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Reform of Financing the Austrian
Pension System

Possible Ways of Financing:
• Pay-As-You-Go System
• Funded Pension System
• Multiply based System (Pillar System)
• Public General Pension Payment



Possible Measures of Reforming

• Raising Retirement Age
Reduction of lenght of retirment
Number of retirees per worker
More contributions to pension system
Raising of life expectancy is used in       
advantage for the system

• Investment Incentives
Encouraged labor force participation
Capital intensity↑ labor supply↑

• Less Generousity
Lowering replacement rate
Incentives for staying in workforce



The PAYG-System

• social security contributions
• of people employed
• are not saved and invested
• but given directly to retired people
• in order to finance their consumption
• unpredictable developments!!!

especially in demographic structures



Funded Pension System

• social security contributions
• paid by people employed
• are collectively saved
• pension payments are paid by revenues of 

the savings
• developments on capital market!!!



Multiply based System

New 
Pension System

Public Pension
System

Private
Pension Funds

Business/Employee
Pension Funds

Perception of the Austrian Government:

• number of births

• number of old people

• gap of fairness

• establishing a second and a third pillar in addition to the PAYG

government policy statement 2003- 2006



Recent Pension Reform

• Pension base calculated over extended
period of 480 months (phased between
2003 and 2028)

• If less months of insurance time: pension
base is calculated over accumulated
months of insurance

PVA



Recent Pension Reform

PVA



• Accumulation of 1,78% per 12 months of 
insurance

• No more early retirement (exception: long
time of insurance)

Recent Pension Reform

PVA



Determinants of Pension Systems

4 Levels of Pension System
• System (Pension System itself)
• Society
• Individual
• Cultural Structure

Dr. Tom Schmid, in: Soziale Sicherheit, 1/1998



Determinant: Pension System itself

• Payments of Employer
• Payments of Employee
• Pension Payment
• Government/Federation

Dr. Tom Schmid, in: Soziale Sicherheit, 1/1998



Determinant: Society

• Health
• Taxes and Public 

Dues
• Social Policies of 

Austrian Provinces
• Nursing Allowence
• Transfers
• Productivity

• Private Insurance
• Labor Market
• Demography
• Market
• Business Cycle
• Migration
• GDP

Dr. Tom Schmid, in: Soziale Sicherheit, 1/1998



Determinant: Individual

• Family Structures
• Livecycle Income
• Wealth
• Fertility
• Division of Labor 

between Gender
• Age at Retirement

• Perception of 
Fairness

• State of Health
• Trust in System
• Aspiration Level
• Caring
• Earnings

Dr. Tom Schmid, in: Soziale Sicherheit, 1/1998



• Politics
• Sociology
• Values
• Care
• Civil Society
• Economy
• Psychology
• Gender

Determinant: Cultural Structure

Dr. Tom Schmid, in: Soziale Sicherheit, 1/1998



Empirical Evidence

• Wifo
• Statistik Austria



Population Pyramid 2001
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Population Pyramid - Forecasts
Lebensjahre

männlich weiblich
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Ratio: Children, Working, Old
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Retirement Rate & 
Employment Rate

Retirement Rate & Employment Rate
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Employment Rate: (Employed+Unemployed)/Total Population*100

Retirement Rate: Number of Retirees/Total Population *100



Employment Rate Austria
• 1960-1999: Men (15-64) 

↓ 87,3% to 76,3%
• 1960-1999: Women (15-64) 

↑ 52,9% to 62,2%
• Today: EU average
• 1960-1999: Young (15-20) 

↓ 59,9% to 44,4%
• 1960-1999: Old (55-60)

↓61,7% to 42,3%
• 1960-1999: Old (60-65)

↓41,3 to 10,5%
• Next 30 years: people 15-60 years ↓ by 16%
• Next 30 years: people 60+ ↑ by 66%

Wifo



e(x)T(x)L(x)d(x)l(x)q(x)x
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Statistik Austria

Table: Probability of Death



Propability of Death - Men

69,2068515569900231990170,00030864

70,1769505929903537990540,00037393

71,1470496689907645990990,00045392

72,1071487949912654991530,00054771

72,487248085992918471000000,00846860

e(x)T(x)L(x)d(x)l(x)q(x)x

x bis x +1

in Jahrenlebende Jahrex bis x+1Alter xintervallin Jahren

im Alter xnoch zu durch-intervallimim Alters-Geburtstag) 

erwartunginsgesamtbis x+1im Alters-lebendelichkeit(am x-ten

Lebens-im Alter xstorbeneÜber-wahrschein-Alter

FernereVon den ÜberlebendenGe-Sterbe-Genaues

Männliches Geschlecht

Statistik Austria



Propability of Death - Women

475,6775071649919424992050,00023774

376,6576063859922132992370,00031753

277,6277056429925741992780,00041172

178,5878049469930351993290,00051551

079,047904389994436711000000,00671040

xe(x)T(x)L(x)d(x)l(x)q(x)x

x bis x +1

in Jahrenin Jahrenlebende Jahrex bis x+1Alter xintervallin Jahren

Geburtstag) im Alter xnoch zu durch-intervallimim Alters-Geburtstag) 

(am x-tenerwartunginsgesamtbis x+1im Alters-lebendelichkeit(am x-ten

AlterLebens-im Alter xstorbeneÜber-wahrschein-Alter

GenauesFernereVon den 
ÜberlebendenGe-Sterbe-Genaues

Weibliches Geschlecht



Thanks for your attention


