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Abstract

Although politicians in welfare states pay increasingly more attention to financial problems that

may arise due to the ageing process, little is known about the opinions of the citizens with respect

to the social security system and the ageing process. This paper focuses on opinions about public

and private pension systems in the Netherlands. The data have been obtained by means of a large-

scale questionnaire, carried out in January 1994. Opinions about several aspects of the social

security system, ordered both for the sample and per generation, are dealt with in the first part of

the paper. The second part examines the evaluations of several (hypothetical) pension schemes that

have varying income effects for different generations. The evaluations are compared between and

within generations. The analysis suggests that in some cases individuals of different generations

have varying opinions about current and future pension systems. In addition to income, altruistic

feelings seem to play a role.

*Mailing address: Tilburg University, Department of Economics P.O. Box 90153, 5000 LE Tilburg, the
Netherlands. E-mail: Eline.vanderHeijden@kub.nl. This research was sponsored by the Centre for Population
Studies (CEPOP), which is part of the Netherlands Organization for Scientific Research (NWO). I would like
to thank Corine Brienen, Gijs Dekkers and Jan Nelissen for helpful comments and discussions. Of course,
any errors are mine.
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1 Introduction

As do many European countries, the Netherlands copes with ageing as an issue. Although

politicians in welfare states pay increasingly more attention to financial problems that may arise

due to the fact that in the (near) future the number of economically active individuals will decline

relatively whereas the number of aged persons will increase relatively, still little is known about

the opinions of the citizens with respect to the social security system and the ageing process. The

economic literature pays hardly any attention to non-financial problems that may occur due to the

ageing process1. These non-financial issues, which include for instance changes in feelings of

altruism2, fairness and solidarity among generations, can, however, be important in the support of

pension systems, as pension systems generally consist of two elements: a public pension scheme

and a private pension scheme. Although several differences mark these two types of pension

schemes, both schemes do not operate independently of each other. On the contrary, theoretical

analysis shows the relation between public and private pension schemes to be determined by

political factors, the relation between generations (altruism), the marginal propensity to consume

and demographic factors such as the growth rate of population (see for example Verbon (1988) and

(1990)).

My research is directed to the empirical parts associated with these theoretical findings. First of all

I am interested in the opinions of the citizens about several aspects of the social security system. In

particular, I have tried to measure the preferences regarding pension schemes and the role of

solidarity, altruism and fairness3 in the possible support of the public pension system. The data

needed for the research have been obtained using a direct method of questioning. People were, for

instance, questioned about their knowledge of the present pension system and about their opinions

on the income situations resulting from that system. In addition to the present situation, four

alternative income situations, corresponding to four hypothetical pension schemes, were presented

in the questionnaire and people were asked to evaluate these alternative

1Apart from studies, for example by the Dutch Social and Cultural Planning Office (SCP,Sociaal en
Cultureel Planbureau). In a recent report (SCP, 1992) the SCP remarks that there is still a rather large public
support for social security.

2Altruism is not uniquely defined in the economic and psychological literature (see e.g. Van der Heijden
(1994b)). Among the most commonly used definitions are "unselfishness", "regard for others as a principle
of action", and "to attach a positive value to pay-offs to others" (e.g. Becker (1981)). See also Margolis
(1982) and Collard (1978)).

3During the last decade, fairness issues have received considerable attention in the economic literature.
The research interest seems to have grown by the results of various economic experiments indicating that
tastes of fairness could effect the outcomes (see e.g. Kahneman et al. (1986), Ochs and Roth (1989) and
Prasnikar and Roth (1991)).
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situations as well. This paper discusses the results of the survey. In particular, the evaluations of

the income situations are analyzed. I find, among other things, that people know little about public

and private pension provisions. In general, people are satisfied with their present income situation

and with the existing social security system; adjustments to the public pension system are not

appreciated. Moreover, people do not seem to be fully driven by self-interest, which is in line with

experimental results from other studies.

The organization of the paper is as follows. First of all, the next section globally describes the

Dutch pension system. In addition to that, the section briefly introduces the sample used and some

general data. Section 3 describes the more specific data in some detail. The evaluations of the

hypothetical pension schemes are considered in Section 4. In particular, comparisons between and

within generations are made. Finally, Section 5 presents some conclusions and discussion.

2. General facts and data

2.1 The Dutch pension system

Some background information of the Dutch pension system should be provided to understand the

paper. The Dutch pension system was founded in 1957. It is financed by a Pay-as-You-Go

(PAYG) scheme, which implies that the contributions paid by the present taxpayers are spent

immediately on the public pension benefit of the present retired persons. Dutch private pension

schemes, on the other hand, are financed by a Capital Reserve (CR) scheme. Table 2.1 presents the

most important characteristics of both schemes.

A number of additional remarks should be made. First, the public pension benefit someone

receives depends only on the marital status. As the pension is independent from the contributions

made, the public pension system generates inter-generational and intra-generational transfers.

Second, many private pension schemes and pension funds exist, which all have their own features.

In general the interest rate plays a role. Most commonly used is a scheme in which the private

pension benefit depends on the last wage earned. In this scheme, joined by about 80% of the

employees who enrol a private pension scheme, a maximum pension benefit of 70% of last gross

wage can be received if one has joined the scheme for 40 years4. The public pension benefits is

included in this amount. Thus, employees joining this kind of private pension scheme receive the

public pension benefit and on top of that a private pension benefit up to a total of

4Retired people are exempted from certain taxes, such as public pension contributions.
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70% (gross) of their last gross wage. Finally, variable retirement schemes are very scarce in the

Netherlands compared to most other western countries.

Table 2.1: Public and private pension schemes in the Netherlands

public pension scheme

financing method

retirement age

contribution rate

average contribution

public pension for a couple

public pension for a single

Pay-As-You-Go

65

14% of taxable income with a maximum of ± ƒ 500,- per month

± ƒ 300,- per month

gross ƒ 987,-, net ƒ 885,- per person per month

gross ƒ 1428,-, net ƒ 1232,- per month

private pension scheme

financing method

retirement age

contribution rate

private pension

Capital Reserve

65 (in general)

varying per scheme and pension fund

at most 70% of last gross wage (including public pension)

2.2 The sample

The sample used in the survey was an existing panel, the so-called Telepanel. The Telepanel was

composed in 1989 by a Dutch organization called Stichting Telepanel (STP), which also maintains

the panel. STP uses a computerized method to collect data. All participating households have a

computer on loan, which is connected to a central computer. The panel fills in a questionnaire on a

weekly basis5.

This research used only a part of the panel. The survey excludes people under the age of 25

because they generally do not contribute to pension schemes. Moreover, their income situation is

rather unstable. The questionnaire distinguishes three generations: the older (age 65 or more), the

middle-aged (age from 45 up to and including 64) and the younger (age under 45) generation.

5One might wonder what incentives people have to fill in the questionnaires and, therefore, what the
answers mean. Apart from the computer and some small presents the repondents have no financial
incentives. Apparently, they just like it. Furthermore, there is no evidence from earlier research that people
mess up things on purpose.
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Only one person in the younger and middle-aged households was interviewed6. In the older

households all members who were older than 65 were interviewed because the older households

were not so numerous. The respondents were not necessarily the heads of the household: the

members of the households determined who answered the questions. However, this turned out to

be mainly the heads of the households.

In principle, the sample consists of 1103 respondents: 278 of them are old, 362 middle-aged and

463 young. Due to several reasons7, however, after cleaning the data only 1001 respondents

remain: 275 old, 321 middle-aged, and 405 young respondents. The overall response rate of the

panel including technical non-response is 70%8. The overall response rate adjusted for technical

non-response amounts to 83%, which is high. The sample is roughly representative for the Dutch

population. The age structure of the panel corresponds rather well to that of all Dutch citizens.

Women, however, are underrepresented in our sample. Some general characteristics of the sample

can be found in Appendix A. The next section presents some general data and Section 3 describes

data on some more specific topics of the survey. Both sample data and data per generation are

reported.

2.3 General data

Something should be said about the background motivation of the study as this determined the

contents of the questionnaire to a large extent. The initial main goal of the survey was to collect

data that would enable us to estimate utility functions. The questionnaire uses the so-called vignette

approach9. The main questions concern the respondents’ evaluation of several, sometimes

hypothetical, income situations (the vignettes). Each vignette features a different public pension

benefit and contribution rate. People were asked to evaluate the resulting (income) situations, by

giving a grade between 1.00 (lowest) and 10.00 (highest). In Van der

6One person per household was sufficient because household-related questions such as the opinion on the
income position of the household have been asked. Moreover, information about the partner has been asked,
for example the private pension claims of the respondent and the claims of a possible partner, so that all
relevant household information was obtained.

7Some respondents did not receive all the questions, some of them did not answer all the questions,
others obviously gave incorrect or inconsistent answers, etc.

8Technical non-response refers to non-response due to technical problems or due to holidays.
9There are roughly two approaches to ask people about their feelings (see e.g. Van Praag (1968),

Kapteyn (1977) and Van der Sar and Van Praag (1993)). In the Factorial Survey Approach (FSA), people are
asked to evaluate certain situations, the vignettes. The second approach, the Evaluation Question Approach
(EQA), does just the opposite: certain evaluations are provided and people are asked to specify the situation.
For our goal the FSA is most suitable, as it offers better opportunities to deal with hypothetical situations.
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Heijden, Nelissen and Verbon (1994) the grades and the data are used to estimate a model, which

in fact merely consists of one equation, a utility function, by means of weighted-least-squares

regression. That paper investigates in particular to what extent notions of altruism and fairness

affect the parameters in the utility functions. The data obtained by the questionnaire can, however,

be used in other ways. The present paper uses t-tests to analyze the evaluations. We are now

typically interested in differences in the opinions of members of different generations. The three

generations have been distinguished to explore these so-called generation effects. The following

tables present some general data.

First, table 2.2 provides information about the incomes of the participating households. The

incomes seem rather high to us. Note, however, that the income involved is household income, i.e.

the income of a possible partner is also included. Moreover, most respondents (about 63%) are

males (see also appendix A), who generally have a higher income. Of course, this holds only for

the single households. Appendix A shows that most of the respondents (about 70%) have a partner

and that they are head of the household (80%).

Table 2.2: Gross household income per month (Dutch guilders)10

sample old middle-aged young

≤ 1.000 2 2 2 2

1000 - 1500 5 8 4 3

1500 - 2000 5 7 4 4

2000 - 2500 7 12 7 3

2500 - 3500 14 20 11 13

3500 - 4500 17 18 15 19

4500 - 6000 20 12 22 23

6000 - 8000 24 19 28 24

≥ 8000 6 3 7 9

(n)= (1001) (275) (321) (405)

Table 2.3 demonstrates that in many of the households in which a partner is present, both members

have an income. At first sight, one may be surprised by the large number of older

10All numbers in the table indicate percentages. The number of respondents are given in the last row
((n=)).



6

households having a double income. The reason for this is that in the Netherlands public pension

benefits are provided on an individual basis. Older respondents with a partner over 65

automatically have, therefore, a double income.

Table 2.3: Who has income in the households?

sample old middle-aged young

both 64 80 49 66

only partner 8 4 13 7

only respondent 28 16 38 28

(n)= (697) (193) (230) (274)

3 Description of the data

3.1 Opinions concerning the social security system

As said before, public pensions are financed by a Pay-As-You-Go (PAYG) scheme, meaning that

people do not take care of their own pension: the present young and middle-aged people pay the

contributions and the present elderly receive their pension benefits from these contributions. The

public pension benefit one receives is thus independent of previous contributions11. The rate of

return of the public pension scheme is determined by the growth rate of both population and

income. This section mainly focuses on the opinions respondents expressed about the public

pension system, but first their opinions on the Dutch social security system in general are

discussed. Table 3.1 deals with the question of whether the respondents think that the social

security system should be reduced, remain unchanged or extended.

Table 3.1: Opinions concerning the total Dutch social security system

sample old middle-aged young

no opinion 16 19 14 17

reduced 21 19 22 21

unchanged 54 52 58 52

extended 9 10 6 10

(n)= (1001) (275) (321) (405)

11In spite of this, most (older) people see the public pension benefit as an acquired right.
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Irrespective of age, the answers of the respondents are remarkably similar: slightly more than half

of each generation think that the system should not be changed, less than 10% favour an extension

and 20% prefer a reduction of the system. The percentage of people with no opinion is relatively

high. The answers are comparable to the outcomes of a survey of the Dutch Social and Cultural

Planning Office (SCP)12. Among other things, that survey asked what people thought of the

statement that we will have to live with less social security in the future. In 1992, they found that

32% of their sample supported this view, 57% did not and the remaining 11% had no opinion.

We asked the respondents whether they knew the level of public pension benefit13. Slightly more

than half of the respondents said they knew it. Knowledge increases with age, obviously. Almost

all (95%) the elderly, somewhat more than one third of the middle-aged and about a quarter of the

young individuals thought they knew the level of the pension. Next, the actual amounts for singles

and couples were provided and people were asked what they thought of these amounts. Table 3.2

presents the results.

Table 3.2: Opinions concerning the level of public pension benefit for couples and singles

pension for couples pension for singles

sample old middle young sample old middle young

no opinion 4 7 2 4 4 7 1 3

very low 6.5 5.5 6.5 7 14 8 15 18

low 47 33 52 52 50.5 40 57 54

normal 40 54 37 34 30 44 25 23

high 2 0 2 3 1 0.5 1 1.5

very high 0.5 0.5 0.5 0 0.5 0.5 1 0.5

(n)= (1001) (275) (321) (405) (1001) (275) (321) (405)

The table shows some remarkable facts. The number of respondents who consider the benefit to be

high or very high is negligibly small for all generations. About 60% of the middle-aged and young

persons consider the public pension benefit for couples to be low or very low, whereas

12Every two years the SCP carries out a large scale survey, in which all kinds of issues are addressed. A
small part of the survey considers the opinions on income situations and social security. The survey of the
SCP does not provide sufficient information to answer all our research questions, however.

13See table 2.1 for the levels of the public pension benefit and the contribution rate.
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this is only 40% in the case of the elderly. With regard to the public pension benefit for singles

these percentages are about 70% and 50%, respectively. The differences between the younger and

old generation are significant at a 0.01-level. A possible explanation might be that the middle-aged

and young persons generally have a higher income, so that the relatively low public pension

benefit would imply a large step backwards. They might even think that the benefit is hardly

enough to get by. The elderly, on the other hand, are more familiar with the pension; they might

consider it to be normal almost by definition. Moreover, the elderly might experience that the

pension is enough just to get by14. In the surveys of the SCP, people are asked whether they think

that the public pension benefit is notsufficient. In 1991, 47% of the people agreed with this,

whereas in 1989, 1985 and 1980 this was respectively 52%, 37% and 25%. In our sample, we find

that about 54% of the people consider the pension to be low or very low15. The familiar result

that the benefit for singles is more often considered to be low or very low is also found here.

Furthermore, marital status plays a role, as singles regard both the pension benefit for singles and

that for couples lower than do couples. Finally, one might have expected that having or not having

an occupational pension matters. This turns out not to be the case, however.

Table 3.3: Opinions concerning the level of the contribution rate

sample old middle-aged young

no opinion 11 17 7 10

very low 1 0 0.5 2

low 7 6 8 7

normal 58 56 63 55.5

high 22 20 21 24

very high 1 1 0.5 1.5

(n)= (1001) (275) (321) (405)

Opinions on the public pension contribution rate are given in table 3.3. The opinions hardly differ

among the generations: between 55% and 65% of the respondents think that the contribution rate is

normal and 20% to 25% think that it is high or very high. Marital status and

14This phenomenon, known as habit formation, is well known in poverty research. In addition to this, the
elderly may be biased because they may unconsciously include their private pension income and judge this
total income as normal.

15This does not necessarily mean that these people think that the pension is not sufficient.
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enrolment in a private pension scheme turn out to have no significant effect on these judgements.

Table 3.4 concerns the opinions on the ’rate of return’ of the public pension system. The rate of

return is defined here as the ratio between the total amount of public pension benefit received (or

to receive) and contributions made (to be made). For simplicity, the term ’ratio’ is used throughout

the paper. For every five years age category and for every generation the average ratio between

public pension benefits and contributions can be calculated16. Because the current elderly have not

been able to contribute during their entire life, their average ratio is rather high (3.5), meaning that

(on average) the total amount of public pension benefits that a present pensioner will receive is 3.5

times higher than the total amount he paid on contributions. The ratios for an average middle-aged

(of age 55) or young person (of age 35) are respectively 2.4 and 1.2. We asked people what they

thought of the average ratios of the other generations.

Table 3.4: Opinions on the average ratio of a generation by members of other generations

ratio of the young
(1.2)

ratio of the middle-
aged (2.4)

ratio of the old (3.5)

old middle old young middle young

too low 19 31 7 13 4 6

not too high or too low 78 66 84 75 84 78

too high 3 3 9 12 12 16

(n)= (275) (321) (275) (405) (321) (405)

Considerably more middle-aged than old respondents consider the ratio of the young to be too low

(second column). Only a minor percentage of both generations consider the ratio of 1.2 to be too

high. With regard to the ratio of the middle-aged (third column), the global idea of the old and

young respondents is the same: a large majority consider that ratio not to be too high or too low

and the remaining part is split up between too low and too high. In the young generation this

remaining group is somewhat larger. Finally, although the ratio of the elderly is high (3.5),

16The rates of returns are calculated in Nelissen (1994) assuming a real discount rate of 2% and a real
growth rate of the economy per head of 2%. The public pension benefits are assumed to be inflation-proof.
Obviously, the rates of return further depend on income and marital status. In order to calculate an individual
ratio, the total history of income is needed, which is not available. Therefore, an average ratio of each five
years age category was calculated. For a respondent of a particular age the average ratio of the age category
he belongs to was used. Moreover, the average ratios for each generation were calculated.
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the last column of the table shows that a remarkable number of young and middle-aged

respondents consider it to be not too high or too low. In general, it turns out that the differences of

opinion between the generations about the ratio of other generations are pretty small. What about

how they regard their own ratio?

Table 3.5: Opinions concerning the own ratio17

sample old middle-aged young

too low 12 4 5 22

not too high or too low 77 82 83 69

too high 11 14 12 9

(n)= (1001) (275) (321) (405)

Table 3.5 shows that in all cases by far the largest part of the respondents consider their own ratio

to be reasonable. Old and middle-aged respondents consider their own ratio more often to be too

high rather than too low; this is just the opposite for the young individuals. This could be expected

because the ratio of the young is the lowest. However, notice that the opinions of the middle-aged

and old people are pretty similar in spite of the differences between their ratios.

Next, the expectations about the future public pension system are discussed18. Obviously, the

elderly expect a significantly brighter future for the level of pension benefit than do the young or

middle-aged individuals. Moreover, the average expectation of the middle-aged is significantly

more positive than that of the young individuals. Note, however, that this could be explained by a

difference in the time horizon among members of different generations. Concerning the

contribution rate, the opinions are similar among the generations: slightly more than half of the

respondents believe that the contribution rates will increase in the future.

3.2 Opinions concerning the income situations

An important part of the questionnaire concerns the evaluation of income situations, both of the

respondent’s own situation and of the situations faced by members of other generations. This paper

discusses only the evaluations of the respondent’s own current and future income situation.

17Note that the ratio differs with the age of the respondents. A person of age 28 has, for example, on
average a ratio of 1 and a person who is 60 years old has on average a ratio of 3. The impact of that is not
shown in the table.

18The question was "what do you think what will happen to the public pension benefit/contribution rate
in the future?". There were three possible answers: it will decrease, remain the same or increase.
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Table 3.6 summarizes the absolute and relative (with respect to the income situations of members

of the same generation) evaluations of the own current income situation.

Table 3.6: Absolute and relative evaluations of one’s own income situation

absolute evaluation relative evaluation*

sample old middle young sample old middle young

no opinion** n.a n.a n.a n.a 4 6 3 5

very bad 1 1 1 2 1 1 1 2

bad 7 6 8 8 9 7 10 11

reasonable/normal 35 35 35 35 35 33 35 37

good 44 44 43 45 40 39 42 38

very good 12 14 13 10 10 14 9 7

(n)= (1001) (275) (321) (405) (1001) (275) (321) (405)

*) Here, relative means compared to other people of the same generation.

**) Only available in the relative income evaluation question.

The answers are extraordinarily similar among generations: less than 10% of the respondents

consider their absolute income situation to be bad or very bad, slightly more than 10% consider it

to be very good, about 44% good, and the remaining part (35%) reasonable/normal. The

differences between the absolute and relative income evaluations are rather small in our sample,

but all generations are slightly more negative about the relative income evaluation. Again, these

answers are comparable to the outcomes of the survey of the SCP. They found that in 1991 46%

of the people interviewed were satisfied with their income, 39% were rather satisfied and 15%

were not satisfied. These percentages are constant in the course of time. The SCP asked also what

people thought of their own income compared to the total income distribution. People appeared to

think that they were rather lucky: 57% thought that their income situation was (very) good, 12%

(very) bad and 31% reasonable. Their results answers are rather similar to our findings.

In the evaluation of the total (i.e. present and future) income situation, the own expected future

income could also play an important role. The middle-aged and young respondents are therefore

asked what they expect their old age income situation to be, compared to their present income

situation. Perhaps a bit surprising it was found that the expectations about the income situation in

old age hardly differ between the youngest two generations. The income expectations of the
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young people were expected to be better because of the fact that occupational pension schemes are

more common nowadays. However, one has to be careful. The question relates current income to

future income and it is obvious that the current incomes of the young and middle-aged respondents

are not necessarily the same. This makes a comparison difficult. In addition to their expected

income in old age, the young individuals were asked about their expected income situation in

middle age. Most of the young respondents believe that their future income situation will remain

about the same. Additionally, an important number of young respondents think that their income

situation will improve in the (near) future. Finally, a considerable number of young individuals,

who may be called pessimists, expect the income situation in middle-age to be worse or even much

worse than their current situation. On average, the young persons expect their income situation in

middle age to be slightly better than the current situation.

Intuitively, it seems important for future income expectations whether one has entitlement to an

occupational pension or not. The effect of occupational pensions rights turns out to be negligibly

small for young people, however. For middle-aged people, on the other hand, a significant

difference can be found. Rather unexpectedly, middle-aged individuals who say they join a private

pension scheme expect a worse future income situation than do middle-aged individuals without

occupational pension rights. However, about 70% of the middle-aged and 85% of the young

individuals say they do not know what their entitlements are. Middle-aged persons who say they

do know their entitlements have a slightly more optimistic view than do the ones who do not know

their entitlements. Table 3.7 gives some data on the private pension entitlements.

Table 3.7: Occupational pension

sample old middle-aged young

no 19 37 13 11

yes 74 62.5 77 80

unknown 7 0.5 10 9

(n)= (1001) (275) (321) (405)

4 Analysis of five different pension schemes

4.1 Introduction

As already mentioned in the Introduction of the paper, one of the aims of my research is to try to

measure people’s preferences regarding pension schemes and the impact of altruism and
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fairness in the possible support of the public pension system. In the Netherlands, people have to

join the public pension scheme and one has only very limited choice in selecting (the pension

contributions and the benefits of) the private pension scheme one wants to join. Standard

econometric methods that derive the demand for pension schemes are, therefore, not applicable. A

questionnaire is a acceptable alternative. The main part of our questionnaire involves questions that

compare the existing public pension scheme with an hypothetical alternative public pension

schemes (the situations or the vignettes). Four alternative pension schemes are considered. Each

pension scheme generates a specific income situation for the three generations considered. The

respondents were asked to evaluate the schemes.

Before turning to the descriptions of the situations a few remarks are in order. First, in the

questionnaire each situation is described by means of a list of numbers (see Appendix B). The

numbers provide information on four kind of variables: the contribution rate and the contribution,

the public pension benefit, the rate of return of the public pension system and a return on private

savings. Second, each respondent is informed about the values of the variables holding for him and

about the values holding for a representative member of the other two generations19. Third, in

each situation, only the contribution of the respondent depends on his (own) income20; if he has

no income, the average contribution for that situation is used. Finally, the situations may seem

complicated and hard to evaluate. Note, however, that when respondents were asked to answer

these questions, they already expressed their opinions about the value of each variable separately,

as reported in the previous section21. This helped them understand the list of numbers. The next

sections discuss the situations and analyze the respondents evaluations.

4.2 The pension schemes

Table 4.1 briefly introduces the five pension schemes that give rise to five income situations. The

first three schemes (BS, LC and HC) do not take account of the ageing process, which means that

in these schemes the composition of the population is assumed to remain unchanged in the future.

This implies for the existing situation, for instance, that the contribution rate remains 14% and that

the gross public pension benefit for a married couple remains ƒ 1974,-. Of course these situations

are not feasible, but the two alternative schemes that omit the ageing

19The representative individual has the same marital status and gender as the respondent and he or she is
35 or 55 years old when being representative for the young or middle-aged generation respectively.

20The public pension benefit is income-independent due to the PAYG-system.
21In the beginning of the questionnaire respondents were also informed extensively about the possibilities

of private savings, the rate of return of these savings etc.
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effects can be used to examine what people think of these alternatives compared to the existing

situation. The existing scheme can, therefore, be seen as a benchmark case. In LC the contribution

rate and the public pension benefit are decreased, whereas they are increased in HC. The last two

schemes (LB, EB) are in a way more realistic. They explicitly take account of the ageing process

and its consequences. Two alternative schemes are considered: in EB only the contribution rate is

increased and in LB only the benefit is decreased22.

Table 4.1: Overview of the pension schemes and the corresponding codes

situation code description of the situation

BS basic situation (without ageing)

LC alternative situation with lower contribution rates and lower public pension benefits
(without ageing)

HC alternative situation with higher contribution rates and higher public pension benefits
(without ageing)

LB alternative situation with equal contribution rates and lower public pension benefits
(with ageing)

EB alternative situation with higher contribution rates and equal public pension benefits
(with ageing)

People are asked to evaluate each situation by giving a grade between 1.00 (lowest) and 10.00

(highest). In the following the situations are described in some detail.

Basic situation (BS)

The first scheme involves the present situation, also referred to as the basic situation (BS). In BS it

is assumed that the existing public pension system does not change in the course of time or, in

other words, the current situation is assumed to be the steady-state situation. The ageing process is

neglected.

Situation with a lower or higher contribution rate and a lower or higher pension (LC, HC)

The first two alternative schemes do not incorporate the consequences of the ageing process. In

these hypothetical situations, a once-and-for-all shock in the contribution rate generates a change in

the existing situation. The respondents face a situation with either lower contribution rates

22The calculations of the contribution rate and the pension benefit in the alternative situations are based
on Van Dalen (1991).
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(LC) or higher contribution rates (HC)23. Due to the PAYG-system, the public pension benefits go

in the same direction as the contribution rate. Hence, intertemporal decision-making is at stake

here. The new contribution rate is determined randomly24. People are informed about the new

average contribution, the new pension benefit and, if one has income, about one’s own new

contribution. In LC, the young and middle-aged individuals can spend more due to the lower

contribution rates. However, it is assumed that the difference between the contributions paid in BS

and LC will be saved. The savings plus the interest earned (a kind of private pension) are used as

a supplement to the lower public pension benefit that they will receive at the age of 65. Note that

the once-and-for-all shock implies that the income position of the current old always deteriorates in

LC. What happens to the income position of a young or middle-aged individual depends on

various aspects, such as the level of the new contribution rate, the income and the age of the

individual. The very young individuals with high incomes and high contributions will most

probably benefit. These individuals have to trade off their present income position and their own

future income position against the income position of the present elderly.

In HC, the young and middle-aged individuals can spend less due to the higher contribution rates,

but it is assumed that the difference in the (higher) contributions in HC and BS will be at the

expense of the savings account25. Current consumption possibilities therefore remain the same, but

old-age savings decrease. The public pension benefit has increased, however. In HC, the elderly

certainly profit from the higher public pension. The effect on the future incomes of the young and

middle-aged people is again uncertain.

Situations with ageing effects, either a lower benefit or a higher contribution rate (LB, EB)

The last two schemes involve situations that include the consequences of the ageing process. Two

(extreme) hypothetical situations are presented. The fourth scenario (LB) describes a situation in

which the present contribution rates are maintained. The total ageing effects are transferred to a

decrease in the pension benefits. People are informed about the amounts the young and middle-

aged persons should save in order to compensate the decrease in their public

23Appendix B contains an example in order to show how this information was presented in the
questionnaire.

24In LC the new contribution rate is, in steps of 1%, chosen from the interval 7% to 12% and in HC
from the interval 16% to 21%. In this way, the data contained more variation.

25Additionally, respondents were told it that if they have no savings account, the money will be
borrowed.
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pension benefit26. If the average young and middle-aged people save that amount of money, their

present consumption possibilities are negatively affected, but the future possibilities are the same as

those in BS. In LB, the income position of the elderly slowly deteriorates.

The very last scenario (EB) more or less describes the opposite case: the present public pension

benefit is maintained, but the contribution rate increases over time. Therefore, the income position

of the current elderly does not change in EB. In principle, the current income position of the young

and middle-aged persons deteriorates because of the higher contributions. The young and middle-

aged individuals can maintain their present level of consumption at the cost of in a lower level of

old-age savings.

Table 4.2 Summary of the average effects of the five situations for each generation

code ageing
old middle-aged young

pension ratio pension contr. ratio pension contr. ratio

BS no 0 0 0 0 0 0 0 0

LC no - - ?* - - ?* - -/0**

HC no + + ?* + + ?* + +/0**

LB yes - - - 0 - - 0 -

EB yes 0 0 0 + - 0 + -

*) The average effect cannot be determined. Recall the assumption that the difference in contributions
in LC (HC) and BS is saved (dissaved) in favour (at the expense) of the total pension. Total pension
is defined here as the public pension benefit plus (minus) the effects on old-age savings
(dissavings).

**) This effect depends on the age of the individual. For individuals of about 25 years old the ratio will
hardly change since they face the higher or lower contribution rate during their entire life and they
receive a correspondingly higher or lower pension.

Table 4.2 summarizes all the effects on the pension, the pension contribution and the ratio between

benefits and contributions. In the table, + indicates an increase (relative to the basic situation), - a

decrease, 0 no effect and ? an unknown effect.

26In particular, the elderly are informed about the average amounts the young and middle-aged persons
should save in order to compensate the decrease in their public pension benefit; the middle-aged individuals
are informed about their own necessary amount of savings and the average amount for the young generation;
the young individuals are informed about their own amount and the average amount for the middle-aged
generation.
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4.3 Analysis of the data: t-tests

The above situations were presented to the panel. Because of time constraints, the respondents had

to evaluate four situations instead of five: two situations without ageing effects (BS and LC or BS

and HC), and two with ageing effects (LB and EB). First, people had express their opinion about

BS. After that, one of the other situations was compared to BS and people had to evaluate the

alternative (see Appendix B for an example). To give an initial idea of the evaluations of these

variants, the left panel of table 4.3 presents the average grades assigned both for the sample and

for each generation. It is important to note that I think that people answered seriously. I believe

this because of several reasons. First of all, by checking the answers it was found that most

respondents seemed to answer consistently. Second, respondents who gave strange answers (e.g.

four times a 1.11) were removed from the sample as were those people who made clear that they

did not answer the questions seriously27. Finally, people had several opportunities to correct their

evaluations during the questionnaire, which is also likely to improve consistency. It seems,

therefore, reasonable to assume that the grades reflect the ideas of the respondents rather well.

Although the analysis presented here is very simple, the results provide information about the order

of ranking of the situations and it enables me to examine possible differences in this ranking

among generations. From standard economic theory it follows that people should rank situations

that give them a higher income above situations that give them a lower income. From this point of

view the elderly, for instance, might be expected to prefer HC, which gives them a higher pension,

to BS. To see whether this is true or not, the evaluations are compared to each other in two ways.

First, Section 4.3.1 examines whether members of different generations evaluate particular

situations in the same way28. Second, Section 4.3.2, investigates whether members of a particular

generation evaluate two alternative situations equally or not29, i.e a comparison is made within

generations.

4.3.1 Comparisons between generations

The first issue concerns the analysis of the evaluations of one particular situation as perceived by

different generations. The left panel of table 4.3 displays the average evaluations of the five

27Remarks could be made at the end of the questionnaire.
28Assuming that the evaluations follow a normal distribution, a t-test for differences of means for

independent samples is applied (see e.g. Van der Genugten (1986)). Inspection of the data and a look at the
histograms of the grades seem to support the assumption of a normal distribution.

29In that case, a t-test for differences of means for joined observations is applied.
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situations. Comparisons between generation can be made by looking at the rows of the table. The

right panel presents the results of the applicable t-test for the figures in the left panel.

Table 4.3: Comparisons of the evaluations between generations

evaluation t-statistic1)

code all old middle young old vs young old vs middle middle vs young

BS 6.25 6.35 6.23 6.20 1.86 * 1.39 0.43

LC 4.46 4.30 4.34 4.66 -1.84 * -0.24 -1.69 *

HC 5.75 5.48 6.22 5.55 -0.38 -4.10 *** 4.29 ***

LB 4.29 4.56 4.23 4.16 3.23 *** 2.61 ** 0.63

EB 5.74 5.93 6.03 5.39 4.85 *** -0.98 5.94 ***

1) * indicates significant at a 0.10-level, ** at a 0.05-level and *** at a 0.01-level.

The table makes clear that the evaluations of the basic situation (BS) are roughly the same among

the generations; only the older generation evaluates BS significantly (at a 0.10-level) better than

the younger one. The young persons evaluate LC better than the old and middle-aged persons do.

This is not unexpected, since in LC the elderly receive a lower public pension they cannot

compensate, whereas the young could save for many years and prepare themselves for the lower

public pension. Furthermore, the middle-aged people classify the situation without ageing and with

higher contributions and higher public pension benefits (HC) relatively high, even higher than the

elderly do. This does not necessarily imply altruism as the middle-aged pay the higher

contributions over a short time span, whereas they will receive a much higher pension when

retired. Altruism towards the elderly, however, could also play a role here. The relatively bad

evaluation of HC by the elderly is unexpected because they benefit from a higher public pension

benefit. The evaluation of the present public pension benefit might play a role here: as pointed out

in Section 3.1, a large number of the elderly consider the public pension benefit to be rather good,

whereas the young and middle-aged individuals believe it to be rather low. In combination with

possible altruism, this might explain why the elderly do not prefer HC to BS. The last two

situations LB and EB are the situations with ageing effects. Notice, however, that both situations

pertain to future changes that barely harm the income positions of the elderly. One might therefore

expect that they give the highest grades in these situations. This is indeed true for LB.

Furthermore, the situation with higher contributions (EB) is evaluated significantly better by the

older and middle-aged generation than by the young generation. In EB, the young
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persons suffer most from the raising contribution rate; they apparently dislike this idea. On the

other hand, no significant difference exists between the opinions of the middle-aged and old

generation about EB.

Summarizing, it is clear that in many cases the generations behave fairly the same. There are,

however, situations in which differences in ranking occur. Regarding the alternative situations, all

generations prefer higher benefits to lower benefits, irrespective of whether or not ageing occurs.

Section 4.3.3 examines the effects income may have on these results. The possible influence of

altruism is briefly discussed in Section 5.

4.3.2. Comparisons within generations

In addition to the comparisons between generations, comparisons within generations can also be

made. This can be done by analyzing the grades displayed in table 4.3 per column instead of per

row30. The results that can be derived from the table, correspond to a large extent with the

expectations. Concerning situations without ageing effects, the total sample and all separate

generations evaluate the situation with lower contributions and lower public pension benefits (LC)

significantly worse than the basic situation (BS). Because only the youngest persons can gain under

variant LC, this result is not surprising. The situation with higher contributions (HC) is evaluated

worse than the basic situation by the young and old generations too. All generations, however,

prefer an increase in contributions to a decrease. This is not unexpected even among the young

individuals because probably more of them gain under HC compared to LC. Another result from

the table is that the elderly value future changes in the pension more highly than analogous current

changes, while for the young and middle-aged just the opposite holds31. This is of course caused

by the fact that future changes have a relatively strong effect on the younger generations. From a

political point of view, a comparison between the two situations with ageing effects (LB and EB)

is interesting. All generations evaluate the situation with equal public pension benefit and

increasing contribution rates (EB) significantly better than the situation with equal contribution

rates but lower public pensions (LB). This holds even though the youngest generation loses more

under the variant EB. It should be noted, however, that in this case inter-generational and intra-

generational effects can be mixed up. The young individuals with lower incomes might possibly

gain from higher contributions due to the intra-generational redistribution. This fact might bias the

above result in the direction of more redistribution from

30Appendix C presents the elaborated table with t-statistics.
31See also Appendix C.
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the young to the old generation. This issue is examined further in the next section which discusses

table 4.4.

Summarizing, each generation evaluates the basic situation better than all other situations. The only

exception is the middle-aged generation which prefers situation HC to BS, but that result is not

significant. With regard to the two hypothetical possibilities presented to set off the ageing effects,

it is clear that the respondents favour a situation with higher contributions and equal public pension

benefits.

4.3.3. The effect of income

The previous analyses involve the total sample or all old, middle-aged or young people. The

implicit assumption made is that the generations are a homogeneous group. The magnitude of the

effects of the variants depends, however, to a large extent on the current income situations of the

respondents32. In order to take account of some of the heterogeneity present, the sample (and the

generations) are divided into a ’low-income’ group (income < 43.000 Dutch guilders) and a ’high-

income’ group. For these groups, the previous analyses have been repeated. Table 4.4 shows the

most important figures. The text focuses on the major trends and differences with respect to the

previous sections.

Table 4.4: Evaluations per income group

high income low income

code all old middle young all old middle young

BS 6.41 6.66 6.33 6.39 6.10 6.22 6.10 5.98

LC 4.62 4.63 4.35 4.87 4.30 4.15 4.40 4.37

HC 5.71 5.32 6.32 5.33 5.79 5.54 6.09 5.84

LB 4.34 4.62 4.28 4.29 4.24 4.53 4.14 4.01

EB 5.68 5.74 6.08 5.30 5.81 6.01 6.00 5.47

The table shows that richer old and young people evaluate the basic situation and the situations

with lower contributions better than do poorer people; the reverse holds for the situation with

higher benefits. This could be expected, as for instance young people with a low income suffer

32In LC and HC the magnitude also depends on the level of the new contribution rate, which is
randomly determined (e.g. between 16% and 21% in HC). However, from the data it turned out that the size
of the change in the contribution rate hardly made a difference.
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less from a higher contribution rate and old persons with a relatively high income probably have a

private pension benefit on top of their public pension so that they suffer less from a decrease in the

public pension benefit. Furthermore, the differences between both income groups are larger for the

old and young generation than for the middle-aged generation. Regarding the comparison between

generations it can be mentioned that most of the differences observed before disappear when

considering the income subgroups. Two remarks are worthwhile, though. First, the grade assigned

to BS by the wealthy elderly is high. Finally, the relatively high evaluation of HC by both the poor

and the rich middle-aged individuals is again striking.

Therefore, as expected, the present income position of the respondents has an impact on the

evaluations of both the existing situation and the alternative schemes. The effects seem moderate

and not of overriding importance. However, several other factors could affect the evaluations. The

possible effect of one of these factors, to wit altruism, is briefly considered in the last section.

5 Conclusions and discussion

One of the aims of this paper is to contribute to the scarce information on the opinions of citizens

about old-age pension systems. One conclusion is that many people, particularly the younger

generations, know little about public and private pension schemes. In spite of this lack of

knowledge, the opinions on the pensions and contribution rates are roughly the same among

generations, although some differences exist, particularly between the old and the younger

generation. The main results of the paper follow from the analyses of the evaluations of the

situations in Section 4. Figure 5.1 graphically present per generation the evaluations of the existing

pension scheme and four alternative schemes. It summarizes the main conclusions of the paper.

[insert figure 5.1]

The global picture arising from the figure is that people clearly favour the current situation.

Furthermore, it is obvious that mainly LC and LB are evaluated very badly. This supports the idea

that public pension benefits are considered to be a right; lower levels of public pension benefits are

not appreciated. More than that, people seem to be prepared to pay more to maintain the system

with the present benefits, even when rather large changes are needed due to the
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ageing process33. This holds in particular for the middle-aged generation. Income plays a role in

this respect. Young people with a high income seem to be less prepared to pay more, as for them

the expenses are the highest. In spite of these extra costs, they prefer HC to LC (without ageing

effects) and EB to LB (with ageing effects). When looking for other explanations than income, we

can raise the question of to what extent feelings of altruism and fairness play a role. Van der

Heijden et al. (1994) showed that besides own income, the incomes of members of other

generations affect one’s own utility. Altruism could play a role in some of the results derived in

this paper, too. One strong result of the paper is that the elderly, who do not suffer at all from a

situation with higher contributions (HC or EB), evaluate these situations significantly worse than

the existing situation (BS). This feature could point at the presence of some altruistic

considerations among the members of the older generation. Also in the younger generations some

indications for altruistic feelings can be found. For instance, altruism towards the older generations

could be part of the reason why the youngest generation evaluates EB worse than LB and LC

worse than HC. However, further research is needed to test this idea.

It is hard to derive clear policy implications from the paper. The main message to the politicians

could be that people do not appreciate cuts in the pension benefits. With respect to future

adjustments, which will be necessary as a consequence of the ageing process, people seem to

prefer a situation with higher contributions and constant benefits to a situation with constant

contributions and lower benefits.

The results from this paper show some weak evidence that might point in the direction of altruistic

feelings. To be able to make clear statements, however, further research and more data are needed.

The data obtained from the questionnaire will be explored further to investigate, among other

things, the possible effect of the presence of children. This might help to explain the evaluations

given by the respondents. Another way to gather additional data is by running economic

experiments34. The data obtained from the experiments might give additional information about

the possible support for public pension systems and the role that solidarity and altruism could play

in this respect.

33This was also found in a recent study in Sweden.
34Van der Heijden (1994a) describes a possible set up for experiments in this field. The experimental

environment consists of a very simple pension system with overlapping generations in which people can
make transfers.
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Appendix A The sample and some general data
A.1 The panel

Stichting Telepanel (STP) made of course an attempt to compose a representative sample. That is to say, the

starting point for the Telepanel was to get a panel that showed only small deviations from the total

population with respect to background characteristics of the (members of the) households. A number of

variables were chosen as background characteristics: age, sex, urbanization grade, region, living

circumstances and labour states. The actual composition of the panel took place in two steps. As a first step,

8000 phone numbers were drawn randomly35. If the selected phone number appeared to be a household, the

household was asked whether they were willing to join a longer term survey. No detailed information was

given. Of the 8000 households, 3583 of them were prepared to do so. For these households the values of the

background variables were compared with information about the values for the Dutch population as a whole,

as given in reports of the Dutch Central Office of Statistics (CBS). Then, as a second step, 3000 out of these

3583 households were chosen to form a panel that was as representative as possible. All of these 3000

households were approached. At that stage, STP provided more detailed information, such as the procedure

with the computer, the purposes of the panel and the expected time it would take to fill in the questionnaires.

Finally, about 2000 households (about 3000 persons of age 18 and older) were prepared to participate in the

Telepanel. The reasons why people did not join the final panel were mainly lack of time or frequent absence.

When in the course of time a household left the panel, a similar household in the neighbourhood was chosen.

The households participating in the Telepanel are interviewed almost weekly. On Thursday or Friday, one or

more questionnaires are sent from the central computer to the households. One or more members of the

households answer the questionnaire during the weekend, at any time they like36. When finished, the

answers are sent back automatically to STP. The scope of the topics of the questionnaires is very broad. One

week the topic is, for example the frequency with which one visits a cafe, another time the elections, or

advertisements. The respondents can answer the questions rather quickly because they are used to it.

A.2 The questionnaire

The questionnaire was developed in some steps. Drafts of the questionnaire were tested several times. Many

adjustments and improvements were made as a result of these tests. First, a draft version of the questionnaire

was developed on paper. This draft was tried on some critical colleagues. After the questionnaire was

adjusted several times, 25 students filled it in. These data were used to see whether the planned method of

analysis was feasible. This appeared to be the case. Consequently, the questionnaire was changed to a

version that was suitable for the Telepanel and a computer program was developed. The resulting

questionnaire was tested again on a modest scale by the researchers and by STP. Finally, after further

corrections and a reduction of the number of questions, everything seemed to be correct, understandable and

acceptable to both the researchers and STP and the questionnaire was carried out.

35One could argue that this way of selecting already gives a bias since people without a telephone cannot be
selected. However, by far the largest part of the Dutch population has a telephone, Furthermore, one could take account
of this by a weighting procedure. People with unlisted numbers are included, however.

36The households are asked to respond before Monday but in any case they should respond no later than Tuesday.
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A.3 The sample

The following tables give some general information on the sample.

Table A.1: Gender37

sample old middle-aged young

female 37 42 34 35

male 63 58 66 65

(n)= (1001) (275) (321) (405)

Obviously, more male than female respondents participated in the survey. Particularly in the middle-aged and

young households, in which only one member answered the questions, women are under represented. Table

A.2. presents an overview of the age of the respondents. The age of the young and middle-aged respondents

turns out to be rather uniformly distributed, but half of the elderly have an age between 65 and 70.

Apparently, also some very old respondents participated in the survey.

Table A.2: Age structure of the sample

sample old middle-aged young

25-30 9 21

30-35 10 26

35-40 11 27

40-45 10 25

45-50 9 30

50-55 7 21

55-60 9 27

60-65 7 22

65-70 14 50

70-75 9 32

75-80 3 13

80-85 1 4

85-90 0.5 1

(n)= (1001) (275) (321) (405)

Most of the respondents have a partner (table A.3) and they are head of the household (table A.4).

37All numbers indicate percentages; (n)= indicates the number of respondents.
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Table A.3: Presence of a partner

sample old middle-aged young

no partner 30 30 28 32

partner 70 70 72 68

(n)= (1001) (275) (321) (405)

Table A.4: Position in the household

sample old middle-aged young

head of the household 80 78 82 79

partner (married) 17 21 17 14

partner (not married) 3 1 1 7

(n)= (1001) (275) (321) (405)

Appendix B Example from the questionnaire
We show a part of the questionnaire in order to demonstrate how the information was provided to a (young)
respondent. The question involved was as follows: How would you evaluate the situation with lower
contribution rates and lower pension benefits? The respondent already evaluated the basic situation.

basic sit. (grade ..) sit. with lower contributions

contribution rate 14% 9%
own contribution f 493 f 317
average contribution f 300 f 193
own public pension f 1974 f 1269
public pension for an old person f 1974 f 1269
public pension for a middle-aged person f 1974 f 1269

own ratio 1.2 1.15
ratio of a middle-aged person 2.4 1.9
ratio of an old person 3.5 2.9

own return on savings f 0 f 1022
return on savings for a middle-aged person f 0 f 101

own public pension + savings f 1974 f 2291
public pension + savings for a middle-aged personf 1974 f 1370
public pension + savings for an old person f 1974 f 1269
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In this example the public pension contribution of the (male) respondent in the basic situation (BS) was 493
Dutch guilders whereas it was 300 Dutch guilders for an average (middle-aged) person. The public pension
in the basic situation was 1974 Dutch guilders. In the hypothetical situation with lower contributions (LC)
the contribution rate was determined to be 9%. The contribution of the respondent was reduced to 317 Dutch
guilders and that of an average person to 193 Dutch guilders. The pension benefit was reduced to 1269
Dutch guilders. The rates of return decreased due to the lower pensions. As it was assumed that differences
between contributions in BS and LC will be saved, the respondent would save 176 Dutch guilders per month
in a savings account. When retired the account would pay him 1022 Dutch guilders per month, whereas an
average male middle-aged person would get 101 Dutch guilders per month when he would save 107 per
month now. The large difference in the return on savings between the young respondent and the average
middle-aged individual exists due to a difference in age and in income. For the respondent the public pension
plus savings would amount to 2291 Dutch guilders (which is higher than the current public pension), while it
would be only 1370 Dutch guilders for an average middle-aged person. Finally, the current old would only
receive 1269 Dutch guilders.

Appendix C Extended version of table 4.3
The following table presents the evaluations and the t-statistics on which the analysis in Section 4.3.3. is
based.

Table C.1: Comparisons of the evaluations within generations

code all t-statistic old t-statistic middle t-statistic young t-statistic

LC-BS -1.78 -21.72 *** -1.97 -13.61 *** -1.96 -14.67 *** -1.52 -10.95 ***

HC-BS -0.51 -6.29 *** -0.95 -5.78 *** 0.06 0.43 -0.67 -5.51 ***

LB-BS -1.96 -37.82 *** -1.79 -19.04 *** -2.00 -22.61 *** -2.04 -23.81 ***

EB-BS -0.51 -9.99 *** -0.43 -4.79 *** -0.20 -2.42 ** -0.81 -9.32 ***

EB-LB 1.45 22.16 *** 1.37 11.53 *** 1.80 15.85 *** 1.23 11.84 ***

LC-LB 0.10 1.39 -0.42 -2.76 *** 0.03 0.26 0.48 4.32 ***

LC-EB -1.34 -12.43 *** -1.61 -8.70 *** -1.71 -9.08 *** -0.90 -5.09 ***

HC-LB 1.52 15.64 *** 1.06 5.83 *** 2.06 12.48 *** 1.41 9.12 ***

HC-EB 0.06 0.88 -0.47 -3.30 *** 0.20 1.67 * 0.33 3.02 ***
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