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how private insurance and means testing can
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Abstract

Market-heavy welfare systems, in which low or moderate state benefits are topped up by
private welfare arrangements, are expected to undermine political support for the extension of
social rights and perpetuate benefit fragmentation over time. And where low state benefits are
means-tested, political support is expected to be particularly prone to erosion. In this paper |
develop the argument that the combination of private pension insurance and means-testing
does not always perpetuate fragmentation. Rather, it structures the policy preferences of
pension industry representatives and right-of-centre parties such that these actors push for
reforms to make the state pension more universal. | make my argument by examining the
reform history of nine market-heavy pension systems in the three decades since 1980. A fuzzy-
set Qualitative Comparative Analysis (fsQCA) maps the conditions under which
universalizing reforms have occurred, and two case studies link institutional conditions to
reform outcomes via the policy preferences of key political actors.
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Rethinking the paradox of redistribution: how
private insurance and means testing can lead to
universalizing reform

Introduction

In the comparative study of welfare states, both private insurance and means-tested
welfare arrangements are considered to be dualizing, fragmenting the benefit system
and leading to different rights, entitlements and services being provided to different
categories of recipients. Moreover, there is a formidable consensus, from Moene and

Wallerstein, to Korpi and Palme, Rothstein, and Pierson
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should do about the less well-adjusted minority, and benefits are susceptible to
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perpetuation of benefit fragmentation -
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from the QCA as a seemingly deviant case of reform under left-of-centre government.
| therefore complete my argument with a final case study, zooming in on the UK
where the earnings-related state pension has been dramatically eroded over time. |
show how despite appearances, it was the political right that drove the UK reforms. |
begin by setting out the rationale for why the combination of means testing and

private insurance can lead to more universal state pensions.

I) Why means testing and private insurance can lead to more
universal state pensions

| take as my starting point the idea that there is an institutional mismatch between

means-testing and private insurance that leads to pressure for more universal
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tested, those who have saved privately for retirement may find their state pension
reduced. For this reason they may benefit from universalizing reforms such as
lowering the rate at which public pensions are withdrawn with growing pension
income or lowering contributions requirements to the state pension. This logic, which
stems from the mismatch between means testing and private pensions, is hereafter

UTTTO0TEWlOuE U T TusxUpY EOTWUE YBO TUu0O TREWOTWUT IOUOE

Notwithstanding the uneven coverage of voluntary private pensions in favour of
those on high incomes, | expect that in market-heavy systems private pensions will be
sufficiently prevalent that those affected by means-testing will cut across the political
spectrum, and both right and left-of-centre parties will count amongst their
constituents a significant number of individuals who stand to gain from

universalizing reforms.

However, in a post-industrial setting, expansionary reforms are difficult. Indeed, they
are rarely studied and scholarly emphasis has been placed on explaining
retrenchment and recalibration (Huber & Stephens, 2001; Pierson, 2001). While some

insist that right-of-centre parties shrink state entitlements and left-of-
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and has little to lose, as left-of-centre parties are unlikely to gain votes by attacking
welfare state expansion. TulOBO TulTTuEIEUURENS—DROOU TOTULI0u " *THOEWEUTUOTOUOOuDIUL
head therefore, it is right-of-centre parties that can be expected to initiate

universalizing public pension reforms.

In sum, the starting point for my argument is that the combination of means testing
and private insurance generates pressure to make the state pension more universal.
This is because those who save privately for retirement and find their eligibility for
state benefits reduced under the means-tested status quo could benefit from
universalizing reform. In the post-industrial context, I expect that universalizing
reform is more likely to be introduced by right-of-centre governments with a
reputation for fiscal rectitude. (OulTTuOTRILUTEROON WUTOPITOPUITTusxUBYEITWUEYROTU
reform logic has been at work in the case of Australia, a targeted, market-heavy

pension system that has become more generous and more universal since the mid

1990s.

I1) Australia: a least likely case of universalizing reform

UU0UEGEZui0ED-rate general taxation financed Age Pension was tightly means tested
at its inception in 1908. Over the years eligibility conditions were successively
loosened, transforming it from a benefit tightly targeted on the poor to one that
covered over 80 per cent of the population by the mid-1970s (Cliath, 2007; National
Pensions Board, 1993). The trend towards ever more universal pension arrangements
came abruptly to a halt however in 1982 when the Hawke Labour government came

to power in the midst of a recession.
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The Hawke government was determined to gain the support of business and prove
its fiscal reliability. It departed from the policies of the previous Labor (ALP)
government with a major restructuring of the welfare state, marked by increased
means-testing and selectivity (F.G. Castles & Mitchell, 1993; Lyle Scruggs, 2004).
Pensions were among the first benefits to be more tightly targeted. The income test
was tightened for those over seventy, and the means test was reformed to apply the

income or the assets test depending on which gave the lower pension level.

Individually, these reforms were electorally unpopular, and the opposition gained
some popularity by promising to abolish the assets test (Francis G. Castles, 2001: §;

- N~ A

Weatherley, 1994: 157). But the ALP7UIENx0EauOTuipUEEWUTERIVE Tux EDELOTTUENITTUEEON
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a high profile way of addressing the low national savings rate, which had become a
media obsession by the late 1980s (Commonwealth Treasury of Australia, 2001). With
the Superannuation Guarantee, private savings could be increased without increasing
spending on tax incentives; public expenditure could remain tight and be further
reduced over time. Building on the tightening of the means test, the Superannuation
Guarantee would make the Age Pension increasingly residual as more people built
up private superannuation and became ineligible for state benefits. National savings

would improve through a combination of public and private savings.

Seeds of change

The ALP lost the 1996 election to a coalition of the Australian Liberal and National
Parties led by John Howard, for reasons largely unrelated to superannuation or the
Age Pension (Cavalier, 1989; Dodson, 1989; 1989b). The Superannuation Guarantee

had been opposed by Howard, and the new Coalition government was suspicious of
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savings to the forefront of media attention, but crucially, they emphasized private
rather than public savings. They issued public statements noting that household
savings had shrunk to a near historical low, and insisted that private savings were the
way to fix the current account deficit (Kavanagh, 1996). Media emphasis began to shift
from government saving to private saving, and the battle to make people save became

'the nation's prime economic soap opera' (Smith, 1998).

The superannuation industry insisted on reform of ‘the interaction between private
retirement income and the Age Pension' (Megalogenis, 1999). For some industry
actors, like the Institute of Actuaries and parts of the insurance industry, this meant
adopting a fully universal Age Pension and a virtual elimination of any means tests
(Smith, 1998). The majority of the financial and banking industry however did not
have the appetite for such full-on reform, and simply demanded a loosening of the

means tests.
A change in policy direction

The Coalition government soon began to realise that a focus on private savings could

be used to justify a shift from fiscal rectitude to expansionary loosening of the means
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In doing so, the Coalition pushed aside calls from business representatives to address
national savings through tightening government spending. In their submission to the
Budget process of 2001, the Business Council of Australia (BCA) had suggested that
private saving should be encouraged by 'building upon the existing mandatory
program of superannuation savings' and removing ‘remaining biases against saving
in the tax system' rather than loosening Age Pension eligibility conditions. In fact, the
BCA had called for 'tighter targeting of transfers to those in greatest need' (Costello,

2000).

The universalizing reforms implemented by the Coalition government in 2000 and
2001 were to be the first in a series of popular yet fiscally costly measures, intended to
ETEOTTWTTu™ OPEVEMOYTUOOT0UUnOETT5iUO OO TEOEOEWIDEOAUOEERO TIEOEWTERO Ty
(Business Council of Australia, 2001: 11). The reforms were picked up by some
commentators as an attempt to buy votes (Hayes, 2002; Megalogenis, 1999, 2006), and
ETTOIEERETVaEa(TTu  +/61 810 OxxOUpIROOu0TEETUL*DOu 1 TEAIT aw PEUISOOI EEOU 10
suggest that a Labour government would take away these hand-0UlUzu(P. Kelly, 2001;
Steketee, 2001), and superannuation industry representatives continued the campaign

to draw attention to low private savings (Frith, 2001; Richardson, 2001).

So the reforms continued. In 2005, the Coalition abolished the Superannuation
Surcharge amidst a flurry of press releases pointing out that this would encourage
saving (Wilson, 2003). The following year, the Coalition announced its most generous
budget to date (Commonwealth of Australia, 2005). The most expensive part of the
s2EQUEL **0EUUN TUET Tz (Costello, 2006) was a more generous assets test for the Age
Pension. The taper rate was halved, and the assets test threshold raised from $343,750
to $529,250 (Tanner, 2006). Once again, the justification for loosening targeting was
UTECw d0u EOOUIRIOUTEY Eu SOEUT Ty EDUBOETONY Tu 00w UEY Tu 10U UTIRUTO 1001 (Negline, 2007;

Parliament of Australia, 2006).
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a large part in the construction of the fiscal imperative during its time in opposition.
It justified its expansionary pension policies by highlighting how they would reduce

disi
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Table 1. Total number of universalizing and de-
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disabled people with broken work records to enable them to build up entitlements to
the state pension (2000), loosening the means test on the Minimum Income Guarantee
(2002), and re-introducing earnings uprating as well as lowering the required

contributions for a full basic state pension from 45 years to 30 years (2007).

In Switzerland and Denmark no clear trend emerges. In Denmark reforms loosening

the income test for the pension supplement (1987) and introducing contribution
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mobilizes pension industry representatives to put disincentives to private saving on

the political agenda.

These second is the presence of social insurance finance rather than general taxation finance
(broad_fin). This condition is included to capture the exceptional nature of the Irish
reforms. In the 1980s and early 1990s, Ireland was unique among market-heavy
pension systems in excluding large social groups from the contributory pension
system. By the early 1990s, the restricted coverage of the contributory pension had
created a reliance on means-testing that in turn generated an interest in universalizing
reforms among those who paid for both their own pension through social insurance
contributions as well as the means-tested benefits of others through general taxation.
This interest was manifested politically in the union-driven extension of contributory

pension coverage first to the self-
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Conditions associated with universalizing reform in market-heavy

systems

The results of the analysis of sufficient conditions are summarized in Table 2 below.
3T TuOUTUOTEDEIT 2000000 Cui OUOULITTETOIUTUOTWERUEUUURO OIS TTudOITUO TEBENTWUOUIROOU
OEOTU: (TTOUTIEE A TUBETEY gsERUTEIROOENA EVUUOX(BO0Us EEOUI PTTITTU 00 TOEE &
possible combinations of conditions for which there is no corresponding empirical
EEUTups0O TREEQUT OEDOE 10074 OUOELEOOIIE VU TuIOWITTUOUIEOO Tubiulm T awERET RBUIG (DuUT T Ou

uses these assumptions to inform the logical minimization process, generating
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introduced by the UK in the 2000s, with a consistency score of 0.748092. Although the
UK thus seemingly emerges from the analysis as an exceptional case of universalizing
reform which occurred in the absence of a non-left government, the case study that
follows show that the causal logic behind the UK reforms was in fact no different to
that which drove the universalizing reforms in Australia, Denmark and New Zealand.
Unlike statistical inference, in QCA, causal relationships are not assumed to be
symmetric, so separate analysis is needed to explain negative or low values of the
outcome of interest(Schneider & Wagemann, 2012). | therefore conduct a separate
fsQCA for the non-reform outcome. The analysis shows a striking causal symmetry,
EOEWUTTTUUTEWIT Tigx DY EITWEYBO TUz00 THEU Rx0EBOUOONO002uS T TiOIUOE UEROOIO IO O
universalizing reforms but also their absence. The results of the fsQCA of the non-

reform case are presented in the appendix.

Aside from the Irish state pension reforms therefore, which were largely driven by a
mismatch between targeting on the one hand and a contributory system from which
large social groups were excluded on the other, the analysis in this section suggests
that recent trends towards more universal state pensions can be explained by a single
logic. This logic has at its root a mismatch between private pensions and targeting
which leads to reform to make the state pension more universal when combined with
the absence of a significant earnings-related pension, a low rate of national savings,
and the presence of a non-left government. Despite the fact that QCA does not assume
causal symmetry, this logic extends to explain why reform did not occur in most of

those cases where it was absent.

The next section examines the UK, which seemingly emerges from the needed (es)3wZealand.
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remained critical of the growth in the number claiming means-tested benefits, and
insistent that the social security system should be based on the foundation of social

insurance.

~N A~/ uN n

— 1 Pu+EEOUUUIIOT Pux TOUROOuxOREA

3Ty OOUTUYEMY TUOEETOTEL T TutNN I UTEEOPYEUET 1us+EEOUUZ0u UER EOQEUT 100 EOEL
Labour lost the election. Although subsequent analyses of voting behaviour found
little evidence Labour had been defeated on the basis of its plans for taxation, the
message drawn by the new leadership was that Labour had to lose its tax and spend
image (Driver, 2002). The Labour party conference in 1996 was a turning point in this
direction. The party abandoned its commitment both to earnings uprating and to
restoring the SERPS. By the time New Labour came to power in 1997 promising not
to raise income tax and to stick to spending limits set by the Conservatives, it was no
longer redistribution but rather poverty relief that was the party goal (Hills, 1998: 22).
In line with this change in objectives, New Labour opted to increase the generosity of
the means test rather than the basic state pension. Its first pension reform, the Welfare
Reform and Pensions Act of 1999, reformed the means-tested pension. The new
s , 080U (OEOO Ty &UEUEGITTzu PEU (0 ETy UUEUIEOIEWa OOUTy TTOTUOUUN UTEOu B0
predecessor. Moreover, it would hold its position against average earnings while the

value of the Basic State Pension, linked only to prices, continued to shrink. One year

later, the Child Support, Pensions and Social Security Act
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into poverty traps and had a morally damaging impact on behaviour (Castle &
Townsend, 1996). But all attempts to shift the policy emphasis away from poverty
relief were blocked on the grounds of cost (Field, 1995 in Driver, 2002: 95). Instead the
Labour government tried to mitigate the disincentive effects of targeted benefits. The
Child Support, Pensions and Social Security Act introduced for the first time an additional
pension for carers and disabled people with broken work records, making it easier for

these people to keep off the means test. And in 2002, the
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Support from pension industry representatives was consolidated in early 2003 when
the Association of British Insurers (ABI) 'joined the chorus of providers and analysts
demanding changes to the state pension system to rescue the ailing private pension
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main issue in the general election’ (Timmins,
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opposition that forced New Labour to rethink the strategy of targeting that it had

adopted less than a decade previously.

The private savings logic of reform in the UK
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case of the UK, the Conservatives played a crucial role in the reform process.

The idea that targeting and private provision erode political support for state benefits
features prominently among institutionalist understandings of welfare state change.
By showing that the combination of targeting and private pensions can generate
pressure for reforms that make the state pension more universal, and spelling out the
conditions under which this pressure leads to universalizing reform, this paper
develops a more nuanced understanding of how the increasingly prevalent
institutional patterns of targeting and private provision interact to shape pension

politics.
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Appendix
Table Al. Ratios of private to public pension expenditure for all OECD countries

OECD Pensions at a Glance 2013 OECD Factbook 2013
Country 2005 Country 2009 Country 2005 Country 2009
Iceland 213 Iceland 170 Iceland 3.76
Iceland 142 Netherlands 1.10 Australia 112 Australia 131
Netherlands 1.06 Switzerland 0.92 Switzerland 0.78 Netherlands 0.76
Canada 1.03 Canada 0.81 | Netherlands 0.70 Denmark 0.70
switzerland 089 UM 574 | Dpenmark 063  Canada 060

Kingdom
United 0.86  Australia 059 United 0.54 Korea 052
Kingdom Kingdom
UnitedStates 063  onited 557 Korea 053  Jnited 0.52
States Kingdom

Australia 0.56 Denmark 0.40 Canada 0.49 United States 0.43
Denmark 0.41 Chile 0.38 | United States 0.48 New Zealand 0.40
Sweden 0.28 Japan 0.30 Israel 0.33 Chile 0.37
Ireland 0.25 Sweden 0.30 | New Zealand 0.30 Israel 0.34
Chile 0.22 Ireland 0.21 Norway 0.29 Belgium 0.33
OECD 0.21 OECD 0.21 OECD 0.24 OECD 0.28
Belgium 0.17 Belgium 0.14 Belgium 014 Mexico 0.23
Norway 0.12 Norway 0.12 Sweden 0.13 Sweden 0.16
Italy 0.10 Italy 0.10 Portugal 0.09 Portugal 0.08
Luxembourg 0.08 Germany 0.08 Mexico 0.08 Finland 0.07
Germany 0.07 Luxembourg 0.07 Spain 0.06 Spain 0.06

Slovak Czech Czech
republic 007 Republic 908 | Hungary 002 ponipic 009
Portugal 0.06 Austria 0.05 Austria 0.02 France 0.03
Austria 0.04 Portugal 0.04 Italy 0.01 Germany 0.03
Greece 0.04 RSeISL\Jls:(iC 0.04 Luxembourg 0.01 Hungary 0.02
Czech Republic  0.04 Greece 0.03 Germany 0.01 Austria 0.01
Finland 0.03 Finland 0.03 Poland 0.00 Turkey 0.01
France 0.03 France 0.02 Turkey 0.00 Italy 0.01
Korea 0.00 Korea 0.00 Luxembourg 0.01
Estonia 0.00
Greece 0.00
Poland 0.00
Slovenia 0.00

Missing data: OECD Factbook 2013 has missing data for Chile 2005; Czech Republic 2005; Estonia
2005; Finland 2005; France 2005; Greece 2005; Ireland 2005, 2009; Japan 2005, 2009; Norway
2009; Slovak Republic 2005, 2009; Slovenia 2005; Switzerland 2009. OECD Pensions at a Glance
2013 has missing data for Estonia 2005, 2009; Hungary 2005, 2009; Israel 2005, 2009; Japan
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by the DWP using a similar model but assuming that real earnings growth would only average
1%2% a year suggested that entitlement will increase by 15%, from 50% in 2002 to 65% in 2050
(DWP, 2002). On either estimate, this reform increased eligibility to state benefits substantially,
however it did so by extending eligibility to means-tested benefits whilst eligibility to the basic
state pension remained unaltered. It extended coverage of the state pension, but in doing so it
increased the role of means tested benefits relative to non means-tested benefits.

In 2007 the UK re-introduced earnings uprating, and loosened the eligibility conditions for
receipt of the basic state pension, most notably by reducing the number of qualifying years
needed for a full basic State Pension to 30 (from 44 for men and 39 for women). The immediate
effect of this reform (as of its implementation in 2010) was to increase the number of women
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National Statistics, 2009). Unfortunately, data is available only from 1994. By combining the
available data with OECD population data, | have calculated that the average proportion of over
65s in the 1990s receiving income tested benefits is 18 per cent, and the average for the 2000s is
25 per cent. Since the role of means testing in the UK pension system is expected to have increased
as a result of the decision to index the state pension to prices rather than earnings from 1980, it
is safe to as
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Solution Tables

A8. Analysis of sufficient conditions for the outcome 'significant universalising reform’,
conservative solution

1 *
hi_targ* lo_erel* hi_targ* lo_erel* Té—te?,g?*
. lo_natsav* ~lo_natsav* - refor
Solution : + . + lo_natsav*
broad fin* ~broad fin* ; m
~broad fin* ~
non_left non_left
- - non_left
Single
DEN80, NZ90, IRE8O,
country AUS00 IRE90,IREQ0 UKoo
coverage
Consisten 0.830508 0.755396 0971014
cy
Raw
Coverage 0.367316 0.314843 0.100450
Unique
Coverage 0.367316 0.314843 0.100450
Solution consistency: 0.815625; Solution coverage: 0.782609

Model: reform = f(hi_targ, lo_erel, lo_natsav, broad_fin, non_left). Conservative solution.
Frequency cutoff: 1.000000

Consistency cutoff: 0.755396
Cases in bold are uniquely covered by the relevant solution term

of sufficient conditions for the outcome 'significant universalising reform’,

A9. Analysis
parsimonious solution
* * 1 * *
Solution lo_erel* lo_natsav + hi_targ Io_e_:rel . reform
non_left ~broad fin
Single
country DEN80, NZ90, AUS00 IRE8O, IRE90,IREQO,
UKOO0
coverage
Consistency 0.589744 0.752500
Raw
Coverage 0.413793
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Al10. Analysis of sufficient conditions for the outcome 'no significant universalizing
reform’, intermediate solution

~hi *
Solution ~lo_erel +  ~non_left hi_targ -~reform
- - ~lo_natsav
Single | US80 US90 USO0 Aug\ggSNOzso NET80 NET90
country UK80 UK90 NZ00 DEN90 NETOO SWI80
coverage CANB8O CAN9O UKOO SWI90 SWI20
CANOO
Consistency 0.963293 0.766784 1.000000
Raw 0.425971 0213478 0.299065
Coverage
unique 0346778 0.196754 0.208067
Coverage
Solution consistency: 0.928533; Solution coverage: 0.843581
Model: ~reform = f(hi_targ, lo_erel, lo_natsav, non_left). Intermediate solution.
Frequency cut-off: 1.000000, Consistency cut-off: 0.768965.
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Analysis of sufficient conditions with country-five-years as cases

| recoded the data into country-five-year cases, and conduct the QCA again. In the
five-year analysis, the causal conditions are insufficient to explain the majority of cases
of reform. Most cases of reform remain uncovered by the solution formula, reflecting
the fact that sometimes the presence of all the causal conditions was not in itself

sufficient to bring about reform within a five year period.

The analysis of the non-reform case using country-five-years as cases has greater
explanatory power, and reinforces the country-decade analyses. The table below
xUTUTOUUWTTWUTO000UG  TEROWITUT TusxEITUa00u000-reform emerge. The first path, with a
consistency score of 1.000000, uniquely covers the UK from 1980 to 1995, and Canada
from 1980 to 2009. It reinforces the idea that the presence of a significant earnings-
related pension is sufficient to explain the absence of universalizing reforms in these

cases - even in the presence of a non-left government.

The second path reinforces the idea that the presence of a left party in government is
sufficient to explain why there were no universalizing reforms - despite the absence
of a significant earnings related pension - in Australia between 1985 and 1994, in New
Zealand between 1985 and 1990, and in Denmark between 1980 and 1984 and between
1995 and 2000. Again, the high consistency score of 0.817783 masks the seemingly

deviant case of the UK in the 2000s.

The solution formula reinforces the causal importance of targeting for bringing about

universalizing reform. In ad
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reform in the US, and the absence of reform in New Zealand between 1980 and 1984

and between 2000 and 2009.

Overall, the five-year analysis suggests that the causal conditions identified under
country-decade cases are robust, but that more information is needed if we are to
understand why sometimes the presence of all the causal conditions was not sufficient
to bring about reform within the five year period. Ultimately, the choice of country-

decades as cases strikes an appropriate balance between parsimony, and explaining
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