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introduction

New Zealand is one among a very limited number of industrialised countries which have abstained from introducing mandatory earnings-related pensions for the working population. This paper traces the development of pension politics in other industrialised countries, and asks why New Zealand deviates from the mainstream pattern. The paper ends with a discussion concerning likely future developments in New Zealand, in the light of recent pension developments in the Scandinavian countries in particular.

finding a place to start

In a "longue durée" perspective, the evolution of old-age pension schemes began from two different points of departure. Germany (1889) started out by introducing an old-age pension scheme for industrial workers only. Its aim was, at least in principle, to provide income maintenance, not only minimum protection, and it was financed on a tripartite basis. The workers, the employers and the state made separate contributions to the scheme. The design imitated private insurance arrangements, in the sense that the workers who paid the highest contributions, and/or performed the most "valuable" work (as measured by the wage level), received higher benefits than others (Aber 1987, Baldwin 1990:59-60, 96 ff.). Following Palme (1990:41), this may be labelled the "contribution" approach to old age-pensions, since it centres on the notion that there should be some (however vague) connection between what an individual pays in and gets out of the system (see also Gordon 1988:27).

Denmark (1891) and New Zealand (1898) were the second and third countries in the world to set up separate welfare schemes for the elderly, i.e. schemes administered separately from those serving poor people as such (Royal Commission of Inquiry 1972:40-41). They share the responsibility for introducing an approach radically different from that adopted in Germany. The Danish and New Zealand schemes were purely tax-financed, and provided only means-tested minimum benefits (Petersen 1990, Baldwin 1990:65 ff.). This may be labelled the "assistance" approach to old-age pensions, since it limits public responsibility to ensuring a floor of provision for those who – for some reason – are unable to finance their retirement from private sources (Palme op.cit.). There is no connection whatsoever between taxes/contributions and benefits, since the whole point is that the system is reserved for those who are not able to contribute to their own pension
.

Countries Following the Danish and New Zealand Lead

The first states to go for the Danish/New Zealand approach were the semi-independent Australian states of New South Wales (1900), Victoria (1901) and Queensland (1907) (Kewley 1973:43, Castles 1988:103, Wheelwright 1989:30, Carney and Hanks 1994:30). Then, in 1908, the Australian Federation (established in 1901) introduced a tax-financed, means-tested scheme for all of Australia. The same year, a similar scheme was introduced in the United Kingdom and Ireland (Gordon 1988:43). Canada followed suit in 1927 (Olsen 1991).

The New Zealand approach was initially very influential in the Anglo-American world. In a similar way, the Danish lead was later picked up by the other Nordic countries, although with some modifications. Iceland (which gained full independence from Denmark as late as 1944) more or less copied the Danish scheme. Norway introduced an assistance-type scheme in 1936 (Hatland 1986). Sweden (1913) originally combined an assistance and insurance approach, by introducing a contribution-based "people's insurance" scheme together with means-tested supplements (Rasmussen 1985:20)
. Finland (1937) initially went for a pure contribution-based approach, although aiming for flat-rate rather than earnings-related benefits (Kangas 1988:16).

Countries Following the German Lead

The influence of the German model was largest in the Austro-Hungarian Empire. Most other West-European Continental countries today have variations on the German theme (Gordon 1988:42, Esping-Andersen 1990:40, Palme 1990:41; see also Roebroek and Berben 1987:679). Old-age insurance laws in Belgium, France, Italy and Spain originally took the form of government subsidisation of voluntary insurance (Gordon, op.cit.)
. However, the voluntary schemes were later made compulsory and/or replaced by full-fledged earnings-related public pensions for various segments of the labour force
. The USA chose a somewhat similar approach. In 1936 the USA introduced an earnings-related scheme financed mainly through a payroll tax ("contributions"). Membership did, however, from the very start include the whole workforce; it was not limited to the industrial working class (but cf. Quadagno 1988:242 ff.)
. Switzerland also (in 1946) chose a contribution-based system covering the whole work force (Gross and Puttner 1987:618, Palme 1990:43).

To sum up, three basic questions have dominated the pension-political debate in European as well as Anglo-American countries. First, should benefits be financed out of contributions (earmarked taxes), or general revenues?
 Should they aim at income maintenance or minimum protection? Should they target the whole population or only some segments of it (the industrial working class in particular)? Although these three dimensions may in principle be combined in many different ways, the answers (at least in a historical perspective) have tended to form three fairly distinct clusters. Most of the Nordic and Anglo-American countries initially preferred means-tested tax-based minimum pension schemes to which the whole population might apply, while the German-speaking nations originally preferred partly or wholly contribution-based income-maintenance schemes reserved for the industrial working class. The Western Continental European countries originally preferred government subsidies to voluntary insurance, but later gravitated towards the German "contribution" approach. Countries to the east of Germany also adopted a more-or-less contribution-based approach.

Figure 1 Different Starting Points for Old-Age Pension Schemes

	
	Old-age assistance
	Subsidised voluntary contribution schemes
	Compulsory old-age contribution schemes

	All citizens eligible
	Denmark, Iceland, Norway, Sweden, UK, Ireland, Canada,

New Zealand, Australia
	
	the USA, Finland, Switzerland

	Reserved for some groups (the industrial working class in particular)
	
	Belgium, France, Italy, Spain 
	Germany, the Austro-Hungarian Empire, Netherlands, the Soviet Union, Greece


In the following, I shall argue that – despite different starting points – most countries are presently engaged in a convergence process towards a dual mandatory pension structure, in which the whole working population receives contribution-based earnings-related pensions, while marginal groups rely on tax-financed pension supplements; i.e. towards a mix of the "contribution" and "assistance" approaches (Rimlinger 1971:343, Wilensky 1975:40-42, Gordon 1988:44-45, Overbye 1994:152). Finally, I shall focus on the New Zealand case in particular, which deviates somewhat from this mainstream pattern.

convergence beginning from a "contribution" approach

There has been a tendency in countries which started out with contribution-based income-maintenance schemes limited to some groups of employees either to extend coverage to other groups, or to introduce parallel schemes for various occupational groups; in effect providing most of the working population with earnings-related pensions (Gordon 1988:56-58, Palme 1990:44-46, Pedersen 1995:131; cf. Kremalis and Yfantopoulos 1992:83 ff.)
. The same tendency can be observed in countries starting out by subsidising voluntary schemes: in the course of time the voluntary schemes have become compulsory occupational pensions (semi-public superannuation schemes), or full-fledged public schemes (Gordon 1988:42; cf. Baldwin 1990:158 ff, 199, a detailed account of French developments).

Some Continental European countries have set up means-tested old-age assistance schemes (similar to the original Danish and New Zealand approach) to take care of the income needs of old people without an employment record. Such schemes have been introduced in Austria, Belgium, France, Greece, Italy, Portugal, Switzerland and Spain (Hatland, Overbye and Vigran 1993:10, Gordon 1988:51, Palme 1990:58, Kremalis and Yfantopoulos 1992:87, US Department of Health and Human Services 1992:231). This list also includes the US, the only Anglo-American country which started out with a contribution-based old-age pension system. In 1969, the US introduced Special Supplementary Income, for older people with little other income (Quadango 1988). Countries which have avoided setting up minimum assistance schemes may nonetheless in effect have created something very similar to such schemes by watering down the contribution requirement in their compulsory, contribution-based schemes (Gordon 1988:57-58). For example, in the Netherlands, registered unemployed, homeworkers and low-income self-employed are treated as if they contributed to the public flat-rate scheme, earning pension rights although they do not pay contributions in a technical sense.

Many countries have also introduced a minimum pension guarantee within the earnings-related contribution-based system(s), providing a floor of provision for those with a limited contribution record. In Germany, periods of registered unemployment plus up to three years of child-rearing count as contribution periods, and pension rights are divided between the spouses in case of a divorce. For these reasons most of those groups which would otherwise lose out in a contribution-based system are in effect provided for. Essentially, Germany has introduced :"assistance-type", minimum-protection elements in the formally earnings-related contribution-based system, rather than setting up a separately administered, assistance-type minimum scheme alongside the old contribution-based system. Finally, some countries have catered for the needs of poor old-age pensioners by strengthening their legal entitlement to social assistance benefits – including, one again, Germany

To sum up, pension-political developments in countries which started out from a "contribution" approach appear to have run through the following stages:

Figure 2 
The "Contribution" Path towards a Mixed Assistance-and-Contributions Pension Structure

_____________________________________________________________________

(1)
Introduction of mandatory contribution-based income-maintenance schemes for some segments of the work force (civil servants, industrial workers)


↓

(2)
Introduction of parallel schemes for other segments of the work force, or assimilation of new members in existing schemes


↓

(3)
Introduction of assistance elements in "contribution" schemes, and/or the introduction of income-tested pension supplements/"social pensions" for citizens with short or non-existent contribution records

_____________________________________________________________________

convergence beginning from an "assistance" approach

After their initial emphasis on tax-financed means-tested minimum protection systems, most Anglo-American countries have to a various extent incorporated the "compulsory contribution-based approach" in their pension systems. In 1925, the UK supplemented its old tax-financed scheme with the Widows, Orphans and Old-Age Contributory Pension Act. Gradually, the growth of contributory (flat-rate) pensions led to a phasing out of the 1908 scheme. The emphasis on financing minimum benefits through contributions rather than taxes was strengthened by the UK after the war, as William Beveridge (the architect behind the UK pension reform) preferred contribution-based pensions, although he stuck to minimum rather than earnings-related benefits. Even later, in 1975, the UK augmented the minimum scheme with earnings-related pensions (SERPS), including a "contract-out" option which in effect offers the working population a choice between SERPS or mandatory coverage in private (occupational or personal) plans.

Ireland has also moved away from the initial 1908 approach by introducing compulsory, contribution-based flat-rate pensions in 1961 for employees only; implying that the initial tax-financed scheme is now primarily of importance for the self-employed (Maguire 1986:257, 275, 278, 281).

Canada introduced non-means-tested pensions in 1951, supplemented by income-tested old-age assistance (Bryden 1974, Olsen 1991:25). Although remaining focused on financing minimum protection through general revenues, Canada introduced contribution-financed public superannuation in 1965 (Gordon 1988:50). In 1967 and 1975, new income-tested supplements were added on to the basic benefit (Olsen 1991:34). A recent proposal from the Canadian Minister of Finance suggests scrapping the remaining non-means-tested benefit altogether, and replacing it (as well as present pension supplements) with an income-tested Seniors Benefit (John Myles, private correspondence 1996).

Australia gradually softened means-testing, and for a brief period in the 1970s introduced non-means-tested pensions financed out of general revenues (Cass 1988:7). However, during the 1980s and 1990s income testing and even asset testing were reintroduced. Then, in 1986, Australia introduced an industrial awards-based occupational superannuation scheme, which was extended in 1992 to most workers through a legislative superannuation guarantee levy (Gruen and Grattan 1993:126-8). Through this superannuation guarantee levy, mandatory contribution-based pensions have in effect been introduced in Australia. (For an insider's view of the development of Australian and New Zealand pension policy see David Simmer's article in issue four of the Social Policy Journal).

New Zealand – the initiator of the "assistance" approach among the Anglo-American countries – also pioneered the removal of income-testing, as it was the first country in the world to set up a non-means-tested basic pension. New Zealand introduced a basic pension as early as in 1938 (Royal Commission of Inquiry 1972:47). Since then, New Zealand has more or less stuck to this basic benefit approach, not following the path of the other Anglo-American countries (with the partial exception of Ireland) which was to augment a minimum scheme with a second tier of mandatory, contribution-based pensions, and later to scale back basic pensions and replace them by income-tested (negative income tax type) pension supplements.

As far as the Nordic countries are concerned, they have to a varying extent incorporated mandatory contribution-based elements in their initial tax-financed approach. Sweden (1946) was the second country in the world to introduce a non-means-tested basic pension financed out of general revenue. However, in 1959 Sweden decided to set up compulsory superannuation. In the following years, the basic pension gradually decreased in importance relative to housing benefits plus a pension supplement (Overbye 1996). The recent (1994) proposal for Swedish pension reform suggests abolishing the non-means-tested basic benefit altogether, in a way closely resembling the Canadian proposal (Könberg 1994).

Finland shifted from its initial 1937 emphasis on contribution-financing towards a flat-rate basic pension in 1956, but already in 1960 this benefit was augmented with semi-public superannuation schemes. Later, the basic benefit gradually lot out to various pension supplements, and in 1997 the basic benefit is to be scraped altogether (Kari Salminen, private correspondence 1996). Iceland introduced a tax-financed basic benefit the same year as Sweden (1946), and made membership in an occupational pension plan compulsory in 1974. Then, in 1992, the basic benefit was subjected to income-testing (Beattie and McGilvray 1995:9). Norway introduced a non-means-tested benefit in 1956 and Swedish-style superannuation in 1966. The basic benefit has been maintained in Norway, but it is of steadily decreasing importance relative to a pension supplement introduced in 1969, which in 1995 equalled 62% of the basic benefit. Finally, Denmark abolished income testing in the minimum pension in 1970, but reintroduced an earnings test in 1994. Denmark (as New Zealand) has kept tax-financed minimum protection, but even Denmark introduced a small flat-rate contribution-based pension in 1964 in conjunction with a centralised, tripartite bargaining arrangement.

Of all the Anglo-American and Nordic countries which initially – to a greater or lesser degree – preferred the "assistance" approach to the "contribution" approach, New Zealand alone still wholly adheres to its traditional approach. All the others have to a varying extent moved towards a mixed approach, combining insurance and assistance elements in their mandatory pension systems – although the pension structures of Denmark, Ireland and Australia are still close to that of New Zealand. The overall pattern in the Anglo-American/Nordic path towards a dual pension structure is depicted in Figure 3.

Figure 3 
The "Assistance" Path towards a Mixed Contribution-and-Assistance Pension Structure.

_____________________________________________________________________

(1)
Introduction of means-tested minimum pensions


↓

(2)
Softening of means-testing; introduction of non-means-tested basic pensions 


↓

(3)
Introduction of mandatory earnings-related pensions; combination of earnings-related and flat-rate pensions


↓

(4)
Basic pensions decrease in importance relative to income-tested pension supplements or "social pensions"; movement towards a combination of mandatory earnings-related pensions and NIT (negative income tax) type pension supplements

_____________________________________________________________________

the international context: A SUMMARY

In spite of very different starting points, and despite persistent variation in the organisational set-up of their pension systems, European as well as Anglo-American countries have converged towards a dual mandatory pension structure, in which the working population receives wholly or partly contribution-based second-tier pensions, while the non-working population receives tax-financed supplementary benefits. This development has in its turn led to an increased differential between the pension level of an average worker and the minimum pension across countries (Palme 1990:54-55). Replacement rates have converged, at least if measured as a percentage of an average production worker's wage (Palme 1990:48-49). Depending on the generosity of the mandatory second-tier pensions, these are to a varying degree topped up by voluntary pension arrangements (personal pension annuities and non-compulsory occupational pension arrangements).

Despite differences in organisational designs the degree to which national pension schemes have converged is impressive, given the very different historical starting points. Although the particular welfare mix shows persistent variation between countries, according to historical (idiosyncratic) factors, the overall welfare outcome has become gradually more similar, in the sense that roughly similar groups of citizens to an increasing extent are catered for by roughly similar types of schemes minimum benefits for the poor, and benefits which increase with earnings for the better off (cf. Rose 1986:26).

Figure 4
The Paths towards Mixed Contribution-and-Assistance Systems: First Public Pension Initiative and Present (1995) Structure.

	
	
	Minimum plus compulsory earnings-related (dual mandatory system)
	Subsidised voluntary contribution schemes
	Compulsory earnings-related

	First public pension initiative
	Australia, Canada, Denmark, Iceland, Ireland, New Zealand, Norway, Sweden, UK
	
	Belgium, France, Italy, Spain
	Austro-Hungarian Empire, Finland, Germany, Greece, Netherlands, Portugal, Switzerland, USA

	Present (1995) structure
	Denmark1, Ireland2, New Zealand
	Australia, Austria, Belgium, Canada, Finland, France, Greece, Iceland, Italy, Netherlands3, Norway, Portugal, Spain, Sweden, Switzerland, UK, US
	
	Germany4


1
but with almost total coverage of occupational pensions and small-flat-rate contribution-based pension.

2
but minimum pension for employees is contribution-based.

3
mandatory membership only in 62 of the 83 industry-wide pension funds supplementing the minimum pension (1980).

4
but with standardised social assistance. Periods of higher education, registered and standardised social assistance. Periods of higher education, registered unemployment and up to three years of child-rearing count as contribution periods, and pension rights are split between spouses in case of divorce.

_____________________________________________________________________

the new zealand story

As depicted in Figure 4, New Zealand is the main deviant case in this pattern of convergence towards a mixed contribution-and-assistance approach. Why?

Historically, New Zealand followed the same path as the Nordic and Anglo-American countries until 1974. First, means-testing (as well as the discretionary elements) in the initial 1898 scheme were softened, culminating in the introduction of a universal non-means-tested benefit in 1938 (although the phasing-in of the basic benefit took several decades – Royal Commission of Inquiry 1972:47, Ashton and St. John 1988:21). Secondly, compulsory earnings-related pensions were introduced by the Labour government in 1974. This parallels similar developments in Sweden, Norway, Iceland, Finland, Canada and (most recently) Australia, as these countries also changed their initial means-tested schemes into tax-finances, non-means-tested pensions, which were later augmented by earnings-related superannuation (in Sweden, Norway and Canada), mandatory occupational pensions (in Iceland and Australia) or a hybrid between the two (Finland).

However, the New Zealand system never matured. Instead, the earnings-related scheme was wound up in 1976 by the incoming National Government, which introduced a generous non-means-tested pension (National Superannuation) in 1977 to replace both the contribution-based scheme as well as the old minimum benefit (Easton 1981:16, Ashton and St. John 1988:23)
. To an outside observer at least, the fact that the 1974 scheme was set up as a defined contribution scheme plus the fact that the new tax-financed system was to provide benefits on a roughly equal level to the contribution-based system (after 2020), may explain why there were few popular protests as to the dismantling of the 1974 contribution-based system (see also Easton 1981:88).

In the years following the 1977 introduction of "National Superannuation", it became apparent, however, that the increased government revenue to be redirected towards pension provision might crowd out other government expenditure. For this reason – and perhaps even more in order to contain public spending at a time when the New Zealand economy faced mounting problems – the replacement rate for couples was brought down from 80% of the gross average wage to 80% of the net average wage in 1979
. A new 1984 Labour Government further introduced a tax surcharge in 1985 on all other income except the public pension, in effect introducing a moderate income test (St John and Ashton 1993:17). The Labour Government then removed tax subsidies to private (personal and occupational) pension plans through a series of reforms between 1987 and 1990 (St. John and Ashton 1993:31-32)
.
As Labour lost office once more to National in 1990, some further roll-back of the public pension took place. In 1992, the benefit level for couples was frozen for two years, falling to 68% of the net average wage, and the pension age began an upward transition from 60 to 65 (St. John and Ashton 1993:42). The multi-party Accord on Retirement Income Policies ensured that from 1993 on, increases in the public pension (now renamed "New Zealand superannuation") should follow a price index, while simultaneously being maintained within a band of between 65% and 72.5% of the after-tax national average wage (St. John and Ashton 1993:42, private correspondence with Michael Littlewood). Nonetheless, the New Zealand basic pension still appears rather high in an international context.

explaining past developments in "ASSISTANCE" COUNTRIES

In order to discuss possible developments in New Zealand in the future, it may be fruitful to consider why almost all the other countries which share the "assistance" approach have introduced mandatory second-tier schemes, and then scaled back basic (non means-tested) benefits.

Since the same sequence of developments (depicted in Figure 3) fits the development of many countries, it is reasonable to look for common factors emerging during the relevant time period. Rising affluence is one likely candidate. Means-tested or income-tested minimum pensions may satisfy the pension demands of the citizenry as long as a majority are poor. However, as the general income level rises, an increasing number of citizens pay for pensions they are cut off from receiving. A rising income level further implies that an increasing proportion of voters experiences a dramatic drop in income level on retirement (provided that the public pension is their main source of retirement income).

Increased affluence thus implies that an ever larger segment of the population is exposed to the risk of a severe drop in income level should they become disabled or reach retirement age – especially in situations where private insurance markets are underdeveloped, or are periodically subjected to disruptive random shocks (such as war, depression, hyperinflation or administered low interest rates). Such periodic shocks limit the ability of financial markets to satisfy the emerging income maintenance demands of the population, inducing them to direct these demands to the state rather than to the market. The state may fairly easily (at least more easily than a disrupted market) satisfy a popular demand for inflation-proof income maintenance in later years, as it is ultimately the power to tax which underwrites the pension promise, even in countries which formally rely on so-called "contribution" financing. Taken together, the above factors create demand for a softening and/or abolition, of means and income testing, and later to a demand for mandatory earnings-related pensions (be they defined-benefit or defined-contribution)
.

Once mandatory earnings-related pension schemes are well in place (stage (3) In Figure 3), or even once occupational pensions are introduced on a broad basis through collective bargaining arrangements (as in Denmark), much of the popular pressure for a high flat-rate minimum pension evaporates. In this situation, the majority may cater for their income maintenance needs through the new earnings-related schemes. Their options are no longer restricted to upholding a high, flat-rate minimum pension. Also, in order to increase the pension level of those who are unable to earn full pension rights in the new schemes, without simultaneously increasing the future pension level of those who do earn these, it becomes necessary to test increases in the tax-financed minimum pension at least against income from the new earnings-related schemes.

Finally, as the new earnings-related schemes mature, overall spending on pensions increases, and – especially in situations with gloomy demographic forecasts and/or economic crises – this brings on a search for cost-containment strategies. Income-testing the basic pension (or replacing it with various types of pension supplements) represent cheaper ways of providing a minimum pension guarantee in a situation of fiscal strain.  Taken together, the above factors may explain why more-or-less income-tested pension supplements have gradually increased in importance, or replaced the old basic pensions, in those countries which have augmented their basic pension schemes with broad-based earnings-related schemes (i.e. the move from stage (3) to stage (4) in Figure 3).

The sequence depicted in Figure 3 fits roughly with the development which has taken place in those Anglo-American and Nordic countries which share the New Zealand "assistance" starting point. My hunch is that, had the 1974 contribution-based pension scheme not been wound up, New Zealand would have fitted neatly into the same sequence. However, in politics unpredictable events do sometimes happen. With the dismantling of the contribution-based scheme in 1976 and the introduction of the generous, tax-financed "National Superannuation" scheme in 1977, New Zealand in a sense returned to its 1938 stance of providing a high basic benefit to all, regardless of contribution record or income differentials (i.e. a return to stage (2) in Figure 3). The question then becomes whether the process will now repeat itself, or whether the 1977 reform threw New Zealand onto a wholly different path. In trying to answer this question, it may be fruitful to examine in detail recent pension-political developments in Denmark (and Scandinavia more generally), as these countries have many characteristics in common with New Zealand
.

comparing new zealand and danish developments

As mentioned in the introduction, New Zealand and Denmark were jointly responsible for introducing the "assistance" approach to public pensions. The New Zealand situation of 1996 still has a lot in common with Denmark's.

Like New Zealand, Denmark never introduced mandatory earnings-related pensions. However, the Danish Social Democrats did make an unsuccessful attempt to introduce compulsory earnings-related pensions in 1967 (cf. The similar – and initially more successful – attempt by the New Zealand Labour Government in 1974). Inspired by the Swedish public superannuation scheme of 1959, the Danish Social Democrats launched a proposal for Swedish-style earnings-related pensions in the mid-1960s. The Social Democrats argued that income maintenance was a more ambitious pension-political goal than minimum protection, and that earnings-related superannuation would bring manual workers close to the occupational pension level enjoyed by civil servants and high-ranking salaried staff. However, the attempt failed. Factions within the party, as well as within the small Socialist party to the left of the Social Democrats, wanted to stick to non-means-tested or even income-tested minimum pensions, arguing these have a larger redistributive potential. Thus, on the left, two concepts of "equality" collided: equality between blue-collar and white-collar workers versus equality between citizens regardless of labour market performance.

Another argument (and a major reason why proponents of earnings-related pensions were, after all, able to carry the day within the left parties) was that the quest for public earnings-related pensions could be used as a vehicle to increase government control of capital formation ("pension fund socialism"). However, although uniting the left, this argument simultaneously united the Danish centre-right parties (which were otherwise divided on the issue) in their opposition to public superannuation. They defeated the 1967 proposal, and through this act invested prestige in opposing public superannuation. At the same time, the Danish Confederation of Trade Unions (LO) experienced its own tensions between unions organising low-paid workers (which preferred lobbying for a high minimum pension), and unions organising higher-paid workers (which supported public superannuation).

As non-socialist coalition governments came to dominate Danish politics during the 1980s and 1990s, the prospects for a Danish mandatory superannuation scheme deteriorated. The Danish LO was not strong enough to pursue the issue confronted with no-socialist governments. The LO was internally strong enough, however, to prevent its unions from breaking away and negotiating separate pension deals with their employers. This stalemate created a situation in which, for many years, Danish private sector workers got neither public superannuation nor negotiated occupational pensions. In this situation, the only remaining strategy for the LO was to lobby for a high minimum pension – and the Danish minimum pension has indeed been slightly higher than in the other Nordic countries (Kangas and Palme 1989:7, Overbye 1991:13, NOSOSCO 1992:118).

However, in 1990/91 the powerful metal workers union had finally had enough of waiting for a political solution which never materialised. It decided to strike its own pension deal with its employers. Other unions immediately followed and, by the end of 1992, most manual workers in the private sector were on the way to earnings-related pensions (of the fully funded, defined-contribution type); although these new pension schemes are not state-guaranteed. In this situation, the Government in 1994 decided to reintroduce an earnings test with regard to the basic pension (Ploug and Kvist 1994:36)
.

A major difference between Denmark and New Zealand concerns how the Social Democrat/Labour initiatives for mandatory, second-tier pensions were defeated. In Denmark, the Social Democrats were never able to implement their 1967 proposal. In New Zealand, the 1974 proposal was implemented, but the system was then abolished and replaced by a new tax-financed minimum benefit. I believe this differing sequence may hold the key to explaining the generosity of the New Zealand basic scheme, at least in the years immediately following 1977. In Denmark, the Social Democrats were defeated and the Danish non-socialists did not have to "buy out" those who benefited from the contributory scheme in order to get rid of it. In New Zealand, the National government made sure all age cohorts retiring before 2020 were provide with a substantial windfall gain, thus ensuring that the contribution-based scheme could be stopped without popular protest. The result was the introduction of the tax-financed "National Superannuation", providing more generous non-means-tested benefits than even the Nordic countries (including Denmark).

If it makes sense to regard the initial generosity of the 1977 scheme as the outcome of a context-specific political "buy-out-game", one is led to ask why the scheme has not been scaled back more severely after 1977. Relative to the cutbacks most other welfare benefits have experienced in the dire economic and shifting political climate prevailing after 1977, New Zealand has maintained a rather generous tax-financed pension (Castles and Shirley 1996). Why?

My hunch is that the persistent generosity of the New Zealand pension scheme is due to the limited scope of private pensions, plus the austere policies adopted by various New Zealand governments with regard to private pensions (i.e. the abolition of tax subsidies between 1987 and 1990), plus the partial abolition of occupational schemes for public employees after 1992). Thus, political parties in New Zealand (intentionally or by default) have provided the elderly poor with strong "alliance partners" in their quest for a high non-means-tested basic pension, by providing large segments of the middle class, as well as the working class, with an increasingly strong vested interest in the maintenance of a high non-means-tested basic pension. Extensive income-testing of the basic pension in a situation where large segments of the population have access to neither mandatory earnings-related schemes nor to tax-subsidised private pensions would be unpopular. The elimination of tax subsidies between 1987 and 1990 encouraged even middle-class voters to support a high, non-means-tested basic pension, rather than pursue private strategies. Also, the privatisation and partial elimination of occupational schemes for government employees made even this group more dependent on the public pension. As long as private (personal and occupational) pensions remain underdeveloped, the pressure for a high and only moderately (if at all) income-tested minimum pension is likely to persist
.

union initiatives in denmark, iceland, australia – 

and new zealand?

In Iceland, Denmark and Australia as well as New Zealand the ruling parties were initially reluctant to satisfy union demands for public superannuation. With the exception of New Zealand, this reluctance prompted the unions to make occupational pensions a high priority goal in collective bargaining, resulting in broad-based occupational schemes being introduced in Iceland (1969/70), Australia (1988) and Denmark (1991/92). As the "union road to superannuation" has developed, the old fear (or hope) of "pension fund socialism" has resurfaced in terms of "union fund socialism". How realistic is this?

Iceland may provide an indication of which investment strategies unions pursue, when in control of pension funds and allowed to operate in an unconstrained legal setting. Icelandic unions have a large say in the management of the funds set up through collective bargaining in 1969/70, and until the mid-eighties the Government was lax in its regulation of investment practices. Thus Icelandic unions were for some decades faced with a weak regulatory regime. They hardly used this opportunity to pursue any brand of "socialism, rather lending the bulk of the funds back to union members, often at de facto negative interest rates, so that they could afford to buy owner-occupied houses
. This practice led to severe underfunding, as well as a high rate of home ownership: hardly the stuff that ideologically charged political controversies are made of
.

Danish unions (unlike their Australian counterparts) actually control the Board of Directors in some of the industry-based, defined-contribution type of occupational schemes (particularly in the public sector), which has provoked some debate. Some argue that Danish unions may coerce fund managers to employ unsound investment practices, or make politicised investments. However, in practice, Danish unions have limited room for manoeuvre since their actions are constrained by government supervising agencies, and in the private sector employers may veto investment decisions. Temptations on behalf of the Danish union leadership to pursue untraditional investment strategies are constrained by the rank and file too, who should be bent on maximising the return on the funds. Some may even argue that union control provides the unions with a vested interest in "sound" monetary and fiscal policy in order to maximise the return of "their" funds, and also makes them more willing to show wage restraint in collective bargaining, in order to boost contributions. If the latter assumptions are valid, union control may enhance the savings effect of occupational pension plans, and may also make unions more receptive to the interests of capital owners.

My "outsider-guess" is that New Zealand will sooner or later pursue a similar path to Denmark or Australia. However, the New Zealand union movement is rather shaky at the moment, after almost two decades of high unemployment. Also, the trade union structure has been subjected to major government-induced overhauls, which may have weakened union ability to pursue coordinated and long-term strategies (but cf. St John and Ashton 1993:69)
. If unions remain weak, the fairly generous and only moderately income-tested basic benefit is likely to persist, resembling the Danish situation before 1991
.
concluding comment

At present, Norway and New Zealand seem to be the last countries to maintain a tax-financed, non-means-tested basic pension within their overall pension systems
. For those with a sense for the irony of history (or for the irony of past welfare state theories
), it may be amusing to notice that the last country to hold the fort of "universal" pensions (if non-means-tested benefits are to be called "universal") may turn out to be New Zealand, while the assumed flagbearer of universalism – Sweden – actually spearheaded the now common tendency towards dual mandatory systems by setting up public superannuation in 1959.

Does the common trend towards dual assistance-and-contribution systems imply that the elderly poor in all countries (with the possible exception of New Zealand) are gradually deprived of "alliance partners" among the working and middle classes, their minimum benefits ultimately eroded? Not necessarily. At least in the period 1930-1985 minimum pensions across OECD countries became more generous across the board, converging somewhat (Palme 1990:48-49, Overbye 1996). This indicates that – even in countries which do not share the heritage of first setting up "assistance" schemes – the willingness of the majority to uphold a more-or-less decent minimum pension does not depend on their own narrow self-interest in receiving this pension. The level of the minimum benefit does not seem to be dependent (or very dependent) on the degree of income-testing of the benefit. Provide that this is the case, one may maintain some guarded optimism as regards the fate of the elderly poor in the future, even as most – and in the end perhaps all – Anglo-American and Nordic countries abandon the concept of non-means-tested basic pensions.
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definition of terms

The author discusses two basic types of pension scheme. An explanation of the terminology used is provided below.

Type 1. Tax financed schemes (funded from general government revenue and usually known as pensions, except for New Zealand superannuation)


These can be either:

· means tested (available for those with less than a prescribed level wealth) providing minimum protection (a level of income nobody is expected to be below), or

· non means-tests / universal (paid to certain groups regardless of wealth, e.g. Old family benefit).

Either means tested or universal pensions may be accompanied by pension supplements (usually means tested like accommodation supplement) to assist those with little or not other income.

Type 2. Contribution-based schemes (insurance-type schemes, usually known as superannuation)


These can be either:

· compulsory/public pensions (everybody is part of the scheme) or

· voluntary/occupational pensions (usually industry-based schemes e.g. Police pension scheme).

These schemes come in two types:

· earnings related/income maintenance schemes (benefits are in proportion to contributions) or

· flat-rate / minimum protection schemes (nominal contributions, usually via special taxpaying a set pension even if everyone does not contribute the same amount, for example during periods of unemployment) which are very similar to type 1 above.

These schemes are described as second-tier when they augment a minimum basic tax-financed pension.

� Thanks to Frank Castles, Michael Littlewood and John Myles for comments and suggested revisions. They bear no responsibility, however, for the ideas and judgements expressed in this article.


� In an ideal-type world, one may draw a clear distinction between the "contribution" and "assistance" approach. In real life, however, the distinction is blurred. Thus in both Denmark and New Zealand, the initial legislation stated that a person with an "unsatisfactory moral character" could be denied the pension. The pension was thus to be reserved for the "worthy" elderly, defined as those who in the past had contributed through their work to "build their country". In this sense, there was an implicit "contribution" requirement also in the Danish and New Zealand assistance-approaches. Also notice that Bismark originally preferred a tax-financed approach to underline the benevolence of the new German state. However, he had to settle for a compromise with proponents of contribution-financed schemes, in order to carry his proposal through the German decision-making system f that age. Thus even Bismark was initially very close to the "assistance" approach (Schmähl 1992:98).


� Palme (1990) claims that both Sweden and Norway went for a contribution-based minimum pension. However, while both Norway and Sweden introduced a special earmarked contribution (or tax) to finance the new benefit, in the Norwegian case receiving the benefit was not conditioned on having paid contributions. Thus the Norwegian earmarked tax (unlike the Swedish) only paid lip service to the "contribution" principle. In this sense, it is very similar to the "social security tax" introduced in New Zealand in 1939 (and phased out in 1969) to finance the New Zealand basic pension resulting from the 1938 reform (Royal Commission of Inquiry 1972:49).


� According to Palme (1990:43), France started out with a tax-financed, means-tested approach in 1905 replaced by a contribution-based system in 1910/28.


� Borderline cases exist. For example, the Swiss system may be conceived as a hybrid between a contribution-based minimum protection scheme and a contribution-based income-maintenance scheme, due to low replacement rates.


� Also, the USA adopted a tax-financed, means-tested benefit in the 1930s (OAA), alongside contributory insurance (OAI), and in the beginning OAA was considered the most important of the two (John Myles, private correspondence). In addition, some Northern US states had set up their own tax-financed means-tested benefits even before the implementation of the federal scheme (Orloff 1993). Thus the US from the very beginning vacillated between an insurance and assistance approach.


� Or, more precisely, should there be a link between contributions and benefits, or should benefits be decoupled from how much (if anything an individual has "contributed" – in one way or another – during his/her working life?





� In the Netherlands, the contribution-based scheme now operates almost as a residence-based minimum scheme, due to the "watering down" of the contribution-requirement.


� A possible "fourth road" consists of granting old people with limited contribution records invalidity pensions rather than old-age pensions. Across Europe, the number of contribution years required to be granted an invalidity pension are usually fewer than the number of years required to receive an old-age pensions (Gordon 1990:123).


� The 1938 arrangement had an earnings-tested pension that applied between ages 60 and 65 alongside the new basic pension. One of the major changes in 1977 was to bring back the age for the basic benefit from 65 to 60, and so eliminate completely the earnings-tested benefit (Michael Littlewood, private correspondence).


� Michael Littlewood (private correspondence) also suggests that the cutback was due to an initial calculation error; the National Government never intended the scheme to provide more than 80 percent of earnings on an after-tax basis.


� Incidentally, only 36% of the working population belonged to occupational plans, and/or contributed to personal plan, in 1987, and most of the occupational schemes paid only modest lump-sums (Ashton and St. John 1988:18).


� The term "earnings-related" is sometimes reserved for defined-benefit plans, i.e. plans guaranteeing a pension equal to some percentage of final or average earnings. However, a defined-contribution plan is also earnings-related in an indirect sense since contributions are defined as a percentage of earnings, high income groups (high contributors) will receive larger benefits than low income groups (low contributors).


� These countries are all small, unitary nation states with open market economies, situated in a rather peripheral position with regard to major markets.


� The Danish minimum pension comprises a basic pension plus a rather limited pension supplement. The pension supplement has always been income-tested. The minimum pension starts running at the age of 67, but even the basic benefit has always been earnings-tested in the age interval between 67 and 70. As in the other Nordic countries, 40 years of residence are required in order to receive a full minimum pension. Sweden and Finland initially employed a less restrictive residency measure, but switched to the 40-year rule as they joined the European Economic Area in 1992.


� There may be a Catch-22 here, as private pensions on a broad scale are unlikely to get off the ground as long as the minimum pension remains high and caters for a majority. Notice, however, that flat-rate benefits have fewer disincentive effects in this respect than income-tested benefits.


� In Australia as well, unions seem bent on using pension funds for housing purposes. Thus St. John and Ashley (1993:187) remarks that the Australian Council of Trade Unions has pressured the Government to allow savings held in superannuation funds to be accessed for housing.


� Incidentally, the Swedish experience of setting up large, government-controlled pension funds in the aftermath of the 1959 reform is hardly likely to scare any non-socialist either. Funds have been prudently invested, mainly in government bonds. In this fashion, the Government has been provided with a stream of cheap credit which has been used, among other things, to subsidise housing.


� In this context, it is also worth noticing that until 1987 the Industrial Relations Act prevented any collective bargaining on pensions, which goes a long way in explaining why most of today's occupational schemes are enterprise-based, with limited vesting and portability.


� It may be noticed that Denmark as well as Sweden also curtailed tax subsidies to private pensions during the 1980s and early 1990s, although they did not follow the new Zealand example of totally abolishing such favours (Overbye 1991).





� Ireland and the UK also maintain flat-rate minimum pensions, but these are formally contribution-based.


� I am referring here primarily to Korpi's (1981) suggestion as to the ability of so-called "institutional" welfare states to build alliances between the poor and the middle classes, as opposed to assumed "marginal" welfare states.





