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IX THE LATE 1950’s most mdustrml natmns 
had begun to mtroduee plans for pellodlc adjust- 
ment of pensions so that they could keep up ~lth 
nnge and pr,ce changes Imtmlly, RZ~CS rose more 
rapldly than prices Recently, honever, acceler- 
ated mflstlon hns brought o shift m this pattern, 
and prices have risen more rapldly than nages 
Earher the Intent had been to alloa retmees to 
msmtam the standard of lwnfi that they had 
durmg them norkmg hves (by adjustmg of pixe 
Indexes) or to benefit from an expnndmg economy 
(by ndjustmg pensions to wage mdexes) 
-The accelerated mflatlon of the 1970’s has 
brought \>lth It n need to find \~ays to hmlt benefit 
mcrenses and thus mamtam the finnncml balance 
of the socxd meurnnce system In all the developed 
countrq benefit nd]ustments ape reqwed by lam 
and therefore cannot be stopped The amount of 
the nd]ustmcnt may &her be lmnted or can be 
spread over several years lncrensmgly, ndllsory 
groups are bang asked to evalunte ndjustments 
from an oversll economic standpomt and t,o sug- 
gest whether and to xhnt extent hrmtatmns 
should be nnposed 

The benefit ad@ment mechnmsms and prob- 
lems of eight mdustnnl countries, prnnnr~ly smce 
19130, are exammed here The countries-Au&m, 
France, the Federal Repubhc of Germany, the 
Netherlands, Saeden, Swltzerlnnd, the Umted 
Kmgdom, and the Umted States-were selected 
on the besls of the wde range of methods they 
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use and avallnbdlty of them data 
The changes m pension amounts and the m- 

dexes on M hlch such changes 1, ere based are pre- 
sented for the permd 196&74 as a measure of how 
ndlustments m these systems have xorked out In 
theory, the rise m benefits should closely approxl- 
mate the upwwd movement m the nntlonal m- 
dexes on the baa of whxh they are revalued 
The rise should, m fact, be somewhat slower 
because of the lag betneen the tnne It takes to 
work out the amount of mcrense and the time It 
takes to apply the mcrense and to pay the new 
benefit amount The statlstlcs show that m prac- 
txe, for most, of the countries, the benefits have 
mcrensed more rnpldly than the mdexes The 
reasons for this will be exammed 

Smce the post-World War II period the pnn- 
apal foragn soaal security systems hove seen 
the need to find new nays to mcrease benefit 
amounts Inflation has not been the only reason; 
the expectxtmn of hqher standards of hvmg m 
rrtwxuent has gwen nnpetus to this search As 
dlscussed m greater detnd below, one solution 1s 
mcrementatlon-the nddltlon of ~uceess~ve layers 
of socml security benefits, one on top of the other, 
begmnmg usually nlth a smnll unwersnl benefit 
nnd then nddmg an eammngs-related msurnnce 
supplement A second posslblhty 1s to come closer 
to the norker’s last earnmgs m the bcnefit-compu- 
tntlon formula, thus ehmmntmg decades of lon- 
level nnges Under n third alternxtwe, used for 
some years, earmngs have been revalued to permit 
average covered earnmgs to be brought up t,o 
current levels for use m computmg new pensmn 
amounts Ad hoc adpxtments have long been 
used as another approach-as m the Umted 
States, for example--to adlust the level of benefits 
m force on n one-tune bnsls whenever they fell 
out of lme wth nsmg pllces or wages All the 
developed countries now use a fifth approach- 
mdexmg of benefits that ties them ather to prxe 
or to wage changes The prlmnry focus of thm 
art& IS mdexmg of benefits, but the other four 
methods are dwussod brlefly 



REVALUATION OF BENEFITS WITHOUT INDEXING 

lncrementatmn 

Incrementatmn-addmg successive lsyers of 
social security protectmn with the rum of achmv- 
mg a higher benefit rate-has been adopted m a 
number of countries, as m I)enmark, Nor\% ay, and 
Sweden These countrms had begun \\lth a flat- 
rate old-age and survivors program, usually cov- 
ermg all residents m order to provide at least 
B subs&ace mcome to everyone, not only \\ork- 
ers A ge~nerneral deswe to make the system equitable 
for all elements of the socvaty ,%as evident It 
soon became apparent that the benefits nere m- 
adequate Not only awe the amounts small, but 
m the early years the benefits vere not revalued 
to keep pace nlth the cost of lwmg Benefits \\ere 
financed by tnxatmn, general or earmnrked, and 
It was consIdered too costly to raue them to a 
really sufficient lwmg mmrnum Eventually, how- 
ever, socu.1 pressure called for unprovement of 
benefits In response, these countries added an 
earrungs-related layer to the flat-rate amount m 
the early 1060’s The full unpact of the second 
layer could not be felt until the program matured 
m several years The deslred benefit rate still 
could not be mnmtamed, even \\lth the two sys- 
tems, and yet another layer RBS added m the form 
of mandatory pnvat,e pensmns 

Smce lQG0 t,hls method has been used by all 
countries wth unwersal benefit payments, except 
Icelxnd Snltzerland and the IJnlted Kmgdom, 
where the flat-rate benefit (based on contrlbutmns, 
not residence) 1s not considered a umversnl pay- 
ment, alw added R second layer 1 

Benefit Formula Changer 

Another way of copmg \rlth &‘&on, m the 
computxtmn of nen benefits, has been to reduce 
the number of years taken mto nwount and to 
change the formula Itself At one tnne It was 
not unc0mm0n for an average of llfetlme wages 
to be used m calculatmg the benefit amount 
Enrnmgs from more than 20 years before retre- 
ment awe often found to be so small that they 

brought the career retold down t,o an extremely 
low level A general tendency to reduce the num- 
ber of years that mere averaged for benefit pur- 
poses then developed It 1s now common to use 
the last 3 years of earnmgs, and some countries 
are dlscussmg relntmg the cnlculatmn solely to 
final pay Such lrmtntmn, of cowso, would pro- 
duce & higher mltml benefit already adlusted to 
current standards As of 1975, 50 countrms base 
their benefit formulas on 15 years of earnmgs or 
less, compared alth 28 countries m 1961 

The countries studled here represent the range 
of posslbllltles found m benefit-computatmn 
methods The permd of computable earnmgs 
covers varlntums from an entlre career to the 
last 5 years only The Federal Repubhc of Ger- 
many considers ~11 wxkmg years m Its compu- 
tatmn Sxltzerland mcludes all years smce the 
system nas set up m 1948 In the Unlted States, 
earnmgs smce 1951 are the bnsls for most benefits 
In Sweden the enmmngs-related pensmn 1s based 
on nnges smce 1960 France uses the highest 10 
years of enrnmgs hust,na, nhxh at one tnne 
used hfetune earmngs for the old-age pensmn, 
considers only the last 5 years m Its computatmns 

The benefit-computatmn formula has been 
changed a number of tnnes m Swaerlsnd and the 
United States In S\\~tzerland the formula 1s 
composed of a basw cash amount that 1s raised 
from tune to tune, plus a percenta@ of earmngs 

that ha also been rnlsed (from 125 percent m 
1970, for example, to 167 percent m 1973) In 
the Umted States the percentages m the nelghted 
formula have been raised-from a three-part for- 
mula of 62 97 percent of the first $110 plus 22 90 
percent of the next $290 plus 2140 percent of the 
next $150 m 1965, for example, to an eight-part 
formula m 1975 of 12948 percent of the first 
$110 plus 47 10 percent of the next $290 plus 44 01 
percent of the next $150 etc 

Revaluing Earnings 

R~evn1untv.m NBS Introduced mltlally m France 
and the Federal Republic of Germany m the late 
1950’s, nnd m hustrla m 1961, m order to rzuse 
benefit levels by compensntmg for Ion earnmgs 
pmd m the permd mnnedmtely before and after 
World War II Prolonged postwar mflntmn has 
made the old enrnmgs records virtually meanmg- 



less Mow recently, howver, m S~ltzedand a 
provlsmn nns nnplemented to revalue past enm- 
mgs to ruse retnvnent mcome to a level that 
1s more comparable nlth earnmgs before retra- 
ment Eleven countries have such a revaluation 
provls~on-Algerm, Au&la, Belgum, Canada, 
Chde, France, the Federal Repubhr of Germany, 
Port,ugal, Switzerland, Turkey, and Yugoslavm a 

Ad Hoc Changes 

Changes m benefit amounts awe sporadvz be- 
fore the Me 1950’s Little systematw review of 
needs exlsted and benefit mcreases uere made 
from tune to tune when socml and pohtlcol 
pressures on the natmnal legislatures led to un- 
provements When regular adpwtments xere m- 
troduced, It was thought that the need for nd hoc 
changes had been &mm&d smce pnce or wage 
1‘1ses aould automntlcslly result m benefit m- 
creases In fxt, however, ad hoc changes have 
been contmued m some countrles and have m- 
creased m frequency dung the mflatlon of the 
1970’s 

Ad hoc actlons are taken to mcrease both the 
the amount of nn mmtml award made at the txne 
of retxrement and of benefits m force, prmxu~ly 
when exmtmg adlustment prov~ons and beneht 
formulas fml to keep pace with rapld mflatlonary 
trends Thus, for the most part, such actmns twe 
unplemented to supplement other forms of ad@- 
ment In addltlon to helpmg the benefits to keep 
up wvlth mflatlon, an ad hoc adJustnut may also 
help unprove the ratlo of the benefit to preretwe- 
“lent income 

Ad hoc changes were made m France m 1972 
(a one-time, 5.percent mcrease) , frequently m 
the Netherlands, m 19G4 and 1969 m Swtzerlsnd, 
at least once a year smce 1960 m the IJmted Kmg- 
dom; and m 19G5, 1968, 1970-72, and 19744’6 m 
the Vmted St,ates 

INDEXING BENEFITS TO WAGES OR PRICES 

In the post-World War II period, sporadic 
benefit mcreases faded to satisfy pensloners fully 

‘A detailed study of the methods used to revalue 
earnings is to be released by the Cx%re of Research and 
Statlstlcs by the end of 1976 

Them dlssiltlsfactron centered on n compar~on of 
their benefits 151th prxe and wage developments 
Prices had risen nstronommslly, requxrmg cur‘- 
rency reforms m some Western European coun- 
tnes As R consequence, pressure from pensloners 
and other groups mounted Cont,mued prosperity 
m the lnte 1950’s and early 1960’s added to the 
~~dlmgness of many Governments to Introduce 
some form of regulnr, perlodlc nd@ment of 
penslons to price or nage changes In the eight 
countries unde‘r dmxsslon, mdexmg prov~ons 
nere nnplemented as follolrs 

1948 -----------------Sweden 
1957 _____.________ ---Federal Re,,ubhc of Germany 
1957 ----------------..Setherlands 
19orl -----.--_________ France 
1966 --------.--.-----Austria 
1999 ________-________ S\r itzerlnnd 
1971 __.______________ I’nlted Kingdom 
1975 ----------_-----..Unlted States 

Once the declslon had been made to adlust 
benefits, the next step RILS to deade whether a 
xage or n prxe Index ~5s the most fenslble The 
more conservetwe approach called for adlust- 
ment to price mcrenses The theory then as now 
was that once an old-age benefit had been granted, 
It,s purchasmg po\rer should be msmtamed by 
mcrensmg It m proportlon to price rises This 
approach nns counted on to pernut the retnw to 
contmue 111s old standard of hvmg Some socletles 
awe prepared to go beyond this, howver, to 
allow benefit mcre~ses m proportIon to the un- 
provement m the standard of lwmg currently 
enJoyed by the active labor force This lme of 
reosomng led t,o mdexmg by nage changes 

The uc;e of mdexmg spread relatw4y rapldly, 
pnrtlcularly among the mdustrlal countries, so 
that by 1975 a total of 33 countries had some 
form of mdexmg As the followng hst shows, 
most systems (20) prnnnr~ly use the prxe Index, 
three use the mmnrmm wage, and 11 use R general 
I\ age Index 



l With provislons for adjustment related to work 

Most countries use a form of consumer prxe mdex 
that may itself be a composite of several mdexes 
Consumptmn patterns differ and wghtmg of the 
indexes from country to country, even \%here the 
mdexes have the sane name, tends to differ 
substantmlly 

Changes m average covered earmngs of msured 
wage and snlsry ,~oorkers constitute tho mdex for 
ndjustmg benefits m Austria and the Federal 
Republic of Germany In France, also, the adjust- 
ment 1s hnked ~lth mcreases m average covered 
earnmgs but less dmectly The ad@ment factor 
IS based on the annual mcrease m the average 
dally cash payments made under the sxkness m- 
surance program with these payments, m turn, 
calculated on the baas of covered enrnmgs of 
Insured n age and salary earners The Dutch mdex 
IS based on the hourly wage rates of adult men 
nho are manual aorkers m Industry, trsnsporta- 
tmn, and agnculture The Fmmsh adpxtment 1s 
based on the nage Index for nil nnge and salary 
earners 

Other countnes adjust benefit,s on the bnsls of 
nunnnum nage changes-Brszll, for example, 
and, most recently, Mex~o In some mstances 
mlnlmum T%agcs, 1n turn, are responswe to pixe 
mreases 

Automatic and Semiautomatic Approach 

From the start there nere two dlfferent ap- 
proaches to the \ray m which mdexmg should 
be mtroduced-automatic and sermautomotlc 
Under the a,utomatlc approach a specified mcrense 
m the Index (2 or 3 percentage pants, for ex- 
ample) 1s automatxally apphed RS an equvalent 
ma-ease m the benefit amount Under the senn- 
automatic approwh, a benefit mcrease 1s also 
prowded nhenever the Index ryes a specSed 

amount, but a rewew process IS requxed to ap- 
prove by how much the benefit ~11 be mcreased 
In practice this process usually mvolves legw 
latwe debate and a new law each year Several 
advantages are generally character&x of the 
automntx approach Assurance that the full 
amount of the Intended mcrease ~11 be apphed 
t,o benefits, the adpwtment process 1s speedy, 
avoldmg the posslblhty of tmxwmsummg de- 
bates and parhnmentary procedures, more fre- 
quent ad@ments are possible ahen prices and 
wages clnnb rapldly, and admmlstratmn IS 
smlpler 

Ongmally the two approaches acre completely 
different, but the d&n&Ion between them has 
become blurred because the consultntmn process 
has gronn, even under the nutomntlc systems, as 
a result of nsmg costs and mflstmn Conse- 
quently, the term automatic adjustment 1s accu- 
rate for only n lmuted number of countries nlth 
mdexmg procedures Gronmg mflatmn and less 
favorable economic condltmns m the 1970’s en- 
gendered consldernble concern about how to lmut 
the effects of rspld benefit gronth on the finoncmg 
of the systems It was feared that sudden and 
sharp wage hikes or very rapid prxe mcrenses 
would throw the financmg pattern out of balance 
Thus even m some of the automatic systems a 
consultatwe proce~ nas mtroduced m an attempt 
to avoid such dlilicultw 

The consultntwe process generally 1s handled 
through an advwxy council, usunlly made up of 
representatwes of Government, labor or msured 
persons, nnd employer assocxit~lons In some coun- 
trres, other Interested groups or experts may be 
Included-such as lendmg econonnsts, acndemlc 
figures, finance mm~sters, members of Federal 
banks, or representatives from the natmnnl 
chamber of commerce and assoclatmns of msur- 
nnce compnmes Members are nommally selected 
by the bfmlsters m whose sphere social security 
falls In genernl, n council meets regularly when 
n revxn 1s called for by lam or \Ihen the per- 
tment Index has gone up enough to cz~use concern 

The advwxy council or Bimlster usunlly must 
submit a report t,o explnm t,o the legislature the 
bnsls for Its determmntmn, whether or not an 



merease m the benefit levels 1s needed The na- 
tmnal legislature 1s not requred to follow the 
council’s recommendatmns Until the early lQ7O’s, 
however, the pmctxe m the mdustrlal countries 
7\as &her to adopt the recommended change or 
mcrew,e 1t 

The scope of the eonncll YZLWS someahat from 
country to country Its members represent both 
the mterests of nnportont groups in that society 
whose prnnary cc~ncern 1s m mamtammg and 
unprovmg benefits, a,nd of those ecomxmc and 
fmanclal experts concerned with the financml 
status of the system and of the economy The 
two groups are, m a sense, somewhat opposed 
In the pre-1970 mflatmnary pad the emphnsls 
was on rammg benefits and the atmosphere w&s 
eonducwe to promotmg the welfare of the re- 
twees As noted, m the 1970’s mcreasmgly the 
focus has been on the progmm cost and hon 
much the economy can bear, m YEW of the fact 
that unemployment and mflatmn have dlst,orted 
the projectmns on ahxh the program operatmns 
M me based 

More spemficnlly, the camel1 considers the 
amount by which benefits should be mcreased 
To reach a decwm, the members exarmne not 
only the socml security program, but also hon 
changes m socml secunty benefits mfluence the 
entlre economy Conversely, they study horn the 
state of the economy mfluences the social security 
program This re~mw process has always mvolved 
study of the \\-age or prxe Index or both Before 
the 1960’s, changes m these Indexes nere generally 
thought of m terms of mcreases m benefit levels, 
benefit maxunums and mmmmms, and contrlbu- 
tmn ce~lmgs This study has been extended t,o m- 
chide an analysis of the sources of nxc~me of the 
socml security system, as wall as demographic 
patterns, unemploynwnt, and the labor force 
Possible alternate sources of mc~ome also are dls- 
cussed because m some countries, contrlbutmn 
rates are so high t,hat they are a pohtlcal ~sue 
Other factors that may be exnmmed mclude the 
actunrlnl balance of the fund and the potentml 
Impact of any change on the status of private 
pensmn programs 

If, after revlen, It IS found that an adjustment 
based solely on changes m the natmnal Index 
would be &her too high or too low, the counal 
may recommend s modlficatmn Where the m- 
crease 1s automatm, the eouncll may not be able 

to change the amount, but It has, m some cases, 
proposed t,hat the mcrease be spread over several 
years III order to even oyt the effect 

Time As a Factor 

Tune as a factor m mdexmg benefits m force 
has grown mcreasmgly more nnportant as the 
mflstmn permd has contmued One aspect of the 
Influence of tune-shortenmg of the number of 
years of earnmgs consldered m computmg the 
benefit-already has been discussed Another as- 
pect IS the lag betneen the tmw of the rise m the 
Index and translntmn of this rue Into an mcrease 
III benefit payment A number of the adjustment 
systems have depended upon changes m wages 
or pruxs from one year to the next to determme, 
for the third year, the nmount of the benefit 
mcreose (as m France)-that IS, the mcrease of 
n ages or prxes from year A to year B was apphed 
m year C At that tune mflatmn had been no 
more than about 3 percent,, so the length of the 
Interval W&S not cnt1ca1 It was not “ncommon to 
mensure from one Janunry to the next and apply 
t,he addltmn to the current Januarv Aslde from 
this admuu~tratlve nrmngement, some countrms 
purposely scheduled a lag from the very begm- 
mng m order to reduce the possible mflatmnary 
effect of rapld mcreases and to smooth out the 
mfluence of sudden nage hikes on the general 
economy. 

Under rewew procedures, even when ad hoc 
sdp&nents are made frequently and retronc- 
tlvely, the elapsed txne betneen rises m cost-of- 
hvmg and benefit mcreases 1s not ohmmated or 
satlsfactorlly reduced m most cases Beneficmr~es 
do not recewe an mcreased benefit durmg the 
tnne It takes for the legislature t,o d&rmme and 
implement the new benefit level Although this 
IS true t,o some degree in all systems, It IS par- 
t,xularly acute where rexwws play a substantml 
role 

Incre,asmg pubhc concern mlth the effect of 
dlntlon on the purchnsmg power of beneficmrles 
has brought pressures to reduce the tune Isg m- 
valved m the benefit adlustment process A num- 
ber of countries have acted to mclense the fre- 
quency with nhxh adlustments are made and to 
shorten the tune between the estnbhshment of 
the Index amount and the correspondmg benefit 
change At the same tune, rexeva also have be- 



come more frequent as the Index mcreases that 
tngger benefit adlustments have become more 
frequent 

Procedures m several countrres dlustrate the 
move tovard reduction of the mtervals betveeen 
revw~s In Canada, automstlc adjustment of 
p&on levels on the baas of chsnges m pr’ce 
Indexes recently \\as changed from an ~nnunl to 
a quarterly rev~w In France and Luxembourg, 
recent leg&tlon shortens the process by movmg 
from an annual to a senmmnual rev~w Perlodlc 
re~lens m the Gnlted Kmgdom have been acceler- 
ated from a blennlal to an annual procedure that, 
m practme, has been even more frequent In c,on- 
trast to this trend, mdex-lmked adjustments nere 
bang made so often based on changes m the nnge 
Index m the Netherlands that revw\?s had to be 
est~nbhshed on a semu.nnunl baa to reduce the 
admmlstrnt,lce problems Involved m frequent m- 
creases m benefit levels 

Three countries have recently cut the tune lag 
betneen Index changes and mcrenses in pensloo 
levels In Canada, a Ned quarterly revle~ system 
allons for reduced tune lag ns well ns for more 
frequent a,d]ustments The lag was reduced from 
5 months to 2 months by bnsmg the cost-of-lwmg 
adjust,ment on prxes at the end of the first mont.h 
of the last quarter Adjustments had been made 
every Apnl, wth payments reflectmg prxe 
changes as of t,he previous October In the other 
two countries, ndJustments awe formerly deter- 
mmed m .Jnnunry of each year, with lags of 21/z- 
3% years (Germany) and 2-3 yews (Austna) be- 
tween the average wage calculation and actual 
pension mcrenses The process has been accelerated 
in both c,ountrles by mskmg the adJustment on 
July 1 Instead of naltmg until January 1 of the 
next year 

The prmcqxl charactenstlcs of the i-evlew 
procedures m these countries we shomn m table 
1 The data reflect the lag tnne between revlens 
and the necessary movement m the natlonnl Index 
requwed (If any) &her to adlust benefit levels 
or to wgger further study by the councd Only 
Sweden hss R fully aut,omatlc process m mhlch 
the amount of benefit mcrense r&cts the exact 
movement m the Index wIthout rewem In pru- 
tlce, however, France nnd the TJnlted States also 
tend to adjust benefit levels to reflect movements 
m the mdex wthout evtenslve revisions m thew 
respectm revlen pracednres 

TABLE 1 -Revmw process for pensmn adp,atments General 
oharactenstxs, selected cauntnes. 1974 

lndexmg Trends 

In the past, benefits tied to ri nage Index should 
have moved up more rnpldly than those lmked 
to a pixe Index because wa,ges Include both mfla- 
tlon movements and productwlty mqx-ovements 
Another assumption 1s that the ndp&nent of 
ben&s should shon the close relntlonshlp be- 
tneen changes m Index and cha,nges m benefits 
Also, It 1s to be expected t,hnt m an nutomstlc 
system benefit changes mechnnlcally folloa Index 
changes and thus show greater correlation than 
*n semxmtomatm arrangements 

To see ahethcr these nldely held assumptions 
are borne out m fact, the mcrease m the pension 
of nn average norker m manufacturmg 15 traced 
here for the period 196~74 (table 2) The gron th 
,n uages and prxes 1s shown for the same yews 
The annual average of neekly nnges earned by R 
aorker m mnnufncturmg, RS reported by the In- 
ternatlonnl Labor Orgauzotlon, 1~ the basis for 
the aage Index The prxe trend 1s based on 
annual changes m the consumer price Index, 
developed nnd supphed by the US Bureau of 
Labor St,atlstms * 

The greatest pension mcrease occurred m Swlt- 
zerland, ahere the Index stood at 649 in 1974 
Sneden had the smxllest pension mcrense, accord- 
mg t,o the latest axulable data The 1Tmte.d 

a Price Indexes represent In Sweden, all types of hnuse- 
holds, In the United Kinzdom, all households. earludfna 
pensioners and high-income famllien, In the United 
States. Fmwe, and Sa Itzerland. all urhnn-\xor%er house- 
ho,ds, In the Federal Republic of Germans and the 
Netherlands, all households and middle-income house- 
holds, and ,n Austria, all houneholds and all income 
levels in whim areas 



Kmgdorn had the greatest prwe mcrease, the 
Index stood at 221 in 1974 The lowest prxe rue 
mas m the Federal Repubhc of Germany Wage 
mdexes varied from a high of 390 m Austrm 
doxn to 197 m the Umted St,ates 

It 1s mterestmg to see the degree to whmh 
r, pension mcrease corresponds to a rwe m the 
rndex to which It 1s currently attached Sweden 
shows the closest relatlonshlp between lt,s benefit 
Index and the Index on which changes we based 
The explanatmn 1s found not m Sweden’s “se 
of EL \,age or prxe Index, but rather m the fre- 

quency \%lth nhlch adjustments are made Ad- 
lustment 1s made as .soon as the pertment Index 
rises three pomts thus permlttmg greater respon- 
slveness than m the other countrles where, for 
the most part, only an annual change 1s made 
As a result, S\\eden has had as many as three 
changes m a year 

France’s experuxe provides a somewhat dlf- 
ferent example In 1974 the pension stood at 379 
nhlle the nage Index \\as 32 pants behmd at 
347 In 1965 the tno Indexes were separated by 
30 pants Although the gap uldened m 1970-72, 
the degree of sepsratmn has remamd fmrly con- 
stant Tno events are pr~mardy responsible In 
1968 an 18.percent nage mcrease au granted 
The full amount of the mcrease, however, was 
not apphed unmedmtely to the revaluntmn of 
benefits Instead, It was spread over several years 
to mmmnze the effect Then, m 1972, a 5-percent 
ad hoc mcrease m benefit,s RBS grnnted on top of 
the automntlc increase to help benefits keep pace 
with wages 

The great,& separatmn occuw m the Nether- 
lands and Snltzerland where the Indexes for 1973 
are 222 pants and 347 pomts, respect&y, behmd 
actual penslon mcrenses smce 19FO In the Nether- 
lands the d&rence 1s due to ad hoc changes and 
a d&berate mcrense of benefit,s faster than nages 
to reflect the fact thnt ryes m rent and other key 
items \\ere n. greater burden on pensloners than 
on the employed The goal 1s to brmg the full 
old-age benefit up to the level of the mnumum 
wage In Swltzerlsnd, a series of substantml 
adjustments (33 percent m 1964 and 1969) uncon- 
nected mlth nny smgle Index has auned at achlev- 
mg more adequat,e benefit levels 

In Au&nil, the gap between pension levels and 
the wage mdex has wIdened from 34 pants m 
1965 to 187 pants in 1974 The changes have 
been more comparable, however, smce nage m- 
dexmg began m 1966 It should be noted that 
actlon to reduce the lag permd by 6 months m 
1973 contnbuted to keepmg penslon levels closer 
t,o nnge ruses, as did mcreoses m both January 
(10 4 percent) and July (3 0 percent) of 1974 

In the Federal Repubhc of Germany, ponslon 
mcreases have also fallen below that of the wage 
Index, reflectmg the bult-m lag of severrd years 
on w hlch the Index 1s based The shortenmg of the 
lag permd m 1973 has helped to reverse the 
paLtern 
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In all these countries, at least untd 1974, pen- 
slons mcreased more rapldly when adjustment 
w&s geared to w-ages, not prxes After 1974, prxes 
tended to go up faster than wages as a result of 
the worldwde mflstlon It 1s honever, t,oo early 
to measure the Impact of this change 

SUMMARY OF COUNTRY INDEXING PROVISIONS 

For each country, the adjustment procedure, 
rewew process, background mformatlon, and pres- 
ent status of the provwons for copmg with mfln- 
tlonary trends are brmfly sununarmed below 

Aurtrm 

Annual adpstment of benefits in force 28 on 
the k.w of change8 zn national average covered 
eawwngs A perlodx adjustment of pensions m 
force became effectwe January 1, 1966, under the 
Pensions Adlustment Act of 1965 Previously, 
only ad hoc measures could mcrease benefit levels, 
prnnar~ly m lme with changes m the cost of 
hvmg A 1966 law, however, provides for calcu- 
latlon of a co&went based on earnmgs This co- 
efficuat IS, m turn, used to update the contrlbutlon 
ce~lmg level, revalue past earnmgs records, and 
ril~se the level of current pensions The coefficmnt 
1s determmed by dwldmg the average covered 
earnmgs figure for the year before the precedmg 
calendar year by t,he average covered earnmgs 
figure for 2 yews before the precedmg calendar 
year If the average covered esrnmngs were 6,000 
schlllmgs per month’ m 1972, for example, and 
5,500 schlllmgs m 1971, the coefficient apphed to 
pensions m force m January 1974 would be the 
quot,lent of 6,000/5,500, or 1091 

A revmw procedure for evaluatmg the aze of 
any mcrease nas mcluded in the adJustmat legw 
latlon This evaluat>on, based on general econom~e 
condltlons and changes m demographlc patterns, 
1s made by the Federal Mmxter of Socml Ad- 
mmlstmtlon, subject to the approval of an ad- 
vlsory conmuttee (prmc~pal committee of the 
nst,lonal council) and ParLament 

The i-evlem concept nas Introduced when It was 
noted t,hnt pension levels nere not keepmg pace 
with chnnges m aages and prices As mduxted 

‘One Austrian achilling equeled 545 ” S cents as of 
March 31, 1976 

by the changes smce 1970 shown m table 2, the 
revmw process has stnnulated a&on to improve 
the relatwe po&on of pension amounts under 
the semlautomatlc features of the system by re- 
ducmg the delay m the calculation of the ad@- 
ment coeffiaent from 1 year to 6 months In addl- 
tlon, a 2-year waltmg period previously reqmred 
before new awards could be adlusted has been 
ehmmated New benefits can be adlusted m Jan- 
uary followmg the date of award 

Despite measures to reduce the lag tnne be- 
tueen ad]ustment and payment, pensions m force 
have contmued to fall behmd movements m the 
cost of hvmg and rage levels Further actlon 
to rawz the value of the pension was taken by 
Parhsment m June 1974 and m July 1975 when 
addItIona mcreases of 3 percent each on top of 
the regular January adJustment factor were en- 
acted 

Semzannual adpstment of benefits in force is 
on the banu of changes zn average covered earn- 
ingx Penodlc mdexmg of benefits m force be- 
came effectwe m Apr11 1965 The leg&atlon pro- 
vlded for estabhshment of a co&went to be used 
to adjust current pensions and t,o revalue earnmge 
for new awards The coefficient 1s based on the 
annunl mcrease m the average dally cash benefit 
amount pad under the natlonal cash-smkness 
(short-term dlsnblhty) program The cash-sick- 
ness payments are calculated on the basis of av- 
wage covered earnmgs of msured wage and 
salary earners between 2 successwe years 

The mdxect manner m which the adlustment 
coefficient 1s tied to movements m earnmgs 1s 
desIgned to prevent t,he development of any m- 
centwes for wages to be raised m order to hft 
future benefit levels Thus, no dwect way exists 
for msured workers to ma-ease benefit levels by 
seekmg higher wages 

Although penslon amounts have generally kept 
pace nlth nage changes, the rate of mcrease for 
pensions fell below that of wages m 1970 This 
failure to make dewed nnprovements m benefit 
levels led to leglslatlon m 1972 that raised current 
penaons by 5 percent as a one-tune, ad hoc 
adJustmat and also mcreased the amount of new 
awards 



To improve the ant~omatm adlust,ment proce- 
dure for benefits m force, m 1974 the tnne lag 
bet\leen adjustment permds was reduced by 6 
months Under the new bxmnunl a,d@ment, the 
coefficrent of mcreilse on January 1 1s equnl to 
half the overall mcresse m cash-wckness benefit,s 
durmg the precedmg year An addltmnal ad@- 
ment on July 1 takes mto a,ccount the mcrease 
m average aages durmg t,he precedmg year 
(hprd to Apnl) 

Federal Republic of Germany 

Annual adptment of benefits an. force u on 
the ham of changes m mtwml awerage earnings 
Implemented m 1957, the ‘Ldyna~mm” adjustment 
process mcrea~ses benefits m force (and the con- 
trlbutmn cedmg) on the baas of changes m nf~- 
tlonnl average ewnmngs At the end of each year, 
an average of the natlonal average wage for 
the 2%-3% precedmg years 1s cnlculnt,ed The 
growt,h m this figure over the previous average 
1s used m determmmg pensmn adlust,ments for 
the next year The mcrense m the nverage for 
1970-72 over that for 1969-71, for example, IS 
calculated at the end of 1973 and apphed to 
1974 A certam lap element thus 1s bmlt mto the 
system, masmuch as new retirement pensions or 
pension mcreases are not based on the .wstmg 
national nage level, but on the level from 21/s- 
3% years earher 

Before 1973, the ad@ment nas made on Jan- 
uary 1 of each yew Under the new leglslatmn, 
however, the adjustment d&e w&s advanced by 
6 months to the previous July 1% This change 
hss narroaed the gap between movements m 
t,he pensmn and wage mdexes smce 1973 

Although the adJustmat process 1s automatm- 
ally c,nlculated every year, Pnrhament must re- 
new and approve any pensmn mcrease Subse- 
quent to the revlen, an ndvlsory council (the 
socml msurance council) submits to Parliament 
R specific propossl to a,dlust benefit amounts The 
proposal takes mto account produchvlty and 
changes m the natmnal mcome for employed 
persons, both of whwh mfluence the rate of 
lnCPe*Se 

Netherlands 

Semzannual ady.&ments of benefits m force are 
on the banla of changes in average eamwnggs The 
orlgmal mtent of the mdexmg leglslatlon m 1957 
nas to mamtam the country’s flat-rate benefit at 
a subslstence level for aged persons To achieve 
thus end, benefits vere adjusted each time the 
nage mdex rose by an average of at least three 
percentage pomts, provided that the change hnd 
been sustamed’for 6 consecutwe months From 
1957 to 1965 the benefit level lose enough to 
provide a mm~mum level of mcome deemed neces- 
sary for retirement Thereafter, frequent adjust- 
ments to -age changes were needed SIX ad@- 
ments nere made m 1967-69 alone In addltmn 
to these adputments, a number of ad hoc mcreases 
designed to compensate for movements m prices 
have been made smce 1960 The frequency of 
adlustments under this combmed procedure, has- 
ever, created admmlstratwe dlfficultms m mnkmg 
the changes necessary to pay the new amounts 
In 1972, the number of mcreases WC&S hmlted to 
two & yetlr 

Sweden 

Automatm adpstment of benqits in force is on 
the basm of changes vn pmces R&red workers we 
entltled to R flat-rate pensmn plus an earnmgs- 
related benefit, both of nhlch are adjusted ac- 
cordmg to movements m the prxe mdex The 
amount of the flat-rate pensmn 1s 90 percent of a 
base amount thnt 1s adjusted whenever the cost- 
of-lwmg mdex rises or falls by three percentage 
pomts smce the last change m the benefit level 
The earnmgs-related pension amount 1s also ad- 
lusted nhen the price mdex moves three per- 
centage points or more 

Smce 1948 adlustments have been deslgned to 
keep the purchasmg power of benefits m force 
equal to nhat they were at the time of award 
Leglslntmn at that time tied the flat-rate benefit 
(the earmngs-related benefit beca,me effectwe m 
1960) to the consumer pnce mdex to protect 
agamst mflatmn The benefit amount was ad- 
lusted whenever the prxe mdex rose or fell by 
five percentage pants The same leglslntmn called 
for permdlc rev~w to adjust pension levels to 
ryes m natmnsl income About every 2 years 
a supplement was added to the penslon, over and 



above the price Index adlustment The Intent was 
to ensure that pensloners would shore m the rlsmg 
standard of lwmg that an expandmg economy 
afforded 

In 1956 the adJustment process for pens,ons 
m force was revlsed The degree of change m 
the price Index needed to trigger a pension ad- 
justment mas lovered from five percentage pomts 
to three percentage pomts and, lnstend of mcrens- 
mg penslon levels by the degree of movement m 
the Index, 50 kronor B n as added n henever the 
mdox rose three pomts At that tnne, 1951 nas 
estabhshed as the base year By 1956, eight mcre- 
ments (400 kronor) had been added to exlstmg 
penslons In addltlon, penodlc mcreases based on 
natlonal mcome contmued to be made untd the 
esmmgs-related benefit was Introduced m 1960 
The current system of adjustmg pension levels to 
movements m the prvze Index was adopted then 
This pstt,ern 1s reflected m the deIimte parallel 
movement of the pensron and price Indexes shown 
m table 2 

United Kmgdom 

Annu~al adJustment of benefits in force is on 
the &ma of &her wages or przces Legwlntlon 
m 1971 mlt,mted an annual review of the flat-rate 
benefit level wlt,h mcreases prunardy on the bnsls 
of changes m the pr,co mdex Smce that tune, 
hoNever, wages have changed more rapldly than 
prices Moreover, the rapld rate of wage mcreases 
has prompted semwmual ad hoc rewews of bene- 
fit levels to keep them m lme with earnmgs The 
pohcy of these rewelds IS to base mcreases on 
the Index that 1s the most fenslble m terms of 
mamtammg the real value of pension amounts 
and rawng revenue to pay for the added costs 

Under the Labor Government’s new pension 
act, which becomes effectwe Aprd 1978, the flat- 
rate umversal benefit ~11 be adjusted accordmg 
to movements m the esrnmngs Index, and mcrenses 
m the enmmgs-related benefit level ml1 be based 
on price changes Before 1971, ad hoc ad@- 
meats occurred bwmally 

Switzerland United States 

Triennzal adphnent of hefits m force vr 
adpsment zs on the baas of specqied pme 
changes Under a 1961 lam, the Federal council 
nas to report every 5 years, begmmng wth 1967, 
on the state of penslons m relation to pries and 
earmngs Before this process was nnplemented, 
howver, the leg&&we increased benefit levels 
by 33% percent m 1964 on an ad hoc bssls and 
by another 33% percent m 1969, as reflected m 
the penslon mdex for 1965 and 1970 

Under a 1969 rewslon, ndlustment of benefits 
m force was to be revlened every 3 years or 
ahenever an aght-percentage pomt change oc- 
curred m the price Index The reweu 1s the 
responslblhty of a Federal councd that exammes 
penslo,, levels prmlar1ly In relation to mamtam- 
ing thew purchasmg power as prwas change 
Proposals for change are subnutted by the coun- 
cl1 to the leg&tore The 1969 leglslntlon also 
provided for &n exammatlon by the Federal 
councd, every 6 years, of the status of pension 
levels m relntlon to changes m earnmgs 

Annual adpstment of bewfits in force is ~1. 
the 7msw of changes vn the pnce index Perlodw 
mdexmg of benefits m force was nnplemented m 
June 1975 A move of at least 3 percent m the 
mdes triggers a benefit adlustment for bene- 
ficnmes on the roll m June of each year The 
benefit amount 1s raised by the percentage m- 
crease m the consumer pru Index from the first 
quarter of the precedmg year to the first quarter 
of the current year Before the adjustment 1s 
actually made, honever, the Secretary of Health, 
Education, and Welfare must submit his recom- 
mendatlon and a proJectIon of the Impact of the 
change on the financmg of the program both to 
the House Ways and Means Comrmttee and the 
Senate Fmance Conumttee If Congress takes 
mtervenmg a&on to adlust benefits on an ad hoc 
baas, the automatic provwons are dwegarded 

Before the 1975 lmplementatlon of the auto: 
matlc ad@ment procedure, benefit levels were 
adjusted solely on an ad hoc basis This process 
resulted m benefit levels somewhat parallehng 
price changes from 1960-70 and nage changes 
untd the mtroductmn of the automatic prowlon 


