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The Danish economy has improved fundamen-

tally over the past 25 years. Unemployment and 

inflation rates have been reduced considerably, 

and the balance of payments and public finances 

are under control. The reasons are several.

A number of structural reforms, particularly in 

the labour market, have made Denmark more 

competitive. The flexible employment rules to-

gether with unemployment benefit rules ensuring 

reasonable cover (flexicurity) pull in the same di-

rection. However, the importance of occupational 

pension schemes to Danish economic recovery is 

often overlooked.

Historically, occupational pension schemes were 

primarily reserved for public-sector employees 

and high-earning salaried employees, but as a 

result of the Joint Declaration from 1987 between 

the government and the two sides of industry, 

occupational pension schemes became available 

throughout the labour market. Concurrently, the 

market for individual company pension schemes 

was also developed. 

In this document, we will show how occupa-

tional pension schemes benefit the economy 

as a whole and the individual person’s financial 

situation in retirement. Both now, 25 years after 

the signing of the Joint Declaration, and in the 

context of a fully mature system, which will be 

realised in a few decades when largely all Danes 

will have saved up for retirement during their 

entire working life.

The overall Danish pension system – the interplay 

between the public pension, ATP (the Labour 

Market Supplementary Pension Scheme) and 

occupational pension schemes – has just been 

rated best in the world.

And for good reason. The public pension and 

ATP ensure that all pensioners, regardless of 

labour market attachment, will have an adequate 

basic income. Occupational pension schemes 

ensure that a person’s income in retirement will 

not be markedly lower than the income earned 

during working life. The individual pension 

schemes cover any special retirement wishes. 

Furthermore, politicians have addressed the 

challenge of more elderly people by raising the 

retirement age.

Despite our number one position, we cannot 

afford to rest on our laurels. Our pension system 

must be continually developed and keep abreast 

of times. This requires all of us to conform to the 

ideas of the Joint Declaration as we will then 

have a solid foundation for the future expansion 

of our pension system. One of the reasons for 

marking the 25th anniversary is to outline the 

fundamental prerequisites for the continued de-

velopment of our pension system.

Danish Insurance Association

Per Bremer Rasmussen, CEO
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Occupational pension schemes are very much 

the result of a social contract entered into 25 

years ago. In the Joint Declaration of 8 De-

cember 1987, the two sides of industry and the 

Danish government, headed by Poul Schlüter, 

signed a letter of intent to introduce occupa-

tional pension schemes to employees working 

in sectors covered by the LO (The Danish Con-

federation of Trade Unions) and the DA (The 

Confederation of Danish Employers).

At the time, occupational pension schemes 

were a benefit reserved for public-sector 

employees and certain groups of salaried 

employees in the private labour market. 

Civil servants had their civil service pension 

schemes. In total, only one third of employees 

in the labour market were secured an income 

in their retirement in addition to the benefits 

paid under the public pension and ATP (the 

Labour Market Supplementary Pension).

With occupational pension schemes, this sce-

nario has changed completely. Today, employ-

ees working in the LO/DA sectors typically 

pay 12% of their salary into a pension scheme 

which is based on a collective agreement. In 

other sectors, similar occupational pension 

schemes exist, which are based on agree-

ments in the individual companies. One advan-

tage of the agreement-based system is that it 

has resulted in faster and better solutions than 

provided by legislation.
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The Danish pension system is a 
success ...

... because it secures Danes a favourable 

pension and promotes equality

–  Especially unskilled and skilled workers re-

ceive a higher pension income as the occu-

pational pension system is being expanded. 

The system provides a more fine-meshed 

financial safety net to secure the individual 

person’s financial situation in retirement.

–  The number of poor, elderly people has fall-

en sharply over the past 10 years, although 

the number of poor people in other age 

groups has increased.

–  Narrowing income gaps in a twofold sense 

– both within the group of pensioners and 

between pensioners and people engaged 

in active employment – ensures cohesion in 

society.

... because it secures Denmark a robust 

economy

–  Occupational pension schemes increase 

private savings. For every additional DKK 1 

contributed, total savings increase by DKK 

0.80. This helped turn the economy round 

in the 1990s. The balance of payments – the 

Achilles’ heel of the Danish economy since 

the beginning of the 1960s – has more or 

less been in surplus ever since.

–  The economy is strengthened by the fact 

that Danes are eligible for full tax relief on 

their pension contributions and do not pay 

tax on their pensions until the time they 

start taking their pension income. In this 

way, the elderly save up funds to cover 

public spending on public pension, care 

for the elderly and healthcare, all of which 

services they may need as they grow older 

and retire. In other words: Money is being 

channelled into the government coffers as 

expenditure arises.

–  The deferred tax on pensions ensures po-

litical discipline, which helps stabilise the 

economy and public finances, the reason 

being that funds are tied up until the day 

they are needed. 

–  Our savings-based pension system has 

spared us of the acute measures that other 

countries have been forced to take in re-

sponse to the financial crisis. The reason is 

that pension benefits in our system are mar-

ket-based instead of being based on po-

litical decisions, which is the case in many 

other countries where pension systems are 

exclusively financed through taxes.
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–  Especially Southern European countries 

have been forced to introduce tough inter-

vention measures in relation to their pen-

sion systems in order to restore the confi-

dence of the financial markets in the long-

term economic sustainability of the coun-

tries’ economies. This is the case in Greece, 

Italy and Portugal, but also France has had 

to change its pension system following the 

financial crisis.

... because it ensures that Denmark  

can afford more

–  The fact that people save up to pay for their 

own retirement eases the burden on public 

finances. If pensioners were to receive the 

same income in the fully expanded system 

– around 2050 – and this was to be funded 

using public finances, the extra expenditure 

incurred would be equal to the costs of 

operating the Danish Folkeskole (primary 

and lower secondary school) or building 

the future super hospitals or the Fehmarn 

Belt Link. And this would still only cover one 

year.

– We, as a society, can afford to take care of 

the weakest and poorest pensioners and 

ensure them high social standards because 

so many people manage to take care of 

themselves.

But ...
... success does not come by itself

The pension system faces a number of chal-

lenges:

–  UNCERTAINTY ABOUT SAVINGS: Frequent 

political changes of the framework govern-

ing pension savings – especially changes to 

tax rules in recent years – cause uncertainty 

and discourage people from saving up for 

retirement.

– SMALL GROUP OF DANES WITH NO 

PENSION: Even though the pension system 

covers almost all people, there is still a small 

group of Danes who do not save up enough 

money for their retirement. If occupation-

al pension schemes are made even more 

common, the problem may be solved as this 

group will then be targeted.

–  LACK OF INCENTIVE TO SAVE UP: For 

some groups of people, it makes little eco-

nomic sense to save up for retirement as 

their pension scheme income reduces their 

public pension benefits and rent subsidies. 

Such interaction problems must be ad-

dressed.
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In the past 10 years, the number of poor 

pensioners has dropped by 60%, whereas the 

number of poor young people has increased 

by more than 30%. The higher equality among 

pensioners is e.g. due to the expansion of the 

pension system.

Source: Own calculations 
based on information about 
individuals from Statistics 
Denmark.

Comment: Includes all Danes 
over 25 years. According to 
the OECD’s definition, poverty 
is defined as income below 
50% of the median income.

Poverty among the elderly is a huge social 

problem. As opposed to e.g. students, they 

have very limited opportunities to improve 

their future income. That is the reason why 

improvements for the elderly with low income 

are so important.
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An LO family – consisting of a woman em-

ployed under a collective agreement negoti-

ated by the Danish Union of Commercial and 

Clerical Employees in Denmark (HK/handel) 

who is married to a man employed under a 

collective agreement negotiated by the Danish 

Metal Workers’ Union (Dansk Metal) – would, 

without any pension savings, receive DKK 

270,000 before tax as pensioners.

In the expanded system, under which 12% will 

be paid into a pension scheme until retire-

ment, the family’s total income before tax will 

Occupational pension schemes 
ensure that the LO family is better off 
financially in old age and ...

increase to DKK 420,000 annually. The money 

saved up for retirement from 1993 and until 

today will already increase their income in re-

tirement from DKK 270,000 to DKK 310,000.

Based on the agreed contributions, the oc-

cupational pension schemes will therefore pro-

vide the LO family with a huge financial boost 

in their old age.

Source: Own calculations on the ba-
sis of the family type model defined 
by the Danish Ministry of Finance.

Comment: The LO family consists 
of a woman employed under a 
collective agreement negotiated 
by the Danish Union of Commercial 
and Clerical Employees in Denmark 
(HK/handel) who is married to a 
man employed under a collective 
agreement negotiated by the Dan-
ish Metal Workers’ Union (Dansk 
Metal). In 2012, the family’s total 
income from employment amounts 
to DKK 638,000.

450

400

350

300

250

200

150

100

50

0

Public pension benefits ATP benefits

Occupational pension 
scheme since 1993

Occupational pension income

DKK ‘000

Without occupational 
pension scheme

Fully mature system

Retirement 2011

Retirement 2011

Retirement 2050



THE DANISH PENSION SYSTEM 

– IN A CLASS OF ITS OWN

PAGE 7

… protect them from a significant 
fall in their income in retirement 
(high replacement rate) 

The replacement rate represents the ratio 

between the income available in retirement 

and the income earned during the last years of 

active employment. In the fully expanded pen-

sion system, the replacement rate has been 

improved for unskilled and skilled workers in 

particular. This is not surprising as particularly 

these groups have only recently been offered 

a pension scheme as part of their employment 

package. In the coming years, we will there-

fore witness smaller income gaps between 

pensioners and people engaged in active 

employment. This is due to occupational pen-

sion schemes; however, for people engaged 

in active employment, the replacement rate 

resulting from public pension and ATP bene-

fits alone is not impressive.

The pension system will not be fully mature 

until LO employees have contributed to the 

pension scheme during their entire working 

life. This will not be realised until some dec-

ades into the future – also even if contribu-

tions to the occupational pension schemes 

started almost 20 years ago. Another reason 

is that the initial contributions were low and 

did not reach the preliminary final level of 12% 

until 2010. 

Source: The Danish Insurance 
Association, analysis report 
2010:11 “Remaining group with 
low and insufficient pension 
savings” and own calculations.
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In continuation of the Joint Declaration, an 

agreement was reached on occupational pen-

sion schemes for LO/DA employees in con-

nection with the collective bargaining in 1991, 

which took effect as from 1993. Occupational 

pension schemes not only provide basic in-

come support in retirement. They also provide 

financial security in the event of disability and 

death.

LO/DA employees have raised their 
pension contributions

In 1993, only about 1% of wages and salaries 

was paid into pension schemes. Since then, 

contributions have increased to 12% (for the 

time being).

Contributions in respect of LO/DA employ-

ees are thus in line with those of e.g. nurses 

and have approached the level of university 

graduates.

Source: Danish Economic 
Councils: “Danish Economy, 
Spring 2008” and PKA.
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The pension system will be fully 
expanded after 2040 ...

The first baby-boomers who will have saved 

up for their retirement during their entire 

working life become pensioners after 2040. 

By then, pension payouts will correspond to 

contributions, and pension funds will equal 

twice the amount of Denmark’s annual pro-

duction. Today, pension funds make up 1.5 

times the annual production.

Source: DREAM’s baseline 
projection, 2011.
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… but already in 2030, pension payouts 
will exceed public pension benefits

Ten years before the pension system has been 

fully expanded, occupational pension income 

will exceed public pension benefits. The fall in 

public pension benefits from 2021 is due to a 

higher retirement age resulting from longer 

lives; cf. the Welfare Agreement from 2006.

Although it will take several decades before 

the pension system has been fully expand-

ed, we, as a society, have already benefited 

greatly from the system. We have managed to 

stabilise the socio-economic development and 

maintained discipline in public finances.

Source: DREAM’s baseline 
projection, 2011.
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Occupational pension schemes helped 
restore the balance of payments

The Danish economy was characterised by a 

chronic savings deficit from the beginning of 

the 1960s until the late 1980s, when external 

debt peaked at almost 40% of GDP. 

With the exception of one single year, we have, 

on the other hand, been seing a surplus on the 

balance of payments since 1990. This also means 

that the external debt has disappeared and in-

stead, foreign countries now owe us money.

Two structural factors have been decisive for 

the turnaround in the balance of payments, 

and both factors have contributed to increas-

ing private sector savings on a permanent 

scale. Firstly, a number of tax reforms have 

made it more attractive to save up, while at 

the same time removing the incentive to incur 

debts. Secondly, the development of occupa-

tional pension schemes and individual compa-

ny schemes has contributed to higher savings.

The panel of economic advisers have prepared 

calculations showing that for each additional 

DKK 1 contributed to an occupational pension 

scheme, savings will increase by approx. DKK 

0.80. Consequently, the agreement-based 

pension schemes only to a lesser extent result 

in lower savings in other areas, such as e.g. 

individual pension schemes and savings held 

in liquid form.

For higher income groups – who also hold a 

higher amount of savings in liquid form – pen-

sion schemes are more seen as an alternative 

to other savings products.

Source: ADAM’s databank.
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Tax on pension payouts secures funds 
for the state when they are needed 

Danes’ pension contributions are tax-deduct-

ible. On the other hand, Danes must pay tax 

when the pension is paid out. This means that 

taxes go into the government coffers when 

the need arises – i.e. when people retire and 

have a strong need for home care assistance, 

hospital treatment and other public servic-

es. This income eases the burden on public 

finances.

In 2050 – when the pension system has been 

fully expanded – annual expenditure will, due 

to a higher number of old-age pensioners, be 

almost DKK 31 billion higher than today. More 

specifically, the amount will increase from DKK 

146 billion a year in 2011 to DKK 177 billion a 

year in 2050.

If pension savings were taxed at the time 

when contributions are made to the scheme 

instead of at the time when the pension 

income is taken, there is a high risk that the 

funds would be spent today. In that case, the 

state would be short of funds when the ba-

by-boomers retire.

This is almost offset by the higher income 

generated by occupational pension schemes 

and individual company schemes in 2050, i.e. 

almost DKK 28 billion more than today. The 

easing of the burden on public finances is due 

to higher income taxes, consumption taxes 

and lower income-dependent pension supple-

ments. 

1) In 2050, the public pension 
age is expected to be 71.

Source: DREAM’s baseline 
projection 2011 and own 
calculations.

Public expenditure relating to old-age pensioners in 2011 and in 2050

 2011 2050 Difference

Number of old-age pensioners 1) 844,000 1,021,000 

  DKK billion (2008 level)

Public pension benefits 89.3 96.7 

Health and social care expenditure 56.9 80.3 

Total additional expenditure 146.2 177.0 30.8
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Source: DREAM’s baseline 
projection 2011 and own 
calculations.

The deferred tax ensures financing of expend-

iture for a higher number of elderly people. 

It would therefore be wrong to bring forward 

the taxation of pensions. 

In such case, the state would be short of funds 

when the baby-boomers retire.

Easing of the burden on public finances 

in 2011 and 2050 due to occupational pension schemes

 2011 2050 Difference

   DKK billion (2008 level)

Occupational pension payouts 40.6 86.4 

Income tax on pension payouts 16.2 34.6 

Impact on VAT and consumption taxes 5.2 11.1 

Phasing out of pension supplement 3.1 6.5 

Total easing 24.5 52.2 27.7
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Our pension system spares Danes of acute 
measures in response to the financial crisis 
In a large number of countries, politicians have 

promised the population huge, tax-financed 

pensions. However, they have been short of 

money when it was needed. The result has 

been large public deficits and unsustainable 

national debt.

In Denmark, occupational pension schemes 

have secured a comfortable income for future 

pensioners. Politicians have therefore not been 

forced to promise unsustainably high public 

pension benefits.

At the same time, politicians have addressed 

the issue of Danes’ increasing life expectancy. 

In 2006, a majority in the Danish parliament 

decided to let the retirement age under the 

tax-financed schemes follow the life expec-

tancy. In the savings-based pension system, all 

private individuals have a financial incentive 

to postpone their retirement when life expec-

tancy increases. Otherwise, you will have to 

pay for your retirement yourself, resulting in a 

lower annual pension. 

The fact that the Danish pension system is 

designed to meet future requirements ensures 

that we can avoid any sudden and drastic 

measures in response to the financial crisis 

that other countries are forced to take. This 

is not to say that all welfare services can be 

maintained unchanged, cf. the latest reform of 

the voluntary early-retirement pay scheme.
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Source: OECD 
”Pensions at a 
Glance, 2011”.
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Many Southern European countries have de-

signed their pension system differently: A sub-

stantial proportion of pensions are guaranteed 

at a high level without being supported by 

savings. In addition, the countries operate with 

a low retirement age. Several countries have 

had to realise that this is a toxic cocktail when 

you have to convince the financial markets 

that you have a sustainable economy.

As part of its economic recovery measures, 

Greece has both raised the retirement age 

and cut down pension benefits. That was 

absolutely necessary: In 2007, public pension 

expenditure made up more than 12% of GDP 

and without any intervention, this expenditure 

would have increased to 24% in 2060 as the 

population grows older.

As part of its recovery measures in response 

to the financial crisis, France has been given 

a recommendation from the EU to ensure 

the sustainability of its pension system. Con-

sequently, the country’s retirement age has 

been raised, just as the savings-based pension 

system is being supported.

In Italy, the retirement age has been increased 

significantly and indexed in line with life 

expectancy, and a particularly low retirement 

age for women will be abolished as from 2018. 

In Portugal, the retirement age was increased 

already in 2007, but as a result of the financial 

crisis, benefits will now be adjusted relative to 

the remaining life expectancy at age 65.

The chart below clearly shows that the Danish 

system with low public pension expenditure 

does not result in a low replacement rate. The 

occupational pension schemes ensure a high 

replacement rate in Denmark. The chart also 

reveals that the high public pension expendi-

ture in France and Italy does not ensure a high 

replacement rate.
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Pension system challenges

The development of a pension system which 

is in a class of its own has only been possible 

because the social contract underlying the 

pension system has involved a clear division of 

roles:

–  The state must provide a reasonable frame-

work – including maximum predictability of 

the taxation of pension savings and pension 

payouts. Saving up money and tying it up 

for a long term must be advantageous.

–  The two sides of industry must ensure that 

the schemes are made available through the 

collective agreements. Thanks to this social 

responsibility, we have succeeded in ensur-

ing a regular development of pension cover 

for employees.

–  Employees must accept that part of their 

salary is tied up until they retire. This has 

probably been possible because the pen-

sion scheme is savings-based and individu-

al. This provides security for each individual 

person and co-ownership as regards the 

pension system structure. 

The division of roles also highlights the areas 

where the system faces challenges. Here, it is 

important to remember that the general sup-

port for the pension system begins with the 

individual pension saver. It will be very difficult 

to maintain support for the pension system 

if no clear incentives are provided for saving 

into a pension and if no reassurance is provid-

ed in relation to the savings framework.

Obviously, the pensions industry also holds 

a great deal of responsibility for this. The 

industry must manage pension savings in a 

responsible manner and ensure a sound return 

on savings.
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CHALLENGE NO. 1

The pension system requires a stable 
framework – otherwise savings will suffer 

Establishing a pension scheme is one of the 

most long-term financial decisions of our 

lives. That is the reason that pension schemes 

require a predictable and stable framework so 

that we can be certain that the money we con-

tribute to the scheme is not constantly eroded 

by new taxes or taxes brought forward. Pen-

sion schemes call for trust in the politicians.

It must be attractive to tie up money for a 

period of 20, 30 or 40 years in a scheme. So 

pension taxes must be lower than taxes on 

savings held in liquid form where the money 

can always be spent on something else. It 

must also be reflected that a pension scheme 

involves a political tie. It is not a tie that a pen-

sion saver can exchange for higher returns in 

the capital markets.

Recent years’ tax reforms have pushed this 

balance. Not only have taxes on returns on 

savings held in liquid form been reduced, but 

the tax freeze has in fact halved taxes on own 

homes since 2001. And taxes on pension in-

vestment returns have in neither case followed 

suit. On the contrary, they have risen.

The tax framework conditions for pension sav-

ings have also directly deteriorated. The ceil-

ings on contributions to term annuity pension 

schemes – initially DKK 100,000 in 2010 and 

then DKK 50,000 in 2012 – have discouraged 

people to save up for retirement. A special tax 

has been introduced on large pension payouts, 

and the pension investment returns tax has 

been raised.

... to be continued
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Source: Danish Tax and 
Customs Administration.
Comment: The amounts 
are calculated on the basis 
of the 2011 salary level.

Pension contributions 2001-2011

In 2013, the tax payable on lump sum pension 

will also be brought forward. Taxes on lump 

sum pension can be prepaid at a rate of 37.3% 

instead of 40%. And future contributions to 

lump sum pension must be made for taxed 

money.

Moreover, in connection with the tax reforms, 

proposals were also tabled, but not adopted, 

but they still compromise trust in the system. 

Some of the proposals were to adjust the ba-

sic pension benefit for retirement income and 

introduce an age-dependent third-tier tax.

In 2011, pension savings were about DKK 20 

billion lower than in 2009.

Offhand, the fall of DKK 20 billion in pension 

contributions means more money in the gov-

ernment coffers. The explanation is that the 

state receives taxes on the billions of Danish 

kroner when pension savings are no longer 

tax-deductible. The amount will run into a 

total of about DKK 10 billion in the coming 

years. But as the taxes are brought forward, 

the money will be needed later. On balance, 

the government coffers will suffer a loss. This 
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Lower pension savings require a tighter fiscal policy

  Requirement for permanent 

Taxes brought tightening of fiscal

forward are used for: policy (DKK billion, 2008 level) 

– reduction of general government debt 2

– lower taxes and increased consumption 9

– lower taxes, increased consumption and 

 higher transfer payments 14
Source: DREAM and own 
calculations.

calls for higher income or lower expenditure 

elsewhere. The requirements for fiscal tighten-

ing depend, among other things, on govern-

ment budget discipline.

If the funds generated by the taxes brought 

forward are spent on reducing general gov-

ernment debt, fiscal tightenings in the amount 

of DKK 2 billion a year will be needed. The 

reason is that public pensions increase when 

we do not save up ourselves.

But the situation grows worse if the politicians 

do not have the discipline needed to repay 

general government debt and instead spend 

the funds on increased public expenditure and 

tax relief. Then, the deficit will be bigger after 

a few years compared to a situation where 

taxes had not been brought forward. Tighten-

ing in the amount of DKK 9 billion is needed if 

public finances are to balance.

The deficits will materialise even sooner and 

will be bigger if the lower pension contribu-

tions are allowed to result in higher public ex-

penditure on social assistance, public pension 

benefits and other public transfer payments. 

Public expenditure will rise automatically if 

the reason for the lower pension contribu-

tions is that the two sides of industry agree to 

reduce the rate of contribution and increase 

the wages and salaries paid. The so-called rate 

adjustment means that the trends in wages 

and salaries paid after pension contributions 

rub off on transfer payments.
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CHALLENGE NO. 2

Pension taxes that are brought 
forward are poisonous to economic 
sustainability 

The ceilings on term annuity pension schemes 

have brought forward the taxation of an 

amount equal to some DKK 20 billion. An even 

more extensive measure could be to levy tax 

at an even earlier time, so that in future, tax 

would be payable at the time the contribution 

was made and not in connection with pension 

payouts.

In 2013, the tax payable on lump sum pen-

sion will, as already mentioned, be brought 

forward. Taxes on existing lump sum pension 

– approx. DKK 400 billion – can be prepaid. 

This is rewarded by a lower tax rate of 37.3% 

instead of 40%. Future contributions to the 

lump sum pension are not tax-deductible. Ac-

cording to the government’s assessment, the 

tax income brought forward amounts to DKK 

10 billion in 2013 and DKK 5 billion onwards. 

However, the income in 2013 may be consider-

ably higher; up to DKK 150 billion.

As already stated, this involves a high risk that 

the money is spent right away on tax relief or 

consumption so that the government coffers 

will fall short when the large older generations 

retire. A recent example is the Faroese tax 

reform. Here, a considerable income tax relief 

is “financed” by bringing forward taxation of 

pension savings to the time of contribution. 

This has been introduced in a situation of large 

public deficits.

The lack of future income must be compensat-

ed for, either through public spending cuts or 

tax increases. Consequently, both the OECD 

and EU recommend that pension savings be 

taxed when the pension income is taken.
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CHALLENGE NO. 3

Some people have saved up too little 
and will experience a huge drop in 
income when they retire
Today, almost all Danes in the labour market 

save up money and therefore stand to receive 

a pension which will guarantee them a rea-

sonable standard of living in retirement and 

ensure that the standard of living will not be 

significantly reduced when they retire. People 

who have not been active in the labour market 

are secured an income in retirement which is 

very close to the income they received be-

fore through the public pension and ATP (the 

Labour Market Supplementary Pension). What 

remains is a group of people who have not 

saved up enough money. They will therefore 

experience a huge drop in their disposable 

income when they retire. Among the current 

pensioners, this group of people make up 

7-11%. When the pension system is fully ma-

ture, the group will make up between 4 and 

5%.

Occupational pension schemes primarily form 

part of collective agreements, but have had 

a knock-on effect on other sectors. The best 

way to ensure more pension to the group 

referred to above is by making occupational 

pension schemes available to all sectors of the 

labour market. This is primarily a task for the 

two sides of industry. Shop workers and employ-

ees in the transport industry are e.g. overrepre-

sented in the group, the reason precisely being 

that occupational pension schemes are not 

equally common in all parts of these industries.

Self-employed persons also belong to the 

group of people who have not saved up 

enough money. Here, a change in attitude 

is required. The problem is that too many 

self-employed people “save up” in their busi-

ness and nothing else.

Share of people with insufficient pension savings in %

 Today Mature pension system (in 20-30 years)

Low income 10.7 5-6

Medium income 8.6 4-5

High income 6.8 3-4

Source: The Danish Insurance 
Association,
Analysis report 2010:11
“Remaining group with low 
and insufficient pension 
savings”.
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CHALLENGE NO. 4

Offsetting rules reduce the 
incentive to save up

Pensioners with lower income are adversely 

affected by an unfortunate interaction be-

tween taxation of pension payouts and set-off 

against public benefits. Some groups there-

fore become subject to a so-called combined 

marginal income tax of up to 60%. This is 

due to the fact that a rise in income – e.g. a 

higher pension payout – initially means that 

the public pension will be reduced by approx. 

30%. Subsequently, the remaining amount will 

be subject to tax at a rate of approx. 37%. In 

addition, any rent subsidy received may also 

be reduced. Consequently, these pensioners 

are taxed so heavily that it hardly pays off to 

save up any more money in the years until 

retirement.

It is unfortunate if the agreements on pension 

savings in the labour market are not support-

ed by the public rules on taxes and pensions. 

This was in fact promised in the committee 

work resulting in the Joint Declaration in 1987.

It is no secret that solving the problem of 

interaction is not an easy task. But it is not 

impossible either. One method could be to 

deduct e.g. 25% from the income base that 

is used as a basis for the set-off – and then 

target this deduction at payments from pen-

sion schemes providing lifelong benefits. This 

model will at the same time both reduce the 

combined marginal income tax considerably 

and encourage people to place their savings in 

pension schemes providing lifelong benefits.

For each individual person, it is essential to 

keep in mind that it will, without a doubt, 

become more and more important to have a 

pension scheme. This is the best guarantee to 

ensure that you have a buffer in your retire-

ment. We cannot take it for granted that the 

broad range of welfare services that we know 

today will also exist in future.
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