid-off workers are available and 
a search for a new job is no longer required after a cer
tain age. Apart from Finland and Sweden, no country 
allows a direct entry to pension schemes from unem
ployment and hence entitlement to a permanent benefit 
system. One conclusion which can be drawn from this 
development is that pensions are not the only benefit 
which a retired person can receive. Benefits for a lim
ited period which involve alleviated conditions are also 
important. 

Labour market imbalances have been deemed to 
encourage governments to develop also fully voluntary 
exit schemes. Many countries recognise early retire
ment schemes where the insured person can, within cer
tain limits, decide the retiring time without health rea
sons or employer's opinion or combine work and retire
ment. Usually in these schemes the early pension 
reduces the level of the ordinary old-age pension. The 
more involuntary schemes do not have this feature in 
any country, except for additional pensions in some 
countries. 
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Additionally, there are early retirement schemes which 
are based on the required time of membership or contri
butions to the scheme and on concessions offered to 
certain occupational groups. For example, Italy offers a 
seniority pension scheme in which the only requirement 
is that the person has paid contributions for 35 years. 
France has a similar collective agreement which 
requires 40 years' service and contributions plus the 
employer hiring another person for the same job. 
The Danish post-work salary is of this type requiring 
20 years' membership during the last 25 years in the 
unemployment insurance scheme and entitlement to 
unemployment benefit but not necessarily unemploy
ment. Almost all countries entitle some occupational 
groups to an ordinary old-age pension at a lower retire
ment age. Of course, this can also be used as an early 
retirement arrangement. These arrangements are, how
ever, not considered in this study. 

An important aspect in assessing the early retirement 
schemes is how they function as labour market meas
ures, i.e. whether they are motivating or not and 
whether they encourage people to earn a part of their 
living by their own work. Most of the schemes aim at 
reducing the labour supply. People who have chosen 
this kind of scheme usually stop working entirely and 
are no longer included in the labour force. Typically, 
the disability pension schemes allow only minor earn
ings or none along with the pension (except the partial 
disability pension) and hence they discourage labour 
market participation. Along with unemployment bene
fits, some earnings are usually allowed, which affect the 
level of benefit. Only part-time early retirement 
schemes clearly have targets of active employment pol
icy. They encourage people to stay in the labour market 
while allowing them to work less as their working 
capacity declines with age but they are still willing and 
able to work to some extent. 

Incentives to stay in the labour market can also be 
found in the rules of different benefits on how the take-
up of an early exit benefit affects the level of a normal 
old-age pension. It seems to be a common practice that 
only part-time and dedicated early old-age pensions 
involve an actuarial reduction in the level of the normal 
old-age pension whereas schemes based on disability or 
unemployment do not have this feature. In this sense 
the departure from the labour market through disability 
or unemployment exit schemes is encouraged. 
Furthermore, the rules concerning the minimum benefit 
regulations may make some schemes more attractive 
than others. Most countries guarantee a minimum bene
fit level for disability pension directly through the pen
sion system, but only to a varying extent for other 
schemes. The Finnish and Spanish systems include 
quite large minimum pension regulations whereas in 
other countries these regulations are rarer or based only 
on the regulations concerning the social assistance 
system. 

According to statistics of early retirement, the disability 
pension schemes, which are largely used for early 
retirement, and the schemes which offer a full benefit 
for the rest of your life, are much more popular than the 
'dedicated' schemes, i.e. the schemes with a great 
degree of voluntary choice or for part-time retirement. 
This gives us a good reason to study the incentives of 
the early exit system both in comparison with the work
ing situation and in comparison with old-age retirement 
and unemployment. It seems evident that early exit 
schemes have to be studied in the context of both social 
and employment policies and with the aim of explain
ing to what extent social policy measures are used to 
respond to labour market requirements. 

Table 2.3 summarises the early exit schemes and their 
main characteristics in eight European countries. 

10 
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Table 2.3 

Main early retirement schemes and their characteristics 

Country and 
scheme 

Eligible 
groups 

(WS,SE)(') 

Eligible age 
groups 

Special conditions 
for eligibility 

Is continued 
work possible? 

Reduction of 
the normal 

old-age 
pension 

Topping-up to 
a guaranteed 

minimum level 

Number of 
recipients 
in 1995 
(1 000) 

Denmark 
1. Disability pension 

2. Part-time (old-age) 
pension 

3. Post-work salary 

4. Part-time post-work 
salary 

5. Temporary early 

WS, SE 

WS, SE 

WS, SE 

WS, SE 

WS, SE 

18-66 

60-66 

60-66 

60-66 

50-59 

Minimum 50 % disability; 
social and economic criteria 
10 years' contributions to 
ATP (2); reduction of hours 
worked 
Long membership of UB (2) 
insurance; eligible for UB 
UB as above; reduction of 
hours worked 
Conditions of post-work 

Partly 

Part-time 

Very limited 

Part-time 

Very limited 

No 

No 

No 

No 

No 

No 

No 

No 

No 

No 

272 

5 

117 

1 

45 
retirement pension (3) 

6. Prolonged unem- WS, SE 
ployment benefit 

50-59 

salary if work continued 
until 60 years 
50 when UB expires 

Spain 
1. Disability pension WS, SE 

WS 2. Early retirement 
pension 

3. Special early 
retirement 

4. Early retirement for Miners, 
specific groups sailors, etc. 

5. Part-time old-age 
pension 

6. Laid-off benefits 
7. Prolonged unem

ployment benefit 

WS 

WS 

WS 
WS 

>16 Medical certificate; 
reduced work capacity for 
any job 

60-64 Belonged to the system 
before 1.1.1967 

64 To be replaced by another 
worker in the same job 

49-64 Workers at high risk to 
leave the job 

62-64 Part-time work 

55-64 Industrial reorganisation 
52-64 After receiving contribu

tory unemployment 
benefits 

In some cases No 

No 

No 

No 

Yes 

No 
No 

No 

Yes 

No 

No 

Yes 

No 
No 

Yes, minimum 
pension only if 
> 65 years 
Yes, minimum 
pension 
Yes, minimum 
pension 
Yes, minimum 
pension 
50 % of mini
mum pension 
No 
Fixed amount, 
75 % of mini
mum wage 

1 548 

330 («) 

5 
615 

France 
1. Disability pension WS 

2. Benefit to early WS 
retired (ASFNE) 

3. Part-time early WS 
retirement (PRP) 

4. Collective agreement WS 
on replacement 
benefit (ARPE) 

5. Prolonged unem
ployment benefit 

WS 

< 64 Reduced work capability by In some No 
two thirds; medical certifi- occupations 
cation 

57-64 (1) Economic reasonsto In very limited No 
reduce employees amounts 
(2) Employed at least 10 
years, one year in the firm 
which lays off 

55-64 As above (2); Part-time No 
reduced work hours by 50% 

57.5-64 40 years'service; 160 quar- In very limited No 
ters of paid contributions; cases 
employer must hire 
replacement 

59.25-64 Unemployed for at least 
one year; work history of 
at least 12 years 

Partly No 

Yes 

Yes 

Yes 

Yes 

Yes 

1 260 (in 1994) 

152 

53 

50 (in 1996) 

II 
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Country and 
scheme 

Eligible Eligible age 
groups groups 

(WS, SEX1) 

Special conditions 
for eligibility 

Italy 
1. Partial disability 

pension 

2. Disability pension 

3. Part-time disability 
pension 

4. Seniority pension 
(length-of -service 
pension) 

Is continued Reduction of Topping-upto Number of 
work possible? the normal a guaranteed recipients 

old-age minimum level in 1995 
pension (1000) 

WS, SE (s) 

WS, SE P) 

WS, SE (5) 

WS, SE 

19-61 (m)(6) Reduced work capability by Partly No 
19-56 (w) two thirds; 

Five years of paid contribu
tions 
Medical certificate 
Permanent incapacity to No No 
work 
Five years of paid contribu
tions 
Medical certificate 
Allowance amount is Partly No 
reduced up to a maximum 
of 50 % 
35 years of paid contribu- Partly No 
tions 

19-61 (m) 
19-56(w) 

19-61 (m) 
19-56 (w) 

Yes, social 
pension 

508 

No 

No 871 

5. Early pension 0 WS (a) 52-61 (m) 17 years of paid contribu-
47-56 (w) tions 

Certain industries 
(b) all 30 years of paid contribu

tions 

Partly No 

No 

No 

No 

95 

6. Benefitstolaid-offs(8) 

7. Part-time (cumul-
ability) pension 

WS 

ws 

WS, SE 

(a) 46-52 (m) 
41-47 (w) 

(b) ail 

al! 

>49 

17 years of paid contribu
tions 
Beneficiaries of SWS (') 
24 years of paid contribu
tions 
Beneficiaries of SWS (9) 
Part-time work: previous 
work + seniority pension 
35 years of paid contribu
tions 
Part-time work: self-
employed (new activity) 
plus seniority pension 

Partly 

Partly 

Not in the 
same job 

No 

No 

Yes 

No 

No 

No 

, 
No 

No 

431 

Netherlands 
1. Collective agreement WS 58-64 

on early retirement 
(VUT) 

2. Disability pension WS, SE 15-64 
(AAW /WAO) 

3. Benefit to partly WS 50-64 
disabled and older 
workers (IOAW) 

4. Benefit to partly SE 55-64 
disabled and older 
sel f -employed (IOAZ) 

5. Prolonged unem- WS 57.5-64 
ployment benefit 
(WW) 

6. Early retirement for WS 50 or 55 
specific groups (FLO) 

Contributions paid to the 
scheme; worked at least 
10 years; conditions vary 
across branch and firm 
Medical certificate (at least 
15 % disability, after one 
year of disability) 
Unemployed, benefit 
period expired 
Disability less than 80 % 
As above 

Partly 

No 

No 

No 

Employment conditions 
Benefit period varies 
according to work history 
Certain occupations Yes 

No 

No 

No 

No 

No 

Yes, social 
assistance 

Yes, social 
assistance 

Provide only 
minimum 
benefit, 
related to 
family size 
and minimum 
wage 
Yes, social 
assistance 
Yes, social 
assistance 

177 

894 

19 

15 

12 
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Country and 
scheme 

Eligible 
groups 

(WS,SE)(') 

Eligible age 
groups 

Special conditions 
for eligibility 

Finland 
1. Disability pension 

2. Partial disability 
pension 

3. Individual early 
disability 

4. Early old-age 
pension 

5. Part-time old-age 
pension 

6. Unemployment 
pension 

7. Prolonged unem
ployment benefit 

8. Farmers' early 
retirement aid 

Sweden 
1. Disability pension 

2. Early old-age 
pension 

WS, SE 

WS, SE 

WS, SE 

WS, SE 

WS 

WS 

WS 

SE in agri
culture 

WS, SE 

WS, SE 

16-64 

16-64 

58-64 

60-64 

58-64 

60-64 

55-64 

55-64 

16-64 

60-64 

Medical certificate; 
disability degree 60 + % 
Disability degree 40-60 % 

Reduced work capacity; 
not eligible for ordinary 
disability pension 
None 

Moves to part-time work; 
in work 16-28 hours per 
week 
Unemployed at 60 

Unemployed more than 
two years 
Desisted from farming 

Medical certificate 

None 

Is continued Reduction of Topping-upto Number of 
work possible? the normal a guaranteed recipients 

old-age minimum level in 1995 
pension (1000) 

Very limited 

Partly 

Very limited 

Not in same 
job; very 
limited 
Partly 

Very limited 

Partly 

Not on the 
farm 

No 

No 

No 

Yes 

No 

No 

No 

No 

Partly 

Yes 

3. Part-time pension WS, SE 61-64 Moves to part-time work; Yes 
in work 17-35 hours per 
week 

No 

Yes 

No 

247 

63 

42 

Yes, minimum 
pension 
Yes, minimum 
pension 
Yes, minimum 
pension 

Yes, reduced 
minimum 
pension 
No 

Yes, minimum 39 
pension 
Yes, social : 
assistance 
No 24 

Yes, minimum 409 
pension 
Yes, reduced 18 
minimum 
pension 
No 38 

Great Britain 
1. Invalidity benefit WS, SE >15 Medical certification; 

national insurance 
contributions 

No No Yes 1 767 

2. Severe disablement 
allowance 

3. Early retirement pro
visions within 
pension schemes 

All 

WS, SE 

>15 

>49 
(in general) 

Medical certification 

Membership of scheme 
with relevant provision 

No 

Yes 

No 

No 

Yes 

Not unless 
seeking work 
or over 60 

349 

(') WS = wage and salary earners, SE = self-employed. 
C) ATP = occupational pension scheme, UB = unemployment benefit. 
(3) Temporary early retirement was closed for new entrants in 1996 (Denmark). 
(") The number of recipients aged 60-64 in 1995 (Spain). 
(5) For the self-employed the normal old-age retirement age is 65 for men and 60 for women (Italy). 
(6) Age groups: m = men, w = women (Italy). 
(7) These pensions are used to encourage labour force withdrawal. The arrangements on the age of recipients (case a) and the minimum contribution record demanded 

(case b) vary according to category of workers (Italy). 
(!) Income benefits to people laid off with specific wage supplements and mobility benefits (SWS). These benefits often lead to early retirement scheme. They are 

paid for a period varying in length from one industry to another; a period of six years is considered as typical for receiving these benefits before the entitlement to 
early retirement schemes (Italy). 

(') SWS = specific wage supplements and mobility benefits (Italy). 

13 
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2.4. Increased usage of early exit schemes 

The number of people who have left the labour market 
with an early exit benefit has increased in all eight 
countries during the last 10 years. The increase was 
44 % in Italy, about 20 % in Finland, Denmark and the 
Netherlands, 12 % in Spain, and 6 % in Sweden. The 
increase in Great Britain was 80 %, but this number 
only includes disability pensioners. The number of 
elderly people on unemployment benefits has also 
increased in most countries. Table 2.4 shows the pro
portions of elderly people on disability pensions, early 
retirement benefits and unemployment benefits. 
However, the figures should not be interpreted as total 
numbers of all beneficiaries. There are notorious diffi
culties in measuring and comparing the number of ben
eficiaries, for reasons of double counting and partial 
receipt of benefits. Moreover, the differences in the 
number of recipients in one scheme may be affected by 
the policy choices in various countries, for example the 
number of disabled retirees can depend on the possibil
ity of staying on sickness benefit, a scheme not covered 
in Table 2.4. 

other countries mentioned. One explanation is that Italy 
offers lower retirement ages than the other countries for 
men and especially for women. The formal retirement 
age for men is 62 and for women 57, so a major propor
tion of people in the age group concerned are receiving 
ordinary old-age pensions. Another explanation might 
be the very low female labour force participation, and 
as a consequence, a notable number of inactive elderly 
people without any benefit or pension. The trend in 
Spain has several similarities with that in Italy. 

The usage of early retirement schemes is especially 
extensive in the age bracket of over 60 years up to the 
formal retirement age. In Denmark and Finland roughly 
one half of the age group were already on pensions or 
benefits in 1985, and in both the Netherlands and 
Sweden the corresponding figure was about 40 %. By 
1995 the proportion of those aged 60 to 64 who had left 
the labour market had increased to 70 % in Denmark 
and to 85 % in Finland. The Netherlands and Sweden 
showed a more moderate increase in early retirement, 
amounting to 52 % of the age group in both countries. 

Developments in Italy are characterised by tightened 
entitlement rules for the disability pension schemes. 
This, together with other factors, has caused a major 
movement into other early retirement schemes, notably 
into the seniority pension scheme, resulting in a strong 
overall increase in the number of beneficiaries. This 
change in the number of beneficiaries is basically in 
line with the decreased labour force participation rates. 
Labour force participation among the elderly is low in 
Italy as it is in the Netherlands and Finland, but the pro
portion of beneficiaries in the early exit schemes in the 
relevant age group is markedly lower in Italy than in the 

In most countries the dedicated early retirement 
schemes are used only to a minor extent. This is more 
clearly seen in the figures shown in Table 2.3 and in the 
national descriptions (Annex 1). Part-time early retire
ment is very infrequent in all countries. This is a sur
prising result with regard to the high net replacement 
rates which will be shown in the following chapters. 
These findings on the take-up of both dedicated and 
part-time early retirement schemes together with work 
incentives involved call for further studies on the in
centive structures and entitlement rules of the benefit 
systems. 
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Table 2.4 

Number of beneficiaries of early retirement schemes in 1985,1990 and 1995 

Country, scheme and 

age group 

1985 1990 

Number of 

recipients 

(1 000) 

% ofage 
group 

Number of 

recipients 

(1 000) 

% ofage 

group 

1995 

Number of 
recipients 

(1 000) 

% of age 
group 

Denmark 

Disability pension 

55-59 

6066 

Other early retirement 

5559 

60-66 

Unemployment benefit ( 

5559 

6066 

43 

104 

18 

9 

16.5 

28.6 

26.5 

6.8 

2.4 

47 

101 

105 

20 

11 

18.5 

29.5 

50 

94 

— 
30.6 

24 

122 

7.9 

3.2 

30 

17 

17.7 

28.5 

8.7 

37.0 

10.8 

5.1 

Spain 

Disability pension 

5559 

60-64 _ _ ^ ^ _ 
Other early retirement 

55-59 

60-64 

Unemployment benefit 

5564 

226 
318 

364 

10.4 

16.6 

12.6 

204 

305 

9.1 

14.7 

509 

11.6 

16.1 

168 

287 

sans 
330 

616 

8.7 

13.3 

15.3 

19.8 

France 

Disability pension 

55-59 

60-64 

Other early retirement (
2
) 

5559 

60-64 

Unemployment benefit (
2
) 

5559 

6064 

Italy 

Disability pension (
3
) 

5 5  5 9 ; β 

6064 

Other early retirement (") 

5559 

60-64 

Unemployment benefit 

5564 

Netherlands 

Disability pension 

55-59 

6064 

Other early retirement 

5559 

60-64 -MÊÊÊÊÊBÊÊBÊB 
Unemployment benefit 

6064 

Finland 

Disability pension 

5559 

6064 ■ 

Other early retirement 

5559 

60-64 WÊÊÊÊM 

180 

150 

174 

OH 
31 

53 

12.2 

3.8 

5.3 

0.1 

3.4 

7.8 

19 

24 

59 

81 

33 

5.1 

1.4 

9.6 

3.0 

268 

97 

7.8 

3.0 

268 

52 

7.8 ! 

1.6 : 

2.6 

3.6 

165 

39 

285 

98 

181 

92 

5.3 

1.4 

10.3 

3.3 

5.1 

2.8 

521 

250 

14.8 

7.5 

21.1 
25.6 

167 
170 

22.9 
25.2 

169 
174 

22.0 
25.1 

ËMHBHBB 
4.4 

15.2 

36 

134 

5.0 

19.9 

41 

153 B 3 

5.4 

51 

32 

23.4 
31.8 

57 
70 

21.2 
28.5 

13.1 

40.2 

28 

117 

10.5 
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Country, scheme and 
age group 

1985 
Number of 
recipients 

(1 000) 

% ofage 
group 

1990 
Number of 
recipients 
(1 000) 

% ofage 
group 

1995 
Number of 
recipients 
(1 000) 

% of age 
group 

Unemployment benefit 
55-59 
60-64 

20 
6 

7.9 
2.2 

63 
21 

23.6 
8.5 

Sweden 
Disability pension 

55-59 
60-64 

Other early retirement 
55-59 
60-64 

Unemployment benefit 
55-59 
60-64 

67 
138 

15.1 
29.0 

73 
142 

17.7 
33.5 

87 
132 

19.1 
32.9 

none 
55 

— 
11.6 

none 
50 

— 
11.8 

none 
56 

— 
13.9 

8 
17 

1.8 
3.6 

4 
5 

1.0 
1.2 

24 
19 

5.2 
4.7 

Great Britain 
Disability pension 

55-59 (M and F) 
60-64 (M) (5) 

Other early retirement 
55-59 (M and F) 
60-64 (M) (5) 

Unemployment benefit 
55-59 (M and F) 
60-64 (M) (5) 

190 
250 

6.5 
16.4 

250 
270 

8.8 
20.1 

440 
350 

15.0 
26.6 

3.2 
1.6 

90 
18 

3.2 
1.4 

(') Average figures for the whole year (Denmark). 
(2) The '% of age group' for 1995 is based on end of 1993 data. The data for 1990 'Other early retirement' also include recipients from 'old' schemes (France). 
Í1) Includes both partial and full disability pensions (Italy), when recipients are under the formal retirement age. 
(4) Includes seniority and early pensions, not pensioners who for example in 1995 were entitled to normal old-age retirement at the age of 61 for men and 56 for 

women (Italy). 
(') In Great Britain women can draw State retirement pension at 60, so for the age range 60-64 only figures for males are presented. 
NB: '% of age group' is defined as the number of benefit recipients in the age group as a percentage of the total population in the same age group. 

16 



Chapter 3 

Early retirement schemes 

3.1. Introduction 

There are, as Chapter 2 has shown, several routes to an 
early exit from the labour market. The emphasis in this 
chapter will be on what we here call 'dedicated' early 
retirement schemes in the eight countries. This means 
that early retirement will have to be decided by the per
son alone or together with the employer. For the full-
time early retired person the obligations in relation to 
the labour market should be none or very loose. This 
excludes disability pension as a dedicated early retire
ment scheme because an application and some kind of 
subsequent assessment of the person's ability to work are 
involved in this case. Ordinary unemployment benefit 
(UB) and social assistance (SA) schemes are also 
excluded as dedicated early retirement schemes, 
because unemployment is usually not voluntary, and 
because recipients in these schemes have an obligation 
to seek for a job or to accept one if it is offered. In prac
tice, and sometimes also in principle, UB or SA 
schemes for recipients in the older age brackets might 
be close to dedicated early retirement schemes. 
Prolonged unemployment benefit schemes for the 
elderly will be considered in Chapter 5. 

The schemes chosen as dedicated are all important, but 
they are, as already mentioned, far from the only routes 
to early exit from the labour market. 

The focus in this chapter will be on the economic 
aspects of early retirement compared with the situation 
when working or being unemployed. The approach will 
be very simple and very stylised. There will be refer
ences to the 'APW', which corresponds to the 'produc
tion worker' in OECD's The tax/benefit position of pro
duction workers, an annual publication. The APW 
income level is the gross income earned by the produc
tion worker. The net replacement rate concept will be 
used to compare the different situations. The net 
replacement rate is the disposable income of a recipient 
of benefits in relation to the disposable income of the 

same person when fully employed. The disposable 
income can be measured in several ways. Here, one 
measure will be income after tax, as in the OECD publi
cation. This income concept is called take home pay. 
Another measure is income after tax and net housing 
costs; this income concept is called family purse. Both 
income concepts will be used in the sections on net 
replacement rates. 

This simple approach ignores the actual income and net 
wealth position of the persons considering early retire
ment and that is of course a serious drawback. The net 
replacement profiles, which are the core of the study, 
can, however, give an insight into how these schemes 
are designed in the eight European countries and their 
outcomes. 

3.2. Types of scheme for early retirement 

Two of the countries, Great Britain and the 
Netherlands, have private early retirement schemes. In 
Great Britain they are based on occupational pension 
plans, while in the Netherlands they are separate pay-
as-you-go systems. There is, however, a tendency for 
firms (and government for its own employees) to abol
ish the old schemes and link early retirement to old-age 
occupational pensions. 

Great Britain 

Fifty years of age seems to be pivotal in Great Britain. 
Above that age an occupational pension will usually be 
received in case of early retirement. The pension may 
be actuarially reduced. A relatively poor outcome after 
30 years of service would be a pension worth 50 % of 
final earnings and reduced for actuarial reasons by 25 % 
for the 60-year-olds and by 50 % for the 55-year-olds 
(5 % reduction per year before 65 years of age). A rela
tively generous outcome would be a pension worth two 
thirds of final earnings with no actuarial reductions. 
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This could be the case in compulsory retirements or in 
cases where the age plus the years in service (primarily 
public service) exceeds the figure 85. Many cases 
would be between the two extremes mentioned. The 
occupational pension is received for the rest of the 
retiree's life. From the age of 65 (men) or 60 (women) 
public pensions are added. 

The Netherlands 

The schemes in the Netherlands are based upon collec
tive agreements, CAOs. Most of the CAOs stipulate a 
retirement age between 58 and 63, with 60 years of age 
being typical. The benefits in the schemes are often 
expressed as a percentage of former gross income, typi
cally 75 to 80 %, resulting in net replacement rates 
(take home pay basis) in the 80 to 90 % range. The 
early retirement benefits stop at the age of 65 and are 
then replaced by public old-age pensions and in most 
cases a private old-age occupational pension. 

It is a characteristic of the private occupational pension 
schemes in both Great Britain and the Netherlands that 
the net replacement rates are often quite high. This is 
true even at relatively high previous income levels. 

Three of the countries, Sweden, Finland and Spain, 
have flexible public old-age pension schemes, which 
make early retirement possible, but only with an actuar
ial reduction lasting the rest of the life. The possibility 
of having an early old-age pension in Spain is only for 
those who started to work before 1967. 

Sweden 

The public Swedish pension scheme consists of a basic 
part with a supplementary occupational component on 
top. The basic part is a flat-rate scheme and the occupa
tional part is income-related up to a relatively high ceil
ing. The formal retirement age is 65 but it is possible to 
draw a public pension from the age of 60 (basic and 
occupational part go together). It takes 30 years to earn 
full occupational pension rights in Sweden, so the early 
pension might be lower than a full pension (there is a 
reduction of 1/30 for each year missing). There is also 
an actuarial reduction of 6 % for each year before the 
age of 65 that the pension is drawn. The full public pen
sion results in a net replacement rate (take home pay 
basis) of approximately 67 % at the APW income level. 
It is also possible to draw a fraction, for example half or 
three quarters, of the public pension from the age of 60 
(with an actuarial reduction for the fraction drawn for 

the rest of the life). Most Swedes also have a negotiated 
occupational pension (avtalspension) comprising 
approximately 10 % of the previous wage. When this is 
included, the net replacement rate increases from 
approximately 67 % to approximately 80 %. The nego
tiated pension is also reduced by 6 % for each year it is 
drawn before the age of 65. 

Finland 

The Finnish pension scheme consists of two parts: a 
basic flat-rate pension which guarantees a minimum 
pension to all and an occupational pension which is 
income-related and accrued during the years of service. 
The basic pension is income-tested against the occupa
tional and other pensions. If the maximum (of a good) 
occupational pension is reached there will be no basic 
pension. The maximum occupational pension is worth 
60 % of the former income and it takes 40 years to 
reach the maximum accrual in the private sector. The 
net replacement rate (take home pay concept) for a full 
pension is approximately 67 % (as in Sweden) at the 
APW income level. 

The formal retirement age is 65, but it is possible to 
withdraw from work through several systems. Most 
early retired persons are on disability pension schemes, 
whether on normal disability pension or on so-called 
individual (early) disability pension. The level of these 
pensions is the same and both of these schemes are 
analysed in the next chapter, even though the individual 
disability pension scheme largely involves features of a 
dedicated early old-age pension scheme. 

The second most common early retirement scheme is 
the early old-age pension scheme which it is possible to 
draw upon from the age of 60 and in which exit from 
the labour market is based on an individual decision. 
This pension is smaller than the ordinary old-age pen
sion for two reasons. First, the accrual time is shorter, 
and, second, there is a reduction of the pension level for 
actuarial reasons. 

The third scheme which is almost as extensively used as 
the early old-age pension scheme is the so-called unem
ployment pension which can be used as an early retire
ment scheme if the person has been unemployed for at 
least two years since turning 60. A person receiving an 
unemployment pension still has, in principle, an obliga
tion to accept a job if it is offered. In practice, these 
cases are, however, very infrequent. The accrual rules 
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and the level of the unemployment pension are almost 
equal to a disability pension, indicating that the time 
which would be ahead in the working life up to the nor
mal old-age retirement is included in the accrual period. 
Its accrual deviates from the disability pension only 
because the unemployment period is not fully included. 
In comparison with the early old-age pension, the 
accrual rules in the unemployment pension are more 
generous resulting in a higher level of pension. 

In the following, the early old-age pension and the 
unemployment pension are considered as dedicated 
early retirement schemes. 

Spain 

Spain also has a flexible public old-age pension scheme 
where the formal retirement age is 65. Just as in 
Sweden and Finland, it is possible to draw a pension 
from the age of 60 subject to a reduction of the pension 
for the rest of the life. This possibility is only available 
for those who belonged to the scheme (started to work) 
before 1967. If the early retirement takes place at the 
age of 64 and the pensioner is replaced by another 
worker, there will be no reduction. The pension 
received at 60 years of age is 60 % of the full pension, 
which again depends on the contribution record. A full 
pension results in a net replacement rate (also take 
home pay basis) of approximately 95 % at the APW 
income level (in fact this replacement rate is very stable 
from half up to at least double APW income levels). 

Three countries, Denmark, France and Italy, have spe
cial public early retirement schemes. 

Denmark 

Early retirement in Denmark can take place from the 
age of 60. A temporary scheme, where retirement was 
possible from the age of 50, has been closed for new 
entrants (from 1996). Long-term membership (20 years) 
of the voluntary unemployment insurance scheme is 
required for access to the early retirement scheme. The 
initial benefit level in the scheme is equivalent to the 
UB level. For many recipients there will be a reduction 
in benefits after two and a half years, and earlier if the 
scheme was entered from unemployment. If the early 
retirement is postponed to the age of 63, there will be 
no reductions. Early retirement benefits can be received 
until the age of 67, the formal retirement age (or more 
correctly, the official old-age pension age) in Denmark. 

France 

In France it is possible to draw a public old-age pension 
from the age of 60. Whether it is a full pension or not 
depends on the contribution record. It is also possible to 
delay until a full pension can be obtained (at least until 
65). The special French early retirement scheme, 
ASFNE, is open for persons 57 or older. It is a con
dition that the person is employed, but at the same time 
is facing redundancy. ASFNE is then an alternative to 
unemployment benefits. The benefit is usually 65 % of 
the previous income (lower if that income is above a 
certain level). The benefit can be received until a full 
old-age pension can be obtained, but not above the age 
of 65. 

Another scheme, ARPE, makes it possible to retire after 
40 years of work at the same benefit conditions as men
tioned above. It is a condition that the early retired 
person is replaced by another worker. This scheme is 
temporary. 

In the following it is the ASFNE and ARPE schemes 
which have been selected as dedicated early retirement 
schemes. 

It should be noted that some of the early retirement 
schemes in Spain and France have replacement con
ditions attached for employment policy reasons. 

Italy 

The basic early retirement scheme in Italy is the senior
ity pension. This scheme makes it possible to retire 
early from the age of 52, subject to a long minimum 
contribution record of 35 years. The benefits in the 
seniority pension scheme are approximately 70 % of the 
previous gross earnings (average of the earnings in the 
last seven years) at the APW income level. The benefit 
is paid until the age of 62 (men) or 57 (women) when 
old-age pension is received. There are several separate 
early retirement schemes, which either lead into the 
seniority pension or into an old-age pension. Social 
contributions are paid in most early retirement schemes 
in order to obtain a full contribution record for old-age 
pension. The seniority pension has been selected as the 
dedicated early retirement scheme for Italy. 

19 



Income bene f i t s f o r ear ly ex i t f r o m the l abour ma rke t in e i gh t European coun t r i es 

3.3. Net replacement rates 

3.3.1. Cases to be studied 

This section analyses economic incentives to retire 
early in two different situations based upon the dedi
cated early retirement schemes already mentioned. 

1. A person retires early from former employment. 

2. A person retires early from former unemployment 
(where that is possible) or considers early retirement 
as an alternative to unemployment. 

Analysis of these two situations aims at revealing the 
differences in how the systems work and how they can 
attract people to select the route to early retirement. 
Ordinary unemployment insurance is not considered as 
a dedicated early retirement scheme (see the introduc
tion to this chapter) but situation 2 indicates the rela
tionship between being early retired and being unem
ployed. Prolonged unemployment benefit schemes for 
the elderly are considered in Chapter 5. 

The analysis in the following two sections will primar
ily be based on net replacement rates. It should be 
emphasised that the assumed income levels when work
ing are not just for the last year before early retirement, 
they have been maintained for the full working life of 
the person. Furthermore, the net replacement rates pre
sented are in principle for one year, 1996. Decisions on 
early retirement may involve a longer time-span where 
the risks of being unemployed or of experiencing a 
decline in working income for the rest of the working 
life may have significant influence. This is only par
tially reflected in the calculations in this study. 

3-3.2. Take home pay as income concept 

The calculation of net replacement rates gives an indi
cation of the economic situation for people who opt for 
early retirement in the countries covered by the study, 
even when important aspects, such as the net wealth sit
uation, are ignored. The net replacement rate measures 
the income after tax as early retired in relation to the 
income after tax when in full employment. This income 
concept corresponds to the OECD's take home pay con
cept. The calculations are performed at six different 
income levels for the fully employed person covering 
an income range from 50 to 200 % of the APW income 
level. Incomes at 50 % of the APW are, except in Great 
Britain, somewhat below the lowest full-time adult 

income. In France and the Netherlands, because of min
imum wage regulations, these incomes are not possible 
at all for adult full-time employees. That is why the fig
ures for this income level are in italics, except for Great 
Britain. Table 3.1 contains the results when early retire
ment takes place from former employment. 

The overall impression is that the net replacement rates 
in most cases are quite high. However, there are con
siderable variations. 

The Danish net replacement rates show a typical profile 
of flat-rate benefits, i.e. the net replacement rates start 
very high and end very low. The Dutch, British 
(favourable case), Italian, Finnish (unemployment pen
sion), French and Spanish profiles are typically income-
related, i.e. the net replacement rates are almost con
stant over the entire income range, and they are all quite 
high. The Swedish and Finnish (early old-age pension) 
profiles are in between. For Sweden it should be noted 
that a usual negotiated occupational pension component 
(avtalspension) comprising approximately 10 % of the 
wage at the formal pension age is included in the bene
fits. This negotiated occupational pension will, how
ever, be reduced when taken early. The early retirement 
case for Sweden contains a mixture of public and nego
tiated benefits. The relatively poor case for Great 
Britain contains a low pension, making the pensioner 
entitled to other flat-rate means-tested benefits, giving 
the whole case a flat-rate benefit profile. 

Table 3.1 contains the net replacement rates for the sin
gle person entering early retirement from employment. 
It also happens, at least in some countries, that the 
entrance to early retirement takes place from unemploy
ment. This is possible in most of the public early retire
ment schemes and also in the Netherlands (private 
scheme). In Great Britain, where the scheme is also pri
vate, it is not possible to enter directly from unemploy
ment, but then unemployment might be an alternative to 
early retirement, for example in cases of staff reduc
tions, lay-offs, etc., as is also true for the French 
ASFNE scheme. It therefore seems meaningful to treat 
this situation as early retirement in comparison with 
unemployment. The calculation is in fact carried out by 
dividing the usual net replacement rate for the early 
retired person by the usual net replacement rate for the 
unemployed person. It is thus assumed that the period 
in unemployment has no effect on the size of the bene
fits in early retirement through reduced benefit rights. 
For Finland the missing accrual time when unemployed 
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Table 3.1 

Early retirement from employment, 1996 · 
take home pay income concept 

net replacement rates for single person, 

Income 
(%ofAPW) 

50 
67.5 
75 

100 
150 
200 

101 
92 
85 
66 
50 
40 

DK(') 
Pubi. 

101 
79 
72 
56 
42 
34 

E « 
Act. 

79 
62 
63 
63 
61 
60 

F 
Pubi. 

81 
84 
84 
81 
77 
73 

I 
Pubi. 

81 
79 
79 
78 
79 
76 

NL 
Priv. 

77 
80 
80 
82 
84 
83 

: 
Act. 

68 
60 
57 
52 
47 
46 

FIN (') 
Pubi. 

88 
74 
70 
65 
65 
65 

S 
Act. 

79 
69 
66 
60 
57 
58 

GB (<) 
Priv. 

82-77 
76-60 
77-55 
77-44 
76-33 
75-31 

(') The first column shows the initial situation (age 60), the second the reduced benefit level, typically after 2.5 years in the scheme. 
(2) The net replacement rate at the 50 % APW income level is for the minimum pension. 
(') The first column is early old-age pension at age 60, the second is unemployment pension, also at age 60. 
(4) The range is from the favourable to the poor case. 
NB: Pubi, indicates separate public scheme, Act. indicates actuarially reduced public old-age pension scheme and Priv. indicates private scheme. Figures in italics 

refer to incomes outside the normal range. 

Table 3.2 

Early retirement relative to unemployment benefits, 1996 — income when early retired 
divided by income when unemployed for single person, take home pay income concept 

Income 
(%ofAPW) 

50 
67.5 
75 

100 
150 
200 

1.02 
1.02 
1.02 
1.02 
1.02 
1.02 

DK(') 
Pubi. 

7.03 
0.87 
0.87 
0.87 
0.87 
0.87 

E(-) 
Act. 

7.76 
0.88 
0.89 
0.89 
1.15 
1.50 

F 
Pubi. 

0.88 
1.01 
1.04 
1.09 
1.08 
1.02 

I 
Pubi. 

7.94 
2.16 
2.08 
2.00 
2.01 
2.18 

NL 
Priv. 

1.00 
1.08 
1.08 
1.11 
1.11 
1.43 

Act. 

0.98 
0.93 
0.89 
0.85 
0.91 
1.01 

FIN(3) 
Pubi. 

1.27 
1.14 
1.09 
1.06 
1.27 
1.42 

S 
Act. 

7.09 
0.92 
0.87 
0.81 
1.06 
1.33 

GB(«) 
Priv. 

2.16-2.03 
2.53-2.00 
2.85-2.04 
4.05-2.32 
5.07-2.20 
6.82-2.82 

(') The first column shows the initial situation (age 60), the second the reduced benefit level, typically after 2.5 years in the scheme. 
(2) The net replacement rate at the 50 % APW income level is for the minimum pension. 
(3) The first column is early old-age pension at age 60, the second is unemployment pension, also at age 60. 
(4) The range is from the favourable to the poor case. 
NB: Pubi, indicates separate public scheme, Act. indicates actuarially reduced public old-age pension scheme and Priv. indicates private scheme. Figures in italics 

refer to incomes outside the normal range. 

has been taken into consideration when calculating the 
unemployment pension. 

The result of the calculations can be interpreted in two 
ways. One is as a net replacement rate, where the initial 
situation is unemployment instead of employment. The 
other is as the income when early retirement is com
pared with the income when unemployed. It is this inter
pretation which has been chosen here, with the term 'net 
replacement rate' reserved for the usual case. The refer
ence is still to the six income levels for the person in full 
employment. Table 3.2 contains the results. 

The general impression is that it is better, in some cases 
a lot better, to be on early retirement benefits than on 
UB. For Denmark it is slightly better to be in step 1 
(column 1) of the early retirement scheme than in the 
UB scheme (because of reduced social contributions), 
for step 2 (column 2) it is somewhat worse except at the 
minimum level. In Finland the entrance to early retire
ment from unemployment is via the unemployment 
pension scheme (column 2). There are no economic 
incentives to stay in the UB scheme if the prospects of 
getting a job are slim. People receiving unemployment 
pension are better off than those on UB at all income 
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levels, but in particular at both ends of the income range 
(see later). In France the early retired person is slightly 
better off than the unemployed except at the lowest 
income level. France has a prolonged UB scheme for 
the elderly, see Chapter 5, which is close to a dedicated 
scheme. The entries for France in Table 3.2 can also be 
interpreted as the outcome of the ASFNE and ARPE 
schemes in relation to the prolonged UB scheme. In 
Great Britain there is a strong incentive for the single 
person to avoid unemployment and to get an early 
retirement arrangement even at the 'poor' end of the 
range, though it should be mentioned that for a signifi
cant proportion of the workforce UB may be the only 
available option. Italians are also substantially better off 
on early retirement benefits than on UB. In the 
Netherlands it is especially after the maximum of the 
UB has been reached (at approximately 150 % APW 
income) that the early retirement scheme becomes 
favourable. In Spain and Sweden it is also for the higher 
previous income levels that early retirement becomes 
advantageous compared with UB. 

The profiles for ratios of early retirement benefits to UB 
are U-shaped in Finland, Spain and Sweden. The left 
leg of the U might be because a better minimum level 
of pension than of unemployment benefit is guaranteed. 
Additionally, small pensions can be taxed on a 
favourable basis. The right leg of the U arises because 
the pensions are more tightly income-related and often 
involve a higher maximum level than unemployment 
benefits. 

3.3.3. Family purse as income concept 

Take home pay, which has been used until now, is a 
simple but robust income concept. It is, however, more 
realistic also to include housing costs and possible 
housing benefits (HB) in the calculations. This can be 
done in different ways, and the results will, to some 
extent, depend upon the assumptions made concerning 
housing costs (see also Annex 2). 

In this study the concept of family purse income is used 
to take account of housing benefits and housing costs. It 
describes the income which is freely disposable after 
the net housing costs. The family purse income is easily 
affected by the chosen level of housing costs. Here, the 
housing costs have been chosen to represent the average 
or modest housing costs. The net replacement rates 
based upon the family purse income are usually lower 
than those based upon take home pay (if these were 
below 100 in the first place) because usually housing 
benefits do not fully compensate for housing costs and 
there are then some net housing costs left which will be 
deducted from the take home pay income. The relative 
impact of this deduction will often be largest for the 
recipient of benefits, implying lower net replacement 
rates. 

Alternatively, the standard disposable income concept 
could be used. It takes into account only benefits but no 
expenditures. As most housing benefit schemes are 
means-tested, HB for persons with a low income will 
usually be larger than HB for persons with a higher 

Table 3.3 

Net replacement rates for the unemployed single person in Denmark, 1996 — different income concepts 

1. Take home pay 
2. Take home pay plus 

HB, average costs 
3. Family purse, 

average costs 
4. Take home pay plus 

HB, high costs 
5. Family purse, 

high costs 

NB: Figures in italics refer to incomes οι 

50 

98.5 

98.6 

97.4 

98.6 

96.7 

itside the normal range. 

67.5 

90.7 

95.1 

92.1 

91.2 

84.0 

Previous income as a 

75 

83.2 

87.1 

80.4 

84.9 

73.9 

percentage of APW income 

100 

65.0 

68.1 

56.5 

69.0 

52.9 

150 

48.8 

51.1 

38.9 

51.8 

35.1 

200 

39.5 

41.4 

30.1 

41.9 

26.7 
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income (same housing costs for the two). As a result the 
net replacement rate will usually increase compared 
with the net replacement rate based upon the take home 
pay income concept, if it was below 100 in the first 
place. 

ment rates. This is basically because the net housing 
component has a decreasing relative effect on the grow
ing income of the employed single person while the 
effect is constant (in the Danish case) for the recipient 
of unemployment benefits. 

The Danish case for unemployment benefits is used 
to illustrate the differences between the two income 
concepts. 

The first three rows of Table 3.3 confirm the anticipated 
pattern concerning the size of the net replacement rates 
according to the three income concepts applied. Rows 2 
and 3 are based upon average housing costs. In rows 4 
and 5 the housing costs are increased by almost 30 %. 
The family purse based net replacement rates in row 5 
are lower than those in row 3 (family purse, average 
housing costs). This is as should be expected. The net 
replacement rates in row 4 are lower at low incomes but 
higher for higher incomes than those in row 2 (average 
housing costs). The reason is that the higher housing 
costs result in a higher HB for the fully employed per
son at low income, which it takes a broader income 
range to reduce to zero than in the case with average 
rent. When HB has been reduced to zero for the fully 
employed person, the net replacement rates in row 4 are 
again higher, as should be expected, than those in row 2. 

The examples also show a tendency for the family purse 
based net replacement rates to decrease further over the 
income range than the take home pay based replace-

There is no doubt that the housing cost assumption has 
a substantial impact on the results. In this study average 
or a little lower than average housing costs have been 
chosen, and they are being held constant over the entire 
income range. This is not without problems, because 
the family purse may become very sum at low income 
levels. The family purse income concept has also been 
chosen, mainly because it at least to some extent 
reflects the burden of housing costs. This is not at all 
the case for the take home pay plus HB income concept. 
The importance of alternative housing cost assumptions 
is discussed further in Annex 2. 

Table 3.4 has the same contents as Table 3.1, but this 
time the calculations are based upon the family purse 
income concept. 

The pattern of net replacement rates based upon family 
purse income is not very different from that based upon 
take home pay income, although most, but far from all, 
net replacement rates are somewhat lower when based 
upon the family purse income concept. From 100 % 
APW income upwards they are in fact all lower than the 
take home pay based, but in the lower income range, 
there are several family purse based replacement rates 

Table 3.4 

Early retirement from employment, 1996 — net replacement rates for single person, 
family purse income concept 

Income 
(% of APW) 

DK(') 
Pubi. 

E(2) 
Act. 

F 
Pubi. 

I 
Pubi. 

NL 
Priv. 

FIN (3) 
Act. Pubi. 

S 
Act. 

GB« 
Priv. 

50 
67.5 
75 

100 
150 
200 

707 
95 
83 
58 
40 
31 

702 
73 
64 
45 
31 
24 

66 
48 
51 
56 
57 
56 

81 
81 
80 
77 
74 
70 

74 
74 
73 
74 
76 
74 

81 
71 
72 
76 
80 
81 

89 
69 
62 
49 
37 
39 

702 
73 
64 
55 
58 
60 

50 
44 
43 
41 
45 
49 

73-64 
68-45 
69-40 
71-31 
73-23 
72-24 

(') The first column shows the initial situation (age 60), the second the reduced benefit level, typically after 2.5 years in the scheme. 
Ç-) The net replacement rate at the 50 % APW income level is for the minimum pension. 
(') The first column is early old-age pension at age 60, the second is unemployment pension, also at age 60. 
(4) The range is from the favourable to the poor case. 
NB: Pubi, indicates separate public scheme, Act. indicates actuarially reduced public old-age pension scheme and Priv. indicates private scheme. Figures in italics 

refer to incomes outside the normal range. 
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Table 3.5 

Early retirement relative to unemployment benefits, 1996 — income when early retired 

divided by income when unemployed for single person, family purse income concept 

Income 
(% of APW) 

50 

67.5 

75 

100 

150 

200 

7.04 

1.03 

1.03 

1.03 

1.03 

1.03 

DK(') 
Pubi. 

7.05 

0.79 

0.79 

0.79 

0.79 

0.79 

E « 
Act. 

1.30 

0.79 

0.80 

0.86 

1.21 

1.60 

F 

Pubi. 

0.88 

1.00 

1.05 

1.12 

1.10 

1.03 

1 

Pubi. 

3.56 

3.66 

3.19 

2.61 

2.37 

2.53 

NL 
Priv. 

7.00 

1.08 

1.16 

1.15 

1.18 

1.59 

] 

Act. 

7.37 

1.24 

1.18 

0.97 

0.87 

1.01 

FIN (■') 
Pubi. 

7.50 

1.31 

1.21 

1.09 

1.38 

1.57 

S 
Act. 

7.46 

0.79 

0.72 

0.67 

1.11 

1.56 

GBO 
Priv. 

1.26-1.10 

1.66-1.10 

1.92-1.11 

2.73-1.19 

4.29-1.35 

6.00-2.00 

(') The first column shows the initial situation (age 60), the second the reduced benefit level, typically after 2.5 years in the scheme. 
(2) The net replacement rate at the 50 % APW income level is for the minimum pension. 

(3) The first column is early oldage pension at age 60, the second is unemployment pension, also at age 60. 
(J) The range is from the favourable to the poor case. 

NB: Pubi, indicates separate public scheme. Act. indicates actuarially reduced public oldage pension scheme and Priv. indicates private scheme. Figures in italics 
refer to incomes outside the normal range. 

which are substantially higher than the take home pay 

based. This is especially the case for Finland, where it 

is the change in housing benefit scheme, when the per

son changes stams from employee to pensioner, which 

generates that result. Housing benefits for pensioners, 

and early retirees in Finland are pensioners, are much 

more favourable than housing benefits for people of 

working age, especially for single persons. Denmark 

and Sweden have the same type of HB system as 

Finland but people on early retirement in Denmark are 

not pensioners, and in Sweden they are not entitled to 

housing benefits for pensioners. The effects of changed 

housing benefit regimes can also be seen for disability 

pensioners (see Chapter 4). 

The pattern from Table 3.2 is also recognisable here 

and the favourable housing benefit scheme for pension

ers in Finland is evident. It is, in general, preferable to 

be on early retirement benefits than to be unemployed 

and receiving UB. In many cases the differences are 

very substantial. 

Early retirement is in most cases quite attractive even 

from a situation of employment. Approximately two 

thirds or more of the net income is maintained across 

the income distribution in most countries, and, at lower 

income levels, in all countries. If the alternative to early 

retirement is unemployment, it is, in general, much 

preferable to be in the dedicated early retirement 

scheme than to receive unemployment benefits (see also 

Chapter 5). 

Table 3.5 is equivalent to Table 3.2, but this time it is 

the family purse income concept which has been 

applied. It is the entrance to early retirement from 

unemployment or unemployment as an alternative to 

early retirement which is in focus here. 

Including housing costs and housing benefits in the net 

replacement rate calculations makes a difference. 

Especially changes from ordinary HB to HB for pen

sioners can have a substantial impact as can be seen in 

the case of Finland. 
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Chapter 4 

Invalidity/disability arrangements 

4.1. Introduction 

The large number of workers going on invalidity bene
fits seems to be of concern to many countries. 
Specifically in the older age categories many workers 
leave the labour market, mostly permanently, through 
these types of benefits. This chapter will discuss the 
main invalidity and disability benefits available in the 
eight countries. 

4.2. Types of invalidity/disability scheme 

Denmark 

The Danish invalidity pension allows for several types 
of benefits based inter alia on age at the start of benefit, 
the level of invalidity and the role of social and econ
omic factors. 

For the 60 to 66 age group two options are available: 

• The medium-level pension. This pension depends 
on medical criteria which require (for the 60- to 
66-year-olds) that working capacity is completely or 
almost completely lost. 

• The ordinary level. This pension may depend upon 
medical criteria, but social and economic criteria are 
also applicable. It is a condition that at least 50 % of 
working capacity is lost. 

For younger age groups two other levels of the invalid
ity pension scheme become available together with the 
already mentioned medium level: 

• The high-level pension. The requirements are identi
cal to the medium-level pension (when the 60- to 
66-year-old person meets this requirement he or she 
becomes eligible for the medium-level pension). 

• The ordinary augmented level. Requirement is a 
50 % loss of working capability according to med
ical, social and/or economic criteria. 

Spain 

There are three types of invalidity pension in Spain, 
depending on the disabled person's possibility of con
tinuing work: permanent job disability, disabling the 
worker only for their customary job; full permanent dis
ability, disabling the worker for any type of work; and 
major disability, which is full and also means the 
worker will need a caregiver to perform the normal acts 
of day-to-day life. 

Pension amounts vary with the extent of acknowledged 
disability. The percentage is lowest for job disability 
(55 %), since job disability is compatible with another 
job. However, when the beneficiary is over 55 and 
unemployed the percentage may be increased to 75 %. 
In the case of full permanent disability the pension rate 
is 100 %, while major disability will pay out 150 %. 

France 

In France there are around 30 — mostly minor — dif
ferent types of invalidity pension scheme. The descrip
tion given here covers the general scheme. 

Invalidity pension is given, after a medical examination, 
to victims of non-professional illness or accident if 
working capability is reduced by two thirds or more. 

The age limit is 65 (60 for people no longer capable of 
work, who then get an old-age pension). 

There are three categories of invalidity pension: 

• the first is given to invalid persons who still can 
work (part-time); they get 30 % of their former 
gross wage (average of the best 10 years), with a 
maximum of FRF 4 000 per month; 
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• the second is given to persons who cannot work any 
more; they get 50 % of their wage, with a maximum 
of FRF 6 000 per month;, 

• the third is given to persons who cannot work and 
who need assistance with the ordinary activities of 
life. They get about FRF 5 500 per month in addi
tion to invalidity pension, which is also 50 % of the 
former wage with a maximum of FRF 6 000 per 
month. 

For people with a low former wage there is also a mini
mum for the invalidity pension. 

New medical examination can make a beneficiary move 
from one category of pension to another. 

Italy 

Two systems of invalidity benefit can be distinguished 
in Italy: invalidity allowance and disability pension. 

Invalidity allowance addresses partial invalidity and is 
paid for three years when the worker's capability is par
tially reduced, according to a medical assessment. This 
partial pension may be renewed for two more three-year 
periods, after which the benefit is made permanent. 

Disability pension is related to permanent incapacity for 
work based on medical criteria. Both invalidity 
allowance and disability pension are based on the con
tributions paid (the minimum contribution record 
demanded is five years, with at least three years of con
tributions during the past five years). The amount of 
invalidity benefit and disability pension is calculated on 
the same criteria as for old-age pension. However, in 
the case of disability, the level of pension is equal to the 
total pension to which a worker would have been en
dued if he or she had been able to work until pension age 
(62 for men, 57 for women). The pension is computed 
taking into account the maximum amount of contribu
tion time (40 years) required for an old-age pension. 

The Netherlands 

Invalidity benefit for employees (WAO) in the 
Netherlands grants benefits on the basis of reduced or 
lost earning capacity and depends on a medical assess
ment. On the basis of this medical assessment, it is 
determined what type of work (if any) can still be done 
by the person involved. The basis for calculating the 
benefit is the (potential) loss of earnings compared with 

the work the person is still able to do. Seven classes of 
disablement are used (ranging from 15 to 25 % to 80 to 
100 %). The maximum initial benefit for persons aged 
33 or over is 70 % of the last earned wage. The duration 
of this initial benefit depends upon the age of becoming 
disabled. For a person aged 40 there is a one-year 
period of full (70 %) invalidity benefit. After this one 
year a follow-up benefit is given which (at APW 
income level) would be around 54 % of the last earned 
wage. Both the duration of the initial benefit level and 
the level of benefit in the follow-up phase depend on 
age. From the age of 59 the 70 % benefit lasts until 
retirement age. 

To compensate for the loss of income during the follow-
up phase of the public benefit, employers and employ
ees have negotiated private additions to the public fol
low-up benefits. In this chapter we assume that any 
decline in public benefits is compensated by private 
arrangements and, therefore, we will not present calcu
lations showing the decline in public benefits over time. 

Finland 

There are three types of disability pension in Finland: 

• the (full) disability pension; 

• the individual (early) disability pension; 

• the partial disability pension. 

The only difference between the full and early pension 
is that the entitlement criteria differ. The full disability 
pension depends only on medical criteria. It is required 
that the working capability is largely lost (at least 
60 %). The individual disability pension scheme is for 
people over 58 with reduced working capacity which is, 
however, at a level where it does not entitle them to 
(full) disability pension. Individual reasons are also 
taken into account. In fact, the individual disability pen
sion scheme is used as a parallel to the dedicated early 
retirement schemes. 

The level of benefit for both types of disability pension 
is the same. If a person, despite their disability, is still 
capable of working either full-time or part-time and 
their earnings are decreased by at least 40 %, the partial 
disability pension is paid. This pension is 50 % of the 
full disability pension. 

The level of benefit depends, first of all, on the wage 
level and on the accrued years of service. When the 
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time of service is calculated for the disability pension 
scheme, the so-called future time, i.e. the time which 
the person still had ahead in their working life up to the 
age of normal retirement, is taken into account (unlike 
the service calculation for the early old-age pension 
scheme). The accrual percentage is, however, lower 
than for years in employment. 

Sweden 

Disability pension can be temporary or permanent. 
Disability pensions are payable at full, three-quarter, 
half and one-quarter rate, depending on the level of lost 
work capacity. Full disability pension amounts to 90 % 
of the reduced base amount (also used as the basis for 
old-age pension) for a single person and 72.5 % per per
son for a married couple. A supplementary (wage-
related up to a maximum) pension is payable if the dis
abled is entitled to an occupational pension supplement 
(ATP). If a person has little or no supplementary pen
sion, he or she might get a pension supplement (PTS) at 
a maximum of 111.5 % of the reduced base amount. 
This PTS will be reduced by the size of the ATP with a 
marginal effect of 100 %. In these calculations typical 
occupational pension supplements are included. 

Great Britain 

The main national insurance benefit available for the 
disabled is incapacity benefit. This is a taxable benefit 
for those with other sources of income such as occupa
tional pensions. It is payable at a fixed rate. In addition, 
people who are disabled may get additional help with 
the cost of living to cover particular expenses such as 
care and mobility. These tax-free disability living 
allowances are assessed on the claimant's degree of 
incapacity. For the calculations presented in this chap
ter, it is assumed that the worker receives long-term 
incapacity benefit and the mobility component of the dis
ability living allowance, but no occupational pension. 

4.3. Net replacement rates 

4.3.1. Take home pay as income concept 

The replacement rates presented in this chapter are cal
culated for full disability with no work income left. In 
most countries benefits also exist for persons partially 
disabled (usually with lower benefits) and specific ben
efits which encourage or accept the combination of ben
efit receipt and work. As the main focus of this report is 

on arrangements for leaving the labour market, we will 
only discuss the case of full invalidity/disability. 

Table 4.1 shows net replacement rates for 
invalidity/disability arrangements according to the take 
home pay concept. For all countries except Denmark 
and Great Britain, replacement rates are more or less 
stable over the range of incomes displayed in the table, 
i.e. the level of benefit is related to the former wage. 
Spain, Italy and Sweden show the highest replacement 
rates for full disability, roughly 80 % or higher through 
the entire income range. 

The level of benefits may vary with age or the number 
of contribution years. The Danish system distinguishes 
between persons of 60 or older and those younger than 
60. For persons becoming disabled after the age of 60, 
benefits in general are lower than for those becoming 
disabled at an earlier age. In the Finnish case also the 
benefit is marginally lower for older persons (aged 60) 
becoming disabled than for younger persons (the case of 
a person aged 55 is shown in Table 4.1). In the Finnish 
system when it is fully matured (in 2002) the benefit 
will be marginally higher for older persons becoming 
disabled than for younger ones (aged 55). This is due to 
accrual percentages which favour time in service. 
However in 1996, the year described in Table 4.1, the 
person becoming disabled at the age of 60 gets margin
ally less than the person disabled at 55. This results from 
the fact that the person of 60 in 1996 does not receive 
the full accrual period but the person of 55 does. 

In the Italian case the number of contribution years deter
mines the replacement rate, except for the full disability 
pension. In case of full disability the worker — who has 
at least the minimum of five years of contributions — 
may be awarded the full contribution years to reach the 
maximum number of years. At APW level full disability 
pension will generate a replacement rate of 88 %. 

Denmark includes non-medical aspects in the assess
ment of disability. The Danish system offers lower ben
efits to those who have lost at least 50 % of their work
ing capability because of medical and/or socioeconomic 
reasons. 

The benefits presented for Great Britain show the long-
term incapacity benefit, including the payment of the 
mobility component of the disability living allowance. 
No account is taken of possible occupational pensions 
topping up State benefits. The pattern of replacement 
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Table 4.1 

Disability benefits, 1996 — net replacement rates for single person, take home pay income concept 

Income 

(Sof APW) 

50 

67.5 

75 

100 

150 

200 

139 

108 

99 

77 

58 

47 

DK(') 

776 

90 

82 

64 

48 

39 

98 

104 

106 

111 

116 

118 

E(>) 

73 

78 

79 

81 

78 

77 

F 

93 

73 

66 

67 

59 

46 

I 

97 

88 

88 

88 

88 

86 

NL 

77 

74 

74 

74 

74 

58 

FIN 

88 

74 

70 

65 

65 

65 

S 

99 

87 

86 

84 

86 

82 

(;B 

78 

61 

55 

43 

30 

22 

(') The first column shows the highlevel pension available to people younger than 60, with working capability (nearly) fully lost; the second column shows the 

mediumlevel pension for those aged 60 to 66. with working capability (nearly) fully lost or lor younger persons with twothirds' working capability lost. 

I:l The first column shows the full permanent disability pension (not taxable); the second column shows the disadvantaged job disability pension, for unemployed 

persons older than 55 with job disability. 

Table 4.2 

Disability benefits relative to unemployment benefits, 1996 — take home pay income concept 

Income 

(S of APW) 

50 

67.5 

75 

100 

150 

200 

1.41 

1.19 

1.19 

1.19 

1.19 

1.19 

DK(') 

1.18 

0.99 

0.99 

0.99 

0.99 

0.99 

7.44 

1.46 

1.49 

1.56 

2.19 

2.95 

κ n 

7.07 

1.10 

1.12 

1.14 

1.48 

1.93 

F 

7.02 

0.88 

0.82 

0.90 

0.83 

0.65 

' 

2.77 

2.40 

2.34 

2.26 

2.25 

2.46 

NL 

1.00 

1.00 

1.00 

1.00 

1.00 

1.00 

FIN 

7.27 

1.14 

1.09 

1.07 

1.28 

1.43 

S 

1.36 

1.15 

1.13 

1.13 

1.59 

1.88 

(,Ι! 

2.05 

2.03 

2.04 

2.05 

2.00 

2.00 

(■) The first column shows the highlevel pension available to people younger than 60. with working capability (nearly) fully lost; the second column shows the 

mediumlevel pension for those aged 60 to 66, with working capability (nearly) fully lost or for younger persons with twothirds' working capability lost. 

(:l The first column shows the full permanent disability pension (not taxable); the second column shows the disadvantaged job disability pension, for unemployed 

persons older man 55 with job disability. 

rates for Great Britain over the income range reflects 

the fact that these benefits are flatrate benefits. 

For the Netherlands the initial benefits from invalidity 

benefit are presented. For all persons below the age of 

59 when becoming disabled, payments for invalidity 

benefit will decline over time. However, usually 

arrangements between employers and trade unions will 

result in topping up the benefits to the initial level of 

70 % (gross) benefits. 

Table 4.2 shows the financial attractiveness of invalid

ity arrangements versus unemployment benefits. In all 

countries except France the benefits for full invalidity 

are mostly substantially higher than unemployment 

benefits. In the Netherlands both benefits have identical 

replacement rates, while in Denmark the same holds 

true for persons aged 60 to 66 (mediumlevel pension) 

above the lowest income level. 

4.3.2. Family purse as income concept 

Table 4.3 contains the same calculations as Table 4.1, 

but this time they are based on the family purse income 

concept. In general the pattern observed in Table 4.3 

does not differ that much from the pattern observed for 

the take home pay concept. For higher incomes replace

ment rates according to the family purse concept are 

mostly somewhat lower than in the take home pay con

cept. At lower incomes (roughly those below APW 

income) higher replacement rates are generated in some 

countries, primarily due to the inclusion of housing bene
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Table 4.3 

Disability benefits, 1996 — net replacement rates for single person, family purse income concept 

Income 

(%ofAPW) 

50 

67.5 

75 

100 

150 

200 

DK(') 

7 SS 

134 

117 

82 

57 

44 

755 

110 

96 

68 

47 

36 

93 

102 

104 

111 

118 

120 

EO 

59 

68 

71 

77 

77 

75 

F 

93 

70 

62 

60 

53 

40 

I 

87 

85 

85 

86 

87 

84 

NL 

81 

66 

62 

66 

68 

51 

FIN 

704 

74 

66 

56 

59 

61 

S 

793 

113 

100 

76 

82 

78 

GB 

66 

46 

41 

30 

19 

14 

(') The first column shows the highlevel pension available to people younger than 60, with working capability (nearly) fully lost; the second column shows the 

mediumlevel pension for those aged 60 to 66, with working capability (nearly) fully lost or for younger persons with twothirds' working capability lost. 

(;) The first column shows the full permanent disability pension (not taxable); the second column shows the disadvantaged job disability pension, for unemployed 

persons older than 55 with job disability. 

Table 4.4 

Disability benefits relative to early retirement benefits, 1996 — family purse income concept 

Income 
(%ofAPW) 

50 

67.5 

75 

100 
150 

200 

DK(') 

7.53 

1.16 

1.16 

1.17 

1.18 

1.16 

E(
2
) 

7.47 

2.13 

2.04 

1.98 
2.07 

2.14 

F 

7.75 

0.86 

0.78 

0.78 
0.72 

0.57 

I 

7.78 

1.15 

1.16 

1.16 
1.14 

1.14 

NL 

1.00 

0.93 

0.86 

0.87 

0.85 

0.63 

7.77 

1.07 

1.06 

1.14 

1.59 

1.56 

FIN (■') 

7.02 

1.01 

1.03 

1.02 
1.02 

1.02 

S 

3.86 

2.57 

2.33 

1.85 
1.82 

1.59 

G B « 

0.90-1.03 

0.68-1.02 

0.59-1.03 

0.42-0.97 

0.26-0.83 

0.19-0.50 

(') Mediumlevel pension in relation to step 1 in the dedicated early retirement scheme. 

(:) Full permanent disability pension. 

(3) The first column is the disability pension relative to the early drawn oldage pension; the second column is the disability pension relative to the unemployment 

pension. 

(4) The first column is the incapability benefit relative to the favourable early retirement case; the second column is the incapacity benefit relative to the poor early 

retirement case. 

fits, which, for instance in the Scandinavian countries, are 

more generous for pensioners than for nonpensioners. 

There is no free choice between early retirement schemes 

and the disability pension scheme, but it could, anyhow, 

be of interest to compare the two types of schemes in the 

same way as each of them has been compared with the 

UB scheme. This comparison is contained in Table 4.4 

which is derived from Table 3.4 in Chapter 3 and 

Table 4.3 in Chapter 4 (the net replacement rates in the 

latter table are divided by those in the former). 

One conclusion is that the disability pension in most 

countries is more generous than early retirement bene

fits, especially when these are public schemes. In Great 

Britain and the Netherlands, where early retirement 

schemes are private, these are more generous than the 

public disability pension schemes. If the disabled per

son in Great Britain were a member of an occupational 

pension scheme with provision for early retirement on 

account of bad health, the situation would be different; 

the entries for Great Britain would be close to 1.00 in 

both columns. For Finland (column 2) it is clear that the 

unemployment pension (see Chapter 3) and the disabil

ity pension are very close. Finally, it should be men

tioned that the high replacement rates for Sweden are 

related to the generous housing benefits for pensioners. 

Disability pensioners may get housing benefits, but 

people with early oldage pension will not get housing 

benefits until they are 65 years old. 

2') 





Chapter 5 

Other exit possibilities, with a focus on 
part-time schemes and unemployment benefits 
for the elderly 

5.1. Introduction 

The dedicated early retirement and disability pension 
schemes were discussed in Chapters 3 and 4 respec
tively. There are, however, several other ways of leav
ing the labour market early (see Chapter 2). 

These possibilities cover, for example, special arrange
ments for particular occupational groups (see Annex 1) 
and various part-time schemes for those who want a 
gradual retirement from the labour market. Part-time 
schemes may be specific but do not necessarily have to 
be so. The Finnish early old-age pension scheme, which 
is a full-time early retirement scheme, may, for exam
ple, be combined with income from part-time work. 
Finally, there are various prolonged unemployment 
benefit schemes for the elderly which may be used for, 
or lead directly to, early exit from the labour market. 

5.2. Part-time schemes for early retirement 

All countries except Great Britain and the Netherlands 
have specific part-time early retirement schemes. This 
does not mean that there are no possibilities for being 
part-time early retired in these two countries. In the 
Netherlands it is sometimes possible (depending on the 
specific trade agreement) for older workers to reduce 
the number of hours worked on an annual basis with 
reduced pay for the hours not worked. How far pay is 
reduced is determined by the trade agreement. In Great 
Britain it is also perfectly feasible to work and receive 
an occupational pension at the same time. The specific 
part-time arrangements are described below. 

ment insurance scheme, as does the full-time early 
retirement scheme. The other scheme, part-time pen
sion, is for persons who cannot meet this requirement, 
but who have a relatively long record (10 years) of con
tributions to the supplementary pension scheme, or, if 
self-employed, a substantial working record including 
some time as self-employed. 

Both schemes are open to people in the 60 to 66 age 
bracket. The hours worked have to be reduced by at 
least 25 % (the normal working week is 37 hours), but 
not to less than 12 hours a week. The benefit is 1/37 of 
82 % of the maximum unemployment benefit (or, for 
part-time pension, of the maximum sickness benefit, the 
two rates being almost identical) for each hour the 
working week is reduced. It is the part-time pension 
scheme which has been used for the calculations in 
Section 5.3. 

Spain 

The Spanish part-time pension scheme is related to the 
ordinary old-age pension scheme. Except for age, the 
eligibility criteria for part-time pensions are the same as 
for old-age pensions. 

The scheme is open to people in the 62 to 64 age 
bracket. The working hours have to be reduced by 
50 %. The benefits received are 50 % of the old-age 
pension (according to the contribution record). From 
the age of 65 ordinary old-age pension will be received, 
including the additions made possible by the contribu
tions from part-time work during the period of part-time 
early retirement. 

Denmark 

Denmark has two part-time early retirement schemes 
which, looked upon from the benefit side, are quite sim
ilar. One of them, part-time early retirement, requires a 
long membership (20 years) of the voluntary unemploy-

France 

In France the requirement is work as an employee for at 
least 10 years and one year for the last employer. In the 
case of individually decided early retirement (not con
nected to reductions or lay-offs) the employer is obliged 
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to hire another person, for instance from a category usu
ally having difficulties getting a job. At least 50 % of 
the replacements should come from this group of 
publics prioritaires. 

The scheme is open to people aged 55 or more. The 
part-time early retiree is required to reduce the working 
hours by 50 % on average for the whole period of early 
retirement; this could be by, for instance, 40 % for the 
first half and 60 % for the last half of the period. The 
benefit is approximately 30 % of the previous (total) 
income. Up to approximately 80 % of the former 
income can then be received by a part-time pensioner. 

Italy 

The seniority pension can be received on a part-time 
basis. This is the case of cumulability of part-time work 
and pension that is originated when, although the condi
tions for entitlement to the retirement pension have 
been reached (minimum contribution record 35 years 
and 52 years of age), the worker continues to work. 
Earnings will be reduced to an amount related to the 
reduction in hours worked and consequently the pen
sion rate will be reduced as well. However, the total 
amount of both reduced wage and pension can at the 
maximum reach the level of earnings the worker would 
have received if he or she had continued working full-
time. Reduction of hours worked by 10, 30 and 50 % 
will result in net replacement rates of 93, 94 and 83 % 
respectively. 

Sweden 

Sweden has, like Denmark, two part-time schemes. One 
is part of the flexible old-age pension scheme, which is 
normally used for full-time early retirement and was 
selected as the dedicated early retirement scheme for 
Sweden (see Chapter 3). The other is a special part-time 
pension scheme, where people are not actually counted 
as pensioners. These two part-time schemes cannot be 
combined. 

The early old-age pension can be drawn in fractions of 
three quarters, a half and one quarter. The fraction 
drawn early will then be reduced actuarially for the rest 
of the retiree's life. Both the public basic pension and 
the public occupational pension can be drawn early and 
in the same fractions. 

The special part-time pension scheme requires the 
working conditions of the unemployment benefit 
scheme to be met and that the person from the age of 45 
has earned enough to generate an income resulting in 
pension points for the occupational pension scheme for 
at least 10 years. The scheme is open to persons in the 
age bracket 61 to 64. The working time has to be 
reduced by at least five hours (for the self-employed by 
at least 25 %) to no less than 17 hours per week. The 
lost income is (up to a limit) compensated by 55 % but 
only for up to 10 hours' reduction per week. It is possi
ble to reduce by more than 10 hours, but there will be 
no compensation for the hours exceeding 10. This rule 
was applicable from July 1994. 

The Netherlands 

Some CAO agreements make it possible to reduce 
annual working hours. 

Finland 

The Finnish part-time pension scheme requires a five-
year working record out of the last 15 years and full-
time work for 12 out of the last 18 months. 

The scheme is open to persons in the age bracket 58 to 
64. The weekly working hours have to be reduced to 
between 16 and 28 hours. It is also a requirement that 
35 to 70 % of the previous income, with a minimum 
amount, is maintained; for the self-employed the 
requirement is 50 %. The benefit is 50 % of the income 
reduction (full-time earnings minus part-time earnings). 

It is the early old-age pension with a drawn fraction of 
50 % which has been used for the calculations in the 
following section. 

Great Britain 

No specific part-time schemes, but it is possible to work 
part-time (or more) as an early retiree. 

5.3. Net replacement rates, part-time 
schemes 

Net replacement rates for a part-time early retired per
son are calculated as total income in early retirement 
divided by income in full employment. The wage 
income from part-time work is included in the numera
tor. It is furthermore assumed that the hourly wage in 
part-time work is the same as it was in full-time 

32 



C h a p t e r 5 

Other ex i t poss ib i l i t i es , w i t h a focus on p a r t - t i m e schemes 

and u n e m p l o y m e n t bene f i t s f o r t he e lde r l y 

Table 5.1 

Part-time early retirement, 1996 — net replacement rates for single person, 
take home pay income concept, 50 % reduction of hours worked 

Income, 

(%ofAPW) 

50 

67.5 

75 

100 

150 

200 

I)K 

702 

91 

88 

80 

76 

72 

E 

98 

98 

98 

98 

98 

97 

F 

88 

91 

91 

92 

89 

87 

I 

94 

91 

88 

83 

88 

90 

FIN 

88 

83 

82 

81 

81 

81 

S 

83 

81 

81 

81 

85 

80 

■ 

NB: For Denmark it is 

Great Britain have 

the part-

no spec: 

time pension 

ific part-time 

which has been applied. For Sweden the 50 % fraction of the early old-

early retirement schemes and are therefore omitted from this table. 

age pension has been used. The Netherlands and 

Table 5.2 

Net replacement rates for single person in full-time and part-time (50 % of usual working hours) 
early retirement, 1996 — take home pay income concept 

50 67.5 

Previous income as 

75 

percentage of APW income 

100 150 200 

DK 

Full-time 

post-work step 1 

post-work step 2 

Part-time 

707 

707 

92 

79 

91 

85 

72 

88 

66 

56 

50 

42 

76 

40 

34 

72 

E 

early pension 

Part-time 

79 

98 

62 

98 

63 

98 

63 

98 

61 

98 

60 

97 

Full-time 

ASFNE, ARPE 

Part-time 

I 

Full-time 

seniority pension 

Part-time 

FIN 

Full-time 

early pension 

unemployment pension 

Part-time 

S 

Full-time 

early pension 

Part-time 

81 

68 

88 

88 

84 

91 

60 

74 

83 

84 

57 

70 

81 

92 

52 

65 

77 

89 

47 

65 

73 

87 

in 81 

94 

79 

91 

79 

88 

78 

83 

79 

88 

76 

90 

46 

65 

79 

83 

69 

81 

66 

1 

60 

81 

57 

85 

58 

NB: The full-lime entries are from the dedicated early retirement schemes in Chapter 3, Table 3.1. The part-lime entries are from Table 5.1 in this chapter. 
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Table 5.3 

Part-time early retirement, 1996 — net replacement rates for single person, 
family purse income concept, 50 % reduction of hours worked 

Income, 
(%ofAPW) DK FIN 

50 
67.5 
75 
100 
150 
200 

104 
93 
87 
72 
70 
67 

97 
97 
97 
97 
97 
97 

88 
88 
88 
90 
88 
86 

91 

85 
79 
86 
89 

101 
76 
75 
77 
78 
78 

59 

69 
72 
80 
75 

NB: For Denmark it is the part-time pension which has been applied. For Sweden the 50 % fraction of the early old-age pension has been used. The Netherlands and 
Great Britain have no specific part-time early retirement schemes and are therefore omitted from this table. 

employment. The interpretation here could be that the 
part-time early retired person keeps his or her old job 
and just works fewer hours. 

On these assumptions Table 5.1 contains the net 
replacement rates for the part-time early retired person 
when the working hours have been reduced by 50 %. 

The net replacement rates are in general high, reflecting 
the fact that 50 % of earned income is maintained in 
part-time early retirement. For Denmark the flat-rate 
type of profile is also recognisable here — the replace
ment rates start high and then decline with increasing 
income. The profiles for the other countries are much 
more constant. 

It could be relevant to compare the part-time early 
retirement net replacement rates with those for full-time 
early retirement, see Chapter 3, Table 3.1. This is done 
in Table 5.2. 

The part-time net replacement rates are, as might be 
expected, in most cases substantially higher than the 
full-time replacement rates. In Finland and especially in 
Denmark, however, the differences are either absent or 
quite small at the lower end of the income distribution. 
This could contribute to the explanation for the rela
tively low utilisation of part-time early retirement 
schemes in these countries. 

Entering part-time early retirement from unemployment 
seems not to be a relevant option, and part-time early 
retirement is hardly an alternative to unemployment, so 

calculations based upon the situation as unemployed 
have not been made for part-time early retirement 
schemes. 

Table 5.1 is based upon the take home pay income con
cept. Table 5.3 has the same content, but the income 
concept has been changed to a family purse basis. 

The net replacement rates are again quite high and the 
profiles are basically the same as were seen in Table 
5.1. The high replacement rate for Finland at the lowest 
income level is due to housing benefits being received 
by the early retired person at that income level. 

Table 5.4 contains the same comparison between full-
time and part-time early retirement schemes as in Table 
5.2, this time, however, on the basis of the family purse 
income concept. The pattern here is not very different 
from that in Table 5.2. 

Part-time early retirement seems from an economic 
point of view to be quite attractive, except at the lower 
end of the income distribution in Finland and Denmark, 
where the net replacement rates in full-time and part-
time early retirement are close so that working 50 % of 
usual hours confers no monetary advantage over not 
working at all. 

5.4. Unemployment benefits for the elderly 

Ordinary unemployment benefit schemes are not 
intended for early retirement, but unemployment may 
lead to early retirement or be an alternative to early 
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Table 5.4 

Net replacement rates for single person in full-time and part-time (50 % of usual working hours) 

early retirement, 1996 — family purse income concept 

F 

Full-time 

ASFNE, ARPE 

Part-time 

J 
Full-time 

seniority pension 

Part-time 

81 81 

88 

80 

50 67.5 

Previous income as 

75 

percentage of APW income 

100 150 200 

DK 

Full-time 

post-work step 1 

post-work step 2 

Part-time 

E 

early pens
: 

Part-time 

¡on 

101 

102 

104 

66 

97 

95 

73 

48 

97 

83 

64 

51 

97 

58 

45 

56 

97 

40 

31 

57 

97 

31 

24 

56 

97 

77 74 

88 

70 

74 

91 

74 

88 

73 

85 

74 

79 

76 

86 

74 

89 

FIN 

early pension 

unemployment 

Part-time 

S 

early pension 

Part-time 

. . „ . , . . . . _ : . . | —  ■  , v  ^ T   . .  .  ; ,  . v  i : . , v . 1 v : i 

89 

pension 102 

. >.- 101 

50 

59 

69 

73 

76 

44 

67 

62 49 

64 55 

SSSKmUSSaEBEtìSSEÈM 

43 41 

69 72 

37 

58 

78 

45 

80 

39 

60 

BESBBMB 

49 

NB: The fulltime entries are from the dedicated early retirement schemes in Chapter 3 , Table 3.4. The parttime entries are from Table 5.3 in this chapter. 

retirement. Several countries have, however, special UB 

rules for the elderly, where the duration of the benefit 

period is prolonged and/or where the commitments to 

the labour market are relaxed in one way or another. 

These prolonged unemployment benefit schemes may 

come close to being dedicated early exit schemes. First 

a short overview of prolonged UB schemes is given 

below. 

Denmark 

If the unemployed person is 50 or more when his or her 

UB rights expire (the usual benefit period is five years), 

the duration of the benefit period will be prolonged 

until the person reaches 60 if continued membership of 

the voluntary UB scheme implies that the requirements 

for the postwork salary scheme will be met at that age. 

There are no obligations to participate in active labour 

market programmes or actively seek for a job, but if one 

is offered it must be accepted. The benefit level is the 

same as in the ordinary UB scheme. 

Spain 

Beside the usual UB scheme there is an unemployment 

subsidy scheme, for example for the unemployed who 

are 52 years or more, when their UB rights expire. The 

benefit can be received until retirement age. There is, at 

least in principle, an obligation to seek actively for a 

job. The benefit level is 75 % of the current minimum 
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wage. That will usually be lower than the benefit level 
in the ordinary UB scheme. This scheme is also close to 
being a dedicated early retirement scheme. 

France 

Unemployed persons over 59 years and 3 months old 
can continue receiving UB until they can claim an old-
age pension, at the latest when they are 65. The usual 
benefit period in the UB scheme is a maximum of five 
years. There are no requirements to seek for a job or 
participate in active labour market programmes. The 
benefit level is the same as in the ordinary UB scheme 
but there will not be the usual reduction every four 
months after the age of 59 years and 3 months has been 
reached. This scheme is close to being a dedicated early 
retirement scheme. The only difference is that a person 
who is made redundant usually does not voluntarily 
choose to take early retirement, at least not at that point 
in time. Unemployed people who are 56 or more do 
not have to look for a job and may stay on UB until old-
age retirement, but there is no prolonged benefit 
period before the age and conditions for that are met 
(see Annex 1, Section 3, 'France'). 

pension age), if the unemployed person is at least 55 
years old (57 from 1997). The labour market obliga
tions are the same as in the usual UB scheme, and the 
benefit level is also the same. 

Sweden 

The rules for unemployment benefit are the same irre
spective of age, but for persons over the age of 55 
the compensation period is 150 days extra (or a total of 
450 days). It has been possible to prolong this period by 
job training and other labour market policy programmes 
but basically the elderly have been assumed to be 
actively looking for a job. 

In the latter part of 1997 a new alternative was intro
duced for long-term unemployed people above the age 
of 60 to leave the labour force. People who have been 
out of work since January 1996 can keep their unem
ployment benefit until old-age retirement with no obli
gation to the labour market. The number of people 
granted this possibility was expected to reach 20 000 
before the end of 1997. This scheme is also close to a 
dedicated early retirement scheme. 

Italy 

Several components of the Italian UB scheme have 
longer benefit periods as age increases, but there are no 
specific arrangements for unemployed elderly workers. 
They will typically receive a pension when their UB 
rights expire. 

The Netherlands 

The unemployed who are 57 years and 6 months old (or 
more), when they become unemployed, do not have to 
look for a job. Furthermore, the benefit period for the 
elderly is usually longer in the earnings-related part of 
the scheme (depends on work history) as well as in the 
flat-rate part, which follows the earnings-related part 
(three and a half years versus two years). The Dutch UB 
scheme for the elderly is close to being a dedicated 
early retirement scheme. It is probably not a voluntary 
move to enter unemployment, but when it does happen 
the Dutch UB scheme for the elderly can in many cases 
be used as an early retirement scheme. 

Finland 

The usual benefit period of 500 days (100 weeks) can 
be prolonged until the age of 60 (unemployment 

Great Britain 

There are no prolonged UB schemes for the elderly in 
Great Britain. The duration of the benefit period in the 
UB scheme is six months. Thereafter the unemployed 
person receives income support (IS, which is equivalent 
to social assistance). The basic UB and IS rates are 
almost identical, but IS is means-tested. The only con
cession to age in Great Britain is that unemployed 
workers within five years of the official retirement age 
(60 years for women, 65 years for men) may claim 
means-tested IS without complying with the job-seek
ing activities required of younger workers. 

In five countries (Denmark, Finland, France, the 
Netherlands and Spain) the prolonged UB for the 
elderly is close to a dedicated early retirement scheme 
— closer in the case of France, the Netherlands and 
Spain, where the prolonged UB can be received until 
the official retirement age (the new alternative in 
Sweden for the unemployed over 60 also falls in this 
category), less close in the case of Denmark and 
Finland, where the prolonged schemes may, however, 
lead directly to dedicated early retirement. The pro
longed scheme in Sweden has a somewhat longer ben
efit period than the ordinary UB schemes. Great Britain 
and Italy do not have prolonged schemes, but the usual 
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requirement to look for a job is not there for elderly IS 
recipients in Great Britain. 

5.5. Net replacement rates, unemployment 
benefits 

Table 5.5 below contains the net replacement rates in 
the ordinary UB schemes of the eight countries, based 
on the take home pay income concept. These net 
replacement rates in most cases also represent the pro
longed UB schemes, at least in the first year of unem
ployment. It is only in Spain that the ordinary UB 
replacement rates are higher than those in the prolonged 
scheme. In France the UB rate for people aged 59 years 
and 3 months or more (after 12 months or more of 
unemployment) might be lower than the initial rate, but 
for the following years the prolonged replacement rates 
would remain unchanged (while they would decrease in 
the ordinary UB scheme because of the periodic reduc

tion of benefits). In the Netherlands it is the earnings-
related net replacement rate which is shown in Table 
5.5. The flat-rate benefit, where the prolonged scheme 
has a longer benefit period than the ordinary scheme, 
results in lower net replacement rates. 

Ideally the time dimension should be included when net 
replacement rates based on the prolonged schemes are 
calculated, but Table 5.5 is a good approximation to the 
replacement rates from these schemes. 

The variation across countries is considerable. Denmark 
has very high replacement rates for low income levels, 
and only France comes close. Great Britain has the low
est replacement rates overall, especially for higher 
income levels. Some of the countries (Denmark and 
Great Britain) have typical flat-rate profiles, while oth
ers, that is France, the Netherlands and Italy, have much 
more income-related profiles, with net replacement 
rates that stay constant high up in the income distribu-

Table 5.5 

Net replacement rates for single person receiving unemployment benefit, 1996 — take home pay income concept 

Income, 
(% of APW) 

DK NL FIN GB 

50 
67.5 
75 

100 
150 
200 

99 
91 
83 
65 
49 
40 

68 
71 
71 
71 
53 
40 

92 
83 
81 
75 
71 
71 

42 
37 
38 
39 
39 
35 

77 
74 
74 
74 
74 
58 

70 
65 
64 
61 
51 
46 

73 
75 
76 

54 
44 

38 
30 
27 
21 
15 
11 

Table 5.6 

Net replacement rates for single person receiving unemployment benefit, 1996 — family purse income concept 

Income, 
("/.of APW) 

50 
67.5 
75 

ίου WUBBSÈ 
150 

200 J H H H H I 

DK 

97 
92 
80 
57 
39 
30 

E 

51 
61 
64 
65 
47 
35 

F 

92 
81 
76 
69 
67 

1 

21 
20 
23 
28 
32 
29 

NI. 

87 
66 
62 
66 
68 
51 

FIN 

68 
55 
53 
51 
42 
38 

S 

34 
56 
60 
62 
41 
31 

GB 

58 
41 
36 
26 
17 
12 
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tion. The Spanish and Swedish profiles are quite simi
lar, both with relatively high and constant replacement 
rates up to the 100 % APW income level, and then a 
decreasing profile with increasing income. Finland has 
a gradually decreasing profile, a result of the stepwise 
compensation formula used in the Finnish UB scheme. 
The UB replacement rates from Table 5.5 were also 
used for the calculations in Table 3.2 in Chapter 3 
where the entrance to early retirement was from unem
ployment or where unemployment was the alternative. 

the Netherlands. The net replacement rates are in gen
eral lower in Table 5.6 than in Table 5.5, and they tend 
to increase with decreasing income, where they were 
more constant in Table 5.5. This reflects the fact that 
constant housing costs have the largest relative impact 
on the lowest incomes. The replacement rates in Table 
5.6 were used in the calculations for Table 3.5 in 
Chapter 3. 

Table 5.6 has the same content as Table 5.5, the only 
difference being that the income concept has been 
changed to the family purse concept. 

The effect of including housing costs and housing ben
efits can be seen in the cases of, for example, Italy and 

It has already been concluded (see Chapter 3) that dedi
cated early retirement in general is more favourable 
than being unemployed. This also includes prolonged 
UB schemes, none of which have higher net replace
ment rates than those shown in Tables 5.5 and 5.6, 
which were the basis for the earlier conclusion. 
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Chapter 6 

The consequences for the old-age pension 
of having participated in early retirement 
or disability pension schemes 

6.1. Introduction 

The situation of becoming an early retiree or a disability 
pensioner was studied in Chapters 3, 4 and 5, when the 
initial situation was employment or unemployment 
(where that was relevant). Choosing early retirement 
may, however, also have implications for the old-age 
pension which is received from the official pension age 
for the rest of the retiree's life. Recipients of disability 
pensions and the long-term unemployed may also expe
rience this kind of impact. 

The focus here will be on the impact of early retirement 
(including the status of disability pensioner) on the 
ordinary old-age pension, primarily from the schemes 
studied in Chapters 3 and 4. 

6.2. Impact of dedicated early retirement 
schemes 

In some cases the early retirement benefits just continue 
when the official pension age is passed, but it might be 
that the old-age pension would have been different if 
the recipient had entered that scheme directly from 
employment. It may also be that there are changes in 
the benefits when the age for ordinary retirement is 
passed. Again the old-age pension might be different if 
it was entered directly at the official retirement age, 
with a long previous working record. 

What happens in the transition from dedicated early 
retirement (Chapter 3) to ordinary retirement is shown 
in Table 6.1. Ordinary retirement (with an ordinary old-
age pension) is retirement at the official age and after a 
working life long enough to fulfil the requirements for a 
full pension. 

It should be noted that Table 6.1 only covers the transi
tion for pensions. In some countries (e.g. Denmark and 
Sweden) favourable housing benefits may be added 

when the official pension age is passed. This is not 
taken into consideration here. 

In most countries the early retirement benefits just con
tinue as old-age pensions, but in all cases, except for the 
favourable case in Great Britain and to some extent in 
France and the Netherlands, the direct entry to ordinary 
old-age pension would result in an old-age pension dif
ferent from that received after early retirement. There 
will be a price to be paid (or a bonus to be received) 
when the old-age pension is entered via early retirement 
instead of directly when the official old-age pension age 
is reached. 

The impact of early retirement on old-age pensions is 
calculated in Table 6.2. The impact is calculated as the 
ordinary net replacement rate for early retirement (when 
continued as old-age pension) divided by the ordinary 
net replacement rate for old-age pension. For Denmark 
it is the net replacement rate for old-age pension after 
entry from early retirement divided by the net replace
ment rate for old-age pension after direct entry from 
employment into the scheme which is used to measure 
the impact. For Great Britain the national pensions 
received at the official retirement age have been 
included in the calculations. 

Only take home pay based calculations are presented, 
due to the change of HB regime in some of the coun
tries, when the official pension age is passed. 

The contents of Table 6.2 are not replacement rates for 
the transition from early retirement to official age 
retirement (these would be 100 in most, but not in all, 
cases). Figures below 1.00 in Table 6.2 indicate that 
there is a price to be paid, in that the old-age pension is 
lower, when the scheme is entered from early retire
ment rather than directly from employment when the 
official pension age is passed. The opposite would 
be true if the figures were above 1.00 (none here). The 
figures are in fact the share of the ordinary old-age 
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Table 6.1 

Transition from dedicated early retirement to ordinary old-age retirement 

Early retirement 
schemes 

Continue as old-age pension 

Yes No 

Is old-age pension after early retirement 
identical to ordinary old-age pension? 

Yes No 

DK 

Post-work salary 

E 

Early pension 

F 

ASFNE, ARPE 

I 

Seniority pension 

NL 

Occupational pension 

FIN 

Early pension 

Unemployment pension 

Early pension 

GB 

Favourable case 

Poor case 

'Æ 

xP) 

xP) 

xP) 

xp ) 

(') Does not cover all cases; some may receive a smaller oldage pension than the ordinary one. 
(2) Only covers the occupational pension. At the official retirement age public pensions are added, but they are not affected by participation in the early retirement 

scheme (except in Great Britain where a small reduction in the State earningsrelated pension is possible). 
NB: The entries in the first column are the dedicated early retirement schemes from Chapter 3. Ordinary oldage pension is a full pension drawn at the official 

retirement age. 

Table 6.2 

Old-age pension received after early retirement divided by full old-age pension 
at official retirement age for single person, 1996 — take home pay income concept 

Income 
(KofAPW) 

DK EC) F O NL Ρ) FIN Ρ) GBP) 

0.81 

0.64 

0.65 

0.65 

0.63 

0.63 

7.00 

1.00 

1.00 

1.00 

1.00 

1.00 

0.89 

0.90 

0.89 

0.89 

0.89 

0.89 

1.00 

1.00 

1.00 

1.00 

1.00 

1.00 

0.77 

0.81 

0.81 

0.78 

0.70 

0.69 

0.99 

0.99 

0.99 

0.98 

0.97 

0.97 

0.84 

0.82 

0.80 

0.75 

0.69 

0.73 

1.00-0.83 

1.00-0.74 

1.00-0.71 

1.00-0.68 

1.00-0.64 

1.00-0.62 

(') The high figure at 50 % APW income is due to the minimum pension received when early retired and continued as oldage pension. 
(2) In some cases the figure would be below 1.00. 
(') First column is early pension; second column is unemployment pension. 
(4) First column is the favourable case; second column is the poor case. 

pension when entered directly, which will be received 
when the entry is from a dedicated early retirement 
scheme. It is assumed that the oldage pension obtained 
from direct entry into the scheme is a full oldage pen
sion (no reductions because of unemployment, illness 

or other absence from the labour market). It should be 
emphasised that the results in Table 6.2 are for the dedi
cated schemes only. Alternative early retirement 
schemes (see Chapter 2) might have different impacts 
on the oldage pension. 
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The consequences f o r t he o ld -age pens ion of hav ing p a r t i c i p a t e d in ear ly r e t i r e m e n t 

or d i sab i l i t y pens ion schemes 

6.3. Impact of disability pension schemes 

Disability pensions might continue as old-age pensions, 
or there might be a change in the benefits when the offi
cial age for old-age pensions is passed. In both cases 
there might also be a difference to the old-age pension 
which could have been obtained if the entry to this 
scheme had been direct in the same sense as in Section 
6.2. What happens in this transition is contained in 
Table 6.3. Only disability schemes used for calculation 
of net replacement rates in Chapter 4 are included. 

Just as in the case of early retirement there might be a 
price to be paid, or a bonus to be received, when the 
old-age pension scheme is entered from a position as 
disability pensioner instead of directly. Table 6.4 con
tains the results, which are calculated in the same way 
as the entries in Table 6.2. There are, however, a few 
more assumptions. For Denmark and Finland it is 
assumed that the disability pension is granted at the age 
of 55. For different ages the results will vary somewhat. 
It is furthermore assumed that the disability pension is a 
full pension (implying a high degree of disability). This 
is of importance in some of the countries where the dis
ability pension continues as the old-age pension. 

Compared with early retirement, it is not so often that 
disability pension is continued as old-age pension. 
Disability pensions are frequently higher than old-age 
pensions. In Italy and Sweden, where the table indicates 
no difference in the old-age pension whether the entry 
is direct from employment or from the disability pen
sion scheme, it is assumed that the income for the future 
time (the years between actual retirement and the offi
cial pension age) would have been the same when the 
disability pension was granted. This is, of course, a 
highly hypothetical assumption. 

The figures should, just as in Table 6.2, be interpreted 
as the share of the ordinary old-age pension when 
entered directly which can be received as old-age pen
sion when the entrance is from disability pension. In 
most cases there is no loss or only a small price to be 
paid, usually less than in the case of early retirement. 
The unusual profile of the Spanish case is because the 
continued disability pension is not taxable (it is the only 
Spanish scheme where this is the case). 

Table 6.3 

Transition from disability pension schemes to ordinary old-age retirement 

Disability pension 
schemes 

Continue as old-age pension 

Yes No 

Is old-age pension after disability 
pension identical to ordinary 

old-age pension? 
Yes No 

DK 
Any invalidity pension 

Full disability pension 

General scheme 
I 
Disability pension 
NL 
WAO WÊÊÊÊÊÊU 
FIN 
Full invalidity 
S 
Disability pension 
GB 
Incapacity benefit 

(') Does not cover all cases; some may receive a smaller old-age pension than the ordinary one. 
NB: Ordinary old-age pension is a full pension drawn at the official retirement age. 
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Table 6.4 

Old-age pension received after disability pension divided by full old-age pension 
at official retirement age for single person, 1996 — take home pay income concept 

Income 
(·/. of APW) 

DK NL(') KIN GBP) 

7.07 
1.07 
1.09 
1.15 
1.20 
1.25 

7.00 
1.00 
1.00 

1.00 
1.00 

1.00 
1.00 
1.00 
1.00 
1.00 
1.00 

1.00 
1.00 
1.00 
1.00 
1.00 
1.00 

0.99 
0.99 
0.99 
0.98 
0.98 
0.98 

1.00 
1.00 
1.00 
1.00 
1.00 
1.00 

(') In some cases the figure would be below 1.00. 
(2) For members of occupational pension schemes with provision for early retirement on account of bad health the figures would be as shown in Table 6.2. If 

recipients of occupational scheme pensions pass the medical tests for State disability benefits associated with the extra costs of disability, the ratios would be 
higher, in some cases well above 1.00. For most other people there is a wide range of possible outcomes depending on the level of their income and their ability to 
qualify for disability benefits which may be paid in addition to ordinary old-age pensions. 

NB: The schemes applied are full disability pension schemes, where that is of importance. 

Early retirement and especially disability pension have 
in most cases few if any implications for old-age pen
sions. In a few cases, however, the impact is quite con
siderable, especially in the higher income brackets 

when the entrance is from early retirement. In these 
cases the price to be paid will be a reduction of between 
30 and 40 % in the old-age pension. 
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Annex 1 — National section 

Early exit schemes, their usage and cost 
development during the past 10 years 

1. Denmark 

Introduction 

In Denmark, there are two main schemes for early exit, 
the invalidity pension scheme and the dedicated early 
retirement scheme, post-work salary. The post-work 
salary scheme also has a part-time variant, which in 
many respects is similar to a part-time pension scheme. 

An extension of the post-work salary scheme, primarily 
for unemployed people with a minimum age of 50, has 
now been closed to new entrants. A special prolonged 
unemployment benefit scheme can also be used for 
early exit from the labour market for unemployed 
people aged 50 or more under certain conditions con
cerning the length of their membership of the UB 
scheme. Very few people are in this scheme, probably 
because the extended post-work salary scheme attracted 
those in the age group 50 to 59 who wanted an early 
exit. The closure of that scheme may change the situa
tion in the future. 

Routes to early exit from the labour market 

The early exit schemes are commented upon in more 
detail in the next section; here the focus will be on 
access routes to the schemes. 

Post-work salary scheme (efterløn) 

This scheme is for long-term members of the unem
ployment insurance scheme, which is voluntary in 
Denmark. The membership requirement is 20 out of the 
last 25 years (with exemptions when this rule replaced a 
less stringent one). The scheme is open to everyone ful
filling the membership requirement if they are entitled 
to unemployment benefits and at least 60 years old. 
Both employees and self-employed persons can partici
pate in this early retirement scheme. 

The scheme can be entered from employment or unem
ployment. In the first case the decision does not have to 
be approved by the employer, and there are no require
ments for replacement of the early retired worker. The 
scheme is also open to people working part-time before 
early retirement, but their benefits will be reduced 
accordingly. Finally, it is possible to join from both the 
part- time post-work salary and the part-time pension 
schemes (see below). 

Once the requirements have been met, it is easy to retire 
early in this scheme. 

Temporary early retirement scheme 
(overgangsydelse) 
This scheme was closed to new entrants in 1996. The 
scheme was initially open to 55-year-olds and later also 
to 50-year-olds. The scheme was for people with long-
term unemployment insurance. The membership 
requirement was that which would lead to eligibility for 
the post work salary scheme if continued to the age of 
60. The scheme could be entered by the same routes as 
the post-work salary scheme (except from the part-time 
schemes), but it was a requirement that the person had 
to have been unemployed for 9 out of the last 12 
months before joining the scheme. 

There is a rule in the UB scheme that people whose 
benefit period expires when they are 50 or older can 
continue receiving unemployment benefits until they 
are 60 years old if they then meet the criteria for the 
post-work salary scheme. This can be seen as a kind of 
substitute for the temporary early retirement scheme, 
except that people on prolonged unemployment benefits 
are available for the labour market. 

Part-time post-work salary scheme (delefterløn) 
The access criteria are the same as for the post-work 
salary scheme. The scheme can even be joined from the 
post-work salary scheme or from unemployment, but 
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that would be unusual. It is a requirement that the work
ing hours are reduced by a minimum of 25 % to no less 
than 12 hours a week. For self-employed persons the 
working hours will have to be reduced by 50 %. It is not 
possible to continue in the scheme if the part-time 
employment is terminated, but it is then possible to join 
the post-work salary scheme. A part-time arrangement 
will require agreement with the employer about the 
reduction in hours and the continued employment. 

Part-time pension scheme (delpension) 
Access to this scheme requires a long record of contri
butions to the supplementary pension scheme, ATP: 10 
years of contributions at the full-time rate (30 hours or 
more) within the last 20 years for employees or a mini
mum of 9 months as self-employed within the last 12 
months before the early retirement. There are also gen
eral employment criteria to be met (e.g. full-time 
employment in the last five years) but not necessarily 
when self-employed. 

The minimum age is 60. For employees the working 
hours should be reduced by at least 7 hours or 25 % to 
no less than 12 hours per week. For the self-employed it 
is assumed that the reduced working time is 18V2 hours 
per week (a reduction by 50 % of the normal hours per 
week). In the case of unemployment it is possible to 
continue in the scheme for a year, but it is not possible 
to receive UB in that time. The part-time pension 
scheme may also be joined from the post-work salary 
scheme if the conditions for joining the part-time pen
sion scheme were met at the time of early retirement. 

Disability pension scheme (førtidspension) 
The usual way to a disability pension is via long-term 
illness. The ill person might get well again and return to 
work. It is also possible that the illness implies or leads 
to loss of working capability, partly or in full. In this 
case the offer of a rehabilitation programme has to be 
considered. If it is decided that the person will partici
pate in such a programme, this will, hopefully, lead to 
recovery and return to work. The rehabilitation pro
gramme is conducted under the social assistance 
scheme. 

It may also be decided not to start on rehabilitation but 
instead to open a pension case. This will happen if the 
prospects for successful rehabilitation are small. The 
pension case will usually result in the person receiving 
a disability pension on a permanent basis. The exact 
type of disability pension will depend on the loss of 

working capability and the age of the person. If social 
and economic criteria are involved, there are quite nar
row limits for the income the person earns to be eligible 
for the pension. The disability pension scheme is open 
to Danish citizens from the age of 18 (exemptions for 
foreigners who are long-term residents of the country). 

Early exit schemes from the labour market 

Post-work salary scheme (efterløn) 

The first early retirement scheme (efterløn) was intro
duced in 1978. The aim was that worn-out workers 
should have the possibility of retiring from the age of 
60 instead of waiting until 67, which is the official age 
for public old-age pensions in Denmark (probably the 
highest in Europe). 

After the first substantial oil price increases in 1973-74, 
the unemployment rate increased steadily, so another 
aim of the early retirement scheme was to improve the 
unemployment statistics. The unemployed could, if the 
eligibility criteria were met (see the preceding section), 
participate in the early retirement scheme and so leave 
the labour market and the unemployment statistics. 

Participation in the scheme was much higher than antic
ipated and the number of recipients has been steadily 
increasing since the start of the 1990s. Table 1 shows 
the development since 1986. 

There were approximately 25 % more participants in 
the scheme in 1996 than in 1986. Another characteristic 
is the share of women among the early retired, which 
grew from 42 % in 1986 to 49 % in 1996. 

The gross expenditure of the scheme increased in nomi
nal terms from approximately DKK 7.5 billion in 1986 
to approximately DKK 14 billion in 1996. This was 
close to 1.5 % of GDP in 1996. It should, however, be 
noted that the early retirement benefits are taxable and 
that there are savings in the UB scheme when the 
unemployed join the early retirement scheme. 

The post-work salary scheme is popular and the number 
of recipients also increased in 1997, when the economy 
was booming. This seems to be contrary to the previous 
boom period in the late 1980s, when the number of par
ticipants fell slightly (see Table 1). 
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N a t i o n a l sec t ion 

Table 1 

Participants (end of year) in the early retirement scheme, efterløn, age bracket 60-66 

Men 
Women 
Total 

1986 

58 670 
42 293 
100 963 

1987 

57 166 
42 881 
100 047 

1988 

56 196 
43 118 
99 314 

1989 

54 649 
42 918 
97 567 

1990 

54 648 
43 873 
98 521 

1991 

56 137 
46 384 
102 521 

1992 

57 666 
48 528 
106 194 

1993 

59 266 
50 984 
110 250 

1994 

59 824 
52 911 
112 735 

1995 

60 841 
55 892 
116 733 

1996 

64 974 
61 365 
126 338 

Source: Arbejdsmarkedsstyrelsen. 

Table 2 

Participants (end of year) in the temporary early retirement scheme, overgangsydelse, 
age bracket 55-60 in 1992 and 1993,50-60 from 1994 

Men 

Total 

1992 

670 

2 681 

1993 

1 238 

5 092 

1994 

3 384 

12 959 

1995 

14 131 
30 661 
44 792 

1996 

14 638 
30 542 
45 180 

Source: Arbejdsmarkedsstyrelsen. 

Extensions of the scheme (overgangsydelse) 

In 1992 access to the post-work salary scheme was 
extended to persons 55 years old and in 1994 (when the 
unemployment rate peaked) to persons 50 years old. 
The extensions were on a temporary basis and they 
were implemented in a separate scheme. When the 
economy started to pick up, it was decided not to accept 
any new entrants in 1996. The development of this 
short-lived scheme, called overgangsydelse, is shown in 
Table 2. 

The very steep increase especially in 1995 should be 
seen as a hoarding effect, because it was known that the 
scheme would be closed. Two thirds of the recipients in 
1996 (end of year) were women. Many of the recipients 
will probably continue in the post-work salary scheme 
when they reach 60 years of age. 

The gross expenditures were approximately DKK 4 
billion in 1996 with the same reservations as men
tioned earlier. 

Part-time post-work salary scheme (delefterløn) 

From the beginning of 1995 it became possible to retire 
early in the post-work salary scheme on a part-time 
basis. 

Very few people are using this scheme. In June 1995 
there were less than 500 participants and by the end of 
1996 there were approximately 1 000 in the scheme. 
One reason for the low participation could be the lack 
of part-time jobs especially for this age group. Another 
reason could be that part-time early retirement is only 
economically attractive for persons with relatively high 
income levels. Low or relatively low income earners are 
as well off in the full-time early retirement scheme, and 
there are no economic incentives to work part-time (see 
Chapter 5). 

Part-time pensions (delpension) 

This scheme started in 1987 and is especially used by 
self-employed persons. The eligibility criteria do not 
include long-term membership of the unemployment 
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Table 3 

Participants (end of year) in the part-time pension scheme, delpension, age bracket 60-66 

Men 
Women 
Total 

1987 

2 709 
1 097 
3 806 

1988 

3 952 
1 564 
5 516 

1989 

4 370 
1 659 
6 029 

1990 

4 414 
1 660 
6 074 

1991 

4 474 
1 574 
6 048 

1992 

4 769 
1 516 
6 285 

1993 

4 571 
1 395 
5 966 

1994 

4 296 
1 275 
5 571 

1995 

3 943 
1 153 
5 096 

1996 

3 677 
1 049 
4 726 

Source: Statistics Denmark. 

Table 4 

Number of disability pensioners (start of year), age brackets 55-59 and 60-66 

Year Men 
55-59 

Women 

Age brackets 

Total Men 
60-66 
Women Total 

16 034 
16 498 
16 883 
17 326 
17 672 
17 757 
18 502 
18 595 
18 907 
19 298 
19 682 

27 012 43 046 32 422 
27 597 
28 361 
28 905 
29 509 
29 274 
29 958 
29 936 
30 229 
29 924 
30 081 

72 071 
71 813 
70 335 

70 673 
69 075 
68 839 
67 564 
65 965 
64 708 
62 414 

104 493 
104 738 
102 859 
102 727 
102 893 
100 784 
101 437 
100 198 

98 477 
96 986 
94 271 

NB: the 1991 data do not include pensioners in special care homes. 

Source: Statistics Denmark. 

insurance scheme. It is a requirement that the working 
hours are reduced in the same way as in the delefterløn 
(see the preceding section). 

The number of participants has been decreasing in 
recent years (see Table 3). The reasons for the low par
ticipation may be the same as mentioned already in dis
cussing the part-time post-work salary scheme. The 
gross expenditures are DKK 200 to 300 million a year. 

Part-time early retirement is not much used in 
Denmark. There are plans to promote this type of early 
retirement from the labour market because an increas
ing demand for employees in this age group is antici
pated in the coming decades. 

Disability pension (førtidspension) 

The present disability pension system was implemented 
in 1984 after a reform where all public pensions outside 
the old-age pension system were included in the new 

disability pension scheme. Pensioners receiving sur
vivor pensions became disability pensioners without 
having to be disabled (the Danish name førtid means 
early and there is no reference to invalidity or disabil
ity). New pensioners join according to assessments of 
their working capability which may have been partly or 
completely lost due to medical and/or economic and 
social reasons (see the preceding section). Table 4 
shows the development in the number of disability pen
sioners since 1986. 

The total number of disability pensioners increased 
from 230 211 at the beginning of 1986 to 271 710 at the 
beginning of 1996, that is an increase of 18 %. The two 
age brackets included in Table 4 show an increase of 
16 % for the 55 to 60-year-olds and a decrease of close 
to 10 % for the 60 to 66 age group. Together the two 
age groups decreased by a little more than 2 % and their 
share dropped from 64 % of the total number of disabil
ity pensioners in 1986 to 53 % in 1996. 
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The total cost for the disability pension programme was 
approximately DKK 26 billion in 1995 (pensions only). 
This figure was influenced by the pension reform in 
1994 when several of the pension rates were increased 
and at the same time made taxable. The share of GDP 
(corrected for the rate increases) was quite stable in the 
1990s, at approximately 2.4 %. 

2. Spain 

Schemes 

Early old-age pension 
The oldest early exit in Spain is one based on early 
retirement which allowed recipients to get an early old-
age pension from the age of 60 onwards. This was the 
situation until 1967 when a new law was implemented. 
In accordance with this, only people who belonged to 
the system before 1967 are entitled to early old-age 
retirement. Originally, early retirement was a more vol
untary way of leaving the labour market, but in the last 
few years, due to increased unemployment, it seems to 
have become the only way to get a benefit after the 
unemployment benefit period has expired. Today, the 
early retirement scheme together with prolonged unem
ployment benefits are the most important ways to leave 
the labour market early. 

The use of the early old-age pension scheme has 
become more common during the last 15 years. The 
number of new pensioners in the 60 to 64 age group has 
increased significantly, irrespective of the fact that new 
workers entering the scheme after 1967 are no longer 
entitled to this pension (Table 5). 

Special early retirement 
The possibility of special early retirement with full pen
sion at the age of 64 comes from a 1985 law. This 
scheme requires that the employer has to replace the 

retiring person by another worker for the same job. The 
law was implemented with the aim of encouraging 
employment but in fact it has not had any major effect. 
It is likely that the employers preferred to wait one 
more year with the old worker, and when he or she 
retired on the normal old-age pension, the employer 
was no longer obliged to hire another worker. 

Part-time pension 
The third early exit scheme is part-time old-age pension 
which has been available since 1984. The regulations 
have not changed since then. The eligibility rules of this 
scheme also require the employer to hire a new worker 
to replace the retiring person. This measure has also 
been unsuccessful in improving employment. 

Disability pension 
The disability pension scheme was amended in 1984 in 
order to reduce the number of new disability pension
ers. Since 1984 the new pensioners have been under 
tighter control, and the new pensioners as a percentage 
of the contributors have decreased from 11 to 6 % in the 
period 1981-95 (Table 6). 

The absolute number of invalidity pensioners in the 55-
64 age group has decreased from 544 000 in 1985, 
when the new regulations were implemented, to 
509 000 in 1990 and further to 455 000 in 1995, i.e. by 
16 % in the 10-year period (Table 7). 

Table 6 

Number of new pensioners relative 
to the total number of contributors in 1981-95 

1981 1985 1990 1995 

Percentage 11.0 9.0 6.3 6.0 

Table 5 

Number of early old-age pension recipients 
aged 60-64 years in 1981-95 (end of year) 

Recipients 

1981 

88 

1985 

159 

1990 

241 

(1 000) 

1995 

330 

Table 7 

Number of invalidity pensioners aged 55-64 years 
in 1981-95 (end of year) 

(1 000) 

1981 1985 1990 1995 

Recipients 399 544 509 455 
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Table 8 

Number of prolonged unemployment benefit 
recipients in 1981-95 

3. France 

Number 
of recipients 

1981 

363.8 

1985 

508.5 

1990 

871.2 

(1 000) 

1995 

615.8 

Unemployment benefits for the elderly 

Prolonged unemployment benefit is one of the most 
important ways to leave the labour market early. It 
guarantees benefits to people who are unemployed 
before the retirement age. This regulation dates from 
1984, and at that time the minimum age to become eli
gible was 55. Later, in 1989, the age was reduced to 52. 
The prolonged unemployment benefit is paid as a fixed 
amount — 75 % of the minimum salary. It lasts up to 
the age of 60 or 65 depending on the possibility of 
receiving early old-age pension. The number of people 
staying on the prolonged unemployment benefit reflects 
the employment situation. It more than doubled from 
1986 to 1993 but since then the number of recipients 
has decreased (Table 8). 

Cost development 

The costs of early exit schemes changed only slightly as 
a share of GDP from 1985 to 1995 (Table 9). The pro
longed unemployment benefit and early retirement 
schemes show some increase but during the same 
period the relative cost of disability pensions decreased 
slightly. 

Introduction 

There are three kinds of early retirement schemes in 
France, in addition to disability pension schemes. The 
early retirement schemes are special benefits to early 
retired (ASFNE system), collective agreement on 
replacement benefit (ARPE system), and part-time early 
retirement scheme (PRP system). Which scheme is 
available for an employee depends on the economic sit
uation of the firm. Moreover, unemployed people who 
fulfil certain conditions may depart earlier from the 
labour market. In this case they receive the benefit 
equal to their unemployment benefit up to the age they 
obtain the old-age pension. 

Schemes 

Disability pension 
There are about 30 different disability pension schemes 
in France. In general, disability pension is granted after 
a medical examination to victims of non-professional 
illness or accident if the working capacity is reduced by 
at least two thirds. The pension is available to people 
under 65. People between 60 and 65 who become in
capable of working any longer are entitled to elderly 
allowance. 

Three categories of disability pension level are defined, 
all given under the same conditions: the person must 
have worked at least 800 hours within the last year and 
at least 200 hours within the first three months of this 
period. The disability pension is 30 % of the previous 
wage if the person is still able to continue in part-time 
work, and 50 % of the previous wage if the person can-

Table 9 

Pension and benefit expenditure of early exit schemes in 1985,1990 and 1995 

1985 1990 1995 

Billion ESP % of GDP 

247 0.9 
110 S H K °·4 
110 0.4 

467 1.7 

Billion ESP 

347 
216 
259 
822 

% of GDP 

0.7 
0.4 
0.5 
1.6 

Billion ESP 

465 
370 
427 

1 262 

% of GDP 

0.7 
0.5 
0.6 
1.8 

Disability pension (55-64) 
Early retirement 
Prolonged unemployment benefit 
All pensions and benefits 
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not work any longer. Additionally, there is a supple
ment of FRF 5 500 per month to fully disabled persons 
who need assistance for everyday life. The guaranteed 
minimum level is FRF 1 500 per month (partly dis
abled) and RF 3 800 per month (fully disabled). The 
maximum levels are defined as percentages of the wage 
which sets the ceiling for social security. These are 
FRF 4 000 for partly disabled and FRF 6 600 for fully 
disabled (both rates are per month). 

ASFNE system 
The special benefits for early retirees (ASFNE system) 
are available for employees aged 57 to 64 provided that 
their employer intends to lay them off for economic rea
sons. The employer has to make a contract on the 
redundancy with the Ministry of Labour which gives 
the entitlement to the ASFNE system. The conditions 
for the entitlement are as follows: 

• a person must have worked for at least 10 years and 
at least the last year in the firm which lays him/her 
off; 

• early retirement must be the person's voluntary 
choice; 

• a person must not be seasonally unemployed or enti
tled to disability pension. 

During the early retirement the person must not work, 
even in an unpaid job, otherwise the benefit is with
drawn. The benefit level is 65 % of the last earnings up 
to a certain level, plus 50 % of earnings above that 
level. 

At the end of 1995 the number of recipients was around 
150 000. The inflow into this system depends on the 
one hand on its attractiveness both for employees and 
employers in comparison with the unemployment insur
ance system and on the other hand on economic circum
stances. In the early 1990s the increasing number of 
economic lay-offs and the deterioration of the labour 
market led to greater usage of ASFNE, but since 1995 
unemployment benefit has been much more used for 
persons over 55 (approximately 75 % on unemployment 
benefit against 25 % on ASFNE). 

ARPE system 
The agreement on replacement benefit (ARPE system) 
between trade unions and employers' organisations was 
created in 1995 as an experimental measure to promote 

early exit for the benefit of employment. It requires that 
the employer replace the departing person with one or 
more employees for the remaining time up to the date 
of retirement and within three months of the departure 
or pays a high price as contributions to the system 
(150 % of allowances). It differs from ASFNE in two 
other respects: it does not depend on the economic situ
ation of the firm or the beneficiaries' work history and 
age requirements are more strict. Those who are entitled 
to the scheme are people born in 1936-38 if they have 
paid social security contributions for at least 160 quar
ters (40 years) and all employees irrespective of their 
birth year if they have paid contributions for at least 
172 quarters (43 years). The benefit level is 65 % of the 
last gross earnings. The early retirement must be the 
employee's voluntary choice. 

The system is financed by a specific fund which col
lects contributions from firms using the system for early 
retirement. In 1996, entries to the ARPE system were 
more important than entries to the other early retirement 
schemes. Specifically, small and medium-sized firms 
have favoured this new system. Hence, because of its 
success, this system was extended until the end of 1997. 

Part-time pension 

The part-time early retirement scheme (PRP system) is 
quite similar to the ASFNE system. It is based on an 
agreement between the employer and the Ministry of 
Labour which endorses the part-time retirement. It is 
required that the volume of non-worked hours by those 
who retire on PRP is fully or partially compensated by 
new hiring. From the newly hired workers a certain pro
portion (50 % in 1997) must be long-term unemployed 
or young unemployed without any work experience. In 
1996, in 80 % of cases, the worked hours were fully 
compensated, in 2 % partially and in 18 % not compen
sated. The PRP system is financed totally by employ
ment funds (FNE — Fonds national pour l'emploi) if 
the non-worked hours are fully compensated. If not, the 
employer has to contribute to the financing. The PRP 
system has been used by large firms or firms laying off 
people. Since 1993, it has been used more and more 
instead of ASFNE because of the less rigid age require
ment: in 1996, almost two thirds of new beneficiaries 
were under 57 years of age. 

The employee is entitled to part-time retirement under 
similar conditions to the ASFNE system, except that the 
age limit is lower (55) and he or she must be able to 
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Table 10 

New entries to and number of beneficiaries (end of year) of the early retirement schemes, 1985-96 

(1 000) 

ASFNE PRP 
(part-time) 

ARPI·: Disability 
pension 

UB for the 
elderly (') 

Year 

1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 

New 
entries 

65 
57 
44 
51 
39 
31 
39 
46 
56 
49 
24 
21 

Number of 
beneficiaries 

151 
172 
181 
191 
184 
169 
163 
163 
175 
179 
152 
128 

New 
entries 

2 
3 
4 
4 
4 
4 
4 
5 

11 
22 
27 
24 

Number of 
beneficiaries 

2 
5 
7 

10 
12 
13 
12 
13 
17 
31 
53 
55 

Number of 
beneficiaries 

— 
— 
— 
— 
— 
— 
— 
— 
— 
— 

3 
50 

Number of 
beneficiaries 

— 
— 
— 
— 

1 281 
1 271 
1 268 
1 275 
1 263 
1 260 

— 
— 

Number of 
beneficiaries 

63 
114 
171 
210 
227 
233 
233 
241 
278 
285 
276 
270 

(') Unemployment benefit beneficiaries who are exempted from looking for a job, DRE. 

work. The benefit level is 30 % of the earnings from the 
last employment up to a certain level plus 25 % of the 
earnings above that level. When working half-time the 
total income can amount to 80 % of previous earnings. 
The working hours are generally reduced by 50 %. A 
greater reduction bracket (20 to 80 %) is allowed for 
some parts of the part-time retirement period on condi
tion that the average reduction for the whole period is 
50 %. For example, a person who retires part-time for 
three years before old-age retirement may work 70 % of 
the time in the first year, 50 % in the second year and 
30 % in the third year. 

Unemployment benefits for the elderly 

Prolonged unemployment benefit is available for people 
over 59 years and 3 months (from 1997, 59 years and 
6 months) provided that the person has been unem
ployed for at least one year and has worked altogether at 
least 12 years and at least one full year or 24 months in 
shorter periods during the five years preceding the last 
job. If these conditions are fulfilled, the beneficiary can 
continue receiving unemployment benefit without fur
ther rate cuts up to the old-age retirement. This may 
imply a prolonged benefit period. He or she is exempted 

from looking for a job (see below). There are no statis
tics on the number of recipients of prolonged UB. 

If an unemployed person receiving UB is 56 or older, 
he or she can continue receiving UB until the rights 
expire and there is no obligation to look for a job. The 
number of beneficiaries of this scheme (DRE) is shown 
in Table 10. 

Table 11 

Costs of early retirement schemes in 1985, 
1990,1994 and 1996 

(million FRF) 

Year 

1985 
1990 
1994 
1996 

ASFNE 

9 446 
14 240 
16 496 
14 954 

PRP 

78 
475 

1 131 
2 675 

ARPE 

— 
— 

3 135 

Disability 
pensions 

38 884 
42 590 
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4. Italy 

Introduction 

The most effective voluntary early retirement scheme in 
Italy is the so-called seniority or length-of-service pen
sion which enables private sector workers to retire at 
the age of 52, provided their contribution record attains 
a minimum number of years. 

The other schemes encouraging early retirement are 
mainly originated by the displacement of older workers, 
or other workers whose job is under threat. In effect, 
these schemes constitute an early claim for the seniority 
or the old-age pension. The beneficiaries neither have to 
reach the statutory years' contributions required nor do 
they have to claim their retirement pension when they 
reach the standard age of retirement. 

Finally, early retirement schemes could be caused by 
invalidity benefits or disability pensions, which corre
spond respectively to partial or permanent incapacity to 
work. 

The methods of calculating the early pensions are mod
elled on those for the old-age pensions: the average 
assessed earnings of the last seven years (gradually 
increasing in the future) are multiplied by the accrual 
rate (2 %) and by the number of contribution years 
(with a ceiling of 80 % of pensionable earnings). Past 
earnings are revalued at a rate equal to the rise in cost 
of living plus 1 percentage point. 

Schemes 

Seniority pension 
For entitlement to the basic early retirement scheme, 
which is the seniority pension, the person must have at 
least 35 years of contributions and, since 1996, 
be 52 years of age (or, alternatively, 36 years of contri
butions regardless of age). Public sector workers have 
had special rules allowing them to retire with 20 to 25 
years of contributions, but the number of years has 
gradually been raised to 35. The worker may draw this 
pension immediately upon retiring. Moreover, seniority 
pension becomes old-age pension at the age of entitle
ment for the latter (62 for men and 57 for women). 

The early pension schemes were initially designed to 
encourage the exit of some categories of workers in ail
ing enterprises for a very limited period. Later they 

were regularly extended and progressively expanded to 
all industries which benefit from interventions of the 
special wage supplementation fund. In 1994 additional 
recipients of early pensions (length-of-service and 
retirement pensions) were authorised in the steel indus
try, for employees of Alitalia and in large enterprises. 
For the cases just mentioned a limit has been set on the 
number of entrants. 

Among the different types of income benefits for work
ers at risk of unemployment or for displaced workers 
who maintain links with their previous work activity, 
two encourage labour market exits and constitute an 
early claim for the retirement pension. These are special 
wage supplementations and mobility benefits. The for
mer provide benefits when the suspension of activity is 
permanent, as a consequence of sector- or area-specific 
restructuring of firms. The latter were introduced in 
1991 to deal with collective dismissals. The amount of 
each benefit accounts for 80 % of last gross earnings. 
Their durations vary according to the age of workers 
and the location of firms. 

Under these programmes, a qualifying period is 
allowed, covering the interval between the date of stop
ping work and the age of entitlement to the regular 
retirement pension, or up to the minimum contribution 
requirements of the seniority pension. The covered 
period allowed by the early retirement programmes 
makes the ultimate amount of benefit equivalent to that 
which the worker would have received if he or she had 
continued working up to the standard age of entitlement 
or up to the attainment of the standard number of years' 
contributions required. 

On average, the impact of these income benefits on the 
early claim for retirement pensions is as follows: 
a reduction of the number of years of contributions, 
30 instead of 35 years, in the case of early seniority 
pensions; or, alternatively, a reduction of the age of 
retirement (52 instead of 62 for men and 47 instead of 
57 for women), in the case of early old-age pension, 
provided the worker had 17 years of contributions. 

Invalidity allowance and disability pension 
Finally, for the entitlement to the least voluntary early 
retirement schemes available in Italy, which are caused 
by partial or permanent incapacity to work, a distinction 
can be made between the invalidity allowance and the 
disability pension. The invalidity allowance is paid for 
three years when the working capability is partially 
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reduced and according to medical assessment of the 
state of disability. It can be renewed for two more three-
year periods, after which the benefit is made permanent 
and subject to no further review. As soon as the pen
sionable age is reached the invalidity pension is con
verted into an old-age pension, if the contribution 
requirements (actual, imputed and voluntary social con
tributions) are met. 

The disability pension which is related to permanent 
incapacity to work, subject to medical criteria, is equal 
to the total pension to which a worker would have been 
entitled if he or she had been able to continue working 
up to the standard age of retirement. The disability pen
sion is allowable only up to the pension age, then it is 
nominally replaced by the old-age pension. 

Both the invalidity allowance and the disability pension 
are based on the contributions paid (the minimum con
tribution record demanded is five years, with at least 
three years of contributions during the past five years). 

Since the beginning of October 1996, cumulability 
between pensions and any source of income has not 
been allowed, unless the worker has already satisfied 
the conditions for entitlement to the seniority pension. 
In respect of this latter requirement, the earned income 
is added to a sum equivalent to the guaranteed mini
mum pension plus half of the amount of the pension 
exceeding this minimum. In contrast, before October 
1996 the case of partial cumulability, restricted to those 
reaching the standard conditions for entitlement to a 
seniority pension, represented the general rule in force, 
without any restrictions. Moreover, the full cumulabil
ity, enlarged to the whole pension, was allowed to those 

who had already reached the requirements for entitle
ment to the seniority pension since the end of 1994. 

Part-time pension 
The seniority pension can also be received on a part-
time basis. This is the case of part-time work and pen
sion, when the conditions for entitlement to the retire
ment pensions have been reached. Earnings will be 
reduced to an amount related to the reduced hours 
worked and, consequently, the rates of pension will be 
reduced as well. The total amount of both reduced wage 
and pension can as a maximum reach the level of earn
ings the worker would have received if he or she had 
continued working full-time. Cumulability of invalidity 
allowance with earned income is allowed, but subject to 
some restrictions. 

The use of early exit schemes in the past years 
Table 12 shows that the total number of beneficiaries of 
pensions under the statutory retirement age decreased 
from 1985 to 1990 and then rose significantly. In partic
ular, the number of recipients of disability pensions 
decreased substantially, from 1 074 000 at the end of 
1985 to 508 000 in 1995. Early pensions were stable 
over the period. In contrast, over the 10 years to 1995 
the recipients of seniority pensions rose steadily from 
125 000 to 865 000. 

The unprecedented rise of seniority pensions in the first 
half of the 1990s may be analysed in terms of data on 
retirement pension claims by employment status and 
sex, relative to standard age of retirement. At the end of 
the 1980s it was observed that seniority pensions 
amounted to almost 100 000 per year — nearly 90 % of 
them claimed by employees, the greater percentage 
from male employees. 

Table 12 

Number of beneficiaries of early pensions on different schemes in 1985,1990 and 1995 (end of year) 
(1000) 

1985 
Number of beneficiaries 

1990 1995 
Change in number, 

1985-95 

Disability pensions 
Early pensions 
Seniority pensions 
A l l 

1 074 
129 
125 

1 328 

724 
156 
289 

508 
101 
865 

1474 

-566 
-28 
740 
146 
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Table 13 

Number of early pensions paid and authorised, 1985-95 
(1 000) 

1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 

Industry (') 

99 
105 
111 
121 
115 

89 
65 
61 
51 
39 
53 

Steel (:) 

25 
32 
39 
48 
51 
52 
50 
51 
45 
39 
32 

(') Industry: including steel up to 1984 and distributive trade 
(-) Steel: including aluminium, fibro-cement and asbestos as 

as from 1987. 
from 1987. 

Publishing 

1 
1 
2 
3 
5 
6 
6 
6 
7 
7 
7 

Ports 

3 
4 
8 
8 
8 
9 

10 
10 

9 
10 

9 

Paid 

129 
143 
160 
180 
178 
156 
130 
129 
112 

95 
102 

Authorised 

41 
39 
42 
41 
30 
14 

7 
45 

3 
3 

12 

In contrast, between 1993 and 1995 more than 200 000 
seniority pensions were claimed each year. On average, 
over the three years, the situation was reversed: 53 % of 
recipients were self-employed. Moreover, the seniority 
pension schemes mainly concern males, as women, 
both employees and self-employed, still retire at the 
standard age. 

The possibility for women to receive a normal old-age 
pension five years earlier than men is an important fac
tor in explaining the larger percentage of women retir
ing at the standard age (at the age when women can 
receive old-age pensions men would only be entitled to 
seniority pensions). 

Table 13 shows the trend in the number of beneficiaries 
over the past 10 years which reflects the restrictive 
character of the new conditions for early pensions. Until 
1988, the total number of early pensions paid rose 
steadily, up to about 180 000 at the end of 1988. In 
1995 the number was down to approximately 102 000. 
The drop was particularly pronounced in industry. 
Moreover, Table 13 (the last column) shows the number 
of pensions authorised each year. Over the 10 years, the 
highest figures were reached in the second half of the 
1980s: approximately 40 000 pensions per year. In con
trast, starting from 1990, with the exception of 1992, 
the data confirm the effects of the limit placed on the 
number of entrants. 

Starting with Law 222/1984, the rules governing in
validity pensions were progressively tightened, mainly 
by abrogating the consideration of socioeconomic dis
tress on an equal footing with medical condition as an 
eligibility requirement. Moreover, in 1984 the earning 
capacity criterion was replaced by capacity for work. 
The effects of these measures are reflected in Table 14 
(first column), as the number of recipients (all ages com
bined) has declined substantially since 1985. Essentially 
this approach curbed the use of disability benefits as a 
pathway to early retirement, a way of getting a pension 
without working or cumulating it with earned income. 

Furthermore, Table 14 includes (fourth column) the 
number of total civil disability pensions — these being 
assistance benefits, which are means-tested and which 
do not include years of contributions as eligibility con
ditions. These benefits increased by 623 000 between 
1985 and 1995, an increase of 77 %, compared with a 
decline in disability entry flows of 1 358 000 (Table 14, 
first column), which corresponds to a reduction of 27 
%. There was, to some extent, a transfer of cover from 
the insurance scheme to welfare benefits. But since the 
amount of civil disability benefits is far lower than that 
of invalidity benefits under the insurance scheme, this 
transfer suggests that there was a decline in the total 
cost of invalidity. 

Data in Table 15 on recipients both of invalidity and 
disability pensions in 1995 by age group and sex show 
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Table 14 

Number of recipients of disability pensions, all ages combined, and gross expenditure, 1985-95 (end of year) 

Private sector (') Civil disability pensions (') 

Number of 
recipients 

(1 000) 

Gross 
expenditure 
(billion ITL) 

%of 
GDP 

Number of 
recipients 

(1 000) 

Gross 
expenditure 
(billion ITL) 

%of 
GDP 

1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 

4 989 
4 875 
4 780 
4 671 
4 551 
4 405 
4 275 
4 162 
3 990 
3 803 
3 631 

24 976 
26 678 
27 458 
29 762 
31 581 
33 110 
34 526 
35 694 
35 500 
35 293 
34 286 

3.1 
3.0 
2.8 
2.7 
2.6 
2.5 
2.4 
2.4 
2.3 
2.1 
1.9 

808 
838 
898 
996 

1 156 
1 270 
1 245 
1 299 
1 361 
1410 
1 431 

3 921 
4 152 
4 608 
5 693 
7 083 
8 348 
8 728 
9 636 
10 727 
11489 
11 886 

0.5 
0.5 
0.5 
0.5 
0.6 
0.6 
0.6 
0.6 
0.7 
0.7 
0.7 

(') Three main pension programmes for the private sector (National Social Security Institute). 
(:) Including pensions to the blind, the deaf, and the mute (Ministry of the Interior). 

Table 15 

Incidence of disability pensions in the population 
by age group in 1995 

l'i) 

Age group 

20-24 
25-29 
30-34 
35-39 
40-44 

50-54 

60-64 
65-69 1 H H 
70-74 
75-79 tWÊÊM 
Total 

Men 

0.0 

0.2 
0.5 
1.0 

4.2 

14.2 
' 21.0 

29.3 
38.3 
6.5 

Women 

0.0 
0.0 
0.1 
0.3 
0.7 

3.4 

11.5 
20.0 
30.0 
36.8 
7.0 

Total 

0.0 
0.0 
0.2 
0.4 
0.9 

3.8 

12.8 
20.4 
29.7 
37.4 
6.8 

age group have been more affected by the tighter crite
ria for recognition of invalidity enacted in 1984. 

Moreover, if invalidity pensions paid to persons in the 
55 to 59 age group are compared with the total pensions 
paid by the three basic programmes for the private sec
tor to persons in the same age group, the proportion 
amounted to 19 % in 1994. In other words, nearly one 
out of five persons in the 55 to 59 age group was cov
ered by invalidity pensions. Retroactive medical checks 
to uncover anomalies and irregularities in awards have 
been gradually stepped up since the latter part of the 
1980s. The 1995 pension reform introduced still more 
rigorous rules for checks and controls. 

Although Tables 14 to 17 include recipients of both 
kinds of benefits in the private sector (invalidity and 
disability), it should be noted that the former represents 
99.6 % of the total. 

that among the highest age brackets the incidence of 
these pensions in the total population is substantial: 
38 % of men and 37 % of women in the 75 to 79 age 
group. This is also confirmed by the data shown in 
Tables 16 and 17. The incidence of recipients in the 
first age bracket (20 to 64) is far lower than in the sec
ond (65 to 79). Moreover, since 1985 the incidence in 
the first age group has been declining more than in the 
second. In other words, the recipients in the 20 to 64 

Cost developments 
The cost of early retirement schemes accounted for 
ITL 27 275 billion in 1995, i.e. 1.5 % of GDP (Table 
18). Over the past 10 years the cost of invalidity and dis
ability pensions has increased slightly. In 1995, the cost 
of these pensions represented 21 % of the total costs. In 
contrast, seniority pensions showed the largest increase, 
from 0.4 % of GDP in 1990 to 1 % in 1995. Moreover, 
in 1995 the cost of seniority pensions amounted to 68 % 
of the total costs of all early retirement schemes. 
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Table 16 

Number of recipients (private sector) of disability pensions 
and as percentage of the 20-64 age group in 1985,1990 and 1995 

Number of recipients 
in the 20-64 age group 

% of the 20-64 
age group, by sex 

1985 
1990 
1995 

Total 
(1 000) 

2 249 

941 

Men 
(% of total) 

47.7 
50.5 
54.2 

Men 

6.5 
4.5 
2.9 

Women 

6.9 
4.3 
2.4 

Total 

6.7 
4.4 
2.6 

Table 17 

Number of recipients (private sector) of disability pensions 
and as percentage of the 65-79 age group in 1985,1990 and 1995 

Number of recipients 
in the 65-79 age group 

% of the 65-79 
age group, by sex 

1985 
1990 
1995 

Total 
(1 000) 

2315 
2 308 
1 939 

Men 
(% of total) 

45.5 
43.8 
43.0 

Men 

42.2 
36.2 
27.2 

Women 

37.1 
34.4 
27.3 

Total 

39.3 
35.2 
27.3 

Table 18 

Expenditure of early retirement schemes in 1985,1990 and 1995 

Disability pensions 

Seniority pensions 

ΒΗΜΗΜΗΜ 

Gross 
expenditure 
(billion ITL) 

5 320 

5 320 

19850 

% of GDP 

0.7 

— 

Gross 
expenditure 
(billion ITL) 

5 401 

5 022 
13 631 

1990 

'/. of GDP 

0.4 

0.4 
1.0 

Gross 
expenditure 
(billion ITL) 

5 771 

18 586 
27 275 

1995 0 

% of GDP 

0.3 

1.0 
1.5 m 

(') Estimated. 
(!) It should be noted that old-age pensions amounted to 4.3 % of GDP in 1995. 

Source: Based on INPS and ISTAT data. 
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5. The Netherlands 

Introduction 

In the Netherlands early retirement is not possible 
within the statutory old age pension (AOW). 
Nevertheless, there are different arrangements for older 
workers. First, there exist specially designed early 
retirement schemes for employees in the public and pri
vate sectors. These schemes are based upon collective 
agreements. Second, exit from the labour market is pos
sible within the unemployment benefits act: over the 
age of 57 years and 6 months unemployed persons do 
not have to look for work. The third exit possibility is 
within the disability benefit act. 

In addition, there are separate laws for older employees 
and self-employed people who become unemployed, 
which guarantee a social minimum. These last laws are 
of only minor importance. Also social assistance itself 
— which also allows persons above the age of 57 years 
and 6 months not to look for work — is of only minor 
importance. 

Schemes 

Early retirement 
In the Netherlands there is no public scheme for early 
retirement. Early retirement schemes are set up in the 
context of trade agreements (CAOs). There is a wide 
variety of early retirement schemes. Early retirement 
age varies by CAO between 58 and 63. For entitlement 
to the early retirement scheme, in most cases the person 
must have worked for at least 10 years. However, this 
entitlement period varies. Another condition is that a 
person may not have full social security benefit. 

For some occupations the retirement age is below the 
normal retirement age of 65. It is a sort of pre-pension-
ing and is called occupational age dismissal (FLO — 
functioneel leeftijdsontslag). For example, for navy per
sonnel the retirement age is 50 and for army and air 
force personnel the retirement age is 55. 

The benefit level depends on the CAO. Mostly, it is 
related to the former wage or the average wage calcu
lated over a certain period. In general, this means a 
gross benefit of 75 to 80 % of the gross former wage. 
The early retirement benefit does not have any effect on 
the statutory old-age pension. In most CAOs, the build
ing-up of the occupational old-age pension is continued 

during early retirement benefit. Because the early retire
ment benefit is lower than the last salary, the paid con
tributions are lower. Civil servants only have half of the 
building-up period. 

Invalidity benefit 
The large number of persons dependent on the disabil
ity insurance act (WAO) in the Netherlands has been of 
growing concern to the government. During the past 
years changes to the disability system were introduced, 
which resulted in declining numbers of persons on ben
efit. The way in which disability is defined has been 
changed, and the duration of benefit has been reduced. 
At the start of the changes to the WAO (1992) all per
sons already on benefit were reassessed on the basis of 
the new invalidity criteria. However, persons over the 
age of 50 at that time were excluded from the reassess
ments. 

The duration of the earnings-related benefit depends on 
the employee's age on the date the disability benefit 
started. If the degree of disablement is between 80 and 
100 %, the maximum benefit of 70 % of the former 
income is paid (the minimum degree of disability 
required is 15 to 25 % with a benefit of 14 % of the for
mer income). Initially — when fully disabled — a per
son will receive 70 % of his/her last wage. The period 
for which this 70 % is paid varies by age. For persons 
between 33 and 37 this is six months; for persons aged 
59 or more it is until retirement age (see below). After 
this period a lower benefit is granted. 

Duration of the benefit 

Age 

Up to 32 

33 to 37 
38 to 42 

43 to 47 
48 to 52 

53 to 57 

Duration 

0 years 
VS year 

1 year 

1 Vz years 
2 years 

2'/2 years 
59 and up to the 65th birthday 

After the maximum duration of the full-rate benefit, a 
follow-up benefit is given. The follow-up benefit can be 
paid until a person's 65th birthday. For each year a per
son is over 15 on the date the benefit takes effect, 2 % 
of the difference between the former wage and the min
imum wage is added to the minimum wage. 
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Unemployment benefit 
The Netherlands' main insurance benefit for the unem
ployed is the unemployment benefits act 
(Werkloosheidswet — WW). There are separate laws 
for older employees, the partly disabled and the self-
employed who become unemployed, which guarantee a 
social minimum. The most important difference in rela
tion to social assistance is that there is no test of assets. 
These two arrangements are of only minor importance. 

For entitlement to the unemployment benefit the fol
lowing conditions are important: 

• in the 39 weeks directly preceding the first day of 
unemployment the person must have worked for 
at least 26 weeks (a 26-week requirement); 

• a person must have worked for at least four out of 
five calendar years preceding the year in which 
he/she becomes unemployed (four out of five 
requirement). 

Receiving an unemployment benefit does not influence 
the statutory old-age pension. All residents are entitled 
to the old-age pension, which is flat-rate. 

In some cases, the building-up of the occupational old-
age pension can be continued during the period of the 
earnings-related benefit. This is possible for employees 
who are 40 or over on the first day of unemployment 
and who participate in a pension scheme. If a person is 
57 years and 6 months years or older on the first day of 
unemployment, the building-up of pension rights is also 
continued during the follow-up benefit. 

Developments 
Unemployment benefit (UB): Contributions for UB are 
now paid for the first 13 weeks of unemployment 
according to specific rates set for different branches of 
industry. This period will be extended to 26 weeks. 
Furthermore, a study is being done to look at a contri
bution system which introduces experience rating (as 
used in the United States). 

Unemployed persons aged 57 years and 6 months or over 
do not have to register at an employment office and do not 
have to look for work. This means that these persons are 
not unemployed in the labour market sense of the word. 

Persons who meet only the 26-week requirement get a 
flat-rate benefit for the duration of 26 weeks. When a 
person also meets the four out of five requirement 
he/she gets an earnings-related benefit. The duration of 
the earnings-related benefit depends on the length of the 
working history of a person. The scheme below is used 
for the working history. 

Work history Total duration 

4 years 
5 to 10 
10to15 
15 to 20 
20 to 25 
25 to 30 
30 to 35 
35 to 40 
40 years 

years 
years 
years 
years 
years 
years 
years 
or more 

After the earnings-related benefit one can get a flat-rate 
follow-up benefit of two years. For persons who were 
above the age of 57 years and 6 months on the first day 
of unemployment the follow-up benefit lasts for a maxi
mum of three and a half years. 

WAO: It is proposed to change the disability benefits 
act in the following ways: for the first five years' risk of 
invalidity employers may opt out of the public system, 
and risk rating will be introduced into the public benefit 
system. 

The reason for the proposal is to give employers more 
responsibility for the number of disabled persons. 

Early retirement: In the last few years, early retirement 
schemes have often been discussed and the CAO agree
ments have been considered. The first item of discus
sion is the financing of the early retirement schemes. 
These schemes are financed on a pay-as-you-go basis. 
The problem is that early retirement is very popular 
which will result in a financing problem in the near 
future. In a growing number of trade agreements (gov-
erment sector, large companies) early retirement 
schemes are transformed into flexible retirement 
schemes. These flexible schemes are related to the con
tributions paid by the employees, and are funded 
schemes. 

The use of early exit schemes in the past 
Labour force participation of men above the age of 55 
started to decline in the 1970s. This decline gained 
momentum after the second oil crisis which caused a 
particularly severe economic downturn in the 
Netherlands. Combined with large cohorts of young 
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Graph 1. Use of exit arrangements, males aged 55-59,1975-95 
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Graph 2: Use of exit arrangements, males aged 60-64,1975-95 
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Graph 3: Inflow into different arrangements of males aged 55-65,1988-95 
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people trying to enter the labour market and a very high 
unemployment rate, this generated pressure to create 
options for older workers to leave firms. Based on trade 
agreements, companies and trade unions introduced 
early retirement arrangements (VUT). These pay-as-
you-go arrangements grew in importance rather rapidly. 

Graphs 1 and 2 present an overview of the use of the 
different arrangements for leaving the labour market 
from 1975 until 1995. Until 1980 the invalidity scheme 
was the main exit arrangement. After that time the num
ber of persons aged 55 to 64 on invalidity benefit 
remained relatively stable while a substantial increase 
can be observed for both UB and the private early exit 
arrangements (ER). In part this can be explained by the 
fact that persons aged 50 or over (in 1992) were not 
reassessed on the basis of the new criteria for invalidity 
benefit. Social assistance (SA) is of only minor impor
tance compared with the other arrangements at least for 
the 60 to 64 age group. 

Graph 3 gives an overview of the development of the 
inflow of males aged 55 to 64 into the relevant schemes 
for the period 1988 to 1995. Inflow data give a more 

realistic view of possible changes in the use of exit pat
terns than stock data. On the basis of this information it 
can be seen that the role of invalidity benefits as an exit 
route is declining. Inflow to invalidity benefit declined 
by about 50 % between 1988 and 1995. The early 
retirement schemes remain stable as an exit way, while 
unemployment reacts sharply to economic fluctuations, 
especially for the 55 to 59 age group where early retire
ment options are not available. Whether the sharp 
increase in the use of UB in 1993 and 1994 can fully be 
attributed to economic fluctuations is, however, uncer
tain. In part this could also be a reaction to the abolition 
of the possibility offered to firms to fire older workers 
in case of economic difficulty (instead of, for instance, 
younger employees). 

6. Finland 

Introduction 

There are three different types of early retirement 
scheme in Finland: early old-age pension scheme, dis
ability pension scheme and unemployment pension 
scheme. The first scheme is based on an individual's 
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own desire, the second on sickness or injury and the 
third on unemployment. Both the disability pension and 
the early old-age pension schemes involve several types 
of pensions depending on the retiring person's degree 
of disability or on his/her partial stay in the labour mar
ket. The disability pension can be granted as full dis
ability pension, partial disability pension or as individ
ual early disability pension. The early old-age pension 
can be granted as (full) early old-age pension or as part-
time pension. Additionally, there is an arrangement for 
farmers who desist from fanning before the normal old-
age retirement age. 

Disability pensions and unemployment pension are 
defined principally in the same way as all occupational 
pensions. The level of the pension depends on both the 
pension wage (i.e. the average earnings over the work
ing period) and the accruing percentage (which is 
defined as accruing years times percentage per year). In 
addition to work years, the future time (i.e. the years 
which the person would have ahead in his/her working 
life up to the normal old-age retirement) is also consid
ered as accruing years. The unemployment period is 
somewhat reduced as accrual period. The accrual per
centage is, however, smaller for future time than for 
time at work. These pensions are coordinated with the 
basic national pension so that in cases where the occu
pational pension would be small, the national pension 
guarantees a minimum level of pension. The early old-
age pension is defined differently omitting the future 
time and the level is reduced for actuarial reasons. 

Schemes 

Early old-age pension 

Early old-age pension is available for persons aged 60 
or more since 1986 in the private sector and since 1989 
in the public sector. All employees and self-employed 
persons are entitled to this scheme without any require
ments concerning work history or reduced work ability. 
Even persons who are no longer working but have ear
lier been members of an occupational pension scheme 
are entitled. The retiring person must cease the work 
from which he/she retires. He/she has, however, the 
right to take another job or start or continue in self-
employment without any restrictions on the earnings 
of these jobs which in turn accrue the normal old-age 
pension. 

Part-time pension 
A part-time pension scheme has been implemented con
currently with the early old-age pension scheme. It is 
directed at people who want to combine part-time work 
and part-time retirement. Persons in the age bracket 58 
to 64 are entitled providing that they reduce their full-
time work to 16 to 28 hours per week but still receive 
between 35 and 70 % of their previous earnings. The 
reduced earnings must be at least FIM 1 035 per month. 
Additionally, there are conditions concerning work time 
and work history. The part-time pension is 50 % of the 
difference between full-time and part-time earnings. 

Disability pension 
A full disability pension is paid to an employee or self-
employed person if the working capacity has decreased 
by at least 60 %. In order to receive a full disability 
pension the person must not earn more than 40 % of his 
or her former wage. If the working capacity is 
decreased by 40 to 60 % and to the extent that the per
son is forced to change the work or to shift to part-time 
work, he/she is entitled to a partial disability pension 
which amounts to a half of the full disability pension 
level. The earnings from the new job must not exceed 
60 % of his/her former wage. 

An individual early disability pension scheme has been 
available since 1986 for employees and self-employed 
people in the age bracket 58 to 64 under less strict con
ditions than ordinary disability pension. It is required 
that their work capacity has permanently decreased to 
such an extent that it is not reasonable for them to con
tinue at work but only to an extent which does not enti
tle them to a disability pension. Additionally, factors 
other than medical, i.e. work history and work condi
tions, are taken into account. The size of the individual 
pension is the same as that of disability pension. Along 
with an individual pension, one must not earn more 
than FIM 1 085 per month (approximately 10 % of the 
APW wage). 

Unemployment pension 
Unemployment pension is available for employees in 
the age bracket 60 to 64 provided that they have 
received unemployment benefits during the maximum 
period and cannot find a proper job, and that they have 
worked for at least 5 of the last 15 years before becom
ing unemployed. A period of prolonged unemployment 
benefit, at most five years, may have preceded the 
receipt of unemployment pension. If an employee is 
unemployed at the age of 55 or more and entitled to 
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unemployment benefit, his/her entitlement continues up 
to the age of 60. 

The use of early exit schemes in the past 

In the mid-1980s Finland created three new early retire
ment schemes: individual early disability, early old-age 
and part-time pensions. The increased systems allowing 
early exit from the labour market may have affected the 
participation rates amongst the elderly which decreased 
significantly during the 1980s. The change in the aver
age withdrawal or retirement age is, however, seen only 
as a minor decrease. The average withdrawal age 
decreased by 0.5 years for men and increased by 
0.1 years for women. However, the average retirement 
age decreased by 0.8 years to 57 in 1990, which was 
over two years less than the average withdrawal age. 
The average retirement age is based on the statistics of 
the Social Insurance Institution which administrates all 
basic pensions and whose databases include all recipi
ents of basic pensions, i.e. over 90 % of all retirees. 
This figure indicates the average age when a person 
becomes the beneficiary of a pension. 

Notwithstanding the above statement, there are major 
changes in the patterns of early exit. Originally, the 
social protection schemes tended to make a distinction 
according to the nature of the labour force participation 
risks like disability and unemployment. Disability had 
been connected with individual qualities and unemploy
ment with social conditions. Early exit from the labour 
market was allowed only for disability reasons and 

went exclusively through the pension system. The 
unemployment benefit system was by contrast consid
ered to aim at regulating the labour market and to pro
tect people only for a limited period at a time. 

The increase in unemployment has changed the situa
tion. More and more people start their exit from the 
labour market through unemployment, and the benefit 
systems are no longer 'pure' in the sense of their origi
nal purpose. On the one hand, the unemployment pen
sion system has accepted unemployment as a reason to 
leave the labour market. On the other hand, both pen
sion and unemployment benefit systems have been used 
as means to regulate the labour market. Even the formal 
qualifying conditions of the individual disability pen
sion system have come close to the unemployment pen
sion system. 

Among beneficiaries of pensions the most striking phe
nomenon is the shift from full disability pension and 
unemployment pension schemes into the individual dis
ability pension scheme. From 1985 to 1995 in the age 
bracket 55 to 64, the number of disability pension bene
ficiaries decreased by 14 % (25 000 persons) and the 
number of unemployment pension beneficiaries by 
28 % (15 000 persons). During the same time, the total 
number of pensioners in this age bracket increased by 
24 % (52 000 persons). At the end of the period, 63 000 
persons were on the individual disability pension. In 
contrast, the two other new schemes which were most 
targeted to early retirement, namely the early old-age 
pension and the part-time pension, have never been in 

Table 19 

Number of beneficiaries aged 55-64 of different schemes in 1985,1990 and 1995 

1985 
Number of beneficiaries (1000) 

1990 1995 
Change 1985-95 

In number (111(101 % 

Disability pension 
Individual disability pension 
Early old-age pension 
Part-time pension 
Unemployment pension 
Farmers, front veterans 
All pensions 
% of the age group 
Unemployment benefit 
All beneficiaries 
% of the age group 

151 

54 
15 

220 
43 

140 
43 
11 
0.4 

55 
25 

275 
54 
26 

301 
59 

127 

15 
5 .>.. 

39 
23 

272 

- 2 4 

+ 15 

ΙΗΗΗΗΗΜ - 15 
+ 8 

-f52 

- 1 4 

— 

- 2 8 

I K f l W H H + 24 

HBHHHiH 86 
35« 

— 
— 

— 
— 

70 
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high favour. In 1995 these schemes accounted for 
20 000 beneficiaries (see Table 19). 

During the 10-year period, the percentage of early pen
sioners in the age bracket 55 to 64 increased from 43 to 
53 %. However, the change in the number of beneficia
ries of unemployment benefits in the same age bracket 
was even more dramatic. Since 1990, the number of 
unemployed tripled, and the total number of beneficia
ries amounted to 70 % of the age group. Unfortunately, 
the unemployment benefit statistics do not distinguish 
those receiving the prolonged benefit from those receiv
ing the benefit for the first period. 

Cost development 

The costs of early retirement schemes were FIM 23 bil
lion in 1995 and they amounted to 4.3 % of GDP. The 
cost increase from 1985 to 1995 was 61 % in real terms 
and as a share of GDP, 1.2 percentage points. The cost 
as a share of GDP increased in all pension systems 
except in the unemployment pension scheme where it 
decreased slightly. The largest increase was in the indi
vidual disability pension scheme where the costs 
amounted to 0.8 % of GDP in 1995. The most dedicated 
early retirement schemes (early old-age pension and 
part-time pension) formed only 7 % of the total costs of 
the early retirement schemes. By far the largest costs 
were in the disability pension schemes which amounted 
to three quarters of the total costs of all early retirement 
schemes (including the costs of pensions granted to 
people younger than 55, roughly a third of disability 
pensions) (Table 20). 

7. Sweden 

Introduction 

In Sweden the formal pension age is 65. There are three 
different public possibilities (options) for a person in 
the age bracket 60 to 64 to leave the labour market or 
reduce the amount of time worked — part-time pension, 
early drawing of old-age pension or disability pension. 
Employers may also allow a person to retire a few years 
in advance in case of redundancy. 

The first two schemes are based on the person's own 
choice. The person still in the labour market can apply 
for a part-time pension and remain on the job a certain 
number of hours a week. The person can also apply for 
an early old-age pension, which means leaving the 
labour market entirely (unless the early retirement is for 
a fraction of the pension, e.g. 50 %). 

If the person has been sick for a long time or disabled 
due to work-related conditions and a rehabilitation pro
gramme does not lead to recovery, there will be the pos
sibility of a temporary or permanent disability pension. 

The employer who wants to reduce the number of staff 
may also make the employee an offer to retire. The 
amount offered can be a lump sum or a fixed annual 
amount, generally lower than the former wage. This is not 
the only saving for the employer since reduced employer's 
contributions to social insurance can be paid on top of 
what is paid to the former employee. The amount varies 
according to how long the person has been employed and 
how many years remain until ordinary pension age. 

Table 20 

Pension expenditure on early retirement schemes in 1985,1990 and 1995 

Disability pension 
Individual disability pension 
Early old-age pension (') 
Unemployment pension 
Farmers, front veterans 
All pensions 

Million FIM 

7 649 

— 
1 563 
1 174 

10 386 

1985 

% of GDP 

2.3 

— 
— 
0.5 
0.3 
3.1 

1990 

Million FIM 

11 113 
2 089 

579 
2 644 
1 712 

18 137 

% of GDP 

2.2 
0.4 
0.1 
0.5 
0.3 
3.5 

1995 

Million FIM 

13 422 
4 242 
1 739 
2 432 
1 978 

23 813 

% of GDP 

2.4 
0.8 
0.3 
0.4 
0.4 
4.3 

(') Including the part-time pension. 
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Unemployment insurance cannot be regarded formally 
as an early retirement possibility. There is no special 
unemployment pension for persons aged 60 to 64 and 
any unemployed person who is able to work will have 
to apply for work or job training. However, there are an 
extra 150 days of unemployment benefit before renewal 
(total 450 days). In practice, unemployed people at the 
age of 60 usually do not have to move, change occupa
tion or take a low-paid job to earn their own livelihood. 
At that age an unemployed person has a chance of get
ting a disability pension if there is a certain degree of 
disability. This possibility was tightened for new 
entrants in 1997. 

Pension entitlements and benefits were consumer price 
indexed using the annually adjusted national base 
amount of SEK 36 200 in 1996. For entitlements 
the base amount was increased to SEK 36 800, and for 
benefits the basic amount was reduced to 98 %, i.e. 
SEK 35 476. 

Schemes 

Early old-age pension 
Old-age pension is normally paid from the month of the 
insured person's 65th birthday, but the individual may 
request early or deferred drawing. In some occupations 
(like military service, pilots, firefighters, some occupa
tions in local municipalities) there are lower ordinary 
occupational pension ages. 

Basic pension (FP) comprises old-age and permanent or 
temporary disability pension. In addition, it comprises 
also survivor's pension, wife's supplement, care 
allowance and handicap allowance which, however, are 
not relevant in this study. 

Old-age pension can be entered from unemployment or 
employment but to get any basic pension one must have 
lived or worked in Sweden for three years. To get maxi
mum basic pension the pensioner must have lived in the 
country for 40 years or have 30 years with earned sup
plementary pension rights (ATP). If not, the pension 
will be reduced by 1/40 or 1/30 for every year missing. 

Supplementary pension (ATP) entitlement (pension 
point) is calculated every year when there is a gross 
work income (including taxable social insurance ben
efits) between 1 and 7.5 entitlement base amounts. The 
annual pension (expressed in pension points) is this 
income divided by the entitlement base amount, and the 

maximum is 6.5 points. Pension = 0.6 times reduced 
base amount times average of points in best 15 years 
times number of income years divided by 30. This for
mula has been used since 1960 when the ATP system 
started. The maximum number of income years is 30. 

A person with little or no supplementary pension gets 
an additional guarantee (PTS) to obtain a minimum 
State pension. This PTS is reduced by the size of ATP 
with a marginal effect of 100 %. 

Early drawing of the old-age pension is possible from 
the age of 60, but is reduced by 0.5 % for every month 
the pension is used before the age of 65 (when deferred 
it is increased by 0.7 %). This reduction is made for the 
rest of the life. If retirement is at age 60, five years in 
advance, the pension is reduced by 30 %. 

Old-age pension can be drawn at one, two or three-
quarter rate and there is a possibility to retire partially 
before the age of 65 and work for the rest of the time. 
All public pensions are taxable but a special pension 
deduction makes the basic pension, including the addi
tional guarantee, free of taxation. A person who draws 
an early pension cannot receive housing benefits before 
the age of 65. Social security contributions are not paid 
on pension income and new pension points are not 
earned. 

Part-time pension 
Gainfully employed persons between the ages of 61 and 
64 (before July 1994 the age was 60) who reduce their 
time at work are, under certain conditions, entitled to 
part-time pensions. However, they can enter the system 
from employment only. After reducing their hours of 
work, part-time pensioners must work at least 17 and at 
most 35 hours per week, on average. Employees must 
reduce their working hours by at least five hours per 
week, while other gainfully employed persons must 
reduce their working hours by at least 25 % (previously 
50 %). Compensation will be paid for a reduction of 
10 hours per week at the most (previously no limit). 
The lost earnings will be compensated by 55 % (this 
compensation rate has previously been 65 % and 50 %). 

The part-time pension provides compensation for loss 
of income up to the highest income qualifying for sick
ness cash benefits (SEK 271 500 in 1996). Part-time 
pension cannot be combined with old-age or disability 
pension. The person is regarded as part of the work
force and not as a pensioner, has no right to special tax 
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reduction for low-income pensioners and is not entitled 
to housing benefits. Social security contributions are 
paid on the wage received and pension entitlements are 
accrued (essential if the person has less than 30 years of 
supplementary pension rights). The part-time pension 
system will be closed to new entrants in 1999 when the 
new old-age pension system will be introduced. 

Disability pension 
The compensation in disability pension used to corre
spond to old-age pension but was reduced by 6 percent
age points from July 1995 and now amounts to 90 % of 
the reduced base amount for a single person and 72.5 % 
per person for a married couple. 

Disability pension can be temporary or permanent and 
can be awarded to an insured person between the ages 
of 16 and 64 with reduced working capacity. Disability 
pensions are payable at full, three-quarter, half or one-
quarter rate and work capacity has to be reduced by at 
least 25 %. A medical certificate is required. 

A person with limited ATP gets an additional guarantee 
(PTS) at a maximum of 111.5 % of the reduced base 
amount. The PTS has been increased by 6 percentage 
points since July 1995 to counteract the reduction of the 
basic pension. The PTS is reduced by the size of ATP 
with a marginal effect of 100 %. The switch between 
basic pension and pension supplement was part of the 
budget-cutting efforts of the government. A person on 
disability pension with no ATP has half a point of 
reduced base amounts more pension than an old-age 
pensioner with no ATP. 

The supplementary disability pension is calculated as 
described in the section on old-age pension and has the 
same regulations concerning time with gross income. It is 
assumed that the disabled insured person would subse
quently have had a gross income in the future of the same 
size as previously, if he or she had not been awarded a 
disability pension. Disability pension is taxable income, 
but the pensioner does not earn new pension rights. 

Negotiated occupational pension supplements 
Between 85 and 90 % of wage earners are members of a 
trade union and typically they are entitled to negotiated 
supplements on top of the old-age or disability pension. 
There are five major systems of negotiated supplements 
varying with the field of occupation and the supple
ments are correlated gross (workers in the private sector 
and employed in local communities) or net (salaried 

employees in the private sector and government 
employees) with the public system. 

The negotiated supplements for old-age pension add 
10 % of the income up to 7.5 entitlement base amounts, 
65 % of the income between 7.5 and 20 base amounts 
and 32.5 % between 20 and 30 entitlement base 
amounts (since there is no public supplementary pen
sion on income above 7.5 entitlement base amounts). 
The negotiated supplements for disability pension add 
15 % of either the last income or the average of the last 
five years' income. 

Negotiated early retirement in case of redundancy 
A person around the age of 60 might get an offer to 
retire 'voluntarily' when an employer has to reduce the 
workforce. A person aged 55 is generally too young to 
benefit from this option and will probably end up in 
unemployment. Whether this way of leaving the labour 
market is voluntary or forced is debatable, since the 
employer often wants to keep the younger persons. 
There is no fixed model for these employer-paid early 
retirements; methods and levels vary. A usual figure 
can be 70 to 80 % of the former wage. The amount can 
be equal to the sum of the basic old-age pension and the 
supplementary pension the person has earned and can 
be paid from age 58, 60 or 63 until the person is entitled 
to ordinary old-age pension at 65. The person is not 
counted as employed and the employer pays reduced 
payroll taxes on top of the wage but gets no production 
for the expenditures. The costs can be treated as restruc
turing costs in the bookkeeping. 

Developments during the last 10 years 
There have been many small changes in the public early 
retirement schemes during the last 10 years as part of 
the budget-cutting process. The compensation rate and 
the rules in the part-time pension scheme have oscil
lated down and up several times since the scheme 
became very popular and the cost increased. Old-age 
and disability pensions have been reduced to 98 % of 
the base amount and price indexing of the base amount 
has been reduced and made dependent on the level of 
public deficit. Housing allowances have been reduced. 

In the recession of the 1990s many persons on long-
term sick leave or temporary disability pension were 
transferred onto permanent disability pension. For many 
the alternative was unemployment since the employers 
tried to increase the productivity by reducing the work
force. 
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Until 1990 there was a possibility to get a disability 
pension for labour market reasons. This meant that 
unemployed persons with very little chance to get a new 
job (living in the wrong place, having an obsolete edu
cation, etc.) had an option of drawing a pension. This 
possibility was abolished as the costs increased and the 
supply of labour was scarce. The possibility was never 
called an unemployment pension, since the rules of dis
ability pension were applied. In the 1990s there was an 
increasing number of persons leaving work on nego
tiated occupational pensions combined with endeavours 
by the employers to reduce the workforce in case of 
redundancy. 

Number of early exits 

There has been no substantial change in the number of 
persons in the three public exit schemes, even though 
the percentage has increased due to variation in the age 
cohorts. Around 17 000 persons were on early old-age 
pension in 1985 and 1995 but the number has been 
lower during that period. The number of persons on 
part-time pension was also constant, 38 000, in these 
two years. However, during the period the number has 
varied from 32 000 to 51 000. These variations are 
caused by the politicians advertising changes in the 
benefit systems. From 1985 to 1995 the take-up of these 
two exit schemes increased from 11.6 to 13.9 % in the 
relevant age group of the population. 

The number of people aged 60 to 64 on disability pen
sions decreased by 6 000 to 132 000 between 1985 and 
1995. However, this implied an increase in the relative 
share of the age group from 29.0 to 32.9 %. In the age 
group 55 to 59 there was an increase both in the number 
(by 20 000 persons to 87 000 persons) and in the rela
tive share (from 15.1 to 19.2 %) during the same 10-
year period. The total stock of persons on disability 
pension, all age groups included, was 420 000 in 1995. 

The average age of retirement has been estimated at 
58.9 in 1995 as compared with 60.7 in 1985. This is a 
weighted average of disability pension, early old-age 
pension and part-time pension average ages. 

Cost development 

Even though the number of persons on part-time pen
sion in 1995 was the same as in 1985, the average 
annual real benefit per person increased by 60 % and 
the total costs increased by 160 % to SEK 2.4 billion. 

The total cost of disability pension increased by almost 
SEK 20 billion (130 %) amounting to SEK 35 billion in 
1995. The eligibility rules were tightened in 1994 aim
ing to curb the cost explosion. However, this led only to 
a small decrease in the number of pensioners but to a 
slight increase in the costs. 

8. Great Britain 

Introduction 

There is no national early retirement scheme in Great 
Britain. State pensions are available for 65-year-old 
men and 60-year-old women. Prior to this age, the nor
mal range of social assistance benefits covering the cost 
of all ordinary living expenses (including housing costs, 
medical expenses and local taxation) are available to 
out-of-work people aged between 55 and 60 in exactly 
the same way as to all other citizens except that the 
actively seeking work requirements are less rigid for 
older workers than young ones. This means that for 
employees there are three main routes into early retire
ment: 

• benefits for the disabled; 

• occupational pension schemes; 

• social assistance for the unemployed. 

Schemes 

Benefits for the disabled 
There is a wide range of benefits for the disabled, 
depending on whether their disability results from ill
ness, inheritance, industrial injury, specified illness, or 
is a result of an injury received while serving in the 
armed forces. The main national insurance benefit 
available for the disabled is incapacity benefit, paid at a 
rate to long-term recipients of GBP 61.15 per week. 
This is a taxable benefit for those with other sources of 
income such as occupational pensions. Also, people 
who are disabled may get additional help with the cost 
of living to cover particular expenses such as care and 
mobility. These tax-free disability living allowances are 
assessed on the claimant's degree of incapacity. As well 
as special allowances for the disabled, claimants may 
get the normal range of means-tested social assistance 
benefits. For purposes of the illustrative replacement 
ratios contained here, it is assumed that the early retired 
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worker receives long-term incapacity benefit at the rate 
of GBP 61.15 per week, and the mobility component of 
disability living allowance at GBP 33.90 per week, but 
no occupational pension. 

For people whose national insurance contributions do 
not entitle them to incapacity benefit, severe disable
ment allowance is available if they have been incapable 
of work for at least 28 weeks. In April 1996 there was a 
personal benefit of GBP 36.95 per week which could be 
supplemented by an age-related addition of up to 
GBP 12.90 per week, an allowance for an adult depen
dant of GBP 21.95, and additional allowances for chil
dren. As with incapacity benefit, help with the cost of 
care or mobility may be available if there is judged to 
be a medical need. Means-tested benefits to cover the 
cost of living are also available where appropriate. 

Early old-age pension 
There are few laws governing the terms of private occu
pational pension schemes other than those relating to 
careful management, tax relief on funds and exemptions 
from the requirement to be a member of the State earn
ings-related pension scheme (SERPS). The early retire
ment provisions of occupational pension schemes are 
myriad. There are restrictions on paying pensions from a 
tax-exempt fund before the age of 50. Consequently, the 
age of 50 seems to be pivotal in a very large number of 
schemes when early retirement, either voluntary or 
through redundancy, takes place. Below the age of 50 it 
is very unusual for any pension to be paid, though the 
value of any pension accrued up to the time of leaving 
the job is preserved until normal retirement age, typi
cally 60 or 65. Above the age of 50, a pension is gener
ally paid, although if the retirement is voluntary the pen
sion is often reduced actuarially to allow for the greater 
cost of paying the pension for more years. Typical 
reductions range from 4 to 8 % for each year in which 
the pension is taken below the normal retirement age. 

A number of schemes offer a double hurdle whereby 
age and total years of service are taken into account in 
deciding whether or not a worker can voluntarily retire 
early without actuarial reduction. A typical example is 
the local government workers' scheme. This scheme, 
which is fully funded with assets held by the various 
local authorities in stocks, shares, property and other 
investments, is one of the largest in the country, since 
fairly common rules operate in all local authorities. The 
local authority scheme has an 85-year hurdle. People 
over 50 who have a combination of 85 years, by adding 

their age to their years of service, can retire at any time 
of their choosing without actuarial reduction. There are, 
of course, all sorts of circumstances in which workers 
with less than a total of 85 years of age and service can 
retire without actuarial deduction, but the 85-year rule 
is a typical example of the way in which pension 
schemes in Great Britain reward older workers with 
long service. 

If the retirement arises from redundancy it is normal, 
though not universal, for the pension not to be actuari
ally reduced and, in many cases, the pension is 
enhanced to benefit the retiree with some, or all, of the 
years which would have been worked had the retiree 
remained in post until the normal age of retirement. 

Within the constraints of a short illustrative example of 
the British occupational pension system, it is impossible 
to illustrate the full range of possible outcomes. Two 
examples are quoted. First, a person who is made com-
pulsorily redundant or retires at a normal retirement age 
of 55 or 60, with a full pension and no actuarial reduc
tion, who receives a pension of two thirds of final 
salary. Second, a person retiring voluntarily after work
ing 30 years, acquiring a pension worth 50 % of final 
earnings which is reduced for actuarial reasons by 25 % 
for a 60-year-old and 50 % for a 55-year-old. These 
examples represent 'a generous outcome' in the first 
instance and 'a poor outcome' in the second instance by-
normal British standards. Whilst many people working 
in the public sector and financial services would find 
themselves close to the former position, a substantial 
proportion of early retirees would find themselves 
between the two extremes. 

Sportspeople and members of the security services have 
special pension arrangements, which may give them a 
full pension at much younger ages than those consid
ered here. Similarly, many professional people may 
have more generous pension arrangements than those 
considered here. However, the proportion of the popula
tion for whom these special arrangements are available 
is limited. 

Social assistance for the unemployed 
Social assistance for the unemployed is available when 
the claimant's entitlement to unemployment benefit has 
expired. Unemployment benefit is available for 
12 months to people who met the contribution require
ments. In April 1996, income support for the unem
ployed whose entitlement to unemployment benefit had 
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Table 21 

Labour market participation rates of males aged 60-64 since 1971 

Participation (%) 

1971 

82.9 

1976 

80.4 

1981 

69.3 

1986 

53.8 

1991 

54.1 

1996 0 

50.6 

(') Projection. 

Table 22 

Number of recipients of main benefits for the non-working disabled, male and female, 
all ages, 1977-96 

(1 000) 
1977 1981 1986 1991 1996 

Invalidity benefit 
Severe disability benefit 

505 
104 

632 
133 

899 
261 

1 306 
293 

1 761 
384 

expired was GBP 47.90 per week whereas social 
assistance was paid at a rate of GBP 48.25 per week. In 
both cases, the claimant would be entitled to have the 
full cost of reasonable accommodation reimbursed, 
local taxes paid and free access to the full range of med
ical treatment. In many areas they would have free or 
reduced-price access to local authority facilities and 
local entertainments. 

Growth in labour market non-participation 

Over the last quarter of a century there has been a sub
stantial reduction in labour force participation by older 
males (see Table 21). No clear trend exists for the par
ticipation rates of older women because cohort effects 
towards greater participation offset any tendency to ear
lier retirement. 

There are no comprehensive figures showing the num
ber of people receiving early retirement pensions from 
occupational schemes but the number of people in 
receipt of benefits for the non-working disabled is 
shown in Table 22. 

Recent developments 
Incapacity benefit (IB) replaced invalidity benefit (IVB) 
on 13 April 1995. IB unlike IVB is taxable, is subject to 
an all-work test, never includes an earnings-related ele
ment, and expires at State pension age. The net public 
sector cost of IB will inevitably be lower than IVB for 
any given number of beneficiaries. It is too early to 
know if the introduction of the all-work test, which 
attempts to check if the claimant can do any work rather 
than just their old job, will substantially reduce the 
number of successful claimants. 
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The importance of housing cost assumptions 

Introduction 

Net replacement rates are often calculated on the basis 

of the take home pay income concept, i.e. gross income 

minus direct taxation and social contributions. In this 

way housing costs and possible benefits are ignored as 

well as other fixed costs and associated benefits, for 

example day care for children. 

It is, of course, more realistic to include housing and 

other fixed costs in the calculations, but it is not without 

problems to do so. In the real world families have vary

ing accommodation and use child day care to a varying 

degree. If data for this are available in surveys or admin

istrative data sets, it is obvious to use them to reflect the 

real world conditions. If stylised data, i.e. constructed 

family types, are the basis, it is, however, necessary to 

make assumptions about housing and the use of child 

day care, and these assumptions have an impact on the 

results, in this case on the net replacement rates. 

The purpose of this annex is to discuss and assess the 

importance of the assumptions made, to conduct a kind 

of sensitivity analysis. 

Types of problems 

Another problem is deciding which assumptions to 

make concerning housing costs and use of child day 

care. Should the housing costs for a given family type 

be held constant over the income range studied or 

should they vary? The last approach may be the most 

reasonable, but the first might be the most appropriate 

from a systems analysis point of view (see the section 

on constant or varying housing costs). 

These problems will be addressed in the remaining sec

tions of this annex. 

Should the costs be subtracted from take 
home pay income or not? 

Just adding the benefits to the take home pay is appeal

ing. Benefits are usually means tested with the implica

tion that the lower the income, the higher the benefit. 

Adding the benefits would then typically result in 

higher net replacement rates than when they are 

ignored. This is illustrated by the Danish case where an 

employee on average wages (the average employee 

or AE) becomes unemployed. It is assumed that the 

housing costs are DKK 36 000 on an annual basis, 

DKK 30 000 in rent and DKK 6 000 in operating 

costs (i.e. heating, electricity, etc.). The results are 

contained in Table 1. 

Most observers agree that it is more realistic to include 

housing costs and benefits than to omit these factors, 

but how should it be done? A general problem is which 

income concept to use. Some international studies just 

add the benefits — housing and others — to the take 

home pay disposable income and calculate the net 

replacement rates on this basis. Other studies subtract 

the housing costs, child day care costs, etc., from the 

take home pay income and add the benefits. This 

income concept is disposable income after net housing 

and child day care costs. In the studies performed by the 

groups of seven and eight countries this concept is 

called the family purse income. 

Table 1 

Net replacement rates on take home pay and 

take home pay plus benefits basis 

Take home pay income (DKK) 

Net replacement rate ( 

Take home pay plus benefits (DKK) 

Net replacement rate (%) 

Average employee 

Employed Unemployed 

135 042 87 812 

65 

135 042 91988 

'■'
 7
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Including the housing benefits results, as might be 
expected, in a higher net replacement rate. This is intu
itively right. However, housing benefits usually 
increase, at least up to a maximum, with increasing 
housing costs. The net replacement rate could then be 
further augmented, just by increasing the assumed 
housing costs. If the housing costs were DKK 46 272 
(DKK 38 572 in rent and DKK 7 700 in operating 
costs), the housing benefits would increase from 
DKK 4 176 to DKK 5 376 and the net replacement rate 
would be 69 %. The problem with this approach is that 
housing (and other) costs are completely hidden. High 
net replacement rates indicate a relatively comfortable 
economic situation, but they may contain very substantial 
housing costs, which are not sustainable in the long run. 

Subtracting the costs can, at least to some degree, avoid 
this problem. Assume a situation where the average 
employee becomes unemployed, just as before. The 
income drops, but the housing costs stay constant. 
When subtracted, the constant housing costs have a 
larger relative impact on the lower income than on the 
higher income. The net replacement rate will, therefore, 
typically be lower than when take home pay was the 
basis. Adding the benefits can more or less counteract 
this result. An elaboration of the former example can 
illustrate the case. It is again assumed that the housing 
costs are DKK 36 000 (DKK 30 000 in rent and 
DKK 6 000 in operating costs), but this time the hous
ing costs are subtracted from the take home pay income 
and the housing benefits are added to generate a family 
purse income. The results are contained in Table 2. 

In the family purse approach the net housing costs are 
reflected in the net replacement rate. If the housing costs 

Table 2 

Net replacement rates on family purse basis 

Average employee 
Employed Unemployed 

Take home pay income (DKK) 
Housing costs (DKK) 
Disposable income 
(after housing costs) (DKK) 
Net replacement rate (%) 
Housing benefits (DKK) 
Family purse income (DKK) 
Net replacement rate (%) 

135 042 
36 000 

99 042 

0 
99 042 

87 812 
36 000 

51 812 
52 

4 176 
55 988 
56.5 

were increased, the net replacement rate would de
crease, reflecting the higher housing cost burden. If 
DKK 46 272 were used as assumed housing costs 
instead of DKK 36 000 in Table 2, the net replacement 
rate would drop from 56.5 to 53 %. In the take home pay 
plus benefits case there was an increase from 68 to 
69 %. The family purse approach is preferable in this 
case. 

The family purse approach may, however, result in a 
very slim purse. If the income is low, very little may be 
left after deducting the housing costs. Net replacement 
rates at this end of the income range can be very high, 
again indicating a relatively comfortable economic situ
ation, which, however, is not sustainable in the long run 
because of high housing costs. In this case the family 
purse approach is not very different from the take home 
pay plus benefits approach. 

The answer seems to be that subtracting the housing 
(and other) costs gives more realistic net replacement 
rates (at least in the middle to upper income range) than 
not doing so. 

Constant or varying housing costs? 

Most studies, based upon stylised data, apply constant 
housing costs over the income range studied. The 
assumed housing costs are often average, typical or a 
constant proportion of the income of the average 
employee. The rationale for this choice is to keep all 
other factors constant, when the response of the tax-
benefit system to varying income is studied. It is a sys
tems analysis approach. 

It is, however, unrealistic to assume the same housing 
costs when in the lower end of the income distribution 
and in the higher end. Housing costs are typically posi
tively correlated with income. 

The Italian team in this study has made calculations on 
both assumptions, constant and varying housing costs 
assumptions. The calculations will be presented and 
compared in this section. 

The constant housing cost assumption refers to what are 
typical housing costs for a person with approximately 
75 % of the income of the average employee. The vary
ing housing costs are identical to the constant costs 
assumption in the 75 to 100 % range of the income 
level of the average employee. Below the 75 % income 
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Table 3 

Net replacement rates for unemployed person based 
upon family purse income concept, alternative hous
ing cost assumptions 

Previous 

50 

Constant costs 20.7 
Varying costs 26.6 

income as 

67.5 

20.1 
24.5 

percentage 

75 

22.9 
22.9 

ofaverage 

100 

28.4 
28.4 

employee 

150 

32.0 
28.8 

income 

200 

29.1 
21.7 

Table 5 

Net replacement rates for old-age pensioner (full 
contribution rate) based upon family purse income 
concept, alternative housing cost assumptions 

Previous 

50 

Constant costs 87.3 
Varying costs 88.3 

income as 

67.5 

84.8 
85.7 

percentage of average employee income 

75 

85.0 
85.0 

100 

85.9 
85.9 

150 200 

86.6 84.1 
85.9 82.3 

level the housing costs reflect those for low income 
earners and above the 100 % level it is the housing 
costs of the higher income earners which are included 
in the calculations. Table 3 contains the net replacement 
rates (family purse income concept) based upon the 
alternative housing cost assumptions when the person 
becomes unemployed. 

The results are as might be expected. At the lower 
income levels the varying costs assumption results in 
higher net replacement rates than the constant costs 
assumption, and vice versa for the higher income levels. 
The varying costs assumption is the most realistic when 
net replacement rates for different income levels are 
considered. It is also closest to the conditions which 
would be contained in survey or administrative data. If 
the net replacement rates are between 20 and 30 %, as 
in the case in Table 3, it could be argued that this is not 
a sustainable situation. In the longer run, the person will 
have to move to cheaper accommodation. The impact 
on the net replacement rates from the alternative 
assumptions is relatively substantial where the replace
ment rates are low. It will be less with increasing net 
replacement rates. Tables 4 and 5 show the results of 

the alternative assumptions when the net replacement 
rates are approximately 50 and 85 % respectively. These 
cover the cases of old-age pensioners with a reduced 
contribution record (Table 4) and old-age pensioners 
with a full contribution record (Table 5). 

It is obvious that the difference between the net replace
ment rates based upon the alternative housing cost 
assumptions decreases as the level of replacement rates 
increases, as expected. 

Finally Table 6 contains a case with net replacement 
rates well over 100 % for the invalidity pension 
scheme. Here it is the constant costs assumption which 
results in higher replacement rates at the lower end of 
the income distribution and lower replacement rates at 
the higher end of the income range. This is the opposite 
of the results in Tables 3, 4 and 5 where the net replace
ment rates were all below 100 %. 

The conclusion of this section is that varying housing 
costs are preferable if the purpose is to present the most 
realistic replacement rates. From a systems analysis 
point of view, it is the constant costs assumption which 

Table 4 

Net replacement rates for old-age pensioner (reduced 
contribution rate) based upon family purse income 
concept, alternative housing cost assumptions 

Previous 

50 

Constant costs 46.3 
Varying costs 50.8 

income as 

67.5 

49.8 
52.9 

percentage of average employee income 

75 100 150 200 

50.8 51.3 53.7 54.8 
50.8 51.3 51.3 49.7 

Table 6 

Net replacement rates for invalidity pensioner (who 
is also working) based upon family purse income 
concept, alternative housing cost assumptions 

Previous income as percentage of average employee income 

50 67.5 75 100 150 200 

Constant costs 
Varying costs 

212.5 
203.1 

208.6 
202.0 

206.9 
206.9 

180.7 
180.7 

159.4 
162.5 

159.2 
166.1 
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is best. It is only when the net replacement rates are 

very low or very high (well over 100 %) that there are 

significant differences between the alternative assump

tions. If the net replacement rates are very low, it could 

be argued that the situation is not sustainable in the 

longer run, and cheaper accommodation will have to be 

found. This is true even in the case of varying costs, 

where the net replacement rate will be somewhat higher 

than when average or slightly below average housing 

costs are assumed. 

Another type of varying costs assumption 

In the preceding section it was pointed out that some

times the only sustainable solution to a 'social event' is 

to move to cheaper accommodation. 

The impact on the net replacement rates of moving to 

cheaper accommodation will be studied more systemat

ically in this section. The cases cover Danish situations 

and are based upon three constant housing cost assump

tions, a high case (identical to the DKK 46 272 previ

ously used in annual housing costs), an average case 

(identical to the DKK 36 000 in annual housing costs) 

and then one where the person moves from highcost 

accommodation to averagecost accommodation in case 

of unemployment, early retirement, ordinary retirement 

or whatever it might be. The cases do not claim to be 

very realistic; they are designed to show the impact on 

the net replacement rates of moving to cheaper accom

modation when a marked change in the economic situa

tion occurs. Table 7 contains the result when the aver

age employee becomes unemployed. 

The effect of moving has the largest impact at the lower 

end of the income range, whereas the change from a 

highcost to an averagecost dwelling has the greatest 

Table 7 

Net replacement rates for unemployed person based 

upon family purse income concept, alternative 

constant housing cost assumptions 

Table 8 

Net replacement rates for disability pensioner 

(medium-level) based upon family purse income 

concept, alternative constant housing cost assumptions 

Average costs 

Previous i 

50 

97.4 

ncome as percentage of average employee income 

67.5 75 

92.1 80.4 

■HHH88.2 

100 

52.9 

56.5 

63;1 

150 200 

35.1 26.7 
38.9 30.1 

41.9 31.8 

High costs 

Average costs 

Moving 

Previous income as 

50 

186.7 

154.8 

195.8 

67.5 

114.2 

110.1 

119.8 

percentage of average employee 

75 

100.5 

96.1 

105.4 

100 

71.9 

67.6 

75.4 

150 

47.8 

46.5 

50.1 

income 

200 

36.3 

35.9 

38.0 

relative impact on the family purse, resulting in a sub

stantial increase in the net replacement rate. 

It might be more realistic to consider moving if early 

retirement is being planned. This case is, however, also 

being covered by Table 7, because the unemployment 

benefits and the early retirement benefits are very close. 

The case of disability pension (mediumlevel) is con

tained in Table 8. 

The effect of moving is, in this case, quite modest com

pared with the replacement rates for the highcost case. 

What is more striking is that the highcost net replace

ment rates are higher than the averagecost replacement 

rates over the whole income range, a result created pri

marily by the generous housing benefit scheme for pen

sioners compared with that for single persons. This will 

be the case as long as the relative difference between 

the two family purses (according to the two housing 

cost assumptions) for the pensioner is smaller than the 

corresponding difference for the fully employed aver

age employee. In the end (with flatrate pensions and 

constant housing costs) the relative difference between 

the family purses of the fully employed average 

employees will be smaller as income continues to grow 

than between the family purses of the pensioner. This 

has not happened at the upper income level of 200 % of 

the AE income in Table 8, but eventually it will. 

The last case is for the ordinary oldage pensioner, see 

Table 9. 

Again, the effect of moving is quite modest compared 

with the highcost case. The switch in size of the net 

replacement rates under the two assumptions just takes 

place at 200 % of the AE in this case. 

74 



Annex 2 
Note on methodology 

Table 9 

Net replacement rates for old-age pensioner based 
upon family purse income concept, alternative 
constant housing cost assumptions 

Previous income as 

50 67.5 

percentage 

75 

of average 

100 

employee income 

150 200 

High costs 
Average costs 
Moving 

142.5 
119.8 
151.6 

87.1 
85.2 
92.7 

76.7 
74.4 
81.6 

54.8 
52.3 
58.3 

36.4 
36.0 
38.8 

27.7 
27.8 
29.4 

The conclusion is that moving to cheaper accommoda
tion has the largest impact on the net replacement rates 
in the lower end of the income distribution when there 
is no change in the HB regime, see Table 7. When there 
is a change in the HB regime to a much more generous 
provision for pensioners (especially for single people), 
moving has only a minor impact (see Tables 8 and 9). 
Thus the HB scheme for pensioners has a substantial 
impact on the results. 
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