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The Political Economy of 
State-Based Pension Reforms

James C. Capretta

2

Canada:  Government Investment Fund
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Source:  21st Actuarial Report of the Canadian Pension Plan
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Australia:  Superannuation Asset Growth
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Sources:  OECD Economics Department Working Paper, No. 217 and “Retirement Income Adequacy 
and the Emerging Superannuation System:  New Estimates,” Julie Tinnion and George 
Rothman, Retirement and Income Modelling Unit, Department of the Treasury, Australian 
Government, July 1999.
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Sweden:  Annuity Divisor

-0%14.819951930

-18%18.120551990

-17%17.920451980

-15%17.520351970

-13%17.020251960

-10%16.420151950

-5%15.820051940

Effect on 
Pension

Annuity 
Divisor

Year 
Reaches 65

Cohort 
Birth Year

Source:  The Swedish Pension System Annual Report, 2005
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Sweden:  Automatic Balance Mechanism

BR = (CA + F)/PVPL

BR > 1

Indexing Factor = Income Index Indexing Factor = Income Index * BR

BR = Balance Ratio
CA = Contribution Asset
F = Buffer Fund
PVPL = Present Value of Pension Liabilities

BR < 1

Contribution Asset = Expected Turnover Duration * Contributions in Year

6

Sweden:  “Turnover Duration”
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Germany:  The Sustainability Factor

Individual Pension
B = PV * EP * AA

B = Individual Pension Benefit
PV = Universal Pension Value
EP = Individual Earnings Points
AA = Actuarial Adjustment
AGW = Avg. Gross Wages
DR = Dependency Ratio
AF = Alpha Factor

Old Formula
PVt = PVt-1 * AGWt-1/AGWt-2

The Sustainability Factor
PVt = PVt-1 * AGWt-1/AGWt-2 * [(1 – (DRt-1/DRt-2))*(AF)+1]
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Japan:  Replacement Rates and Age
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Source: “Pension Issues in Japan,” Noriyuki Takayama, Presentation at the 
Brookings Institution, September 2005 Assumes average wage earner 
husband with non-working spouse.
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Population Age 15 to 64, 2004 to 2050
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Sources:  The Impact of Ageing on Public Expenditure:  Projections for the EU-25 Member States on 
Pensions, Healthcare, Long-Term Care, Education and Unemployment Transfers (2004-50), 
Special Report No. 1, 2006 and UN Population Database for Japan, U.S. and Canada.

*Data for 2005 to 2050.


