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Abstract

The intention of the Norwegian pension reform agreed upon in 2006 is to (1) improve long run fiscal

sustainability, (2) strengthen labour supply incentives, while (3) maintaining the main redistributive

characteristics of the present system. This paper assesses to what extent the reform is likely to achieve

these three goals using two large models iteratively: (1) A detailed dynamic micro simulation model

simulates individual benefits and government pension expenditures; (2) a large CGE-model captures

general equilibrium effects on employment and government revenues and expenditures. The

simulations suggest that the pension reform is likely to improve fiscal sustainability significantly. The

payroll tax rate can be about 10 percentage points lower in 2050 than in the no-reform scenario. Most

of the improvement is caused by increased employment, rather than reduced annual benefits. This is to

some extent obtained at the expense of increase income inequality among pensioners.
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