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Abstract

Any contribution to a pay-as-you-go pension system may be considered mandatory savings to the

extent that it gives a claim to a future benefit. Contributors to the economic literature have argued that

an increase in this savings component will lower implicit marginal tax rates, thereby reducing

distortions in the labour market. However, the efficiency gain created by increasing the actuarial

component of pensions may come at the cost of increased inequality in pension benefits. While the

notions of efficiency and equity are simple in theory, they are not easy to quantify in actual public

pension schemes whose benefit functions intrinsically exhibit non-linear characteristics. This paper

develops a framework to quantify the efficiency and equity dimensions in a fully specified pension

system using micro-simulation modelling. The methodology is then applied to five different pension

schemes within a dynamic microsimulation model of the Norwegian economy. As expected, we find a

negative correlation between efficiency and equality. Surprisingly, we cannot identify any pension

scheme that improves the trade-off between these two concerns.
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