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0. GENERAL FRAMEWORK OF PENSIONS AND TAXATION OF 

PENSIONS IN NORWAY 

 

This chapter gives a brief overview of the Norwegian (old age) 

pension system and the taxation of pensions in Norway. 

Disability pensions are discussed only briefly. 

 

0.1 Main elements in the pension system 

 
The National Insurance Scheme 

 
The foundation of the Norwegian old age pension system is the 

pension scheme under the National Insurance Scheme, the NIS 

pension scheme in the following. This scheme provides a basic 

pension large enough to cover a minimum of expenses for all 

persons that are fully covered. In addition, persons with a 

history of taxable income in Norway are allowed extra pensions 

under this scheme. 

 

The NIS system is based on an amount of money termed the NIS 

basic amount (“grunnbeløp”), or G, for short. One G is at the 

time NOK 62,892. This amount is increased every year in 

accordance with the growth in average wages. 

 

The basic pension of the NIS pension scheme is based on the 

number of years of insurance, usually the number of years a 

person has lived in Norway. A minimum of three years of 
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insurance is required. For persons with less than forty years 

of insurance, the pensions are reduced in proportion with the 

lack of years. The full basic pension is 1 G for single persons, 

0.8 G for persons living together with a spouse (with pension 

or other income). 

 

In addition to the basic pension, persons without additional 

pension rights receive a special supplement of approximately 

0.8 G, that is tied to the number of insurance years in the same 

fashion as the basic pension. 

 

Supplementary pension is based on the history of taxable 

income that gives pension rights. In short, income exclusive of 

capital income gives pension rights. A person acquires pension 

points for the amount of income, measure in G, that exceeds 1 G. 

Income in the interval 6-12 G only counts for a third, while 

income in excess of 12 G does not count at all. 

 

The pension points used for calculating additional pension is 

based on the average of the best twenty years with pension 

points. However, forty years with pension points are required, 

or the supplementary pension is reduced in proportion with the 

discrepancy.  

 

The amount of supplementary pension is given by the average 

pension points according to the section above times 0.42 G, 

though years before 1993 count as 0.45. The special supplement 

is reduced on a one-to-one basis as the supplementary pension 

increases. 
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The pension income in G is illustrated in Figure 0.1. Note that 

e.g. 20 years of income at 4 G, but no additional years of income 

give the same pension rights as an income of 2.5 G in the Figure 

0.1. 

 
Figure 0.1 – Pensions and labour income 

 

 
 
The structure of the NIS pension scheme is somewhat important, 

because it explains some of the structure of the additional 

pension schemes. The NIS scheme provides gross compensation 

rates of above 0.5 for incomes up to 6 G. Figure 0.2 shows gross 

compensation rates based on Figure 0.1.  
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Figure 0.2 – Gross compensation rates in the NIS 

 

 
 
For incomes higher than 6 G, the gross compensation rate falls, 

as income in excess of 6 G does not give full credit in terms of 

pension points.  

 

The public occupational pension schemes 

 

The public occupational pension schemes are based on a 

different principle than the NIS. The schemes cover practically 

every employee in the public sector. The public occupational 

pension schemes are not based on an income history like the NIS 

scheme, but on the income at the end of a career. Given full 

coverage (which requires 30 years of employment in the public 

sector), the gross compensation rate is 0.66 of the income at 

the end of the career (or in practice actually a bit more).  

 

We see from Figure 0.2 that a substantial share of this 

compensation would have been provided by the NIS pension 

scheme for most income levels. The public occupational pension 

scheme provides the remainder from the graph and up to 0.66. 
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Of course, the amount that the public occupational pension 

schemes provides net of the NIS scheme is increasing in income. 

 

The public occupational pension schemes are partly based on 

law (for state employees) and partly based on collective 

agreements (for municipal employees). 

 

For most of the employees, the public occupational pension 

schemes have the same pension age as the NIS pension scheme. 

However, a substantial minority has pension ages that are 

lower than in the NIS pension scheme. 

 

The private occupational schemes 

 
Private occupational pension schemes are primarily pursuant to 

Act No. 16 of 24 March 2000 on Occupational Pensions (OPA) or 

Act No. 81 of 24 November 2000 on Occupational Defined 

Contribution Schemes (DCA). The first of these laws regulates 

defined-benefits schemes, while the second regulates defined-

contribution schemes. Pension schemes regulated under these 

laws are given preferential tax treatment, see the discussion 

of taxation of pension savings below. 

 

Pensions under the OPA “scheme” work quite like the public 

occupational pension scheme, while the gross compensation 

rate can be anywhere from 0.6 to 0.7. Unlike the public 

occupational pension scheme, however, the OPA “scheme” does 

not “insure” against reforms in the NIS pension scheme. 

 

The DCA scheme is in a sense the defined-contribution 

counterpart to OPA. The aim is still to reach a certain gross 

compensation. Like the public occupational pensions scheme and 
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the OPA, this means higher occupational pension for incomes in 

excess of 6 G. In DCA, the contributions may be up to 5 per cent 

of the income of employees in the income interval 1-6 G. For 

income in excess of 6 G, but under 12 G, the maximum 

contribution is 8 per cent of income.  

 

About half of the employees in the private sector are 

historically covered by occupational pension schemes. 

However, from 2006, private occupational pension schemes are 

mandatory. (See discussion in conjunction with pension reform 

below.) 

 
Private savings 

 

As is sometimes proper to mention in discussions of pensions, it 

is quite possible to prepare for life as a pensioner by simply 

saving. The main vehicle of private savings in Norway is 

repayment of mortgages on private housing. The tax treatment 

of this kind of saving could be the subject of a report in itself, 

and is not an issue that will be pursued here. 

 

Private savings that are channelled into two specific financial 

channels are subject to preferential tax treatment. These are 

IPA, to be discussed in Chapter 3, and individually paid 

annuities, also to be discussed in Chapter 3. 

 

AFP 

 

A majority of employees (maybe 80 per cent) are entitled to a 

contractual pension pursuant to collective agreements 

(“avtalefestet pensjon” – AFP). The AFP pension scheme is an 
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early retirement pension scheme for persons in the age group 

62-66 years. 

 

For those eligible, the AFP scheme provides pension based on 

what the NIS pension scheme would have given, had they stayed 

on in their job until age 67. In addition, there is an extra 

benefit of either NOK 11 400 (2004) tax free or taxable NOK 

20 400. There is a rule, however, that the gross compensation 

rate should not be in excess of 70 per cent, so compensation in 

AFP is not necessarily more generous than in the NIS scheme 

(apart from the obvious fact that most of the persons covered 

by AFP would not be entitled to NIS pension.) Employees 

(formerly) in the public sector are allowed their full public 

occupational pension scheme allowance from age 65. 

 

AFP was introduced from 1988 (starting with pension only for 

66 year olds). AFP is a result of collective agreements, though 

there are substantial public contributions to the scheme, also 

for employees in the private sector. 

 

A large number of people in the same age group receive the NIS 

disability pension, which is based on the same principle: How 

much NIS old age pension would this person have received is 

he/she had stayed employed until age 67? Of course, disability 

is a requirement for receiving disability pension, though a 

remarkably large number of people above 55 qualify. 

 

0.2 The pension reform 
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A pension reform process was initiated in Norway in 2001, by 

initiation of the Pension commission. The main spurs of the 

reform process was to ensure that Norway had a pension system 

that could meet the challenges of an ageing population and the 

trend towards earlier retirement. These challenges can be 

seen as challenges for the real economy and the public 

finances, but also as challenges from an individual point of 

view, that is, how do one construct a pension system that meets 

the needs of the populace. 

 

The pension commission finished its report early in 2004, and 

late in the same year a government white paper was presented 

to the parliament. The white paper was not directly accepted, 

but a pension compromise between the Government and some of 

the opposition parties at that time was reached. 
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This compromise ensured the following: 

• Occupational pension schemes will be mandatory, also in 

the private sector. 

• The long term financial health of the NIS pension scheme 

will be secured by the introduction of “delingstall”, 

which means that expected increases in the NIS pension 

scheme due to increased expected age will be matched by 

(inversely) proportional reductions in pensions, 

reductions that can, however, be compensated by 

postponing the retirement. 

• The AFP pension scheme should continue to exist in some 

form. 

 

In addition, a framework for the further reforms was 

suggested. The reform of the NIS pension scheme is planned to 

be implemented from 2010. A new whitepaper is scheduled in the 

autumn of 2006. 

 

Mandatory occupational pensions 

 

The mandatory occupational pensions will be phased in through 

2006. This means that all employers must buy coverage for 

their employees pursuant to either OPA or DCA. Most of these 

occupational pension schemes are expected to be DCA schemes 

where 2 per cent of the wage income is contributed every year. 

 

Side effects of this reform is that self-employed individuals 

will also be allowed to save in pensions schemes like the DCA 

scheme and that organisations that were formerly excluded 

from such pension schemes (organisation that were exempt from 

taxation) are now allowed pension schemes under DCA and OPA.  
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0.3 The taxation of pension income 

 

Pension income in Norway is pension from the NIS pension 

scheme, the occupational pension schemes, the IPA and employer 

provided life annuities. The taxation of pension income is 

similar to the taxation of wage income. There are however some 

special rules. 

 

Taxation of wage income 

 
There is dual income taxation in Norway. Personal income, 

which is in this context gross wage income, is taxed with a 

National Insurance Scheme tax of 7,8 per cent and additional 

progressive surtax rates of 7 and 12 per cent for higher 

incomes. Ordinary income, defined as personal income with 

various deductions, in addition to net capital income, is taxed 

with a flat rate of 28 per cent. 

 
Special rules for pension income relative to wage income 

 
Pension income is personal income. 

 

Pension income is taxed with a lower NIS tax of 3 per cent, in 

contrast to 7.8 per cent for wage income. 

 

There is a special deduction for old age or disability in 

ordinary income. 

 

In addition, there is a special “rule” that limits the tax on low 

pension incomes. 
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The effects of these rules can be deduced from Figure 0.3. The 

figure shows that low pension incomes are not taxed. For low 

to medium pension incomes, the marginal tax rate is quite high. 

For high pension incomes, the average tax rate is about 5 

percentage points lower than the tax rate for wage incomes. 
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Figure 0.3 Taxes on wage and pension income 

 

 
Source: St.prp. nr. 1 (2005-2006) Skatte- avgifts- og tollvedtak. 
 

1. CERTAINTY OR UNCERTAINTY CONCERNING 
CONTRIBUTIONS AND BENEFITS 

 

All public employees are covered by defined-benefits pensions 

schemes. Those employed by the state are covered directly by 

the government. Those who are employed in counties and 

municipalities are covered either through municipal pension 

funds or through KLP, a mutual insurance company (owned by 

the customers).  
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About half the employees in the private sector were up to 2006 

covered by occupational pension schemes. These were also 

predominantly covered by defined-benefits schemes. 

 

Figure 1.1 and Figure 1.2 show the number of employees 

covered by defined-benefits and defined-contribution schemes, 

respectively. Note the different scale of the axes in the two 

figures. The figures include some public employees, namely 

those covered by KLP, but excludes approximately 380,000 

public employees that are covered by defined-benefit schemes 

 

Figure 1.1 – The number of persons covered by defined-benefit 

schemes (exclusive of SPK and municipal pension funds.) 
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Figure 1.2 – The number of persons covered by defined-

contribution schemes. 

 
  

The share of pension schemes that are defined-contribution 

schemes are likely to increase considerably in 2006. As 

mandatory occupational pension schemes are phased in through 

2006, with minimum requirements defined in terms of defined-

contribution schemes, most of those who did not have an 

occupational pension scheme will through 2006 be enrolled in 

such a scheme.  

 

In addition, the non-profit private sector, including many 

organisations, were not prior to 2006 allowed either ordinary 

(preferentially tax treated) defined-contribution or defined-

benefits pension schemes, while they will now not only be 

allowed, but also required, to enrol employees in such pension 

schemes. 

 

About 600,000 persons are likely to be enrolled, primarily in 

defined-contribution schemes. The reason why most of these are 

expected to be enrolled in a defined-contribution scheme is 
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that the minimum requirement for the mandatory occupational 

pension scheme is defined in terms of a defined-contribution 

scheme, and that the legal minimum requirements for a defined-

benefits scheme is expected to be more expensive to the firms in 

question than the minimum requirements for a defined-

contribution scheme. 

 

There are also rules for so called “closing” of private defined-

benefits schemes, which means a transition to defined-

contribution schemes, where new employees are enrolled in the 

new scheme, while current employees stay in the defined-

benefits scheme. There is a continuing flow of employees from 

the defined-benefits to defined-contribution schemes, but this 

flow is not particularly large, as is obvious from Figures 1 and 

2. 

 

The amounts paid into the different schemes were approximately 

29 billion NOK for the defined-benefits schemes (excluding SPK 

and municipal pension funds as above), and 1,2 billion NOK for 

defined-contribution schemes. 

 

In terms of contributions, the defined-contribution schemes 

opening up because of the new mandatory occupational pension 

schemes are not expected to exceed 3.5 - 4 billion NOK, so it is 

safe to conclude that: 

 

In terms of occupational pension schemes, Norway is moving 

towards a situation where roughly one third are covered by the 

public occupational pension schemes that are defined-benefits, 

a third covered by private defined-benefits schemes and a third 

covered by private defined-contribution schemes. The trend 
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towards defined-contribution schemes will thus be very strong 

in terms of the number of persons.  

 

In terms of contributions, Norway will stay a primarily defined-

benefits country, as the defined-benefits schemes are on 

average much more generous (and thus costly) than the 

defined-contribution schemes.  

 

In addition, there is also the AFP scheme, which is an 

occupational pension scheme that covers pensions for the age 

62-66. AFP is a defined-benefits scheme. 

 

The (weak) trend towards defined-contribution schemes is not a 

result of a politically determined pension reform. However, 

the consideration that private firms would find it less 

expensive and more predictable to supply their employees with 

an occupational pension scheme under the law of “contribution 

based” schemes may have been one of the motivations behind the 

DCA. 
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2. DEMOGRAPHIC TRENDS AND RETIREMENT BEHAVIOUR 

2.1 Demographic trends 

 

Demographic trends are vital to the financial health of the 

pension system. There are at least two important demographic 

trends that are of particular relevance. First, the average life 

span has increased during recent decades and is expected to 

increase further through the next decades. Second, the 

demographic phenomenon of the baby boomers, that is, the large 

birth cohorts following World War II, are entering age groups 

with decreasing employment and increasing reliance on various 

benefits. 

 

The most useful measure of the age span in a population is 

perhaps “expected age”. “Expected age” is a synthetic measure 

based on the proportion surviving between different (typically 

one-year) age groups. Thus, “expected age” can be calculated 

from statistics on survival in a population for a single year. 

Expected age is also easily defined and calculated conditional 

on survival to a certain age. It is important to bear in mind that 

when mortality rates show a decreasing trend, the “expected 

age” is lower than the real expected age. 

 

The expected age for women has increased from 77.7 years in 

average in 1971-1975 to an average of 82.5 years in 2005. Thus, 

the increase has been of about one year of age per five years. 

The expected age for men has increased from 71.4 years in 

average in 1971-1975 to 77.7 years in 2005, an increase of one 

year of age in a little less than four years. Obviously, such an 
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increase in the expected age has a large impact on the pension 

outlays when persons are entitled to pension benefits after 

passing some threshold age, as the expected number of years 

past such a threshold age increases (relatively) more than the 

age in general. E.g. If a person dies at the age of 77 instead of 

at the age of 71, this means 10 years of benefits instead of 4 

years, if persons are entitled to benefits from 67 years.     

 

The baby boomer phenomenon can best be seen by studying the 

population pyramid: 

 

Figure 2.1 – Population pyramid for Norway 2005. 

 
Source: Statistics Norway 

 

The dramatic decrease in the number of persons when we move 

from age 59 to 64 is not due to high mortality rates, but that 

fewer people were born in these cohorts.  
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The pyramid shows that we are moving from a situation where 

small cohorts of pensioners are supported by large cohorts of 

working age persons to a new permanent situation where the 

size of the cohorts are to a larger degree similar. 

 

2.2 Labour force participation and employment 

 

In addition to the purely demographic phenomena, it is vitally 

important whether those in the working age population are 

actually working, and generating tax revenue to cover pension 

outlays. 

 

Labour force participation is defined as being employed or 

actively seeking employment. Labour force participation is a 

slightly more useful concept than employment for studying 

variations in labour market activity over time, as it varies less 

than employment with the business cycles. Still, labour force 

participation is a far from perfect measure for this purpose, as 

persons without a job will typically not actively search for a 

job unless they think they will be offered a suitably attractive 

job. 

 

The labour force participation and employment rates, defined 

with respect to the full population in the age group 16-74 are 

specified in Table 2.1: 

 

Table 2.1 – Labour force participation and employment 1975-

2005 (gender specific numbers in parentheses) 

 

 1975 1985 1995 2005 
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Labour 

Force 

62,2  

(77,4 / 

47,0) 

68,7  

(78,1 / 

59,5) 

69,4  

(75,0 / 

63,9) 

72,3  

(76,0 / 

68,6) 

Employment 60,8 

(76,0 / 

45,6) 

67,0  

(76,4 / 

57,7) 

66,2  

(71,3 / 

61,1)  

69,1  

(72,5 / 

65,5) 

Source: Statistics Norway, The labour force survey 

 

During the last 30 years, the labour force participation has 

increased by about 10 percentage points, a result driven by 

increased female and stable male labour force participation 

rates. 

 

The average effects on hours worked among the employed show 

some different trends, though good long term data are a bit 

difficult to come up with. Hours worked in full time positions 

has decreased somewhat. The proportion of part time work has 

increased as women has entered the labour force. The 

proportion of part time work has decreased as women have to a 

larger extent entered long time work. In addition, the share of 

part time work has increased as it is normal to work part time 

during studies. 

 

A short term trend for hours worked is presented in Table 2.2 

 

Table 2.2 Average hours worked per week among the employed 

Year Average Hours 

2000 34,6 

2001 34,6 

2002 34,5 

2003 34,4 
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2004 34,1 

2005 34,2 

Source: Statistics Norway, The labour force survey 

 

We see that the average weekly hours worked has decreased 

somewhat during the last 5 years. However, this trend is not 

reinforced by longer-term data on the proportion of the 

employed that are working full time. 
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Table 2.3 Share of the employed working full-time (32+ hours 

per week) 

 

 all men women men’s share of labour force  

1989 0,724 0,900 0,504 0,555 

1990 0,725 0,900 0,513 0,549 

1991 0,726 0,899 0,520 0,545 

1992 0,725 0,893 0,525 0,544 

1993 0,724 0,895 0,521 0,542 

1994 0,731 0,899 0,533 0,542 

1995 0,730 0,900 0,531 0,542 

1996 0,732 0,895 0,540 0,541 

1997 0,737 0,900 0,544 0,540 

1998 0,739 0,900 0,551 0,539 

1999 0,735 0,894 0,552 0,535 

2000 0,742 0,893 0,568 0,534 

2001 0,737 0,885 0,568 0,533 

2002 0,734 0,884 0,565 0,529 

2003 0,731 0,876 0,569 0,528 

2004 0,727 0,871 0,566 0,528 

2005 0,732 0,875 0,572 0,529 

Source: Statistics Norway, The labour force survey 

  

The share of the employed that are working full time have been 

stable over the last 16 years, with an increase from 72.4 per 

cent in 1989 to 73.2 per cent in 2005. This is a reflection of 

three trends. A larger proportion of men work part time. A 

smaller proportion of women work part time. The women are an 

increasing proportion of the employed. 
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The employment rates and the number of hours worked can be 

decomposed into individual labour market episodes such as 

labour market entry, labour market exit (or retirement) and the 

history of full time/part time work during the labour market 

careers. It is not particularly easy to summarize such 

individual labour market careers. 

2.3 Labour market entry 

 

The labour market entry from 1975 to 2005 can be studied from 

the following numbers on labour force participation. 

 

Most people enter the labour force at some point before they 

reach 24 years, while the labour force participation is still 

somewhat lower in the age group 25-29 years than for older 

groups (about four percentage points lower than for the age 

group 30-34 years). 
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Table 2.4 Labour force participation in younger age groups 

(gender specific in parentheses) 

 1975 1985 1995 2005 

16 – 19 

years 

41,7  

(43,8 – 

39,7) 

44,2  

(45,5 – 

42,6) 

36,8  

(36,7 – 

36,9) 

44,5  

(42,7 – 

46,2) 

20 – 24 

years 

58,6  

(60,8 – 

56,2) 

73,4  

(79,5 – 

67,2) 

67,3  

(71,1 – 

63,5) 

71,9  

(74,7 – 

69,0) 

25 – 29 

years 

70,9  

(89,4 – 

50,8) 

81,9  

(91,7 – 

72,0) 

81,6  

(86,5 – 

76,4) 

83,3  

(87,2 – 

79,5) 

30 – 34 

years 

74,7  

(95,9 – 

52,1) 

84,7  

(96,2 – 

72,3) 

86,3  

(92,0 – 

80,2) 

86,8  

(90,9 – 

82,6) 

Source: Statistics Norway, The labour force survey 

 

The main trend in Table 2.4, as regards the labour market 

entry, is the increased labour force participation among 20-24 

year olds. This change happened from 1975 to 1985 and can most 

likely be explained by increased part time work among those 

under education. A part from this, there is no clear trend in 

labour market entry. 

 

The big picture in 2005 can be described in the following way: 

Four out of ten work during their late teens, many (most) of 

them in addition to participation in full time schooling or 

education. In the early twenties, this number rises to seven out 

of ten. In their late twenties, 83 per cent are in the labour 

force, increasing only further to 87 per cent in the early 

thirties. Men work somewhat more than women in all age groups 
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except the youngest. This can probably be explained by higher 

educational participation for the young women and child care 

for those in the late twenties and early thirties. 

2.4 Retirement from the labour force 

 

The labour force participation rate peaks in the age 30-54 years 

and starts to dip after this.  Figure 2.1 shows the age profile of 

labour force participation together as well as the trend over 

time in this profile. The common feature over all these years is 

that the labour force participation decreases from above 70 per 

cent at 55 years to less than 10 per cent at 74 years. In all 

these years, the empirical picture differs vastly from the 

simple model that “everyone works until the pension age at 67 

and then retires”. 
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Figure 2.2 – Age specific labour force participation towards the 

pension age, 1975-2005  

 

 
Source: Statistics Norway, The labour force survey 

 

In fact, to get a grip of the big picture, it is necessary to look 

at gender differences. 
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Figure 2.3 – Age specific labour force participation towards the 

pension age, 1975-2005, men 
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Figure 2.4 – Age specific labour force participation towards the 

pension age, 1975-2005, women 

 
 

The main trends are thus: 

 

During the last thirty years, the labour force participation of 

men has fallen dramatically for the age of 62 and onwards. 

Quite a bit of this change happened early in the period. Thus, it 

cannot be fully explained by the introduction of AFP (starting 

from about 1988).   

 

During the same years, the labour force participation of women 

aged 55 has increased dramatically.  This also holds only for 

ages up to about 62. The share of working women that retires in 

their early sixties has thus also increased. 

 

It is hard not to underestimate the economic importance of 

these trends, both for “real economics” and public finances. 
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2.5 Incentives and retirement 

The nominal retirement age in Norway is at 67 years. There is an 

age limit at 70 years, which means that people do not have the 

right to continue in their jobs after they reach 70 years.  

 

The incentives for staying in work past the nominal retirement 

age are somewhat weak. The pension is reduced by 40 per cent of 

income in excess of 2G. Thus, by continuing in a full time job, 

the pension will be reduced by at least 20 per cent of the 

labour income, in effect increasing the tax rate on labour 

income by this amount, an increasing the effective marginal tax 

on labour income with 40 percentage points (that is, to at least 

75.8 per cent.) Beyond age 70, this disincentive is removed. 

 

There are also serious incentive problems associated with the 

AFP scheme. The gross compensation rate in AFP may be up to 70 

per cent. The net compensation rate is higher, both because 

pensions are treated more generously than wage incomes with 

respect to taxation and because the general system of taxation 

is progressive. In addition, the retirement decision does not 

affect future pension rights. Thus, only about 20-40 per cent 

(depending on the income level) of the net income of potential 

retirees in the AFP scheme depends on their decision to 

continue working beyond age 62. 
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3. TAX TREATMENT AND LIFE CYCLE PERIOD 

 

3.1 Occupational pension schemes. 

Occupational pension schemes in the private sector may be 

designed in different ways, and the tax implications will, in 

part, be very different depending on which model is chosen.  

 

Firstly, there can be established a defined-benefit pension 

scheme pursuant to Act No. 16 of 24 March 2000 on 

Occupational Pensions (OPA). This applies to group schemes, 

which receive, relatively speaking, favourable tax treatment 

when the requirements laid down by the Act have been complied 

with. The Act on Occupational Pensions imposes requirements in 

terms of organisation, membership, calculation of benefits, etc.  

 

Secondly, there can be established a defined-contribution 

pension scheme pursuant to Act No. 81 of 24 November 2000 on 

Occupational Defined Contribution Schemes (DCA). This also 

applies to group schemes, and imposes largely the same 

requirements concerning membership, etc., as does the Act on 

Occupational Pensions. Benefiting from the same favourable 

tax treatment as applies to schemes under the OPA is 

conditional upon compliance with a number of mandatory 

requirements under the Act on Defined Contribution Schemes. 

 

The tax treatment of the OPA and the DCA schemes is based on 

the following principles: 

• The employer has a right to deduct the contributions paid 

into the pension plan. 
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• The employer’s contribution to the plan is not considered 

as taxable income at the hand of the employee. 

• The employee may, within certain limits, contribute to the 

funding of the pension scheme, and shall in such cases be 

entitled to a tax deduction in respect of his or her 

contribution. 

• The annual return on the pension portfolio is not taxed, 

neither at the hand of the employer nor the employee. 

• The pension portfolio is not subject to net wealth tax. 

• The benefits from the pension scheme are taxed as pension 

income at the hand of the employee, with a maximum 

marginal tax rate of 43 per cent.  

 

Also self-employed individuals may (within certain limits) claim 

an income deduction for contributions to an OPA or a DCA 

scheme. 

 

Thirdly, the employer can agree to provide other group pension 

schemes which do not comply with the requirements of the two 

pensions acts. In such cases, the employer has no right to 

deduct the contributions to the pension scheme; neither will 

any contribution from the employee be deductible at the hands 

of the latter.  

 

The other tax consequences, as described above in relation to 

the OPA and the DCA schemes, will apply also to group pension 

schemes which do not comply with the requirements of the two 

pension acts. However, the Ministry of Finance has in the fiscal 

budget for 2007 proposed that the preferential tax treatment 

of group pension schemes (other than OPA and DCA schemes) 

will be abolished from 2007, and the employer’s contribution 
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to a group pension scheme will be taxed as ordinary wages at 

the hand of the employee, ref. Ot.prp. nr. 1 (2006-2007) Skatte- 

og avgiftsopplegget 2007  - lovendringer. 

 

Fourthly, there can be established an individual annuity for 

each employee. Normally the employee is the beneficiary under 

the insurance agreement, and is the one who is entitled to 

receive payments pursuant to the agreement. The payments made 

by the employer to the pension plan are then classified as 

salary payments for tax purposes, and are taxable as ordinary 

wages. As a consequence of this classification as salary 

payment, the contribution is deductible for the employer. At 

the hand of the employee, the taxation will follow the rules of 

individual annuities not related to employment, cf. below. 

 

At last, a pension agreement may oblige the employer himself to 

make the payment of pension at a later date, without involving 

an insurance company or a pension fund. Such pay-as-you-go 

pension payments will be deductible for the employer, at the 

time of the payment to the employee. The employee will not be 

subject to any taxation upon the pension rights until he or she 

receives the pension. The payment will then be treated as 

pension income.  

 

In the public sector, membership in The Norwegian Public 

Service Pension Fund (Statens pensjonskasse) is by law 

mandatory for state employees. Employees of the municipalities 

are - by collective agreements - members of municipal pension 

plans, most of them in Kommunenes Landspensjonskasse (KLP), a 

mutually owned insurance company.  
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Both the state and the municipal pension plans are based on 

defined-benefit pension schemes. Normally, the pension will, 

after 30 years of service, be 66 per cent of the salary at the 

time of retirement, with a deduction of retirement pension from 

the National Pension Scheme. 

 

The question of deductibility is normally not an issue in 

relation to these schemes, as the state and the municipalities 

are not taxable entities. For the employees, the tax treatment is 

as for members of the OPA and the DCA schemes, cf. above. 

 

3.2 Individual Pension saving plans 

 

Individual pension saving plans – not related to employment – 

have in practice been made as one of the following two types of 

agreements: 

 

Firstly, as an Individual Pension Agreement (IPA) under the Tax 

Act, which imposes requirements in terms of portfolio 

structure, retirement age etc. A taxpayer will be entitled to 

deduct payments to an IPA up to NOK 40,000 annually. The 

deduction will have effect upon the computation of the 28 per 

cent tax on general income only. The payments received from 

the pension agreement will on the other hand be taxable as 

pension income, with a marginal tax rate of 43 per cent. 

 

According to current tax law, it is no taxation of the annual 

return on the pension portfolio of IPAs, and an IPA is not 

subject to net wealth tax. 
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Other individual annuities may also qualify for a preferential 

tax treatment. If certain requirements are met, the portfolio 

invested will not be subject to net wealth tax. In addition, the 

annual return on the pension portfolio will not be taxable 

until it is distributed as payment to the taxpayer. In order to 

achieve this preferential treatment, the agreement must have a 

lifespan of at least twelve years, and the payment period 

cannot be less than six years.  

 

If these requirements are not met, the investment will be 

considered as a taxable asset when computing the basis for the 

net wealth tax of the taxpayer. 

 

The Ministry of Finance has, in the fiscal budget for 2007, 

proposed to abolish the preferential tax treatment of other 

pension saving schemes than the OPA and the DCA schemes 

(Ot.prp. nr. 1 (2006-2007) Chapter 5). According to this 

proposition, payments to an Individual Pension Agreement made 

after 12 May 2006 shall not be deductible, and the net wealth 

tax exemption of certain individual annuities will be abolished 

from the fiscal year of 2007. When these amendments come into 

force, there will be no tax favoured individual pension saving 

schemes in Norway.  

3.3 Tax asymmetry 

The most important example of tax asymmetry is the tax 

treatment of the OPA and DCA schemes, as compared to other 

occupational pension schemes. The preferential treatment of 

the OPAs and the DCAs will – and is intended to have -  an 

impact on the choice of pension arrangement.  
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The tax benefits have in this way been used as a policy 

instrument to ensure that the pension schemes contribute to 

the realisation of certain pension policy objectives. The 

requirements applicable to the schemes have been designed with 

other societal considerations in mind than those relating to 

tax law only, hereunder, for example, that the scheme shall 

ensure equal treatment of all employees of the firm as far as 

the right to membership and benefits is concerned, safeguard 

accrued entitlements, etc. At the same time, the tax benefits 

have been invoked as making such intervention legitimate. 

 

The announced abolishment of the preferential tax treatment 

of other occupational pension saving schemes will enhance the 

tax asymmetry in favour of the OPA and the DCA schemes. On 

the other hand, the introduction of mandatory occupational 

pension from 2006 (cf. Chapter 4 below), could make the 

preferential tax treatment of these schemes less important, as 

it will be mandatory for the employers to establish an OPA or a 

DCA scheme. 

 

3.4 Marginal tax rates 

Most capital income on pension portfolios is taxed as pension 

income at the time of distribution as a pension, cf. Chapter 3 

above. Such pension income is subject to taxation at progressive 

tax rates, with a maximum marginal tax rate of 43 per cent.  

 

It could, however, be held that the capital income (yield) on the 

pension portfolio is just nominally subject to the said pension 

taxation. The deferral of the taxation of the pension rights 

from the time of accrual of the pension rights to the time of 

payment, will in practice give the same net (after tax) amount as 
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if the pension right was taxed at the time of accrual, and the 

yield was not subject to any tax at all. Thus, it may be argued 

that the effective tax rate of the capital income from most 

pension portfolios is zero.  

 

In comparison, other capital income (including income on bonds) 

will normally be subject to taxation as general income at a 

(flat) tax rate of 28 per cent at the hand of the investor.  

 

Income from shares (dividends and capital gains) will at the 

hands of personal shareholders be subject to taxation 

according to the so-called shareholders model. The 

shareholders model implies that dividends exceeding a risk-free 

return on the investment (the cost base of the shares) are 

taxed as general income when distributed to personal 

shareholders. When added to the 28 per cent company taxation, 

this gives a total maximum marginal tax rate on dividends of 

48.16 per cent (0.28+0.72*0.28). The part of the dividend that is 

not exceeding a risk-free return on the investment, is not taxed 

on the hand of the shareholder, and is thus subject to the 28 

per cent company taxation only. 

 

 

3.5 Ceilings of deductibility 

There is no formal ceiling on deductibility of contributions to 

an OPA scheme. However, the benefit regulations in the OPA 

will establish a ceiling on the contributions. According to the 

OPA, the defined-benefit retirement pension shall be 

determined on the basis of the employee’s salary and an 

estimated retirement pension from the National Insurance 

Scheme, and shall represent the difference between a specific 
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per centage of the salary and the estimated National Insurance 

benefits. 

 

There is an upper limit on the aggregate pension benefits from 

the pension scheme and from estimated National Insurance 

benefits, whereby these benefits together shall not exceed 100 

per cent of any salary up to 6 times the base amount of the 

National Insurance Scheme (6 G) and 70 per cent of any salary 

between 6 and 12 G. Any salary in excess of 12 G shall not 

qualify for any pension benefits whatsoever under the OPA. 

This limit on the pension benefits will, together with the 

minimum employment period, cf. below, indirectly set a limit on 

the contributions from the employer, as the contribution is a 

function of the benefit in a defined benefit scheme. 

 

The calculation of maximum pension shall be made in respect of 

estimated, and not actual, pension from the National Insurance 

Scheme. This is because future retirement pension pursuant to 

the National Insurance Act cannot be calculated with certainty 

at any earlier point of time because of, inter alia, annual 

changes to the base amount, and the ”best earnings rule” of the 

National Insurance Act, etc. The calculation of benefits from 

the National Insurance Scheme is described below in chapter 4.  

 

One consequence of relying on estimated pensions from the 

National Insurance Scheme is that pension schemes governed by 

the OPA cannot be designed as so-called gross schemes. The 

OPA does not allow for compensation in case actual pensions 

from the National Insurance Scheme are less than estimated. 

Correspondingly, no deduction can be made in the pension 

benefit from the scheme in case the opposite happens.  
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According to the DCA, the maximum contributions are set as 

specific percentages of the employee’s salary: The contribution 

cannot exceed 5 per cent of the part of the annual salary 

between 1 and 6 G, and 8 per cent of the salary between 6 and 

12 G. It cannot be made contributions on the basis of income 

below 1 G or above 12 G. 

 

3.6 Minimum employment period 

According to the OPA, the regulatory framework shall, as far 

as the defined-benefit retirement pension is concerned, require 

a 30-year period of service with the enterprise to qualify for a 

full pension. This will also have an implication on the maximum 

annual contribution from the employer. 

 

As the pension in a DCA scheme is a function of the payments, 

the DCA does not require any minimum employment period. 

 

The pension schemes for employees of the state and the 

municipalities will also require a 30 year period of service to 

qualify for a full pension. 

 

3.7 Minimum retirement age 

Both the OPA and the DCA requires a minimum retirement age of 

67 years. A lower retirement age is set for some categories of 

work that require special physical or psychological 

qualifications, or are considered particularly physically or 

psychologically demanding.  
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The pension schemes in public sector also have as a main rule a 

minimum retirement age of 67 years. 

 

However as mentioned in Chapter 0.1 above, many employees in 

the private sector and all state and municipal employees are 

entitled to a contractual pension pursuant to collective 

agreements (AFP).  According to these agreements, an employee 

may chose to retire from the age of 62. 

 

3.8 Minimum pension period 

Both the OPA and the DCA require a pension plan with annuities 

for the rest of the pensioner’s life or for a period of at least 

ten years. The pension cannot be given as a lump sum payment. 

 

3.9 Inheritance of pension rights 

According to the OPA, the children do not have the right of 

inheritance to the remaining pension assets in case the 

pensioner dies. The pension scheme can, however, include a 

dependents’ benefits plan, which can give dependent children a 

pension up to the age of 21. (A dependents’ benefit plan can 

also include pension to the spouse of the deceased.) 

 

If the deceased pensioner has a pension under a DCA scheme, 

the remaining pension assets shall be used to establish 

pension(s) to spouse and dependant children. The child pension 

shall stop when the child is 21 years old.  

 

A child pension is taxable as general income only, with a 

maximum tax rate of 28 per cent if the child is 16 years or 

younger. For older children, the pension is taxed as pension 
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income, which also is subject to surtax and membership 

contribution to the National Insurance Scheme. 
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4. BALANCE BETWEEN MANDATORY AND VOLUNTARY 
PENSION ARRANGEMENTS, LEVEL OF PUBLIC PENSIONS AND 
DEGREE OF FREEDOM 

 

4.1 The National Insurance Scheme  

Norway has a Government funded pension system, in which 

persons insured under the National Insurance Scheme are 

entitled to various benefits in cash and in kind, including 

retirement pensions. The National Insurance System is financed 

by contributions from employees and self-employed persons, 

employers’ contributions and contributions from the state. 

Contribution rates and state grants are decided by the 

Parliament each year as a part of the annual fiscal budget. 

 

Retirement pensions consist of a basic pension, a supplementary 

pension and/or a special supplement, and possible supplements 

for children and spouse. 

 

Persons, who are insured for pension purposes and who have a 

total insurance period of three years (normally on the basis of 

residence in Norway) between the age of 16 and 66, are entitled 

to a basic pension. The basic pension is calculated on the basis 

of the insurance period, and is independent of previous income 

and contributions paid. A full basic pension requires an 

insurance period of minimum 40 years. If the insurance period is 

shorter, the basic pension will be proportionally reduced. 

 

As a starting point, the basic pension equals 100 per cent of the 

basic amount (G) (NOK 62,892). However, the full basic pension 

will be 85 per cent of the B.a. if the pensioner’s spouse 

receives pension or has a yearly income exceeding 2 G. (NOK 
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125,784). An old age pensioner supporting children or a spouse 

may also be entitled to a certain supplement to his or her basic 

pension. 

 

The supplementary pension scheme was introduced in 1967.  A 

person is entitled to a supplementary pension if his/her annual 

income exceeded the average G of any year for three years after 

1966, and is calculated upon a system of pension points earned 

annually on the basis of pension-earning income during the 

employment period. 

 

For employees, the pension-earning income equals gross wages, 

with no deductions. For self-employed individuals, pensionable 

income is calculated on the basis of net business income, 

according to special rules in the Tax Act of 1999, Chapter 12. 

 

The amount of the supplementary pension depends on the 

number of pension earning years and yearly pension points. A 

full supplementary pension requires as a general rule 40 

pension-earning years. In the case of less than 40 pension-

earning years, the pension is reduced proportionally. 

 

Full credit (pension points) is given for income up to 6 G (NOK 

377,352, after subtracting one G. Furthermore, 1/3 of income 

between 6 G and 12 G (NOK 754,704) is credited as pension-

earning income. Income exceeding 12 G. is disregarded. 

 

Example:  

If the pension-earning income is nine times the average G. in 

2006, the person will earn:  6 x G – G + 3 x G / 3  =   6 pension 

points 
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      G 

 

The maximal pension point, which can be credited for any one 

year, is 7. 

 

Before 1992, income up to 8 G was credited at full rate, and the 

maximal pension point was 8.33. 

 

The supplementary pension is then calculated on a basis of the 

average pension point figure for the person’s twenty best 

income years (final pension point). The supplementary pension 

is 42 per cent of the final pension point. 

 

Example: 

With a final pension point figure of 6 and the current G of NOK 

62,892, the supplementary pension will be 6 x 62,892 x 0.42 = 

NOK 158,488 (assuming the person in question has 40 pension 

earning years). 

 

For years prior to 1992, the supplementary pension percentage 

is 45 instead of 42, which makes the actual supplementary 

pension calculations slightly more complicated than in the 

example above.    

 

Pensioners who have no, or only a small, supplementary 

pension, are entitled to a special supplement from the National 

Insurance Scheme.  

For an unmarried pensioner or a pensioner whose spouse is not 

a National Insurance pensioner, the special supplement equals 

79.33 per cent of the G (NOK 49,892). There are special rules 

regulating the special supplement to pensioners with a spouse 
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60 years or older or receiving pension from the National 

Insurance Scheme. 

 

A full special supplement is payable if the insurance period is 

at least 40 years, and is reduced proportionally in the case of a 

shorter period. A supplementary pension is deducted from the 

special supplement. 

 

 As described above, a pension reform is in the making, with 

consequences for the old age pensions in the NIS, cf. Chapter 

0.2 for further details. 

 

4.2 Retirement age in the NIS 

The retirement age in the NIS is 67. However, if the person 

continues to work, pension points may be earned until the age 

of 70. If the insured person maintains an annual earned income 

exceeding 2 G, in the period between the age of 67 and the age 

of 70, the pension is reduced by 40 per cent of the exceeding 

income. 

 

This is the same retirement age as in pension plans pursuant to 

the OPA and the DCA and in the pension schemes in public 

sector. As mentioned in Chapter 0 and Chapter 3 above, many 

employees in the private sector and all state and municipal 

employees are entitled to a contractual pension pursuant to 

collective agreements (AFP).  According to these agreements, an 

employee may chose to retire from the age of 62. 

 

The minimum level of the old-age pension from the National 

Insurance Scheme is the sum of the basic pension and the 

special supplement. For an unmarried pensioner the minimum 
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pension will add up to 179.33 per cent of the G (NOK 112,784). 

It is important to notice that any supplementary pension is 

deducted from the special supplement. Thus, many pensioners 

end up with a minimum level pension, despite of their 

participation in the labour marked.  

 

4.3 Pension reduction due to supplementary income 

The retirement pension from the National Insurance Scheme is 

reduced, as mentioned above, if the pensioner has earned income 

above 2 G (NOK 125,784). The pension is reduced by 40 per cent 

of the exceeding income. 

 

The pension will be reduced by pension-earning income, which is 

defined as employee’s labour income and net business income 

for self-employed individuals. Other types of income, like 

capital income or additional pension income from other sources 

like occupational pension plans, will not reduce the retirement 

pension. 

 

This reduction applies to pensioners between the age of 67 and 

the age of 70 only. When a pensioner reaches the age of 70, the 

National Insurance pension will not be subject to any 

reduction, regardless of the level of additional income. 

 

The contractual pensions according to collective agreements, 

which can be received from the age of 62, cf. above, are also 

reduced by pension-earning income. 

 

4.4 The pension as a function of the retirement age? 
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As described above, the size of supplemental retirement pension 

in the National Insurance Scheme will depend on the number of 

pension-earning years (in which the individual must have a 

pension-earning income of one B.a. or more), and on the pension 

point earned in the twenty best of these pension-earning years. 

Thus, the public pension is not directly a function of the 

retirement age. However, for many pensioners the chosen 

retirement age will have an impact on the number of pension-

earning years, and thus indirectly an impact on the level of the 

supplementary pension. 

 

4.5 Mandatory pension schemes 

 

All employees of the state must by law be a member of The 

Norwegian Public Service Pension Fund. For municipal 

employees, the membership in a municipal pension plan is not 

mandatory by law, but in practice, all employees are member 

according to collective agreements. 

 

From 1 January 2006, the Mandatory Occupational Pension Plan 

Act (MOPPA) of 21 December 2005 entered into force, obliging 

all employers to establish an occupational pension scheme for 

the employees of the enterprise. The schemes shall be 

established by 1 January 2007, but shall have economic effect 

for the employees from 1 July 2006. 

 

According to the MOPPA, employees must have either a defined 

benefit or a defined contribution pension scheme. The schemes 

shall be in accordance with either the OPA or the DCA (cf. 

Chapter 3 above). The employer’s contribution must be at least 

2 per cent of the employee’s earnings between 1 G and 12 G. 
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The mandatory occupational pension plans in public sector are 

operated by the Norwegian Public Service Pension Fund 

(covering the employees of the state) or a municipal pension 

fund. The most important of the latter is Kommunenes 

Landspensjonskasse (KLP), a mutually owned company 

specializing in insurance and financial services to the public 

sector in Norway.   

 

The mandatory occupational plans pursuant to the MOPPA will 

be established either as a pension fund organized as a 

foundation, or operated by an insurance company. 

 

With the introduction of the MOPPA, all employees, in private 

and in public sector, are covered by compulsory tax-favoured 

pensions schemes and all self-employed individuals may save 

within the same schemes. As a result, the Ministry of Finance 

has in the fiscal budget for 2007 proposed to abolish the 

preferential tax treatment of other pension savings schemes, 

including Individual Pension Agreements and other individual 

annuities, cf. Chapter 3 above. 

 

It remains to see the effect of the introduction of mandatory 

occupational pension plans and of the abolishment of 

preferential tax treatment of individual pension agreements on 

private voluntary pension savings. 

5. ISSUES OF FISCAL SUSTAINABILITY 

 

The short term fiscal situation for the Norwegian government 

is healthy. Large revenues from the petroleum sector ensure 

that sustainability issues are less pressing than for 
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governments that rely primarily on ordinary tax revenues. 

Still, the demographic trends discussed in Chapter 2, the 

pension system and age-related public expenses more generally, 

indicate that the underlying growth in government 

expenditures may rise in a fashion that is not commendable. 

Hence the pension reform process, as discussed in Chapter 0. 

 

The main reasons why the NIS old age pension scheme may create 

problems for public finances is that (i) the revenues from the 

petroleum sector of today’s order of size are not expected to 

continue for a long time (ii) the demographic trends indicate 

that, given a pension age, the number of years that people will 

receive pensions will increase together with permanently 

larger cohorts of pensioners compared to later cohorts (iii) 

new cohorts will be entitled to more generous pensions. 

 

The first row of Table 5.1 shows the government budget 

balance. The second row shows the budget balance corrected 

for the petroleum sector. It does not make much sense to 

discuss the total tax revenues in Norway, because the 

government’s petroleum revenues are a mix of taxes and incomes 

related to ownership. That is, the “resource rent” of petroleum 

in the North Sea is extracted partially through the tax system 

and partially through other regulations and direct ownership. 
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Table 5.1 Fiscal indicators for Norway  

 
 

The current projection for 2006 is thus a surplus of 327 

billion NOK.  The total government expenditure was in 2006, 

for comparison, 683 billion NOK. 

 

For a discussion of the fiscal situation with relevance to 

future pension outlays, it does of course not matter whether 

today’s revenues are ordinary tax revenues or petroleum 

related revenues. However, part of the petroleum revenues 

should not be considered income, but a shift in the government 

portfolio from oil to financial assets. 

 

The government in Norway tries to comply to the guideline that 

the structural budget deficit, controlled for oil, should not 

be greater than the long term returns to the State pension 

fund – abroad, such that the government only spends the 

return to the fund.  
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About 12.9 per cent of government expenditure went to old age 

pensions, including SPK, but exclusive of municipal employees. 

There is no tax on pension portfolio return in Norway. 

 

The Public sector in Norway is a net creditor, not a debtor. Any 

public debt is thus matched by public assets. 

 

The main part of the Norwegian governments financial assets 

are organized through the State Pension fund, which covers 

the two previous institutions of the Petroleum fund, now the 

State Pension fund – abroad, which invests in financial assets 

outside Norway and the National Insurance fund, now the State 

Pension fund, Norway, that invests in financial asset in Norway 

and, to a smaller extent, other Scandinavian countries. 

 

Analyses of long term macroeconomic issues rely heavily on 

the MSG model of Statistics Norway. This is a dynamic applied 

general equilibrium model, or rather a family of models that 

are able to address a number of different long term 

macroeconomic issues. The long term consequences of changes 

in the pension system has been analysed within this model (in 

conjunction with demographic models). See Fredriksen et al. 

(2005).  

 

6. INTERNATIONAL MOBILITY OF LABOUR AND CAPITAL 
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6.1 Income deduction for individual contributions to foreign 
pension institutions 

A person resident in Norway may claim an income deduction for 

contributions to an Individual Pension Agreement (IPA). Such 

contributions must be made to a financial institution 

authorised to operate in Norway or to a Norwegian branch of a 

financial institution established within the European Economic 

Area (EEA).  This requirement must be met regardless of 

whether the pension plan was established before or after the 

person in question moved to Norway.  

 

If this requirement is not met, the payment will not be 

deductible. However, as mentioned above in Chapter 3, the 

Ministry of Finance has, in fiscal budget for 2007, proposed to 

abolish the preferential tax treatment of IPAs, and 

contributions to an IPA made after 12 May 2006 shall not be 

deductible at all. 

 

6.2 Withholding tax 

According to Norwegian domestic tax law, Norway has no 

withholding tax on pensions (with the exception of pensions to 

(former) directors, board members etc. of Norwegian 

companies). Hence, a pension payment from a Norwegian pension 

institution or a Norwegian employer to a person resident in 

another state will not be subject to Norwegian income tax. It 

will not make any difference whether the person in question is 

a former resident of Norway or not, or whether it is a private 

or public pension. 
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The lack of withholding tax may give an incentive to emigrate to 

a country with a lower tax level of pensions, as compared to 

Norway. 

 

This situation may change in the foreseeable future, as the 

Ministry of Finance is now working on a proposal which will 

make pension payments to foreign residents subject to 

Norwegian withholding tax. The details of this proposal are 

not yet known, but a paper containing the relevant tax law 

amendment proposals is scheduled to be sent on a public 

general review in the late 2006. The introduction of a 

Norwegian withholding tax on pensions will change the 

taxation of pensions from Norway to residents of the other 

Nordic countries substantially. Although the Nordic tax 

double taxation treaty Article 18 gives the state of source an 

exclusive right to taxation, Norway can not today make use of 

this right, and pension payments from Norway to residents of 

the other Nordic states are taxed in the state of residence, 

pursuant to the subject-totax provision in the Nordic double 

taxation treaty Article 26.  

 

According to the OECD model treaty, private pensions paid in 

consideration of past employment shall be taxable in the state 

of residence only, and public pensions shall - as a main rule - 

be taxable in the state of source only. However, in tax treaty 

negotiations, Norway seeks to establish a right for the state of 

source to levy withholding tax on all pensions, private as well 

as public, and a right for the state of residence to tax the same 

pensions, with a tax deduction (credit) for the tax paid to the 

state of source. 
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6.3 Exit tax 

Norway has an exit tax on stocks only, and has no exit tax on 

pensions or pension portfolios. 

 

6.4 Foreign residents working in Norway 

Residents of other Nordic states working in Norway may claim a 

deduction for payments to an Individual Pension Agreement 

(IPA) on the same conditions as residents of Norway, cf. 

Chapter 3 above. However, these taxpayers may choose a 

standard deduction of 10 per cent of their taxable gross 

income from employment in Norway. This deduction can not 

exceed NOK 40,000. If they chose this standard deduction, this 

will substitute most actual deductions (like commuter 

expenses, interests on debt etc.), including contributions to an 

IPA. The standard deduction thus makes deductions for IPA 

contributions less practical, and less important. Anyway, as 

mentioned in Chapter 3, the Ministry of Finance has announced 

an intention to abolish the right to deduct contributions to 

IPAs altogether. 

 

If a resident of another Nordic state is a member of an 

occupational pension scheme pursuant to the Occupational 

Pension Act (OPA) or the Defined Contribution Schemes Act 

(DCA), he or she will have the same tax favoured treatment as 

residents of Norway, including no taxation of the employer’s 

contribution to the scheme. The employee is also entitled to a 

deduction in respect of his or her contribution to the scheme. 

This deduction is not covered by the standard deduction 

mentioned above, and the employee may claim both the standard 

deduction and a deduction for contributions to the pension 

scheme. 
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If the employee continues his membership in an occupational 

pension scheme in his state of residency during his working 

period in Norway, this pension scheme will in practice not 

comply with the OPA or the DCA, for two reasons.  

 

Firstly, both the OPA and the DCA have a requirement that the 

pension scheme should be established with a Norwegian 

financial institution, or a Norwegian branch of an institurion 

that is domiciled in another EEA country. This requirement 

excludes pension schemes in foreign financial institutions 

without the said Norwegian establishment.  

 

Developments within EU and EAA law implied a growing 

uncertainty as to whether this could be considered in 

accordance with the EEA Agreement. Consequently, the 

Ministry of Finance proposed in 2004 that life insurance 

companies domiciled in another EEA-country should be 

permitted to offer pension schemes governed by the OPA and 

the DCA without having to set up a branch in Norway, ref. 

Ot.prp. nr. 1 (2004-2005) Skatte- og avgiftsopplegget 2005 – 

lovendringer . The proposal implied that schemes offered by 

such companies shall enjoy the same tax treatment as pension 

schemes established with insurance companies with a permanent 

establishment in Norway. The proposal was adopted by Law of 

10 December 2004 no. 77, but has not as yet entered into force.  

 

Secondly, this legislative amendment will, when it enters into 

force, expand the circle of entities permitted to offer pension 

schemes according to the OPA and the DCA, but will not 

otherwise amend the requirements that have to be met by these 
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schemes, in terms of organisation, membership, retirement age, 

calculation of benefits, etc. In practice, a foreign ocupational 

pension scheme – established to meet the requirements of the 

state of residence – will not meet all these requirements in the 

OPA and the DCA. Consequently, if  an employee continues his 

membership in an occupational pension scheme in his state of 

residence during his working period in Norway, this pension 

scheme will in practice not comply with the OPA or the DCA. 

 

The pension scheme will then be regarded as a group pension 

scheme outside the OPA and the DCA. As mentioned in Chapter 3, 

the employer has no right to deduct the contributions to such 

schemes (if the employer is subject to Norwegian income tax). 

Neither will any contribution from the employee be deductible 

in Norway at the hands of the latter.  

 

However, the employer’s contribution will not be considered as 

taxable income for the employee. If the (all though more 

restricted) tax favoured treatment of other group pension 

schemes is abolished, as proposed by the Ministry of Finance in 

the fiscal budget for 2007, the taxation of such contributions 

to foreign pension plans may also be altered. 

 

The continuing yield on IPAs and pension schemes according to 

the OPA, the DCA and other group pension schemes is not 

taxable as income, cf. Chapter 3 above. Consequently, it will 

not be taxed at the hand of the foreign employee. Pensions from 

such pension schemes will not (yet) be subject to Norwegian 

withholding tax, if paid to residents of an other state, cf. 

above. 
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6.5 Norwegian residents working in other Nordic countries 

A Norwegian resident working in another Nordic country may 

claim a deduction for contributions to an IPA.  

 

If the employee is a member of an occupational pension scheme, 

the tax treatment will be as described in Chapter 3. This 

includes both membership in a Norwegian scheme pursuant to 

the OPA or the DCA (which probably is most practical if the 

employment in the other state is temporarily), and membership 

in a pension scheme in the other Nordic state, which will be 

regarded as a group pension scheme outside the OPA and the 

DCA.  

 

Norwegian residents will be subject to Norwegian income tax 

on pensions from both Norwegian and foreign pension schemes 

according to Norwegian domestic law. However, if the pension is 

subject to withholding tax in another Nordic state, the pension 

can not be subject to Norwegian income tax according to the 

Nordic double taxation treaty Article 18. If it is not subject to 

withholding tax, Norway may tax the pension, according to 

Article 26. 

 

7. IMPLICATIONS FOR CAPITAL MARKETS AND FINANCIAL 
STABILITY 

 

The private life/pension insurance companies and pension funds 

do not play a dominating role in the Norwegian stock market. 

One reason for this is that the pension funds are of moderate 

size, compared to the size of the financial markets or the size 

of the Norwegian economy. The deeper reason is that the bulk 

of pension liabilities are public. Countries with pay-as-you-go 
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pension schemes do not in general have public funds to cover 

pension liabilities. Norway is in a somewhat special situation 

here because of the income from the petroleum sector. Thus, 

one could say that the worry in Norway corresponding to the 

worry in countries with huge private pension funds is the role 

of the government in the financial markets. These issues are 

treated briefly in Chapter 5 above. 

 

As noted above, the private life/pension insurance companies 

and pension funds play a limited role in the Norwegian stock 

market. One reason for this is their size, relative to the size of 

the financial markets. The life and pension insurance companies 

controlled a capital of about 570 billion NOK by the end of 

2005. This is a bit more than a third of the combined market 

capitalisation of all the listed companies at Oslo Stock 

Exchange. However, only a small share of the capital in the 

companies, 20 per cent by the end of 2005, was invested in 

stocks. And only about a third of these stock holdings were in 

companies listed at Oslo Stock Exchange. The consequence is 

that less than 3 per cent of the stocks at Oslo Stock Exchange 

were owned by life/pension insurance companies. 

 

In addition to the life/pension insurance companies, pensions 

savings are also held by private and municipal pension funds 

(exclusive of KLP). The pension funds controlled capital of 

about 85 billion kroner at the end of 2005. The proportion of 

the capital in the pension funds that was invested in stocks is a 

bit higher than for the insurance companies, with about 30 per 

cent. The share of the stocks owned that was listed at Oslo 

Stock Exchange was about one half. 
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The private pension institutions play a more prominent role in 

the bond and certificates markets. That is not a big worry, as 

bond and certificates are financial assets that are, usually, 

bought for purely financial reasons, regardless of the owner. 

Thus, unlike a situation where the private pension funds are 

dominating the stock market, any domination of the bond market 

would not be expected to raise serious corporate governance 

problems. 

 

Table 7.1 shows the ownership structure at Oslo Stock 

Exchange. By December 2005, the private pension institutions 

owned 2.43 per cent of the stocks listed at the exchange. It 

should be added that foreign pension institutions (plausibly a 

substantial share of the foreign investors) are also active at 

Oslo Stock Exchange, but that is not an issue that is related to 

the Norwegian taxation of pensions. 

 

Table 7.1 Shareholder structure at 31 December 2005 , Oslo 

Stock Exchange 
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Tables 7.2 and 7.3 show the ownership structure in the bond 

and certificates markets. The private pension institutions 

control about 40 per cent of the listed bonds and certificates 

in 2005. 
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Table 7.2  Ownership structure – bonds, Oslo Stock Exchange 

 

  1997 1998 1999 2000 2001 2002 2003 2004 2005 

  % % % % % % % % % 

Companies 6,3 6,9 7,1 6,7 6,9 5,8 5,8 6,1 6,6 

Government & 

municipalities 

3,8 4,0 3,4 3,3 3,5 4,5 5,3 4,5 4,3 

The national 

bank 

2,0 2,7 2,0 2,0 1,5 1,4 1,2 * * 

Social 

security 

administration 

10,2 9,7 8,5 7,0 6,4 5,6 5,2 6,0 5,8 

Banks 16,0 17,7 13,5 14,3 14,2 15,9 15,7 16,4 14,7 

Bond funds 4,9 4,7 5,0 5,4 6,9 5,9 5,8 8,1 10,2 

Mortgage 

companies 

4,4 4,2 5,2 4,7 4,0 4,6 4,0 4,5 3,3 

Insurance & 

Private 

pension funds 

43,4 38,7 40,6 36,5 37,7 37,9 38,4 38,6 37,9 

Private 

investors 

1,0 1,1 1,4 3,1 3,9 3,9 3,9 4,0 4,3 

Foreign 

investors 

8,0 10,4 12,3 16,8 14,4 14,3 14,3 11,4 13,1 

Others 0,0 0,1 1,0 0,2 0,6 0,2 0,0 0,0 0,0 

Total 100 100 100 100 100 100 100 100 100 

 

Table 7.3  Ownership structure – bills and certificates, Oslo 

Stock Exchange 
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  1997 1998 1999 2000 2001 2002 2003 2004 2005 

  % % % % % % % % % 

Companies 4,5 9,1 9,5 9,7 7,1 5,7 3,6 1,6 2,7 

Government & 

municipalities 2,9 6,8 6,3 7,6 6,0 5,8 6,2 0,4 1,3 

The national 

bank 2,9 5,0 1,3 2,7 2,1 1,7 5,5 * * 

Social 

security 

administration 1,5 1,0 4,7 6,8 4,8 2,8 1,0 13,4 8,3 

Banks 45,2 26,9 35,8 20,8 17,2 13,6 11,9 12,0 12,7 

Bond funds 7,9 12,0 12,0 19,5 17,3 18,7 21,5 8,6 27,3 

Mortgage 

companies 2,0 4,1 2,6 2,6 2,6 3,6 3,6 5,1 3,4 

Insurance & 

Private 

pension funds 20,6 27,0 18,7 22,6 32,9 39,1 38,9 52,5 39,7 

Private 

investors 0,1 0,2 0,3 0,4 0,2 0,2 0,1 0,0 0,0 

Foreign 

investors 12,4 7,7 3,3 7,2 8,5 8,1 7,6 6,4 4,4 

Others 0,0 0,1 5,3 0,2 1,3 0,7 0,0 0,0 0,0 

Total 100 100 100 100 100 100 100 100 100 

 

The robustness of the financial institutions is an important 

issue. In Norway, The Financial Supervisory Authority of 

Norway monitors the robustness of the financial institutions. 

The main issue with respect to the pensions institutions is 

whether the companies are able to generate sufficiently high 

returns to cover the defined benefits agreements. The 

insurance premia for the defined benefits agreements are 
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calculated based on the “guaranteed interest rate” 

(grunnlagsrenten), set by the Financial Supervisory Authority, 

for the time being at 2.75 per cent. 

 

The obligations of the insurance companies to the policy 

holders is technically estimated to 485 billion NOK, or about 

85 per cent of the controlled capital. It would be fortunate if 

the companies had a somewhat larger reserve, which would also 

put them in a situation where it would be prudent to take 

somewhat larger risks. 

 

It is always prudent to worry about the stability of financial 

institutions. As far as we are informed, the capital adequacy 

rules are sufficient for their purpose. However, we have not 

made any independent assessment of this issue. 

 

There is, in practice, no tax on the capital gains of the pension 

institutions, so performance evaluation would be the same 

independently of whether they were based on before-tax or 

after-tax measures.  

 

As far as we know, Norwegian non-financial companies have not 

issued pension guarantees that threatens their solvency. 

Under most circumstances, pensions are organised through 

financial companies. Organising the pension schemes in this way 

and according to specific rules gives rise to preferential tax 

treatment, as discussed in Chapter 3 and 4. It is legal and 

possible to agree to cover future pensions within a non-

financial company. We do not think that such pension 

obligations in Norway are of an order of size that make up an 

independent threat to the solvency of firms.  
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The pension liabilities of private pension institutions are not 

guaranteed by the government. However, should a private 

pension institution be unable to cover its liabilities to 

pensioners, the Central bank would have to monitor the 

situation closely. The Central bank has a responsibility as a 

lender of last resort and may intervene to avoid financial 

breakdowns. The guidelines/rules on this issue are unclear 

(constructively unclear) so as not to encourage speculation. 
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