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 * What is the right (adequate) replacement 
rate?

 * The importance of the choice of the 
retirement age

 * The importance of the principle of 
“actuariality”

 * The importance of the minimum allowed 
replacement rate

 * The importance of (deferred) annuitization



 * Income dimension
 * Time dimension
 * Dimension of research unit
 * Method
 * OECD “Pensions at a Glance 2011” 

methodology 



 The gross replacement rate shows the level of 
pensions in retirement relative to earnings when 
working. For workers with average earnings, the 
gross replacement rate averages 57% in the 34 
OECD countries. There is, however, a significant 
cross-country variation. At the bottom of the 
range, Ireland, Japan, Mexico, and the UK offer 
future replacement rates of less than 35% to 
people starting work today. Iceland and Greece, 
at the top of the range, offer replacement rates 
of more than 95%. Other countries with high 
projected replacement rates (between 70% and 
90%) are Austria, Denmark, Luxembourg, the 
Netherlands and Spain.



 Private pensions play a large and growing role in 
providing for old age. This is illustrated with 
gross pension replacement rates that have been 
separated out between public and private 
sectors. The OECD average for replacement rates 
of an average earner from public schemes alone 
is 42%, compared with 57% with mandatory 
private pensions included (additional 15%). When 
voluntary private pensions, under typical rules, 
are added, the average replacement rate is 64% 
(additional 22%) for an average earner.



 The personal tax system plays an important role 
in old-age support. Pensioners often do not pay 
social security contributions. Personal income 
taxes are progressive and pension entitlements 
are usually lower than earnings before 
retirement, so the average tax rate on pension 
income is typically less that the tax rate on 
earned income. In addition, most income tax 
systems give preferential treatment either to 
pension incomes or to pensioners, by giving 
additional allowances or credits to older people. 



 The OECD average for net replacement rates 
of an average earner from public schemes 
alone is 50%, compared with 68% with 
mandatory private pensions included. When 
volutary private pensions, under typical rules, 
are added, the average net replacement rate 
is 77% for an average earner.



 Most of the indicators of pension 
entitlements in the report are based on 
analysis of a single person. In many 
countries, pension systems are effectively 
“individualized”: the position of married 
couples is the same as that of two single 
people with the same level of earnings. In 
others, however, marriage has an effect on 
pension entitlements.



 The financial and economic crisis of 2008 has 
meant that investment risk has been at the 
forefront of policy makers minds when thinking 
about pensions. Private pension funds in OECD 
countries lost 24% of their value on average, 
worth USD 5.4 trillion. However, it is important to 
bear in mind that private pensions are only a part 
of the overall retirement-income package: a 
major part of retirement income is generally not 
affected by investment risk. In some countries, 
means-tested pensions protect low-income 
workers from much investment risk and the tax 
system can also act as an “automatic stabilizer” 
or retirement incomes.



 Pension wealth measures the total value of 
the lifetime flow of retirement incomes. For 
average earners, pension wealth is 9.6 times 
annual earnings on average in OECD 
countries. The  figure is higher for women –
11.1 times individual earnings – because of 
their longer life expectancy



 Net pension wealth, like the equivalent 
indicator in gross terms, shows the present 
value of the lifetime flow of pension benefits. 
But it also takes account of taxes and 
contributions paid on retirement incomes. For 
average earners, net pension wealth for OECD 
countries averages 8.2 times gross individual 
earnings for men and 9.6 for women. Values 
are higher for women than men, due mainly 
to differences in life expectancy between the 
sexes
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 * Public-private mix needed to ensure proper replacement rate
 * Aiming at overall 70-80% replacement rate seems sensible in 

order to maintain the standard of living
 * Differentiation (sameness) of public replacement rates for 

different income groups needs to be linked to different (same) 
capabilities to participate in the private pension market

 * The impact of taxation on replacement rates is convoluted and 
requires further research, as typically tax policies and pension 
policies are decided separately

 * Mandatory funded pension schemes played a major role in 
elevating replacement rates for all income groups

 * It is important to see the role of private pensions as 
contributing also to the equity of outcomes

 * The target public-private mix should go up from current 42%-
22% (64%) towards 40%-40% (80%)


