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ABSTRACT 

This paper aims to emphasize the idea that the income support guaranteed 
by the pension schemes should be a matter of primary concern when pension 
policies are designed. This subject is closely related to the social function of this 
system. As with any other system, the analysis and assessment of a pension 
system should consider, first of all, the success in meeting its purpose and 
objectives. As a consequence, the income guarantee provided in old age should 
not been seen as the adjustment variable (i.e. a residual subject) in a policy 
designed to achieve financial sustainability. The costs of pension systems must 
not be seen as “the objective” to minimize. Instead, they should be regarded as 
“the restriction” to face. Based on this argument, I develop a critical assessment 
of recent pension reforms in Portugal and propose a methodology for policy 
formulation that takes income security in retirement as the starting point. 

JEL Classification: H55. 

Keywords: Social Security, Pensions, Retirement Incomes, Portugal. 


— 5 — 




 

 



 

 

 

 
 

 

 
 

 

 

Instituto de Estudios Fiscales 

INTRODUCTION 

Pensioners’ incomes have received little attention both in economic 
literature and in the political speech. The political debate about the future of 
pensions often focuses on the rising costs of retirement. Recently the 
Portuguese government introduced a reform moved by this concern. However, 
the attempt to contain state spending on pensions may have very serious 
implications for different countries from a welfare point of view. In particular it 
may have negative consequences in some countries which have not yet reached 
a significant income security in old age for the majority of the retired population. 
This is the case in Portugal where guaranteed rights are still limited in its 
material scope. 

Taking into account the specificity of the Portuguese case, this paper 
develops a critical assessment of the reform recently introduced. Section 1 
provides an image of the income dynamics of different groups of pensioners,  
categorized both by gender and generation, in the transition to retirement and 
during the retirement period. The analysis shows that the system does not 
guarantee a significant income security for the majority of the retired 
population, as a consequence of its immaturity stage. Section 2 discusses the 
main characteristics of the public pension scheme before the recently 
introduced reform and outlines the new scheme. The guidelines of the reform 
can be summarised as follows: one measure is the introduction of a 
“sustainability coefficient” that will reduce pensions by a certain percentage if 
life expectancy increases during the working period; the earnings of the whole 
working life will be taken into account for calculating pensions, instead of the 
ten best years of earnings of the final fifteen; and a new way to index the 
benefits which does not guarantee neither the adjustment of minimum pension 
benefits in line with the minimum wage nor the maintenance of all benefits in 
real terms. The three measures will produce a significant reduction in the level 
of benefits. Section 3 develops a critical assessment of the recent reforms. A 
brief reference to the alternative strategies to deal with population ageing is 
made in section 4. Finally, section 5 proposes a methodology for policy 
formulation that focuses on the welfare function of the pension system and 
takes income security in retirement as the starting point. This subject is 
addressed considering both pension objectives and a normative view of income 
adequacy. 
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 1. 	 INCOME TRAJECTORIES IN RETIREMENT OF MEN AND 
WOMEN OF DIFFERENT GENERATIONS 

In Portugal the main pension scheme is the public scheme1 which is 
mandatory for the employees and self-employed workers in the private sector. 
There is also a voluntary public scheme open to those who are not covered by 
the previous. Additionally, a non-contributory scheme provides means tested 
benefits in old age (social pension). Public employees are covered by a specific 
system. Other special plans also exist (occupational schemes, pension funds, 
etc.) but cover a limited percentage of the total active population. 

In this section, the income dynamics in retirement of men and women of 
different generations, covered by the public scheme for the employees in the 
private sector, is examined. The analysis is based on longitudinal data from the 
social security administration files on wages and retirement pensions. The data 
comes from the information collected regularly by the Centro Nacional de 
Pensões (CNP) to calculate benefits. It has been used a set of approximately 
53500 records relating to old age pensioners categorized both by gender and 
generation2 . The individual records contain information on age, sex, 
contribution periods, the date of the first contribution and the date of 
retirement, gross remunerations, the statutory pension and the pension in 
december 20013. All the records relating to the retired people in 1985, 1990, 
1995 and 2000 were made available by the CNP. However, only the records 
regarding the individuals who retired with the minimum legal age were used. 
Thus, the pensioners considered in each group were born and retired in the 
same years. 

This dataset was initially collected with the purpose of analysing the income 
dynamics of different groups of pensioners, as well as gender and generational 
inequalities regarding their income trajectories. Although collected for another 
purpose, the longitudinal data regarding individual incomes is useful for the 
current analysis because it has now an historical value. The records refer to old 
age pensioners, men and women, who retired in those years and the final 
moment of income observation is December 2001. Thus, the analysed cohorts 
of pensioners retired between 1985 and 2000, i.e. the period of application of 
the first social security fundamental law approved after 19744, which defined the 
guiding principles of the social security system. From 1984 to 2001, pension 

1  Regime Geral de Segurança Social. 

2 See table 1, in appendix, which shows the number of records of pensioners retired in
 
each year. 

3 The amount established in december 2001 was in effect in the next year (up to 
  
november).
 
4  Lei n.º 24/84, de 14 de Agosto. 
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rules met some important changes. The major reform was introduced in 19935 . 
In the domain of old age pensions, some essential issues were changed like the 
necessary conditions to entitle people to the benefits and the rules established 
for calculating pensions. These new rules, however, were defined in accordance 
with the philosophy of the 1984 law, improving the coherence of the system 
previously defined. A deep philosophical turning point occurred in 2002, when a 
new law introduced new rules for calculating pensions with serious 
consequences in terms of income security. However, the legislator defined a 
transitional period which reduced its expected negative effects in terms of 
income protection. In 2007, as will be analysed below, another reform has been 
introduced which basically accelerates and deepens the former. 

The research developed provides an image of a system which was still in an 
immaturity stage but gradually enlarging its material scope. It illustrates the 
income guarantee the system has provided throughout this period. This is, in my 
view, an essential departure point for questioning the coherence and meaning of 
the current reform. 

The income trajectories of different generations 

In this section, firstly, the income trajectories, at successive points in time, of 
different groups of pensioners, categorized both by gender and generation, are 
examined. Next, the relative income path of each group is analysed in the  
transition to retirement and during retirement, taking as reference the average 
remuneration level in the economy. 

The following figures show the income trajectories of the different groups. 
They depict their average levels of remunerations in the years preceding 
retirement (which serve as the calculation base for pensions), reference 
remunerations6, statutory pensions, first pensions and pensions in december 
2001. The series of values of the average remunerations of each group is 
followed by a point that represents the respective nominal reference 
remuneration. The corresponding real reference remuneration is also shown, 
designated “rrr”, and is followed by the representation of the real average 
statutory pension, “ps”, the real average first pension, “apr” and the average 
pension in december 2001, “p01”. 

5  Decreto-Lei n.º 329/93, de 25 de Setembro. 

6  Up to 1994, the reference remuneration was calculated taking into account the five years of 

highest earnings in the final ten working years. Past remunerations were not revalorised. 

After 1994, the reference remuneration has been calculated taking into consideration the ten 

years of highest earnings of the final fifteen. Past remunerations have been revalorised on 

prices. 
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Figure 1A 

AVERAGE VALUES FOR EARNINGS, REFERENCE REMUNERATIONS, 


FIRST PENSION IN 2002 - MEN
 

 
 

 

e a
 rn

 in
 gs

 a
 n 

d 
p e

n s
o n

s 
- a

v e
r a

g e
 v

 al
u e

s 150 000 
140 000 
130 000 
120 000 
110 000 
100 000 
90 000 
80 000 
70 000 
60 000 
50 000 
40 000 
30 000 
20 000 
10 000 

0 
80 81 82 8 3 84 85 86 87 88 89 9 0 91 92 93 94 95 96 97 98 99 rr r s p apr p01 

1985 1990 1995 2000 

Figure 1B
 

AVERAGE VALUES OF REMUNERATIONS, REFERENCE REMUNERATION, 
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The comparative analysis of individuals of the same sex from different 
generations shows that the older generations were in a relatively worse 
situation in 2001, for a number of reasons: earning levels in the years preceding 
retirement, contributory careers and regulatory aspects. These circumstances 
all influenced the amount of the first pension and the following income 
trajectory. 
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These results express the immaturity stage of the public pension system in 
Portugal and its progressive growth. The eldest generations received lower real 
earnings in the final working years, and so they had lower average reference 
remuneration in real terms (table 4, in the appendix). This result is partially due 
to the fact that, up to 1994, the remuneration levels used for calculating 
pensions were not revalorised. Thus, the generations that retired before then 
were in a relatively worse situation in comparison to those who have retired 
after that year. In addition, the steady growth in real remunerations has  
favoured those who retired later (figure A1, in the appendix). Both the lower 
average reference remuneration and the lower contributory careers of the 
eldest generations, explains the lower average values of the first pension7. The 
subsequent indexing of pensions did not have any effect on the relative 
classification of the groups, which was the same at the end of 2001. 

The enlargement of the personal scope of the system happened late and 
slowly, especially in the case of women. As a consequence, the oldest 
generations, who retired earlier, present on average shorter contributory 
periods (table 2, in the appendix). The increase in this variable over time 
expresses the process of maturation of the system. Women present on average 
shorter contributory careers due to their later integration. The distribution of 
beneficiaries, taking into account the moment of integration into the public 
pension system, is described in table 3, in the appendix. It shows that men of 
the oldest generation present a later integration. But the most outstanding 
feature is the significant difference in the distribution of men and women: 
84.4% of men were covered by the system before april 1974 as opposed to 
40.7% of women. More than 50% of the women paid their first contribution in 
the period between april 1974 and 1984. 

Previous observations may be summarised as follows. The older generations 
were in a relatively worse situation regarding not only the remuneration levels 
in the years preceding retirement but also the length of their contributory 
careers8. This explains the lower average levels of the statutory pension, the 
first pension and, to some extent, the subsequent income trajectory. 

The gender differentiation of paths among pensioners retiring in the same year 
is also clear. Men and women retiring in the each year exhibited quite distinct 

7 The type of data used means that certain prudence is required when interpreting the 
results. Some years after retirement, we find individuals from the generation with lower 
mortality rates and higher incomes included in the group of individuals belonging to the older 
generations. This effect is more significant for the eldest generations. 
8 The type of data used requires certain prudence when interpreting the results. Some years 
after retirement, a number of individuals of each cohort have died. The individuals still alive are 
those with higher life expectancy. Prudence is required because there is a correlation between 
lower mortality rates and higher incomes. This effect is more significant in the eldest generations. 
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paths in terms of contributory careers, remuneration levels and pension levels. 
Men always present substantially higher values of all variables under analysis. 

It is important to notice that, at the time they retired, women received on 
average a pension significantly higher than the value of the respective statutory 
pension, thanks to the rules that guarantee minimum levels. Table 5, in the 
appendix, summarises some expressive indicators regarding gender inequalities 
in this matter. The statutory pension of women represented on average a third 
of the male average level, but their average first pension corresponds to around 
55% of that of men. This difference  is due to the regulatory improvements 
which raise the first pension above its statutory level, like the rules that 
guarantee a minimum amount, from which a large number of women benefit. 
This happens for a significant percentage of women who receive benefits below 
or equal to the minimum level (table 6, in the appendix). The relative situation 
of women improved slightly in December 2001. At that time, their average 
pension ranged between 55.7% and 73.9% of that of men. This is due to the 
positive differentiation of increases which involves a higher growth of benefits 
for those with the lowest incomes. 

It is worth mentioning that sometimes the Portuguese pension system has 
been considered “generous” by a number of analysts who have observed that it 
guarantees high replacement rates. However, this is a narrow view that does 
not give a precise image of the true process of income transformation operated 
by the pension system. To assess it in an exact way it is necessary to consider 
simultaneously the gross replacement rate and the absolute levels of income it 
guarantees. In fact, a very high percentage of men, and even more women, 
receive the minimum level of pension which is higher than the amount of their 
statutory pension. The latter corresponds to the level of pension that would be 
received if it depended only on past earnings and of the extent of the  
contributory careers. Thus, the guarantee of a minimum level increases the 
gross replacement rate for those with the lowest incomes. 

Table 7, in the appendix, summarises the average gross replacement rates of 
each group. The interpretation of these results is obvious. If the Portuguese 
pension system guarantees very high gross replacement rates this does not 
reflect its “generous character”. Instead this fact is the symptom of the presence 
of a very high percentage of pensioners with precarious integration in the labour 
market, low incomes and short contributory careers who benefit from the 
guarantee of a minimum level of pension9 . 

9 It is important to look at the distribution of pensioners according to the level of benefits 
awarded, to have an idea of the absolute levels of income provided. In 2005, the distribution 
is not only extremely asymmetric but also refers to very low levels of absolute income: 81% 
of old age pensioners received an amount of benefits below or equal to the minimum 
remuneration, i.e. 374,7€ (table 8, in the appendix). 
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The relative income position of pensioners 

To assess the relative situation of pensioners in the society, in dynamic 
terms, especially the effect of the income transition that occurs on retirement 
and the income dynamics during the retirement period, it is necessary to 
compare pensioners’ incomes with a term of reference. As the available data 
relates to gross incomes (earnings and pensions) the reference term can be the 
average remuneration in the economy (also a gross income). This way it is 
possible to assess the significance of the fall in income that occurs in the 
transition to retirement and the income dynamics during the retirement period. 
Three variables were taken into consideration: the last remuneration, the first 
pension and the pension in December 2001. 

The relative income position (RIP) is calculated for each group of individuals 
taking as reference the average remuneration (base) in the economy. The RIP is 
calculated for each group under analysis, i, and may be defined as: 

RIPi 
t= yi 

t 

tAverage remuneration (M + W) 

Figure A2, in the appendix, represents the dynamics of the relative income 
position of the different groups of pensioners. The chart shows that there is a 
significant fall in the relative income position in the transition to retirement, 
more important in the male groups. The relative position continues to decline 
during retirement in the male groups. In the female groups, pension indexation 
generally produces not very expressive variations in the relative income 
position. 

The indexation of benefits 

Regarding the effect of the indexation mechanism for minimum pension 
values, it is necessary to examine the dynamics of minimum pension values both 
in real terms and in relative terms (taking into account the average 
remuneration in the economy). 

The minimum pension level grew in real terms, in almost every year of the 
period under analysis (table 9, in the appendix). But the ratio between the 
minimum level of pension and the average remuneration was greater at the 
beginning of the nineties than in the following decade. The former didn’t keep 
pace with the growth in average earnings in the economy. This dynamic 
occurred despite the minimum pension levels being raised above average levels 
of pension. Periodic and extraordinary increases have followed the principle of 
positive discrimination, which involves a higher relative increase for the lowest 
pensions. 
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The relative standard of living of the elderly 

The studies based on Household Budget Surveys (HBS)10 show that in  
Portugal the aged have a very low living standard compared to that of the total 
population and their risk of poverty is significantly higher. 

The analysis of the relative standard of living of the eldest requires 
information about all the income sources received by the individuals and their 
households. HBS are an appropriate source for examining the relative weight of 
pensions in the total income of the eldest and their relative standard of living. 
The link between benefit levels and the economic welfare of retirees is 
expressed by the weight of pensions in total income. The data from HBS of 
2000, show that pensions are the main source of income of older people, 
especially in households composed of men or women living alone or of couples 
with two persons over 65 years (table 10, in the appendix). These proportions 
range between 82% and 90% of total income. Individuals living in these 
households are those who present the lowest levels of equivalised income11 (table 
11, in the appendix). These proportions range between 59.4% and 74% of 
average equivalised income. This variable presents the lesser values in households 
where pensions are the highest component of total income. Whenever other 
components have a higher weight, average equivalised income arises. 

International comparisons of income and living conditions show that the risk 
of poverty is significantly higher amongst older people in Portugal than for the 
total population. According to the Report “Adequate and Sustainable Pensions”, 
from the European Commission12, the poverty rate13 of people aged 65 or over 
is substantially higher than the poverty rate of people less than 65. This also  
happens in Belgium, Denmark, Greece, Spain, Ireland; Cyprus and the United 
Kingdom. For all other Member States, older people are exposed to a similar 
(or even lesser) level of poverty risk. Regarding the relative income position of 

10 The HBS collected data does not allow distinguishing old age pensioners covered by the 

social protection scheme of the private sector for dependant workers (those under analysis) 

from all others. It includes the pensioners under analysis but is not limited to this universe. 

Yet, the social security general regime covers around 80% of all old age pensioners. Thus the 

information summarised refers to the elderly, based on HBS of 2000. 

11  The values presented were calculated using the modified OECD scale of equivalence. 

12  See European Commission, Adequate and Sustainable Pensions, 2006. The source of data 

used for analysing income and living conditions in Portugal was SILC (survey year 2004;
 
income data 2003). The concept of income is monetary income received by the household 

during the income reference year (income from work, income from investment and property, 

private and public transfers. Benefits in kind, mortgage loan interest payments and imputed 

rents are excluded. 

13 The risk of poverty is measured in relative terms and defined as the share of individuals
 
with an equivalised disposable income below a threshold, set at 60% of the national 

median.
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old people, in most countries, the aged have a living standard very close to that 
of the total population, or even higher. In Portugal, however, the ratio of 
median equivalised income of older people compared to younger cohorts is only 
76%14 . 

2. 	 THE DEVELOPMENT OF THE PUBLIC PENSION SCHEME IN 
PORTUGAL 

This topic focuses on retirement benefits provided by the Portuguese public 
pension scheme for the employees in the private sector. It discusses the main 
characteristics of this scheme before the recently introduced reform and outlines 
the new scheme. It describes entitlement conditions and the determination of 
the benefits. 

Before the reform 

The requirements for eligibility to receive benefits are: a minimum legal age, 
which is now 65 years, and a minimum number of years of contributions15, 15, 
with at least 120 days per year of registered earnings. 

After 1994, the benefit formula was the following: SP=2%×n×RR. Sp is the 
statutory pension, n is the number of years of contributions and RR is the 
reference remuneration. The latter is calculated taking into account the 10 years 
of highest remunerations of the final 15. Past remunerations are indexed to the 
consumer price index, according to coefficients defined in the law16. The 
amount of the statutory pension should range between 30% and 80% of the 
reference remuneration. 

Additionally, the law guarantees a minimum amount of pension. Thus, the 
level of the first pension received may be higher than the amount of the 
statutory pension, thanks to the rules that guarantee minimum benefits. From 
199917, the minimum levels of benefits guaranteed have depended on the 

14 These results were calculated based on the hypothesis that the individual income is equally 
shared within the household. An alternative approach, based on the non-sharing hypothesis, 
could provide additional important information about pensioners command over resources 
and their economic independence. 
15 These requirements have changed over time. Before 1994, the legal age of retirement was 
lower for women, i.e. 62 years. Gradually, it was raised to 65, increasing 6 months per year. 
Before 1980, the law required a minimum of 5 years of contributions. From 1988 to 1994, 
the worker should have been credited with a minimum of 10 years of contributions. 
16  As was mentioned, before 1994, the revalorisation of past earnings was not done. 
17  Portaria n.º 1018/98, de 4 de Dezembro. 
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number of years of contributions, representing a certain percentage of the 
minimum national remuneration. The lowest benefits have been indexed for 
changes in minimum remuneration. 

The law guarantees the regular indexation of benefits. Over time, periodic 
and extraordinary increases of pensions have followed the principle of positive 
discrimination, which involves a higher relative increase for the lowest pensions. 
From 1986 to 2005, the nominal level of minimum pensions grew over the 
inflation rate. This policy allowed retirees entitled to minimum levels of pension 
to improve the purchasing power of their benefits. The real value of the 
minimum pension increased every year in the period under analysis (table 9, in 
the appendix). 

Minimum levels of benefits have been rising gradually with an explicit 
purpose: to index the minimum level of pension in line with the minimum level 
of remuneration in the economy. The lowest benefits were already (after 1998) 
indexed for changes in minimum remuneration. However, after 2002, the target 
of convergence was explicit in the text of the law18 which defined a transitional 
period to gradually achieve it. In accordance with the text of the law, the 
regulations approved in the following years have promoted the convergence of 
the minimum level of benefits up to the minimum remuneration. In 200619 , 
pensioners with more than 30 years of contributions were entitled to benefits 
equal to the minimum remuneration (net of social insurance contributions) and 
pensioners with shorter contributory periods were entitled to different 
percentages of that amount (from 65% to 100%). 

The Recent Reform – the new scheme 

In 200220, a significant reform in the scheme described above was 
introduced, changing the formula of calculating benefits. However, the law also 
defined a transition period, from 2002 to 2016, during which the most 
favourable method of calculation could be used to determine the pension level. 
Thus, the effects of the new rules introduced by this law have not been not 
completely felt in 2007. In May 200721, the government introduced a new 
reform of the pension system. In order to face the problem of ageing 
populations, the law introduces new rules for calculating old age pensions and 
accelerates the transition to the calculation formula defined in 2002. The 
current topic focuses only on the new regulations regarding the determinants of 

18  Lei n.º 32/2002, de 20 de Dezembro. 

19  Portaria nº1316/2005, de 22 de Dezembro. 

20 Decreto-Lei n.º 35/2002, de 19 de Fevereiro, in accordance with Lei n.º 32/2000, de 8 de 

Agosto. 

21  Decreto-Lei n.º 187/2007, de 10 de Maio. 


— 16 — 




 

  

 

 

 

 

 
                                          

 

   

 
 

  

 

Instituto de Estudios Fiscales 

the amount of benefits under the public pension scheme for the employees in 
the private sector22. The main guidelines of present reform can be summarised 
as follows. 

One measure is the introduction of a “sustainability coefficient” that will be 
used to reduce pensions by a certain percentage if life expectancy increases 
during the working period. The “sustainability coefficient” is the ratio 
between life expectancy in 2006 and life expectancy in the year preceding 
retirement. This coefficient will be multiplied by the level of statutory pension 
in order to reduce it as life expectancy increases. The decrease in pensions 
can be avoided if workers extend their working period or if they increase 
their contributions. 

Secondly, the earnings of the entire working life will be taken into account 
for calculating pensions. To be entitled to an old age pension, beneficiaries 
should have completed a period of 15 years with contributions. From 1994, 
pension levels were calculated based on the average earnings of the ten best 
years of the final fifteen. This rule was changed in 200223. The new law stated 
that the earnings of the entire career would be taken into account for calculating 
the pension (subject to a maximum of 40 years). However, this law also defined 
a transitional period, from 2002 to 2016, during which the most favourable 
method of calculation - the former, the latter or a weighted average of both ­
could be used to determine the pension level24. The reform introduced in 2007 
accelerates the transition to the new calculation formula. Hereafter the 
beneficiaries of the system will have their pension determined by a weighted 
average of two components. One component is calculated considering the best 
ten years of earnings of the final fifteen and the other component is determined 

22  It is worth mentioning that some measures have been taken in order to bring the specific 
scheme that covers public employees into line with the general social security scheme (Lei 
n.º 60/2005 de 29 de Dezembro). 
23 It is worth mentioning that the Decreto-Lei n.º 17/2000, de 8 de Agosto, already stated 
that pensions should be calculated taking into account, gradually, the earnings of the entire 
career (art.º 57-3). This is a significant rule change regarding the previous scheme established 
by Decreto-Lei n.º 329/93, de 25 de Setembro, which stated that benefits should be 
calculated based on the average earnings of the ten best years of the final fifteen. The new 
method of calculating pensions was adopted only when Decreto-Lei n.º 35/2002, de 19 de 
Fevereiro, came into effect. However, as the law established a transitional period, during 
which the former and the latter methods could be applied in order to guarantee beneficiaries 
the most favourable rule, the true impact of the measure was reduced. Decreto-Lei n.º 
187/2007, de 10 de Maio, accelerates the transition to the new calculation formula. 
24 It has been estimated that, “during the period between 2002 and 2004, some 238060 
pensions were granted, of which 41713 (approximately 17.52%) were in accordance with 
lifetime contributions (…) with their recipients thus being guaranteed the most favourable 
pension amount.” (European Commission, National Strategy Report: adequate and sustainable 
pension systems, 2005, 3). 
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by taking into account the earnings of the whole career. The weight of each 
component depends on the moment of retirement (before or after 2016) and 
the number of years with contributions before and after a specified moment of 
reference25. According to the text of the law, accelerating the transition to the 
new calculation formula is desirable because the latter reinforces the 
contributory nature of the system. This transition is seen as a requisite of 
justice26 . 

Thirdly, in 2006, new rules were approved27 regarding the scheme of 
indexing the benefits. This law came into effect in 2007. On the one hand, the 
indexation of pensions will not depend only on inflation. Instead it will depend 
on economic growth and inflation. On the other hand, the minimum 
remuneration will not be used anymore as reference for indexation. A new 
term of reference for calculating social benefits and their indexing is used: the 
“Indexante de Apoios Sociais” (IAS) which will be defined every year by the 
government. The value of IAS, in 2007, was determined taking into account the 
minimum remuneration and the consumer price index28. In the following years, 
it will be adjusted considering the rate of economic growth and inflation. It is 
worth outlining the consequence of the substitution of IAS for the minimum 
remuneration as term of reference for indexing the lowest benefits: wage 
indexing is lost. The new method of indexation will not guarantee all pensioners 
the maintenance of their benefits in real terms. This will only happen if the rate 
of economic growth is over 2%. According to the law, if the rate of economic 
growth is under 2%, only pensions below 1.5 IAS are increased following the 
inflation rate of the previous year. All other pensions will grow less than the 
consumer price index. Price indexing of all benefits is also lost. 

Additionally, the law also introduces new rules to encourage the 
maintenance of activity in old age, with the declared purpose of guaranteeing 
“justice (…) and protecting employment and productivity”. Firstly, it introduces 
higher penalties for those who retire before the legal age. If workers are willing 
to accept a reduced pension they may retire before the normal age. In this case, 
their benefits will be reduced by 6% a year29. Secondly, the law includes several 
incentives to extend working life. 

25   The reference is 2006, for those who retire before 2016, or 2001, for those who retire 
after 2016. 

26   Justice is assessed, in this case, based on an individual equity criterion. For a discussion of 

alternative criteria, see section 5.2. 

27  Lei n.º 53-B/2006, de 29 de dezembro. 

28  The IAS level is now below minimum national remuneration. 

29   From 1999, workers may retire before the minimum legal age if they accept a reduced 

pension. Early retirement involved a reduction of benefits of 4.5% per year. 
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3. A CRITICAL ASSESSMENT OF THE RECENT REFORM 

The main guidelines of the recent reform can be summarised as follows: the 
immediate introduction of a new formula of calculating pensions based on 
workers’ entire career, instead of the average earnings of the ten best years of 
the final fifteen; the introduction of a demographic adjustment factor, named 
“sustainability coefficient”, that will be used to reduce pensions by a certain 
percentage if life expectancy increases during the working period; and a new 
way of indexing pensions. 

The three measures converge in the sense of reducing the level of benefits. 
Firstly, according to the new formula of calculating pensions, benefits will be 
affected not only by workers’ final earnings but will depend on workers’ entire 
careers. Taking into account the general upward growth in wages during the 
working lives, the amount of benefits will be reduced for the majority of old age 
pensioners30. Secondly, the “sustainability coefficient” is, by definition, a 
“reduction coefficient”. Thirdly, the new way of indexing pensions is also less 
favourable than the former. It does not guarantee neither that minimum 
pensions will be adjusted in line with the minimum remuneration nor the 
adjustment of all benefits in line with inflation. The single purpose of the reform 
seems to be the reduction of public spending on pensions, disregarding its 
consequences in terms of welfare. 

The attempt to contain state spending on pensions may have very serious 
consequences from a welfare point of view. In Portugal, guaranteed rights are 
still limited in its material scope. As was mentioned earlier, the majority of the 
retired population has not yet reached a significant income security in old age. In 
the transition to retirement, pensioners under analysis still suffered significant 
income losses due to their past integration in the labour market, characterized 
by low earnings and short contributory periods (but the rule for calculating 
pensions was more favourable than the recently introduced one). Also their 
income dynamics after retirement depended on indexation rules which did not 
change significantly their relative income positions (though these rules were also 
more favourable than those recently introduced). 

The decision to lower pension levels will produce effects in terms of 
welfare. On the one hand, the calculation formula has changed in a way which 
produces the reduction of benefits. On the other hand, the guarantee of 
income adjustment over time seems to be inadequate: there is no guarantee 
that minimum pensions will be adjusted in line with the minimum 
remuneration, nor the adjustment of all benefits in line with inflation. The new 
mechanisms of indexation induce minimum levels of benefits to fall behind the 

30  As an example, see note 24. 
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general evolution of earnings and also erode the purchasing power of all other 
pensions. The new rules for calculating pensions and the new indexation 
method may have serious consequences on the distribution of income amongst 
the elderly. 

This reform may also be criticised from a methodological standpoint because 
it does not define objectives regarding the level of benefits, which are treated as 
a residual subject. A coherent policy requires, in my view, a clear specification of 
policy aims in the domain of income security. As pensions are intended to 
provide retirement income security, the design of these schemes must assess 
their respective adequacy as sources of retirement income31. As with any other 
system, the analysis, assessment and redesign of a pension system should 
consider, first of all, its purpose and objectives. 

However, in the text of the Law32 there is no reference neither to the 
objectives to attain in terms of income protection of retirees nor to the 
consequences of the measures introduced regarding the income guarantee 
provided. In another document33, published by the Ministry of Solidarity and 
Social Security, in 2006, where the strategic lines of the reform were revealed, 
there is also no reference to the subject. The estimated effects of the reform, 
regarding the reduction of benefits, were presented, at the end of 2006, by the 
Ministry of Finance and Public Administration, in the State Budget 2007 
Report34. The document contains an analysis of social security sustainability. The 
current reforms are interpreted as a necessary adjustment to reduce the future 
increase in public pension expenditure, and thus are presented as a solution to 
ensure the long term financial sustainability of the public pension system. 
According to the government projections, public spending on the whole 
contributory schemes of social security is projected to increase, around 2.4% of 
the GDP, in the next 20 years. In 2006, the sum of these schemes still presented 
a surplus but, in 2025, it will be in a deficit of -1.9% of the GDP. Public 
expenditure on pensions (old age, invalidity, survival) will increase from 5.5% to 
7.9% of GDP. Old age pensions of the contributory scheme will increase from 
4% in 2006, to 6.3%, in 2025. According to the official projections, the 
application of the new rules will allow a future reduction of public spending on 
pensions and of the real growth of average pension (figures A3 and A4, in the 
appendix). These effects are considered positive in the perspective of the state 
budget. 

31 Regarding contributory benefits, the objectives should be clearly formulated in two
 
domains: the replacement for earnings lost and the adjustment of income over time. 

32  Decreto-Lei n.º 187/2007, de 10 de Maio. 

33  MTSS, Linhas Estratégicas da Reforma da Segurança Social, 3 de Maio de 2006. 

34  MFAP, Orçamento de Estado para 2007, Relatório, Outubro 2006. 
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Entirely subordinated to the pressure of balancing public finances, social 
policy has disappeared. As the reform does not define objectives regarding the 
level of benefits, it may be criticized for having treated pension levels as the 
adjustment variable. A coherent methodology of policy design requires a clear 
specification of policy aims in the domain of income security. The income 
support guaranteed should be a matter of primary concern, because it is closely 
related to the social function of the system. As a consequence, it should not 
been seen as the adjustment variable (i.e. a residual subject) in a policy designed 
to achieve financial sustainability. Under the perspective of Social Policy, the 
costs of pension systems cannot not be seen as “the objective” to minimize. 
Instead, they should be regarded as “the restriction” to face. Social objectives in 
the domain of retirement income security should always be treated as  
fundamental principles of any pension reform. These should be clearly stated 
and, obviously, I think, assumed as the departure point in the design of future 
schemes. 

4. 	 ALTERNATIVE STRATEGIES ACCORDING TO ECONOMIC 
THEORY 

The economics of pensions and its theoretical framework have been deeply 
discussed in economic literature35. My aim, in this Section, is just to provide a 
brief outline of the alternative directions pension policies may follow to face 
rising life expectancy. I argue that the policy path followed in Portugal was not 
the only possible solution to face the problem of population ageing. There are 
several ways of adjusting pension systems. 

From a macroeconomic perspective, to face rising life expectancy there are 
basically two solutions: to reduce the level of demand for goods or services or 
to increase their supply. Demand can be reduced by increasing contributions or 
by reducing benefits. In the first case, the burden of the adjustment is placed 
exclusively on workers. In the second case, the burden of the adjustment is 
placed exclusively on retirees. There is also a third solution: to increase the legal 
age of retirement in line with rising life expectancy. At the same time, this 
measure increases de number of workers and reduces the number of retirees. 
This policy contributes to contain state spending and simultaneously avoids the 
reduction of pensioners’ living standards. Extending working life is an alternative 
to lowering consumption. Thus, on the demand side, there are four different 
solutions: to reduce pensions, to increase contributions, to adjust the 

35 On the economics of pensions, see Thompson (1998), Barr (2004), Barr (2006), Barr and 
Diamond (2006). 
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retirement age, or a combination of all three. But the former reasoning 
considers only policies on the demand side. As Barr (2006: 13) notices, “[a]t a 
given level of national output, these three policies –lower pensions, higher 
contributions, or later retirement –are only mechanisms for dividing output in 
different ways between workers and pensioners”. 

There are also alternative policies on the supply side. In fact, policies which 
promote economic growth help to deal with population ageing. If output grows, 
consumption per head may also grow. There are two basic strategies for raising 
output: increasing output per worker or increasing the number of workers. 
“Increased output per worker can arise from increases in the quantity and 
quality of capital and from increases in the quality of labour” (Barr, 2004: 206). 
Increased number of workers can be attained by reducing unemployment, by 
raising the legal age of retirement or by importing labour. 

To deal with future problems caused by population ageing there are several 
directions. The Portuguese government decided to follow an exclusive path: to 
lower pensions, placing the burden of the adjustment exclusively on retirees. 

The strategy of lowering pensions 

The policy direction followed in Portugal is, in my perspective, undesirable in 
view of the specificity of the country. As was seen before, due to the late 
development of public pension system and the past labour market conditions, 
the majority of the retired population has not yet reached a significant income 
security in old age. In this context, the option seems to be adverse because it 
places the burden of the adjustment exclusively on pensioners. 

The reduction of state spending occurs at the same time the government 
introduces new mechanisms of income protection for poor pensioners (safety 
nets), such as a special benefit36 (means-tested) to prevent old age poverty. The 
prevention of poverty among the elderly was declared to be a political priority. 
This approach, however, may be criticized for focusing exclusively on one 
objective of pension schemes: poverty relief. Another fundamental objective is 
to allow people to maintain, as much as possible, the living standards achieved 
during the working period. This objective was ignored. The decrease in average 
pensions will reduce the replacement rates for most retirees, lowering their 
relative standard of living. 

The strategy of lowering pensions represents a turning point in the 
philosophy of the system. State intervention is becoming focused exclusively on 

36 “Complemento solidário para idosos”. See Decreto-Lei n.º 232/2005, de 29 de 
Dezembro. 
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one objective, poverty relief, disregarding the other fundamental objective, i.e. 
safeguarding living standards after retirement. 

5. 	 THE WELFARE FUNCTION OF THE PENSION SYSTEM AND 
FUNDAMENTAL CHOICES REGARDING PENSIONERS’ 
INCOME SECURITY 

In this section, I propose an alternative methodology for policy formulation 
that takes income security in retirement as the starting point. 

Two fundamental points, concerning pension policies design, should be 
clearly specified in advance: their aims in terms of income protection; and the 
extent of the redistribution accepted. Both questions relate to fundamental 
principles of solidarity which may be realized in the sphere of pensions. The first 
question relates to the social objective defined, as reflected by the level of 
benefits provided, which may vary from assuring only minimum living standards 
to safeguarding previous living standards. The second question, i.e. the extent of 
the redistribution embodied in pension schemes, reflects essentially the limits 
accepted for the sphere of social responsibility. Taking into account pension 
objectives and a normative view of the meaning of adequacy, the definition of 
adequate standards regarding the levels of income to guarantee is discussed. 

5.1. Income Security in Retirement - The Level of Benefits 

To address the subject of income adequacy it is fundamental to start by 
considering pension objectives. The benefit structure of old age pensions usually 
contains two components: non-contributory and contributory benefits. In 
general, the non contributory component guarantees pensions, for all citizens, in 
old age (universal benefits or means-tested benefits), with the purpose of 
preventing poverty. The contributory component provides retirement pensions, 
for all workers, from the moment they attain the legal age of retirement, with 
the purpose of providing the replacement of individual earnings. People are 
entitled to benefits if they have made previous contributions for a certain 
period. Usually the amount they receive depends on past earnings and the 
number of years of contributions37 . 

The level of contributory benefits 

37  As this paper has focused only on contributory benefits, the following sections refer only to 
this kind of benefits. 
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Regarding the level of contributory benefits provided to all workers at the 
moment of retirement, public policy objectives may vary from assuring 
minimum living standards to safeguarding previous living standards. Thus, these 
schemes may have different designs related to different policy aims. Often, they 
provide minimum levels of pensions for all workers who have contributed for a 
minimum period, with the objective of preventing poverty. However, poverty 
prevention may not be the only objective. In most cases these systems have a 
larger scope, guaranteeing pension benefits linked to previous earnings that are 
significantly beyond the minimum income level. Higher levels of income support 
are provided in order to allow retirees to maintain, as much as possible, their  
previous living standards38 . 

5.2. Contributory benefits: the link between contributions and benefits 

The income guarantee provided by retirement benefits relates to past 
earnings, requiring previous contributions. This defines the contributory nature 
of these benefits. However, contributory schemes may have different possible 
designs concerning the strength of the link established between individuals’ 
lifetime contributions and expected pension benefits. Different choices in this 
matter relate to different insights into the presence in these schemes of two 
kinds of redistribution: individual inter-temporal income redistribution and 
inter-individual income redistribution. Different perspectives reflect different 
views of the desirable extent of inter-individual redistribution in these schemes. 

A strong link between contributions and benefits allows individuals to receive 
in retirement a sum closely related to that they have paid during their working 
years. In such a scheme, the inter-individual redistribution of income is almost 
absent because it is excluded ex ante. However, it may happen ex post, resulting 
from differences in individual lifespans after retirement. 

Many authors argue in favour of a strong link between contributions and 
benefits. Pension schemes should work like an inter-temporal mechanism of 
individual income transfer: the redistribution of income occurs between the 
working years and retirement. Accordingly, this mechanism of income transfer 
should be evaluated following an individual equity criterion. This requires that 
the present value of the expected lifetime benefits keep a strong link with the 

38 On this subject, see Rein and Turner (1999) and Myles (2002). In most European 
countries, around the sixties, pension policy objectives changed from assuring minimum living 
standards to safeguarding previous living standards. This movement happened first in 
Germany and Sweden and was followed, during the sixties and seventies, by other developed 
countries. This achievement was the result of a deliberate policy designed to improve 
pensioners’ living standards. As a consequence of that policy, in most European countries and 
also in Canada, the US and Japan, the gap between the average living standards of pensioners 
and the rest of the population reduced in a significant way. 
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present value of lifetime contributions. Any elements of inter-individual 
redistribution of income should be excluded. Although the supporters of this 
model recognize that the whole system performs two functions, the 
redistributive function and the insurance function, they argue that the borderline 
between both can be clearly delimited. Interpersonal redistribution should be 
realized only by the non-contributory component of the benefit structure. The 
sphere of social responsibility should be restricted to that domain. Contributory 
benefits fall in the sphere of individual responsibility. Thus the benefits received 
by an individual must be strictly linked to his or her previous contributions39 . 

There are, however, alternative views of the desirable link between 
contributions and benefits40. Other authors emphasize that the contributory 
schemes do not need to keep a strict proportionality between contributions 
and benefits. Pension schemes are not seen as a forced savings mechanism 
which enables individuals to transfer resources for themselves, between two 
time periods. Although contributory benefits are defined on a commutative 
basis –benefits are related to the employment status, their purpose is to replace 
lost earnings and require previous contributions– they do not need to be strictly 
linked to contributions. In a public pension system there may be inter-individual 
income redistribution. The redistribution function may be performed not only 
by the non-contributory component of the benefit structure but also by the 
contributory component. Thus, there may be a certain degree of inter-individual 
redistribution involved in this mechanism. It may occur ex post, being caused by 
the differences in individual lifespans after the age of retirement, or may be 
decided ex ante. In fact, these schemes often include redistributive mechanisms 
like the rules that establish minimum pension levels or the rules that guarantee 
higher replacement rates for the lowest incomes. Additionally, the benefit 
formula, sometimes, deliberately weakens the link between contributions paid 
throughout the working career and benefits received. When the objective is to 
provide a certain level of welfare, pension benefits may be calculated taking into 
account the earnings received in the final working years, instead of considering 
the earnings of the whole working career. 

5.3. Income Adequacy 

39 This is the conception underlying the current reform. The transition to the new calculation 
rules is seen as a requisite of justice because it reinforces the contributory nature of the 
system (pensions are going to be calculated based not on final earnings but on the earnings of 
the entire career). 
40 On this subject, see Thompson (1983). For a discussion of the normative basis of 
pensions’, see Gillion et al. (2000). 
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Taking into consideration both pension objectives and a normative view of 
the meaning of adequacy, it becomes possible to define standards of adequacy 
to be used as reference points for assessing the level of benefits provided. 

From my normative stance, these standards should be relative. At any 
moment in time, pensioners’ situation should be assessed in relative terms by 
comparing their standard of living with the standard of living prevailing in 
society. In the transition to retirement, pensioners may suffer a significant 
income loss. Average retirement benefits may be much lower than their average 
final earnings. As a consequence, pensioners’ average income may fall 
significantly below their previous level and below the average income current in 
society at any time. After retirement the income dynamics will depend basically 
on the mechanisms of indexation. Pensioners’ relative income may continue to 
fall during this period. As a consequence, the pattern of disadvantage observed 
in the transition to retirement may continue or even intensify during the 
retirement period41 . 

Due to the fall in income that occurs in the transition to retirement or the 
way pensions are indexed during the retirement period, pensioners might have 
a relatively low standard of living. In this case, society might face a problem of 
justice amongst contemporaries. This occurs when benefits are not enough to 
prevent poverty in old age or when pensioners’ incomes are significantly below 
the average income current in the society. Higher poverty rates among the 
elderly or high levels of inequality in the incomes of pensioners compared to the 
population as a whole are, from my perspective, ethically relevant. Justice 
amongst contemporaries42 should be considered a fundamental ethical concern. 
This perspective requires the assessment of pensioners’ incomes in relative 
terms, over time. 

Thus it is fundamental to define standards of adequacy regarding both the 
replacement for earnings lost in the transition to retirement and the adjustment 
of income during the retirement period. 

Regarding the transition to retirement, firstly, given that the objective of 
retirement pensions is to replace individual earnings, a reference point should 

41 It is worth emphasizing that pensioners’ relative standard of living, at each moment in time, 
usually reflects not a momentary but a long lasting situation. On the one hand, pensioners’ 
incomes are determined by previous earnings. Pension distribution usually reproduces the 
inequality pattern of earnings distribution. On the other hand, as was mentioned earlier, 
during the retirement period, pension levels depend on the indexation rules but usually keep 
a strong correlation with previous pension levels. 
42 On the problem of inequalities amongst contemporaries see Fleurbaey and Michel (1992) 
and Fleubaey (2002). 
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be pensioners’ past earnings43. If the objective of policy is to allow retirees to 
maintain, as much as possible, their previous living standards, the final earnings 
should be taken into account. Secondly, according to the normative standpoint 
described above, income adequacy should be assessed in relative terms taking 
into consideration pensioners’ incomes in comparison to that of their  
contemporaries. Thus, another reference point should be the levels of income 
prevailing in society, at any moment. 

From my perspective, the general objective to attain, in the transition to 
retirement, should be to prevent pensioners from experiencing a significant fall 
in their standard of living. In more concrete terms, the replacement of individual 
earnings, at that time, should guarantee that on average the benefits pensioners 
are entitled to are not significantly lower than their average final earnings. Thus, 
they would be allowed to maintain, as much as possible, their previous living 
standards. A necessary condition to prevent pensioners’ average income from 
falling significantly below the average income current in society, at the time they 
retire, is that on average their first pension does not fall significantly below their 
previous income level. 

After retirement, pensioners’ income dynamics will basically depend on the 
mechanisms of indexation. Their relative incomes may continue to fall during 
that period. Thus, the indexation rules are a fundamental tool not only to avoid 
increased poverty rates in old age but also to guarantee that pensioners’ average 
income does not fall significantly below average income current in society at any 
time. This requires that the adjustment of benefits takes into account not only 
inflation but also the general rise in earnings over time. 

FINAL REMARKS 

As referred to earlier, economic theory proves that there are several ways of 
adjusting pensions to the demographic trends. The Portuguese government 
decided to follow an exclusive path: to lower pensions, placing the burden of 
the adjustment exclusively on retirees. This option seems particularly adverse in 
Portugal where guaranteed rights are still limited in its material scope and, thus, 
the majority of the retired population has not reached a significant income 
security in old age. 

The reform recently introduced in Portugal represents a turning point in the 
philosophy of the system. State intervention is becoming focused exclusively on 

43 For pensioners with the lowest incomes, adequacy requires that the benefits provided 
should at least enable them to participate in social life. On the participation approach, see 
Atkinson (1995). 
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one objective: poverty relief. The objective of safeguarding the previous living 
standards after retirement has been disregarded. 

Recent reforms will translate into a decline in the replacement rates, 
following the introduction of the sustainability factor and the new way of 
calculating benefits which will relate to the earnings of the entire career. Using 
the highest earnings of the final working years as a basis of pension calculation, 
or taking into consideration the entire career, has different implications 
regarding the replacement rate. As, in general, working careers present rising 
earnings in later years, when benefits relate to the earnings of the entire career 
the replacement rate is lower. Benefits will have a closer link to average 
earnings but will be more distant from final earnings. As a consequence, 
pensioners’ incomes will have a closer relation to their lifetime earnings and will 
be more distant from the level of income current in society at the time they 
retire. During the retirement period, the new indexation rules will operate in 
the same sense. 

This policy direction will cause a problem of justice amongst contemporaries 
which, in my view, should be considered a fundamental ethical concern. 
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APPENDIX 

Table 1 


NUMBER OF RECORDS OF PENSIONERS RETIRED EACH YEAR WITH THE
 

LEGAL AGE OF RETIREMENT BY YEAR OF RETIREMENT AND GENDER 


 Number of records 

1985 

1990 

1995 

2000 

Total 

M 

W 

M 

W 

M 

W 

M 

W 

4042 

3608 

6449 

5074 

9781 

4596 

11187 

8618 

53355 

Table 2 


AVERAGE NUMBER OF YEARS WITH CONTRIBUTIONS
 

Year of retirement M W 

1985 

1990 

1995 

2000 

22,3 

26,4 

30,0 

33,8 

12,9 

17,6 

19,0 

22,0 
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Table 3 

PERIOD OF INTEGRATION OF BENEFICIARIES INTO THE PUBLIC PENSION SYSTEM
 

Gender First Contribution 
First receipt of retirement benefits 

1985 1990 1995 2000 Total 

M Before law 1884 n.º 0 3 2 9 14 

% 0 0,05 0,02 0,08 0,04 

Between law1884 and law 2115 n.º 2027 3369 6062 7304 18762 

% 50,2 52,2 62,0 65,3 59,6 

Between law 2115 and April 74 n.º 1076 1796 2286 2651 7809 

% 26,6 27,8 23,4 23,7 24,8 

Between April 74 and law 24/84 n.º 938 1275 1386 1152 4751 

% 23,2 19,8 14,2 10,3 15,1 

After law 24/84 n.º 1 6 45 71 123 

% 0,02 0,1 0,5 0,6 0,4 

Total n.º 4042 6449 9781 11187 31459 

% 100 100 100 100 100 

W Before law 1884 n.º 0 1 2 2 5 

% 0 0,02 0,04 0,02 0,02 

Between law1884 and law n.º 527 944 577 1065 3113 
2115 % 14,6 18,6 12,6 12,4 14,2 

Between law 2115 and April 74 n.º 978 1440 1163 2230 5811 

% 27,1 28,4 25,3 25,9 26,5 

Between Abril 74 and law n.º 2101 2571 2501 4082 11255 
24/84 % 58,2 50,7 54,4 47,4 51,4 

After law 24/84 n.º 2 118 353 1239 1712 

% 0,1 2,3 7,7 14,4 7,8 

Total n.º 3608 5074 4596 8618 21896 

% 100 100 100 100 100 
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Table 4 

AVERAGE REFERENCE REMUNERATION, STATUTORY PENSION, FIRST PENSION 


AND PENSION IN DECEMBER 2001 (ESCUDOS 2001) 


Average 
Reference 

Remuneration 
(real) 

Average Statutory 
Pension (real) 

Average First 
Pension (real) 

Average Pension 
December 2001 

M W M W M W M W 

1985 

1990 

1995 

2000 

57668 

83116 

104769 

116319 

22314 

35302 

51086 

52771 

36301 

53419 

66866 

80120 

10808 

18293 

22910 

26053 

39661 

58868 

70700 

86989 

20585 

35073 

38641 

47363 

56779 

68301 

79381 

88126 

41979 

46057 

46432 

49115 

Table 4 
(values in euros) 

Average 
Reference 

Remuneration 
(real) 

Average Statutory 
Pension (real) 

Average First 
Pension (real) 

Average Pension 
December 2001 

M W M W M W M W 

1985 

1990 

1995 

2000 

287,6 

414,6 

522,6 

580,2 

111,3 

176,1 

254,8 

263,2 

181,1 

266,5 

333,5 

399,6 

53,9

91,2

114,3 

130,0 

 197,8 

 293,6 

352,7 

433,9 

102,7 

174,9 

192,7 

236,2 

283,2 

340,7 

396,0 

439,6 

209,4 

229,7 

231,6 

245,0 

Table 5 

FIRST PENSION COMPARED TO STATUTORY PENSION AND RATIO OF
 

AVERAGE PENSION LEVELS RECEIVED BY MEN TO AVERAGE PENSIONS
 

LEVELS RECEIVED BY WOMEN
 

(FP-SP)/SP (1) 
SPW/SPM (2) FPW/FPM (3) P01W/P01M (4) 

M W 

1985 

1990 

1995 

2000 

9% 

10% 

6% 

9% 

90% 

92% 

69% 

82% 

29,8% 

34,2% 

34,3% 

32,5% 

54,9% 

59,6% 

54,7% 

54,4% 

73,9% 

67,4% 

58,5% 

55,7% 

FP- First Pension; SP- Statutory Pension; P01 – Pension in december 2001. 
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Table 6 

PENSIONERS WITH FIRST PENSION (FP) ≤ MINIMUM PENSION VALUE (MPV) 


Pensioners with 
fp ≤ mpv 

Pensioners N % pensioners 
(fp ≤ mpv) 

1985 

1990 

1995 

2000 

M 

W 

M 

W 

M 

W 

M 

W 

1485 

2845 

2768 

4042 

3741 

3857 

5215 

7590 

4042 

3608 

6449 

5074 

9781 

4596 

11187 

8618 

36,7% 

78,9% 

42,9% 

79,7% 

38,2% 

83,9% 

46,6% 

88,1% 

Table 7 

GROSS REPLACEMENT RATES
 

Men Women 

85 90 95 00 85 90 95 00 

Average 0,52 0,52 0,60 0,64 0,68 0,85 0,79 0,87 

Median 0,41 0,41 0,50 0,56 0,97 0,83 0,64 0,76 

Quantiles  

10 0,50 0,50 0,64 0,65 7,17 6,51 6,02 5,99 

20 0,36 0,36 0,58 0,64 7,16 6,40 3,28 2,30 

30 0,35 0,35 0,58 0,64 4,08 4,00 1,16 1,45 

40 0,43 0,43 0,49 0,57 1,68 1,52 0,70 1,04 

50 0,41 0,41 0,50 0,56 0,97 0,83 0,64 0,76 

60 0,46 0,46 0,56 0,61 0,43 0,61 0,64 0,77 

70 0,53 0,53 0,61 0,64 0,35 0,58 0,65 0,80 

80 0,55 0,55 0,62 0,63 0,40 0,52 0,61 0,67 

90 0,60 0,60 0,63 0,66 0,46 0,56 0,56 0,59 

— 32 — 




 

1
1 11
11 11
11 11
11 11
111 11
111 11

  

 

 

Instituto de Estudios Fiscales 

Table 8 
DISTRIBUTION OF OLD AGE PENSIONERS, IN 2005, ACCORDING TO PENSION LEVELS 

Amount of pension (euros) 
Old age pensioners 

n.º (%) 

<374 
from 374,7 to 562,05 
from 562,05 to 749,40 
from 749,40 to 1124,1 
from 1124,1 to 1873,5 
from 1873,5 to 2997,6 
from 2997,6 to 3747,0 
Total 

1110912 
112440 
54454 
53094 
29553 

8521 
2555 

1371529 

81,00 
8,20 
3,97 
3,87 
2,15 
0,62 
0,19 

100,00 
Source: MTSS, Linhas Estratégicas da Reforma da Segurança Social, 2006 

Table 9 

RATIO OF MINIMUM PENSION LEVEL (MPL) TO AVERAGE REMUNERATION (AR)
 

AND MPL REAL GROWTH 


 mpl Dec t-1/ ar (base) t-1 mpl (real growth rate) 

1985 0,223 -0,162 
1986 0,229 0,123 
1987 0,321 0,523 
1988 0,317 0,031 
1989 0,323 -0,003 
1990 0,334 0,027 
1991 0,339 0,056 
1992 0,325 0,047 
1993 0,308 0,017 
1994 0,294 0,008 
1995 0,287 0,012 
1996 0,293 0,019 
1997 0,287 0,016 
1998 0,291 0,013 
1999 0,287 0,018 
2000 0,288 0,015 
2001 0,293 0,015 
2002 0,276 0,019 
2003 0,276 0.007 
2004 0,281 0.031 
2005 0,283 0.020 
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Table 10 

SOURCES OF TOTAL INCOME
 

Househouds 
idw 
(%) 

iiw 
(%) 

ip 
(%) 

p 
(%) 

oi 
(%) 

Total 

With people aged 0-64 70 13 2 7 8 100 

With people aged 65+ 26 7 4 59 4 100 

People 65+ living alone 

M 2 4 6 82 6 100 

W 1 1 5 90 3 100 

Couple (1 aged 65+) 18 6 5 68 3 100 

Couple (2 aged 65+) 5 4 4 84 3 100 

Head of household aged 65+ 38 8 3 46 5 100 

Other 50 11 3 31 5 100 

idw – income from dependent work; iiw – income from independent work; ip – income from 
property; p – pensions; oi– other sources. 

Table 11 

EQUIVALISED DISPOSABLE INCOME
 

Househouds 
Disposable Income per “adult equivalent” 

(unit of analysis: individual) 

Index 

With people aged 0-64 

With people aged 65+ 

People 65+ living alone 

M 

W 

Couple (1 aged 65+) 

Couple (2 aged 65+) 

Head of household aged 65+ 

Other 

Total 

107,8 

83,5 

62,3 

74,0 

59,4 

88,0 

73,5 

87,8 

100,3 

100,0 
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Figure A1
  
REAL EARNINGS LEVELS OF DEPENDANT WORKERS
  

Figure A2
 

RELATIVE INCOME POSITION (Average remuneration - M+W) 
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Figure A3 
EFFECTS OF THE MEASURES ON PUBLIC SPENDING ON PENSIONS
 

Figure A4
  
PENSIONS GROWTH IN REAL TERMS 
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SÍNTESIS
 

IMPLICACIONES DE POLÍTICA ECONÓMICA 


This paper emphasizes the idea that coherent pension policies should take into 
account the function pensions are intended to perform. Thus, sound policies in this 
domain require a clear specification of their aims in terms of retirement income 
security. As a consequence, the income guarantee provided in old age should not been 
treated as the adjustment variable in a policy designed to manage State spending. 

Based on this argument, firstly, this paper develops a critical assessment of recent 
pension reforms in Portugal. The reform is criticised both for its negative consequences 
in terms of welfare and from a methodological point of view because it does not define 
objectives regarding the level of benefits, which are treated as a residual subject. 

Secondly, the paper proposes an alternative methodology for policy formulation 
that takes income security in retirement as the starting point. This approach requires 
the previous specification of pension policies aims in the domain of income security, 
which depends on a particular normative standpoint assumed. 

From my point of view, pension policies should focus on two fundamental 
objectives: not only to prevent poverty in old age but also to allow people to maintain, 
as much as possible, the living standards achieved during the working period. Although 
several authors argue in favour of concentrating help on those in need, and thus on the 
poverty prevention function of pension systems, I think that taking into consideration 
only that objective represents a turning point in the philosophy of the system. 

The function of poverty prevention and the definition of an adequate standard for 
minimum pension were not discussed in this paper. My primary concern was with the 
objective of safeguarding living standards after retirement. Regarding this issue, I 
argued in favour a relative approach. At any moment in time, pensioners’ situation 
should be assessed in relative terms by comparing their standard of living with the 
standard of living prevailing in society. Due to the fall in income that occurs in the 
transition to retirement or the way benefits are indexed during the retirement period, 
pensioners might have a relatively low standard of living. In this case, society might 
face a problem of justice amongst contemporaries. Higher poverty rates among the 
elderly or high levels of inequality in the incomes of pensioners compared to the 
population as a whole are, from my perspective, ethically relevant. Justice amongst 
contemporaries should be considered a fundamental ethical concern. 

This perspective requires the assessment of pensioners’ incomes in relative terms, 
over time. Thus it is fundamental to define standards of adequacy regarding both the 
replacement for earnings lost, in the transition to retirement, and the adjustment of 
income during the retirement period. 

In my perspective, in the transition to retirement, the general objective to attain 
should be to prevent pensioners from experiencing a significant fall in their standard of 
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living. The replacement of individual earnings, at that time, should guarantee that on 
average the benefits pensioners are entitled to are not significantly lower than their 
average final earnings so that they would be allowed to maintain, as much as possible, 
their previous living standards. This would also guarantee that pensioners’ average 
income does not fall significantly below the average income current in society, at the 
time they retire. After retirement, pensioners’ income dynamics will basically depend 
on the mechanisms of indexation which are a fundamental tool to avoid increased 
poverty rates in old age and to guarantee that pensioners’ average income does not 
fall significantly below average income current in society at any time. This requires that 
the adjustment of benefits takes into account not only inflation but also the general 
rise in earnings over time. 
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NORMAS DE PUBLICACIÓN DE PAPELES DE TRABAJO DEL 
INSTITUTO DE ESTUDIOS FISCALES 

Esta colección de Papeles de Trabajo tiene como objetivo ofrecer un vehículo de 
expresión a todas aquellas personas interasadas en los temas de Economía Pública. Las 
normas para la presentación y selección de originales son las siguientes: 

1. Todos los originales que se presenten estarán sometidos a evaluación y podrán 
ser directamente aceptados para su publicación, aceptados sujetos a revisión, o 
rechazados. 

2. Los trabajos deberán enviarse por duplicado a la Subdirección de Estudios 
Tributarios. Instituto de Estudios Fiscales. Avda. Cardenal Herrera Oria, 378. 28035 
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3. La extensión máxima de texto escrito, incluidos apéndices y referencias 
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una, ajustándose al siguiente orden: autor(es), año de publicación (distinguiendo a, b, c 
si hay varias correspondientes al mismo autor(es) y año), título del artículo o libro, 
título de la revista en cursiva, número de la revista y páginas. 

6. En caso de que aparezcan tablas y gráficos, éstos podrán incorporarse 
directamente al texto o, alternativamente, presentarse todos juntos y debidamente 
numerados al final del trabajo, antes de la bibliografía. 

7. En cualquier caso, se deberá adjuntar un disquete con el trabajo en formato word. 
Siempre que el documento presente tablas y/o gráficos, éstos deberán aparecer en 
ficheros independientes. Asimismo, en caso de que los gráficos procedan de tablas 
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“References” in alphabetical order of authors. Each reference will have to include in this 
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6. If tables and graphs are necessary, they may be included directly in the text or  
alternatively presented altogether and duly numbered at the end of the paper, before 
the bibliography. 

7. In any case, a floppy disk will be enclosed in Word format. Whenever the 
document provides tables and/or graphs, they must be contained in separate files. 
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