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ABSTRACT

This paper analyses three cases where unions and employers have embraced
financialisation in occupational pension provision. The widespread use of
funded occupational pensions in Denmark, the Netherlands and Sweden is
rooted in social partner agreement that collectively organised, capital funded
pensions can be harnessed to generate secure income. External funding (legal
separation of pension reserves from the employer) and administration were
key elements in strategies to provide secure occupational pensions. The
introduction of funded occupational pensions took place in the context of
meagre and/or incomplete statutory provision and before the expansion of
generous basic pension coverage starting in the 1930s. This sequencing had a
‘crowding in’ effect, because well-paid workers sought collective solutions to
their pension gap. Over time, these arrangements came to encompass nearly
the entire labour market. Unions and employers have developed distinctive
strategies for limiting investment risks, limiting the involvement of private
financial actors, and ensuring that the interests of plan participants and
investment managers are aligned.

KEYWORDS Collective bargaining; comparative political economy; financialisation; funded pensions;
organised labour

Introduction

What explains the high levels of financialisation in the occupational pension
schemes of Denmark, the Netherlands, and Sweden? Dutch and Danish occu-
pational pension assets exceed 100% of GDP and approach 60% of GDP in
Sweden. These high levels of financialisation are surprising when we consider
the dominant approaches to the study of the ‘finance-welfare nexus’ that
emphasise the risks associated with the growing financialisation of welfare.
As pension financialisation increases, retirement income is increasingly
financed by income from financial assets rather than payroll contributions
and taxes. This development generates distributional and political dilemmas:
retirees face ‘cohort risk’ (lower pension income because of falling financial
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asset prices at the time of retirement); pension savers may lose a substantial
share of their pension savings in a downturn; retirement income becomes
more unequal; and commercial financial actors use their growing political
clout to ensure light regulation (Burtless 2012; Langley 2006; Mabbett 2012) .

The comparative political economy (CPE) literature has long recognised
that occupational pension schemes (whether they are capital-funded or
not) can perform several functions. Employers may offer them to recruit
and bind employers to the firm, whereas workers are more likely to view occu-
pational pensions as deferred wages. Varieties of Capitalism (VoC) scholars
argue that employers in coordinated market economies (CMEs) negotiate
occupational pensions with unions to facilitate the acquisition of sector- or
firm-specific skills (cf. Mares 2003). However, the CPE literature is relatively
silent on the drivers of occupational pension financialisation, although there
is a growing literature on ‘pension fund capitalism’ that analyses its non-
market features (Clark 2003; Wi8 2015), especially in providing ‘patient
capital’ to firms (Estevez-Abe 2001; McCarthy et al. 2016). The CPE literature
thus points to the importance of funded occupational pensions in CMEs,
but provides an incomplete account of institutional origins and maintenance
(cf. Thelen 2004).

This paper draws on the CPE and financialisation literature to develop a
novel understanding of the origins and development of funded occupational
pension schemes in three small CMEs: Denmark, the Netherlands and Sweden.
The paper argues, first, that external funding (legal separation of pension
reserves from the employer) and administration were key elements in strat-
egies to provide secure occupational pensions. In Sweden and Denmark,
white collar unions in the private sector took the lead in demanding external
funding and administration of occupational pensions in the early twentieth
century. Workers demanded external funding to protect pensions from
employer insolvency and guarantee portability. In the Netherlands, several
high-profile cases of insolvency in the 1930s galvanised support among
workers, employers and the state to require external funding and
administration.

Second, the paper argues that in all three countries, the introduction of
funded occupational pensions took place in the context of meagre and/or
incomplete statutory provision and before the introduction of generous
basic pension coverage starting in the 1930s. This sequencing had a ‘crowding
in’ effect, because well-paid workers sought capital-funded, collective sol-
utions to their pension gap. These arrangements gradually encompassed
nearly the entire labour market, including public sector and manual
workers. Despite initial resistance, employers accepted external funding and
administration as central elements of negotiated pensions. Similarly, unions
continue to support collectively organised funded pensions because they
offer more generous benefits than book reserves or direct employer provision
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and contribute to wage moderation. In other words, employers and unions
embrace a particular form of pension financialisation: collective schemes
that are anchored in wage bargaining and underpinned by strong state regu-
lation (Morgan and Orloff 2017). For employers and unions, the potential risks
of financial market volatility are weighed against the benefits of secure, por-
table pensions.

These arguments contribute to the CPE and financialisation literatures in
two ways. First, the analysis demonstrates that there is a subset of CMEs
that relies on autonomous, funded occupational pension schemes as
central components of employers’ industrial relations strategies. Besides pro-
viding investment capital, funded occupational pensions in Denmark, the
Netherlands and Sweden are vehicles for providing secure occupational pen-
sions. Second, the paper shows that occupational pension financialisation
does not lead inexorably to negative consequences for workers. From the
start, the embrace of funded pensions was about using financial products
to hold pension savings in reserve, separate from employers. As financial
markets have become more complex and global, occupational schemes
have adjusted their investment strategies to changing regulatory and
market conditions. This does not mean that funded pensions are immune
to market volatility, however, as the recent Dutch experience shows.

The next section surveys the CPE and financialisation literature on occu-
pational pensions. Subsequent sections develop my arguments about why
organised labour and employers chose externally managed capital reserves
for occupational pensions and how their evolving preferences and nego-
tiations shaped subsequent development. The final section briefly discusses
the implications of the analysis for the CPE literature.

Financialisation and occupational pension provision

According to the CPE literature, occupational pension provision may serve
several purposes. For workers, occupational pensions provide an important
supplement to statutory benefits (Trampusch 2006). For employers, occu-
pational pensions reward staff for loyal service, binding them to the firm.
VoC scholars build on these insights, arguing that occupational pensions
are important elements in the production strategies of firms in CMEs. As
deferred wages, occupational pensions are part of the wage/insurance
package that encourages workers to invest in firm- and sector-specific skills
(Estevez-Abe et al. 2001).

Capital-funded occupational pensions are also a potential source of
‘patient capital’ (Estevez-Abe 2001). For example, Swedish state-run pension
funds financed housing construction in the 1960s and 1970s (Pontusson
1994). Similarly, Japanese pension capital provided long-term credit to the
economy (Estevez-Abe 2001).
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Both employers and unions have a strong interest in affordable, secure
pensions. Rising occupational pension contributions can lead to wage bar-
gaining conflict, because the scope for pay increases will be (partially)
absorbed by pension costs. The security of occupational pension benefits is
also crucial, because of their status as deferred wages. If occupational
pension plans do not deliver promised benefits, workers are likely to
demand higher wages. The deterioration of occupational benefits may also
unleash conflict within unions between inactive (retired) and active (employ-
eed) plan participants.

Employer and union preferences for secure occupational pensions turn on
their relationship to statutory benefits. There is scholarly consensus that com-
prehensive, generous earnings-related public pension provision crowds out
non-state provision except for highly paid employees. Conversely, basic
state provision creates a pension gap for middle and high income workers,
creating incentives in CMEs for negotiated pensions (Ebbinghaus and Gron-
wald 2011). We should thus expect the emergence and expansion of collec-
tively negotiated pensions in political economies where statutory pension
provision was insufficient to meet the needs of organised labour.

Even if workers engage in collective action for negotiated pensions, why
would they prefer an externally managed scheme based on capital
funding? Where employers offered pension provision as part of the employ-
ment contract, why would they consent to external financing and adminis-
tration (legal separation of pension reserves from the employer)? These two
dimensions of pension scheme design — the mode of financing (capital
funding v. direct provision) and the location of administration (internal or
external to the firm) dominated discussions around early negotiated
pension schemes. In the early twentieth century, many employers offered
pensions to recruit, reward and discipline staff, and they typically chose
internal financing and administration so they could control rules for eligibility,
vesting, and benefits. This approach also meant that employers controlled any
capital set aside to finance pension payments. Employers could draw on
internal pension reserves to finance investment or to cover losses, and if an
employer went bankrupt, creditors often had priority over pension benefici-
aries. If national regulation existed at all, it did little to protect employees’
accrued pension rights.

The emergence of labour organisations, especially for salaried employees,
made this approach more difficult to sustain. In the small CMEs, concerns
about the portability and security of private sector pensions in the context
of meagre statutory provision created strong incentives for employees to
advocate financing and administration structures that provided the best pro-
tection available. Like manual workers, salaried workers were entirely depen-
dent on their income from labour, so sickness, disability and old age were
existential threats. However, the higher income levels of the growing cadre
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of salaried employees meant early statutory pension provision offered insuffi-
cient income replacement. Moreover, the growing class of white collar
workers in early twentieth century capitalism was increasingly mobile,
making vesting and portability important concerns. Most salaried employees
lost their accrued pension rights when they changed employers or were laid
off.

Early white collar workers’ organisations thus faced the question of how to
design workplace pensions so that pension rights would be secure, vested,
and portable. The premium reserve model, a staple of the growing insurance
industry, offered a solution. In a premium reserve, customers pay actuarily cal-
culated premiums into a reserve fund, which is invested on capital markets.
The premium reserve then pays a life-long annuity at retirement. Salaried
employees’ organisations also had good reasons to insist that the premium
reserve (or pension fund) rest on external financing and administration so
that employers could not control pension reserves. This structure would
also strengthen the conceptualisation of pensions as deferred wages, rather
than gratifications offered at employer discretion. Employees would have a
legal right to the stream of income financed by their accrued pension
savings, and they could change employers without fear of losing accrued
rights.

To summarise, early organisations representing white collar workers had
good reasons to prefer capital funding and the external administration of
pension reserves because they viewed this approach as the most viable
way to achieve secure pensions. External management of pension reserves
was considered essential because it would ensure that pension reserves
could be used for one purpose only: paying employee pensions; employers
would not be able to finance investment or shortfalls by borrowing pension
reserves, and pension assets would be protected if an employer became insol-
vent. The external financing and administration of pension reserves would
also facilitate portability, which employers would also benefit from.

The liberalisation and expansion of financial markets since the 1970s has
substantially altered the context within which funded occupational pensions
operate. The post-war period saw the expansion of occupational pension cov-
erage in the affluent democracies. Where funding prevailed, assets expanded
rapidly, especially after financial liberalisation. The asset mix also shifted from
primarily fixed-income investments and real estate to riskier investments like
equities. At the end of 2016, pension assets in the OECD totalled $ 38 trillion
(OECD 2017). Danish, Swedish and Dutch pension assets measured as per cent
of GDP are very high (209% of GDP in Denmark, 180% of GDP in the Nether-
lands, and 80% of GDP in Sweden), well above the levels we would expect for
CMEs. Pension assets as per cent of GDP in both France and Germany are less
than ten per cent of GDP (all figures for 2016).



6 K. M. ANDERSON

Why would employers and unions in the small CMEs continue to support
capital-funded occupational pensions? The financialisation literature does
not offer a clear answer to this question. Financialisation is defined here as
the extent to which the financial resources that fund some activity are
derived from financial transactions rather than from the income generated
by activity in the ‘real economy": the industrial, commodity and service
sectors (Krippner 2005; Van der Zwan 2014).

Much of the recent financialisation literature emphasises the risks associ-
ated with pension financialisation, but it also provides insights into the
meso-level characteristics that mitigate these risks. Burtless (2012) compares
the workings of private and public pensions schemes, arguing that public
schemes are superior in covering risk. He also identifies the attributes of
private schemes that would make them more robust (mandatory partici-
pation; matching/subsidization; mandatory annuitization; financial knowl-
edge). All of these features require some state intervention in the
regulatory sphere. A growing literature examines the conditions that contrib-
ute to solidarity in capital-funded pension schemes. Clark (2003) acknowl-
edges the potential for capital-funded pension schemes to provide
adequate retirement income based on collective risk-sharing, pointing to
the important role of collective bargaining in securing good pension out-
comes in, for example, the Netherlands. Leimgruber’'s (2008) study of the
development of Swiss funded pensions reaches similar conclusions. The
close integration of the first and second pillar, compulsory second pillar mem-
bership, and collective risk-sharing, make the Swiss system fairly flexible and
stable.

Taken together, these contributions argue that it is possible to design
capital-funded occupational pensions so that they generate secure income
and promote solidarity. But why did labour market actors choose funding in
the first place? And how and why did the state support these choices? The
next section addresses this question by tracing the emergence of collectively
organised, prefunded pensions in Denmark, the Netherlands and Sweden and
discusses their recent performance.

The choice for external funding

The case studies that follow are based on a most different case study design
(Gerring 2006). The three countries have similar values on the key indepen-
dent (employer-white collar union cooperation) and dependent variables
(the choice for capital funding and external administration of assets) and vari-
ation across a range of potential explanatory variables such as economic
structure, the organisation of labour relations, the political power of the left,
and the extent of statutory provision.
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Sweden, Denmark and the Netherlands are cases of early financialisation in
the sense that most private occupational pensions have been based on exter-
nal funding and administration rather than direct provision (employers pay
pensions out of current revenues) or book reserves. Public sector occupational
schemes in Denmark and Sweden were tax-financed, but they introduced
funding after WWII. The Dutch civil service pension fund, ABP, has always
been funded, but often ran deficits in the 1950s and 1960s (Van der Zwan
2017).

The introduction of (quasi-) universal, flat-rate pensions early in the twen-
tieth century (Sweden 1913; Denmark 1922; Netherlands 1919) reduced
poverty, but their limited income replacement created a problem for the
growing number of private sector salaried employees, so employee organis-
ations and employers took steps to fill this gap. White collar unions were
strong enough to ensure that occupational pensions were negotiated collec-
tively — a clear break from employer voluntarism. The inclusion of workplace
pensions in collective contracts increased in tandem with the expansion of
collective bargaining. In the Netherlands, 1949 legislation allowed the Social
Affairs Minister to declare a sectoral pension scheme binding on all employers.
Collective labour market institutions were strong enough in Sweden in
Denmark to obviate this kind of legislation.

Improvements in the coverage and generosity of basic pensions after
World War Il reduced the size of the pension gap for most households, reliev-
ing some of the pressure on occupational pensions. In Sweden and Denmark,
the generosity of basic pensions was significantly improved in the latter half of
the 1930s with the removal of income tests for most households. Sweden
removed all income tests in 1946, and Denmark removed most of them in
the 1950s. In the Netherlands, ‘emergency’ basic pensions were introduced
in 1947 and institutionalised in 1957.

Denmark

In the early twentieth century, pension policy covered two groups: the extre-
mely poor and privileged civil servants. 1891 legislation introduced means-
tested tax-financed old age pensions (basic pensions would not become uni-
versal until 1922), and higher civil servants had state-financed coverage. Sal-
aried employees in the metalworking sector, organised in the Association of
Salaried Employees (FVJ) faced a pension gap, and they struck one of the
first collective pension deals with employers (organised in the Association
of Manufacturers). The new scheme, Pensionskassen for Veerkstedsfunktio-
neerer i Jernet (PVJ), was established in 1900, and it broke new ground by
introducing parity employer/employee contributions and bipartite adminis-
tration of pension capital external to participating firms (Due and Madsen
2003: 25).
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As enterprise size increased in the early 1900s, growing numbers of salaried
staff, (including skilled craftsmen) began to question the prevailing model of
company-based pensions, because pension reserves were held within the
firm, and pensions were not portable. Salaried staff thus faced considerable
pension losses when they changed employers, faced redundancy, or if an
employer faced financial difficulties. Employers also began to change their
thinking about occupational pension design. Many small and medium size
enterprises (SMEs) could not afford their own schemes, making it difficult to
recruit qualified managers and foremen. Large enterprises had also grown
more dependent on a mobile cadre of salaried staff, and many began to
view internally financed and managed company schemes as an obstacle to
mobility (Thorsen 1967: 11-13).

The establishment of the Pension Insurance Agency (Pensionforsikringsan-
stalten, PFA) in 1917 was a decisive step on the path to collective, externally
managed capital-funded pension provision in the private sector. Thorsen'’s
(1967: 1-28) reconstruction of the decision-making around the establishment
of the PFA provides insight into the actor preferences that shaped the design
of the PFA. The peak organisation for managers and foremen in the private
sector, FdF (Feellesrepraesentationen for danske Funktionzerforeninger), pushed
for benefits similar to civil servant pensions (final salary, defined benefit),
and they also wanted portability (for the reasons discussed above). FdF con-
sidered existing private sector pension schemes to be insecure, because
employers controlled financing and vesting. Fd's pension committee pro-
posed a national pension fund for managers and foremen inspired by the
railway sector’s pension scheme for technical staff, but with a crucial inno-
vation: tripartite administration (employers, employees, the state). In June
1916, FdF contacted the Confederation of Danish Employers (DA), requesting
cooperation in setting such a scheme up.

DA had already begun to study the pension issue, setting up its own com-
mittee to formulate a proposal in 1915. Employers were willing to improve
pension security but there was no consensus about the organisational form
(employer voluntarism v. external financing and management) or whether
membership should be restricted to DA members. There were two initital pro-
posals: an employer-controlled pension agency based on collective, voluntary
insurance or a pension agency based on individual funded accounts. DA
decided on collective insurance open to all employers in industry and com-
merce in order to increase risk-sharing across firms and facilitate portability
(Thorsen 1967: 17-18).

DA now tried to reach agreement with the organisation representing firms
in industry and commerce (Engageringskontoret for Handel og Industri); the
parties established a joint pension committee to work out a proposal. Portabil-
ity was a central issue, and the negotiators agreed that the new pension
agency should not be linked to a specific branch organisation. The parties
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agreed to establish a pension agency based on collective insurance open to all
private employers based on pension insurance (similar to a premium reserve).
The PFA was set up in 1917 as a stock-based corporation (aktieselskab) but
functioned as a mutual insurance company (for details, see Thorsen 1967:
22), with employers and employees sharing administration (stockholders
were also represented but had little influence).

The development of the insurance sector supported the shift to funded
pensions managed by independent entities. In 1917, life insurance companies
got the right to offer pension insurance (annuities), and firms began to trans-
fer their pension schemes to these vehicles (@strup 2009). Legislation adopted
in 1935 would also prove crucial for the development of occupational pen-
sions. The 1935 Law on the Supervision of Pension Funds (Lov nr. 183 af 11.
maj 1935 om Tilsyn med Pensionskasse) required private employers to fully
fund pension commitments in a recognised life insurance company, or an
independent pension fund under public supervision. Capital could not be
held within the firm as shares or a loan (see Feldbzek, Lokke and Jeppesen
2007: 269).

The expansion of externally funded and managed occupational pension
schemes created pressure to extend these design principles to the public
sector. Until the late 1950s, civil servants were tenured and received earn-
ings-related, tax-financed pensions. In order to recruit new tenured civil ser-
vants at higher salaries, government offered new recruits employee status,
with collectively negotiated wages and portable, funded pensions. Sectoral
pension schemes in the private sector also grew significantly. The first sectoral
fund, for engineers, was founded in 1953. By the end of the 1950s, the role of
unions in bargaining and administration was firmly established (Due and
Madsen 2003).

Political stalemate prevented progress on negotiated pensions for manual
workers until 1991 (Due and Madsen 2003). Legislation adopted in 1956 and
1964 raised the universal, flat-rate statutory pension (folkepension) consider-
ably, giving many manual workers adequate retirement income. However,
as manual workers’ wages increased, so did calls to extend occupational pen-
sions to all workers. After years of political stalemate, the social partners took
the first steps toward comprehensive second pillar coverage based on exter-
nal funding and administration in 1989. The process was largely complete by
1993 in terms of coverage and by early 2000 in terms of achieving full contri-
bution rates. Today, the coverage rate of occupational pensions is more than
90%, up from about 33% in the late 1970s.

The Netherlands

As in Sweden and Denmark, many private sector workers faced inadequate
pension provision in the early 1900s, and even those with workplace-based
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pensions could not be sure that they would receive promised benefits.
Conflicts about the regulation of private sector pensions played out in indus-
trial relations, but unlike Sweden and Denmark, the Dutch state played an
important role because of its active involvement in labour relations. Dutch
corporatism institutionalised the interests of employers and unions in policy-
making, thereby preventing excessive state influence (Cox 1993: 7). Confes-
sionally-based unions and employers organisations were especially eager to
keep the state out of social provision. Unions and employers thus enjoyed a
privileged role in policymaking, often helping to draft legislation on occu-
pational pensions.

Early private sector pensions were voluntary employer plans to reward
service and loyalty. Growing labour organisation changed this, as unions
increasingly negotiated wages and working conditions with employers. Occu-
pational pensions soon became incorporated into employment contracts
(Tulfer 1997: 12-13); by 1918, there were 738 schemes in the private sector
(Tulfer 1997: 13-14). As in other countries, workplace pensions were intended
to provide a decent standard of living for salaried employees and other valued
staff. Statutory provision was minimal; voluntary statutory provision for
manual workers was not adopted until 1919, and even then, many workers
lacked pensions. Even if labour organisations influenced the design of these
early schemes, however, vesting was unusual. Pensions were neither secure
not portable.

In the early twentieth century, most workplace schemes were employer-
financed, relying on book reserves, direct provision or annual employer con-
tributions; these schemes would not be regulated until the 1950s. However,
1908 legislation (Koninklijk Besluit, 31 maart 1908) introduced requirements
for schemes that included employee contributions: employee participation
in administration; limits on allowable investment categories (including invest-
ments in the sponsoring firm); external administration of assets; and moderate
vesting rules (employees leaving a company after at least one year of service
had the right to a refund of all contributions). The goal of the legislation was to
protect workers’ pension savings, but it would soon prove inadequate
because most pension schemes were employer-financed (Tulfer 1997: 14).

Improvements in the legal status of employment contracts, the growth of
collective labour organisations, and the spread of collective agreements con-
tributed to the expansion of occupational pension funds. 1928 legislation
strengthened provisions adopted in 1907 on collective agreements, which
increasingly included clauses about participation in sectoral pension funds.
In 1937 legislation requiring participation in a collective agreement was intro-
duced and was extended to sectoral pension funds in 1949 (Anderson 2011).
The first sectoral scheme was established in 1917 in the dairy sector, followed
by one in the mining sector in 1918 (Tulfer 1997: 15).
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The 1935 bankruptcy of Royal Dutch Lloyd exposed the weakness of pre-
vailing regulation. Lloyd employees and pensioners lost all of their pension
claims in the bankruptcy proceedings because the scheme was employer-
financed and thus not subject to the 1908 regulations. The government
responded in 1936 with a legislative proposal to improve pension security:
employers or groups of employers providing pensions would be required to
contract with insurance companies or use the statutory pension insurance
programme. Employers and unions in the Labour Council (Hooge Raad der
Arbeid), the bipartite body advising the government on socio-economic
policy, agreed with the goals of the legislation, but rejected the insurance
requirement. The overwhelming majority of the Council argued that this
would lead to massive plan closures because a majority of plans was either
directly provided (i.e, out of current revenues), or financed by annual
employer contributions or investments in the firm itself (Hooge Raad 1937:
3). The Council then formulated its own proposal, which the government
later used as the basis for legislation (World War Il slowed down the legislative
process, so it was not complete until 1951). The legislation, the 1952 Pension
Act (PSW, Pensioen- en spaarfondsenwet) required employers with official
(written) pension plans to ensure that capital assets be sufficient to cover
pension obligations. To achieve this, pension funds should contract with a
life insurance company or administer a fund to achieve the same result.
Funds would be required to report to the Insurance Chamber every five
years, and company pension funds could only cover 10% of liabilities with
debt certificates. The law gave pension funds 25 years to complete the tran-
sition to full external funding.

The PSW was a milestone in occupational pension provision because it
confirmed the principles of external funding and vesting. Employers were
not required to offer pensions (unless party to a binding collective agree-
ment), but if they did, contributions and assets would be protected against
employer insolvency. Pension rights could not be cashed out, and employees
got the right to take their pension rights with them to a new employer.
Pension funds were also required to have a responsible financial and actuarial
structure (Nijhof 2009; Van der Zwan 2017).

The underdevelopment of statutory provision and the threat of legislation
in the 1950s shaped union and employer preferences concerning occu-
pational pension regulation. Estimates vary, but occupational pension cover-
age appears to have increased from one third in 1950 to 70% in 1958 (Oude
Nijhuis 2013: 90). Employers prioritised the continued development of occu-
pational pensions (rather than the expansion of statutory provision),
because they wanted to keep the internal investment opportunities that
these schemes offered, and they wanted to continue using occupational
pension plans to promote wage moderation in the context of growing state
involvement in wage policy (as was common in the 1940s and 1950s; Oude
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Nijhuis 2013: 88-89). Unions supported the PSW because it would make occu-
pational pensions more secure (Oude Nijhuis 2013: 90-91).

The coverage of occupational pensions expanded rapidly in the post-war
period, as did statutory provision. 1957 legislation introduced the universal
basic pension (AOW; a temporary measure had been in place since 1947),
and occupational schemes quickly adjusted their schemes to statutory pro-
vision. The growth of collective bargaining encouraged the expansion of sec-
toral occupational pension funds, but the law allowed labour market actors to
choose between a trust model and an insurance model. Unions and employ-
ers overwhelmingly opted for the former, cementing the status of defined
benefit pension funds organised as trusts as the main vehicle for occupational
pension schemes (Tulfer 1997). By 2000, about 90% of wage-earners partici-
pated in negotiated occupational schemes, and these have developed into
an important supplement to the statutory basic pension, providing about
half of pension income in 2016.

Until the late 1980s, external funding meant investments in fixed-income
assets, like government and corporate bonds, loans, and mortgages (i.e.,
patient capital; see McCarthy et al. 2016). By the 1990s, the globalisation of
financial markets meant that stock markets offered attractive returns, and
employers and unions began to embrace these investment opportunities.
Unions were initially resistant to investments in equities, but soon came to
support this because of the promise of higher returns necessary to finance
final salary, DB plans (McCarthy et al. 2016: 761).

Sweden

As in Denmark, salaried employees in the private sector faced a large pension
gap in the first decades of the 1900s because of inadequate public provision.
1913 legislation introduced meagre universal old-age pension coverage, but it
provided insufficient benefits for salaried employees. However, the 1913 law
also included a voluntary, workplace-based, contributory supplementary
pension based on vesting (oantastbarhet) and capital funding. Individuals
using the voluntary scheme controlled their pension savings, and employers
were forbidden from using the capital reserves. The principles of vesting and
external capital-funding set an important precedent for subsequent occu-
pational pension policy (Harrysson 2000).

Employer voluntarism dominated the lightly regulated, existing occu-
pational pension schemes of the early 1900s. As the number of salaried
employees in the private sector grew, many formed unions, and pensions
were a key issue. Salaried employees and some experts began to view occu-
pational pensions as a deferred wage with the status of a property right, rather
than a discretionary payment for loyal service (Harrysson 2000; SOU 1938: no.
18). Some employers were not averse to this approach.
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For salaried employees in industry, pensions caused particular concern,
and they organised a union (Svenska Brukstjcinstemannaféreningen, SBF) in
1909 to pursue a solution. SBF soon realised its members could not finance
pensions on their own, so it turned to employers in the Swedish Industrial
Association (Svenska Industriférbundet, SIF). Key among SBF’s demands was
that pensions be vested and secure, allowing portability in the growing
SME sector. At the same time, leading figures in Chambers of Commerce
were also trying to improve pension provision for salaried employees in com-
merce. In 1917 they joined SIF to establish SPP, (Sveriges privatanstdlldas pen-
sionskassa) for salaried employees in industry, commerce, shipping and other
sectors. Employers and salaried employees’ organisations agreed on several
key principles: vesting, capital funding, external administration of pension
reserves, and employer/employee representation on the SPP board. Employ-
ers and employees shared contributions, and benefits were 60% of final salary
(SPP 1942).

The establishment of SPP sparked debate about occupational pension
design. The principle of vesting remained controversial in the 1920s,
because many employers were reluctant to relinquish control over pension
reserves and payments (Harrysson 2000: 71-72). Pension provision remained
uneven, despite the establishment of SPP, and many employers offered pen-
sions that were neither vested nor secure. Salaried employees would not win
the right to bargain collectively until 1936, so their organisations had few
resources to back up their pension demands. The establishment of Pensionan-
stalten Sverige (PS) by fifteen insurance companies in 1925 fed the determi-
nation of salaried employees to win vested, secure pensions. PS was an
attempt to reassert partial employer control over occupational pensions
because it was not based on vesting. Salaried employees’ organisations pro-
tested this development (SOU 1929: no 3, 13), turning to the government
for support. They also stepped up their organising efforts (see below).

In December 1926, organisations representing white collar workers outside
SPP (foremen, railroad office staff, and bank personnel) jointly requested the
government to legislate improvements in the security and vesting of their
pensions to match what SPP was offering (SOU 1929: no 3, 33). The organis-
ations pointed to recent cases of cancelled pension promises because of
employer insolvency and employers (especially in banking) using pension
reserves to pay creditors or facilitate mergers (SOU 1929: no. 3, 16-17).

Government-appointed experts produced a legislative draft in December
1927 based on vesting and secure funding, but employers unanimously
rejected it, emphasising employer control over pension design, especially
vesting. Government experts refused to let the issue rest and formulated a
compromise proposal published in September 1928 (SOU 1929: no. 3).
Nothing came of the compromise proposal, but the issue of vested, secure
pensions would remain politically salient, largely because SPP had become
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the standard against which other workers’ organisations judged their own
pensions.

Eight associations representing white collar workers, several of which had
pressed the government in 1926 to improve the security and vesting of pen-
sions, joined to form the Central Organisation of Salaried Employees (De
anstdlldas centralorganisation, DACO) in 1931, which won the right to
bargain collectively in 1936. Several white collar unions had engaged in col-
lective bargaining for decades, but these were largely sectors where strike-
breakers were hard to find (i.e., journalists) or where labour was scarce (Kjell-
berg 2013). One of DACO'’s key issues was improving the security and vesting
of occupational pensions.

SPP’s merger with Pensionsanstalten (a private competitor) to become
Svenska Personal-Pensionskassan (also SPP) in 1925 reinforced its organisation
as a mutual insurance company. The state also stepped in to provide regu-
lation in the context of uneven acceptance of vesting and external
financing (Harrysson 2000: 8). The principles of vested, secured rights
carried the day, and firms participating in SPP had to accept these rules. In
the 1930s, the state supported this by adopting regulations to make
pension reserves more secure (SOU 1937: no.13) and by abolishing the favour-
able tax treatment of some forms of internally-held pension provisions (Har-
rysson 2000). By 1926, 155 employers, many of them large industrial firms,
used SPP to insure 5,397 salaried employees (SOU 1929: no 3, 14).

The introduction of local government pension schemes also contributed to
the growth of vested, capital-funded pensions. State-level civil servants
already had their own, tax-financed, pensions, but the basic pension intro-
duced 1917 did not include civil servants, leaving local civil servants
without coverage. In 1919, local governments established their own
pension scheme and chose SPP to administer it. The new scheme, Sveriges
Kommunalanstdlldas Pensionskassa (SKP) was up and running 1922, and like
the nascent private sector schemes, it was based on secure, vested pensions
defined as deferred wages. In the following decades, SKP expanded to include
more and more local authorities (Grip 1994).

The implementation of the ATP reform in 1960 re-opened the issue of por-
table, secure pension schemes for private sector salaried employees because
it introduced statutory, earnings-related pensions to the entire labour market.
This meant that existing schemes for salaried employees would be trans-
formed so that they supplemented generous statutory benefits. Before
1960, coverage for salaried employees was incomplete, and SPP was the
most common provider, although some employers used book reserves. SAF,
SIF and SALF (Sveriges Arbetsledareférbund; Swedish Supervisors’ Union)
agreed on the importance of creating a uniform, national system subject to
collective bargaining. By now, however, some employers were sceptical of
funding, especially since the ATP system would increase collective capital
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formation. SAF remained divided on the issue of funding, preferring to allow
employers to choose between the premium reserve system (i.e, SPP) and
some form of internal financing (book reserves). Agreement on financing
was particularly difficult, because there was no organisation capable of admin-
istering pensions based on book reserves. Unions and employers struck a deal
that included the choice between the premium reserve and a firm-level
pension trust based on book reserves. The new scheme, ITP (Industrins tilldgg-
spension), would top up the ATP benefits to 65% for the salary below the ATP
ceiling, and 32.5% for the salary up to two times the amount paid by ATP. To
guarantee vested pension rights, trusts would be required to purchase credit
insurance to guarantee the value of accumulated pension rights in case of
insolvency (Larsson 2009). SAF, SIF, and SALF agreed to establish a mutual
insurance company for this purpose, FPG (Férsékringsbolaget Pensionsgaranti,
Omsesidigt). Another new organisation, the Pension Registration Institute
(Pensionsregisreringsinstitut, PRI) would administer the ITP system (record con-
tributions, calculate and pay benefits). In the fall of 1960, all SAF members
approved the proposal, and the deal applied to about 200,000 white collar
workers (SOU 1961: no. 14, 36).

In line with the development of ITP, SAF and the Trade Union Confedera-
tion (Landsorganisation, LO) agreed in June 1971 to introduce contractual pen-
sions in 1972. The issue of financing was difficult, as many employers and
unions preferred to retain the book reserve arrangements already in place
in many schemes. The parties agreed on the necessity of capital-funded
pensions but compromised on how to achieve this. Firms would pay cash
premiums to a SAF-LO owned, mutual insurance company (AMF). Firms
could also opt to pay their premiums with interest-bearing debt certificates
(rdntebdrande revers), but these would have to guaranteed by credit insurance
in a different division of AMF. All pension benefits would be vested (AMF
1973: 3-5).

By the late 1970s, employers’ concerns about the growing cost of defined
benefit (DB) plans for salaried employees led to industrial conflict. Employers
and unions agreed to a partial transition to funded, defined contribution (DC)
plans. The new scheme, ITPK (administered by SPP) would pay benefits based
on fund performance, complementing DB ITP benefits. Employers and unions
agreed on the next significant changes in the late 1980s and 1990s: individual
investment choice in ITPK and the gradual transition from DB to DC (those
born after 1979 have DC). LO and SAF negotiated an even more far-reaching
shift for private sector blue-collar workers in 1996, when STP (a DB scheme)
was replaced with the SAF-LO pension plan. The new plan is DC and gives par-
ticipants full investment choice. Public sector employers and unions also
negotiated the gradual transition from DB to DC schemes with individual
investment choice in the 1990s and 2000s.
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From patient to impatient capital

The liberalisation of financial regulation in the OECD since the 1970s and the
globalisation of financial markets have meant that many capital-funded
pension schemes increasingly rely on short-term investments in shares and
private equity (see Wi 2019). By the 1990s, Danish, Swedish and Dutch occu-
pational pension schemes had substantial investments in international equi-
ties. This shift had to be reconciled with key union/employer goals: stable,
secure pension benefits; stable non-wage labour costs; and collective risk-
sharing. Rather than open pension markets completely to financial service
providers and global markets, unions and employers have retained collective
governance, so that pensions are standardised across firms and sectors, and
employers cannot compete for workers on the basis of pension benefits. Bi-
partite administration of pension funds ensures that pension design rep-
resents a deal acceptable to both parties, and statutory regulation supports
collective governance (cf. Naczyk and Hassel 2019).

In Sweden, bipartite administration keeps administrative costs low and
ensures that private sector DC plans offer participants high quality investment
vehicles (by restricting entry to funds with low fees and superior perform-
ance). The majority of private-sector negotiated pension schemes operate
much like the DC premium pension that was introduced in 2000 as part of
the 1998 statutory pension reform (Anderson and Immergut 2007). Public
sector schemes follow a similar model (these plans are shifting from DB to
DC; for details, see Anderson 2015).

The Danish occupational pension sector, like the Swedish, covers more
than 90% of the labour market and is regulated according to national and
EU insurance law. The large number of schemes means there is greater differ-
entiation than in Sweden, moderating the extent of collective risk-sharing. As
in Sweden, the expansion of the occupational pension sector prompted insti-
tutional innovation: the three largest sectoral schemes were established after
1991: PensionDanmark for manual workers in the public and private sector;
IndustriensPension for private sector industrial workers; and PKA for workers
in health and social care. Each is non-profit and jointly managed by employers
and unions.

The political settlement underpinning the Swedish and Danish systems is
stable, but the same cannot be said for the Netherlands. Dutch occupational
pensions are DB and highly popular, but demographic and economic chal-
lenges have created strong reform pressures. Unions and employers sup-
ported the shift to equities and other forms of impatient capital in the
1980s and 1990s because they viewed this a viable strategy for financing
increasingly expensive final salary DB benefits (McCarthy et al. 2016).
Pension fund losses in the 2001 dot.com bubble forced a shift from final
salary to average salary schemes in 2005, and the 2008 financial crisis resulted
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in large contribution increases, benefit freezes and even modest cuts in many
schemes (Anderson 2017). Pension funds recovered fairly quickly from both
crises, but low interest rates and increasingly life expectancy have increased
the cost of accumulated pension liabilities, pulling down many funds’ cover-
age ratios. Neither the government nor the social partners has been able to
agree on the parameters of a new system, but there has been no retreat
from the principles of capital-funding, external administration, and portability.
Instead, reform debates focus on how to shift to a collective DC system.

Conclusion

This paper offers a new understanding of the origins and development of
capital-funded occupational pension in CMEs. The paper argues that
labour’s embrace of occupational pension financialisation is rooted in con-
cerns about pension security and portability. Salaried employees joined
with employers to establish jointly owned, non-profit organisations legally
separate from employers to manage and invest pension capital. Capital
funding was not the goal of this arrangement, but rather a means to achieving
other goals. Despite enormous pension reserves, commercial pension provi-
ders have not made large inroads into the occupational pension market.
Where they are active, as in Denmark and Sweden, they compete against
non-profit providers, and they face the very considerable bargaining power
of bipartite pension schemes that demand high quality pension products
with low management fees.

Unions and employers in all three countries continue to support funding
in the context of financial liberalisation because it delivers stable labour costs
and good pension outcomes. Indeed, employers and unions share an inter-
est in harnessing financial markets to generate investment returns that
finance good pensions. This is somewhat less true in the Netherlands, as sta-
keholders continue to debate the contours of a new system. There is,
however, no consensus among Dutch stakeholders that capital funding
should be abandoned. Instead, current reform debates centre on how to
shift from DB to some form of collective DC and to improve governance,
especially concerning risk management and investment policy (De Deken
2017; Frijns et al. 2010).

The analysis presented here has two implications for the CPE literature.
First, socially embedded occupational pension markets are potential
elements of the household consumption growth regime identified by
Baccaro and Pontusson (2016). By exploiting the opportunities of global
financial markets, financialised pension provision is an important driver of
household income. Buoyant financial markets result in higher pension
incomes, but the converse is also true, especially in DB systems like the Neth-
erlands. Second, the paper’s emphasis on historical sequencing and the
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importance of employer-union cooperation and non-profit financial compa-
nies points to promising research avenues as occupational pension financia-
lisation develops in other countries.

Disclosure statement

No potential conflict of interest was reported by the author.

Notes on contributor

Karen M. Anderson is Associate Professor of Social Policy at University College Dublin.

References

AMF (1973) Arbetsmarknadsforsakringar, pensionsforsakringsaktiebolag.
Kompletterende bestammelser rérande aligganden for arbetsgivaren.

Anderson, K. M. (2011) ‘The Netherlands: Adapting a multipillar system to economic
and demographic change’, in B. Ebbinghaus (ed.), Varieties of Pension Governance:
Pension Privatization in Europe, Oxford: Oxford University Press, pp. 292-317.

Anderson, K. M. (2015) Occupational Pensions in Sweden, Berlin: Friedrich Ebert Stiftung.

Anderson, Karen M. (2017) ‘Anpassung der Alterssicherungssysteme an das veranderte
Marktumfeld. Ein internationaler Vergleich’, Deutsche Rentenversicherung 72(4): 440-
456.

Anderson, Karen M. and Immergut, Ellen M. (2007) ‘Sweden: after social democratic
hegemony’, in Ellen M. Immergut, Karen M. Anderson and Isabelle Schulze (eds),
The Handbook of West European Pension Politics, Oxford: Oxford University Press,
pp. 349-395.

Baccaro, L. and Pontusson, J. (2016) ‘Rethinking comparative political economy: the
growth model perspective’, Politics and Society 44(2): 175-207.

Burtless, G. (2012) ‘Can improved options for private saving offer a plausible substitute
for public pensions?’, Politics & Society 40(1): 81-105.

Clark, G. (2003) European Pensions and Global Finance, Oxford: Oxford University Press.

Cox, R.H. (1993) The Development of the Dutch Welfare State, Pittsburgh: University of
Pittsburgh Press.

De Deken, J. (2017) ‘The Netherlands. The challenges posed by the unintended univer-
sal financialization of retirement provision’, in D. Natali (ed.), The New Pension Mix in
Europe, Brussels: Peter Lang, pp. 151-82.

Due, J. and Madsen, J.S. (2003) Fra magtkamp til konsensus. Arbejdsmarkedspensionerne
og den danske model, Copenhagen: DJ@F Publishing.

Ebbinghaus, B. and Gronwald, M. (2011) ‘The changing public-private mix in Europe:
from path dependence to path departure’, in B. Ebbinghaus (ed.), Varieties of
Pension Governance: Pension Privatization in Europe, Oxford: Oxford University
Press, pp. 23-55.

Estevez-Abe, M. (2001) ‘The forgotten link: the financial regulation of Japanese pension
funds in comparative perspective’, in B. Ebbinghaus and P. Manow (eds) Comparing
Welfare Capitalism, London: Routledge, pp. 190-216.

Estevez-Abe, M., Iversen, T., & Soskice, D. (2001) ‘Social protection and the formation of
skills: A reinterpretation of the welfare state’, in P. A. Hall and D. Soskice (eds),



JOURNAL OF EUROPEAN PUBLIC POLICY 19

Varieties of Capitalism. The Institutional Foundations of Comparative Advantage,
New York: Oxford University Press, pp. 145-83.

Feldbzek, O., Lakke, A. and Jeppesen, S. (2007) Dremmen om tryghed. Tusind drs dansk
forsikring, Ylling: Gads Forlag.

Frijns, JM.G., Nijssen, J.A. and Scholtens, LJ.R. (2010) Pensioen: “Onzekere zekerheid”,
Den Haag: Ministry of Social Affairs and Employment.

Gerring, John (2006) Case Study Research, Cambridge: Cambridge University Press.

Grip, G. (1994) Fran stor livf6rsdkring till folkf6rsdkring : en skrift med anledning av
Folksam Livs verksamhet 1914-1994, Stockholm: Folksam.

Harrysson, L. (2000) Arbetsgivare och pensioner. Industriarbetsgivarna och
tidnstepensioneringen i Sverige 1900-1948, Hassleholm: Varpinge Ord & Text.

Hooge Raad (1937) Advies van den Hoogen raad van Arbeid inzake een voorontwerp-per-
soneelfondsenwet, ‘s-Gravenhage: Algemeen Landsdrukkerij.

Kjellberg, A. (2013) ‘Privattjanstemdnnens fackliga organisationsmiljo 1880-1930’,
TAMREVY 2: 4-13.

Krippner, G. (2005) ‘The financialisation of the American Economy’, Socio-Economic
Review 3: 173-208.

Langley, Paul (2006) ‘The Making of Investor Subjects in Anglo-American Pensions’,
Environment and Planning D: Society and Space 24(6): 919-934. http://doi.org/10.
1068/d405t

Larsson, M. (2009) ‘Pensionssystem i brytningstid - den svenska
tjdnstepensionsdebatten under 1950-talet’, Scandinavian Insurance Quarterly 1:
45-60.

Leimgruber, M. (2008) Solidarity without the State?, Cambridge: Cambridge University
Press.

Mabbett, D. (2012) ‘The ghost in the machine: pension risks and regulatory responses
in the United States and the United Kingdom’, Politics & Society 40(1): 107-29.

Mares, |. (2003) The Politics of Social Risk: Business and Welfare State Development,
Cambridge: Cambridge University Press.

McCarthy, M., Sorsa, V. and Van der Zwan, N. (2016) ‘Investment preferences and
patient capital: financing, governance and regulation in pension fund Capitalism’,
Socio-Economic Review 14(4): 751-69.

Morgan, K. J. and Orloff, A. S. (eds) (2017) The Many Hands of the State: Theorizing
Political Authority and Social Control, Cambridge: Cambridge University Press.

Naczyk, M. and Hassel, A. (2019) ‘Insuring individuals ... and politicians: financial ser-
vices providers, stock market risk and the politics of private pension guarantees in
Germany’, Journal of European Public Policy. doi:10.1080/13501763.2019.1575455

Nijhof, E. (2009) ‘Pensions and providence: Dutch employers and the creation of
funded pension schemes’, Enterprise and Society 10(2): 265-303.

OECD. (2017) Pension Markets in Focus 2017, Paris: OECD.

@strup, F. (2009) ‘Den finansielle globalisering: Pavirkningen af den danske model’, in:
Globaliseringens udfordringer: Politiske og administrative processer under pres’, in
M. Marcussen and K. Ronit (eds.), Globaliseringens udfordringer, Kebenhavn: Hans
Reitzel, pp. 65-92.

Oude Nijhuis, D. (2013) Labor Divided in the Postwar European Welfare State, Oxford:
Oxford University Press.

Pontusson, J. (1994) The Limits of Social Democracy, Ithaca: Cornell University Press.

Statens, Offentliga (1937) SOU no. 13.

Statens Offentliga Utredningar (1929) SOU no 3.

Statens Offentliga Utredningar (1938) SOU no 18.


http://doi.org/10.1068/d405t
http://doi.org/10.1068/d405t
https://doi.org/10.1080/13501763.2019.1575455

20 K. M. ANDERSON

Statens Offentliga Utredningar (1961) SOU no 14.

Svenska Personal-Pensionskassan (1942) SPP 1917-1942. Minnesskrift 6ver de férsta 25
dren, Stockholm: P.A. Nordstedts & Soner.

Thelen, K. (2004) How Institutions Evolve: The Political Economy of Skills in Germany,
Britain, the United States, and Japan, Cambridge: Cambridge University Press.

Thorsen, S. (1967) Privatfunktionaerernes Pensionforsikring 1917-1967, Copenhagen: PFA.

Trampusch, C. (2006) ‘Industrial relations and welfare states: the different dynamics of
retrenchment in Germany and the Netherlands’, Journal of European Social Policy 16
(2): 121-33.

Tulfer, P.M. (1997) Pensioenen, fondsen en verzekeraars, Kluwer: Deventer.

Van der Zwan, N. (2014) ‘Making sense of financialization’, Socio-Economic Review 12(1):
99-129.

Van der Zwan, N. (2017) ‘Financialisation and the pension system: Lessons from the
United States and the Netherlands’, Journal of Modern European History 15(4):
554-78.

WiB, T. (2015) ‘Pension fund vulnerability to the financial market crisis: The role of trade
unions’, European Journal of Industrial Relations 21(2): 131-47.

WiB, T. (2019) ‘Reinforcement of pension financialisation as a response to financial
crises in Germany, the Netherlands and the United Kingdom', Journal of European
Public Policy. doi:10.1080/13501763.2019.1574870. [= SI paper, details to be added
by editors/producer].


https://doi.org/10.1080/13501763.2019.1574870

	Abstract
	Introduction
	Financialisation and occupational pension provision
	The choice for external funding
	Denmark
	The Netherlands
	Sweden
	From patient to impatient capital

	Conclusion
	Disclosure statement
	Notes on contributor
	References

