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EQ4. INCOME OF OLDER PEOPLE

EQ4.1. Wide diversity in levels and changes of relative income of older people
Ratio of equivalised disposable income of people aged 65 and over to that of people aged 18 to 64, percentage
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85.7 Austria

84.3 Japan

821 United States

813 Netherlands

80.6 Switzerland

78.5 Italy

R QECD-23

76.7 Greece

752 Hungary

738 Sweden

718 Finland

71.1 Denmark

70.2 Portugal
70.2 Czech Republic

69.1 New Zealand

67.9 Norway
67.5 United Kingdom

65 8 Ireland

. N , , . \ ) 593 Australia

95 90 85 80 75 70 65 60 55 50 10 -8 6 -4 -2 0 2 4 6 8 10

ote: Countries are ranked by decreasing order of the relative income of the elderly in 2000. “2000” data refer to the year 2000 in all countries
xcept 1999 for Australia, Austria and Greece; 2001 for Germany, Luxembourg, New Zealand and Switzerland; and 2002 for the Czech Republic,
fexico and Turkey. “Mid-1990s” data refer to the year 1935 in all countries except 1993 for Austria; 1994 for Australia, Denmark, France,
ermany, Greece, Ireland, Japan, Mexico and Turkey; and 1996 for the Czech Republic and New Zealand. “Mid-1980s” data refer to the year 1983
1 Austria, Belgium, Denmark and Sweden; 1984 in Australia, France, Italy and Mexico; 1985 in Canada, Japan, the Netherlands, Spain and the
nited Kingdorn; 1986 in Finland, Luxembourg, New Zealand and Norway; 1987 in Ireland and Turkey; 1988 in Greece; and 1989 in the United
tates. Data for Germany refer to Western lander only. For Canada and Sweden, changes in the peniod from mid-1990s to mid-1980s are based
n surveys different from the ones used in the most recent period.

ower poverty rates among older people than for the total population in one-third of OECD countries
Poverty rates for people aged 65 plus and for the total population, percentage, 2000

Bl 55 and over & Total population

40
35
30
25

N B
(=13 (-=]
& o

SENG

‘ote: Poverty rates are measured as the proportion of individuals with equivalised disposable income less than 50% of the median income oi
1e entire population. Countries are ranked by decreasing order of poverty rates among the elderly in 2000. Data for Germany refer to western

ander only.
ource: Forster, M. and M. Mira d’Ercole {2005), “Income Distribution and Poverty in OECD Countries in the Second Half of the 1990s”, Social,

mployment and Migration Working Papers, No. 22, OECD, Paris (www.oecd.org/els/workingpapers).
StatLink: http://Dx.doi.org/10.1787/16477365005&

‘urther reading: m OECD (2001), Ageing and Income. Financial Resources and Retirement in 9 OECD Countries, OECD, Paris. B Forster, M. and
4. Mira d’Ercole (2005), “Income Distribution and Poverty in OECD Countries in the Second Half of the 1990s”, Social, Employment and

lon Working Papers, No. 22, OECD, Parnis.
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( %, ‘ - l Table 7.1. Percentage of the oldest old that are in the lowest income quintile
\.—~——"7 percentage of each category in the lowest income quintile of the adult population aged 18 and over
Mid-90s
Age 18+ Age 75+
Single persons living
Entire population All older old Single women living Women living with others (and
alone with spouse only the person
is not household head)
Canada 20.0 33.9 60.9 20.2 6.9
Finland 20.0 432 75.2 19.8 9.6
Germany 20.0 30.8 42.7 14.8 ..
Italy 20.0 23.2 433 15.9 11.6
20.0 33.5 78.7 58.5 18.2
Netherlands _ 20.0 43.4 50.6 40.6
Sweden 20.0 31.6 38.1 21.6 .
United Kingdom 20.0 38.5 47.4 39.3 12.6
United States 20.0 34.9 56.4 22.8 18.8

. Data not available.
Note: The reference unit in the Swedish income data is a “tax unit” rather than a “family” or "household”. The data on Sweden are, therefore, less
comparable.
Sources: OECD calculations based mainly on data from the Luxembourg Income Study. See Yamada and Casey (2001).

The table refers to people aged 75 and over who are in the lowest-income quintile of the adult
population aged 18 and over. Take Canada as an example. The first column is merely a reminder that,
by definition, 20% of the adult population makes up the lowest-income quintile. The remaining three
columns describe people aged 75 and over, the “older old". In Canada, 34% of these older people have
incomes that would put them in the lowest quintile. Within that older age group, the figure for single
women living alone, at 61%, is much higher. The table shows that:

e Although low incomes are prevalent among all the older old, they are dramatically more
prevalent among old women living alone.

» Where the husband is still alive, the incidence of low incomes is close to the average in six
countries, but higher in the United Kingdom, the Netherlands and Japan.

Some single older women, including widows, do not live alone, but go back to live with adult
children. The table also shows the percentage of older single people living in a multi-generational
household [of which another person is the household head and whose (grouped) income is in the
lowest decile]. Most, but not all, such people will be women.2 The table shows, again not unexpectedly,
that living in a multi-generational family substantially reduces the likelihood of a single old person
having a low income provided it is assumed — and this is a strong assumption — that all incomes in such
households are pooled.

Single older men living alone are in a situation analogous to widows in not benefiting from
household economies of scale, but they are a small group and have somewhat more income than their
female counterparts. Because of differences in marriage age and longevity, women are likely to have
longer durations of time with low income.

Table 7.2 compares the situation of widows who are living alone with women of the same age living
with a spouse. (The top panel shows data for women aged 65 to 74 and the bottom panel provides data
for those aged 75 and over.) This comparison gives an indication of how income composition might
change after the death of a husband and how this, in turn, affects the disposable income of the widow.
Note, as always, that this is only a general indication, since the data do not track particular individuals
over time. (Indeed, evidence from panel data suggests that widows who are relatively worse off tend to
have had lower incomes before the death of their spouse.)

© OECD 2001,
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Table 7.2. Disposable income of widows living alone compared with that of couples
Ratio of income of widows to couples in two-person households, by income category and age, mid-90s

Portion of the differences that is attributed to
Total difference]  Working Public Private Other public Tax and Other incom Household
income pension pension benefits contributions etr neoOME  economies
per capita per capita’ per capita’  per capita® b per capita® ftems of scale
Pure couple® to widow (65-74)
‘Canada’ 318 -7.1 2.1 -12.7 3.0 6.9 -4.7 -29.3
Finland -30.0 -2.9 ~2.3 —0.1 0.5 6.7 -2.7 -29.3
‘Germany ~7.1 0.5 27.4 25 -0.1 -1.8 ~-6.4 -29.3
Ttaly® -22.6 -1.9 18.8 -23 -~13 . -6.6 -29.3
[ -37.5 -21.5 -1.8 0.7 0.8 8.4 5.3 -29.3
*Netherlands -18.6 -6.2 31.4 -135 1.0 1.8 -3.9 -29.3
Sweden' -22.1 -3.8 -1.6 -73 17.3 8.0 -5.5 -29.3
United Kingdom -28.6 5.7 126 -10.7 9.2 4.1 -8.8 -29.3
United States -33.0 -6.9 4.8 -7.5 0.9 2.3 2.6 -29.3
Pure couple’ to widow (75+)
Canada’ -28.9 -1.6 11.9 ~13.7 3.0 6.5 -5.7 -29.3
Finland -28.7 0.5 -9.1 0.0 1.5 9.4 -1.7 -29.3
Germany -25.2 0.0 2.5 -1.4 0.3 -1.0 3.6 -29.3
Italy® -198 -0.4 19.0 -1.8 -1.4 . 5.8 -29.3
Japan -33.1 -15.1 7.3 0.0 2.9 10.5 -9.4 -29.2
Netherlands ~12.5 -0.1 29.7 -3.7 1.9 -3.9 -7.1 -293
Swedenf -12.8 -1.5 =99 =51 29.6 9.7 -6.3 -29.3
United Kingdom -22.3 -1.1 8.4 ~12.8 3.9 2.4 -3.9 -29.3
United States -37.0 -6.9 3.0 ~9.2 1.2 4.4 -0.2 -29.3

.. Data not available.

a) These components are not only "own income”. The numbers are calculated from household-level income divided by household size {(one or two).
p) “Other public benefits” include means-tested benefits.

¢) Couple without children.

d) For Canada, "Widow” also includes “Separated” and “Divorced".

¢} Variables for tax and social security contributions are not available in the Italian data.

f) For Sweden, “Widow” cannot be identified at all, and therefore the calculation is based on "single female living alone”.

Sources: OECD calculations based mainly on data from the Luxembourg Income Study. See Yamada and Casey (2001).

The widows in both age groups had lower incomes than the women living with a spouse, and the
table compares the sources of those differences. Take Canada as an example of how to read this table.
The first row says that Canadian widows aged 65 to 74 who lived alone had 31.8% less disposable
income than a couple of the same age (on a per capita basis), after making the necessary adjustments
for equivalence. The figure of 31.8% resulted from less working income (~7.1%), greater public pensions
(+12.1%), etc.

» The main cause of the lower living standards is the absence of household economies of scale
(29% in all countries, an amount that is a mechanical result of the equivalence scale that is used).

« In Japan, the loss of working income is also important. (Recall that, in Japan, working income is an
important source of income during retirement, through work both by those aged 65 and over and
by others in the household.)

« In countries where private pensions are important, such as Canada, the Netherlands, the United
Kingdom (and to a much lesser extent Sweden and the United States), the loss of income from
this source was also important. Separate OECD calculations (not shown) confirm that the levels of
private pensions on a per capita basis are lower for widows than for couples.

« Working in the other direction, public pensions (including survivors’ benefits) were higher for the
widows in Canada, Germany, Italy, the Netherlands and the United Kingdom. Separate OECD
calculations (not shown) confirm that the average benefit levels of public pensions for widows are

© OECD 2001
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I. OVERVIEW OF RETIREMENT-INCOME PROVISION

’%/ e Table 1.1. Structure of pension systems in OECD countries
First tier Second tier
Universal coverage, redistributive Mandatory, insurance
Public Public Private

Resource tested Basic Minimum Type Type
Australia v Do
Austria v/ DB
Belgium v v DB
Canada v v 0B
Gzech Republic v/ v v/ DB
Denmark v/ v/ DC
Finland . v DB
France v/ v/ DB + points
Germany v Points
Greece v/ v/ DB
Hungary DB DC
Iceland v v DB
irefand v 4
Italy v NDC
Korea v/ DB
Luxembourg v v v/ DB
Mexico v v DC
Netherlands v DB
New Zealand v
Norway v v Points DC
Poland v/ NDC 0C
Portugal v/ DB
Slovak Republic v Points DC
Spain v DB
Sweden v/ NDC DB+ DC
Switzerland v / DB DB
Turkey v DB
United Kingdom v/ v/ v DB
United States v DB

DB = defined benefit.

DC = defined contribution.

NDC = notional accounts.

Source: Information provided by national authorities. See OECD (2004, 2005a) for a more detailed definition of these terms.

the way in which the value of entitlements is determined. Minimum pensions take account
only of pension income, often from a single pension scheme, and are not affected by
income from other savings or assets. Minimum credits in earnings-related schemes, such
as those in Belgium and the United Kingdom, have a similar effect: benefits for workers
with very low earnings are calculated as if the worker had earned at a higher level.

The second tier in this typology of pension schemes plays an “insurance” role. It aims
to provide retirees with an adequate income relative to their previous earnings, not just a
poverty-preventing absolute standard of living. Like the first tier, it is mandatory. Only
Ireland and New Zealand do not have mandatory, second-tier provision.

Some 16 OECD countries have public, defined-benefit (DB) plans, making them the
most common form of pension-insurance provision. In DB schemes, the amount a
pensioner will receive depends on the number of years of contributions made throughout

\ - owl



1. KEY FEATURES OF PENSION-SYSTEM DESIGN

L%/ 3~ Table 1.2. Summary of pension-scheme parameters and rules

Australia Austria Belgium Canada Czech. Denmark Finland France Germany Greece
Republic
First tier
(% average earnings)
Resource-tested 25 28 22 17 26 18 19 32 19 11
Basic - - -~ 14 8 18 - - - -
Minimum - - 34! - 12 - - 23 - 34
Overalt entitlement 25 28 34 K| 26 36 19 32 19 34
(full-career worker)
Second tier
Earnings-related
Type Nene DB DB DB D8 None DB DB/Paints Points DB
Accrual rate - 178 1.33 0.63 0.45{w)? - 15[ 175 w6 1.00 2,575
(% indiv. earnings)
Earnings measure - 40 L b34 30 - L h25/L L 5
Valorisation - w'® p w w - 80w/20p n/p w'é 7
Indexation - d ) p 33w/67p - 20w/80p p/p w't d
Defined contribution
Contribution rate 9 - - - - 118 - - -
(% indiv. earnings)
Ceilings
(% average earnings})
Public - 147 117 96 None - - 101 151 2757
Private/occupational 257 - - - - - None 302 - -
Pension age
Normal 65 65 65 65 63 65 65 60 65 65
(women) (59-63)°
Early 55 60 60 60 .62 63 55
(women) (56-60)°

Parameters are for 2004 but include all legislated changes that take effect in the future. For example, some countries are
increasing pension,ages and extending the earnings measure for calculating benefits; pension ages for wormen are shown only
if different from those for men. Early pension ages are shown only where relevant.
- = not relevant; [a] = varies with age; [w] = varies with earnings; [y] = varies with years of service.
b = number of best years; f = number of final years; L = lifetime average.
= discretionary indexation; fr = valorisation at a statutorily fixed rate; p = valorisation/indexation with prices;
w = valorisation/indexation with average earnings; GDP = linked to gross domestic product.
DB = defined benefit; DC = defined contribution; NDC = notional accounts.
Belgium, Slovak Republic, United Kingdom: minimum benefit calculated from minimum credit.
Czech Republic, Portugal, United States: higher accrual rates on lower earnings, lower accruals on higher earnings.
Czech Republic: pension ages for women vary with number of children.
Finland: higher accrual rates at older ages.
France, Greece, Sweden: data shown combines two different programmes.
France, Sweden: higher accrual rate on higher earnings under occupational plans.
Greece: effective ceiling calculated from maximum pension.

NV R W
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. KEY FEATURES OF PENSION-SYSTEM DESIGN

§Fi'rst tier

B

able 1.2. Summary of pension-scheme parameters and rules (cont.)
i (% average earnings)

Hungary lceland Ireland ltaly Korea  Luxembourg Mexico  Netherlands Ze,\;md

;@\ Resource-tested - 188 27 - - - - - - -
&7 Basic - 9 30 - 16 30 10 7.0/4.210 31 40

‘Minimum 22 - - - - - 39 2 - -

? Overall entittement 22 27 30 22 16 30 39 26 31 40
(full-career worker)

i Second tier

TEarnings-related

b Type 0B DB None NDC DB 08 DB None DB None

B Acorual rate 1.22 1.40 - 175 0.55 15 185[y]° - 17511

I (% indiv. earnings)
‘Earnings measure L L -~ L L L L - L -
Valorisation w fr - GDP w w w - w -

. 'ihdexation 50w/50p p - p'd D p w = w -
& Defined contribution
S8 Contribution rate 8 - - - - _ _ 6510 ~ _

Public R 220 - - 370 150 160 215 - - -
Private/occupationat 220 None - - - - - 377 None -
.Eérisiun age

Normal 62 67 66 65 65 65 65 65 65 65
2 (women) ' (60) 60
Early 65 60 60 60 57 60
{women)

Iceland: includes two different programmes.

Luxembourg: higher accrual rate for longer contribution periods.

- Mexico: additional contribution of 5.5% of minimum wage is shown as a basic pension. The lower value of the annuity
calculated is for women (because women retire earlier than men).

;:11. Netherlands: accrual rate varies between occupational schemes.

:12. Norway: lower accrual rate on higher earnings.

13, Spain: higher accrual rate on early years of service and lower on later years.

. 14. Netherlands: earnings measure is average salary for around two-thirds of occupational plans and final salary for one-third.

15, Austria: valorisation assumed to move to earnings as the averaging period for the earnings measure is extended.

16, Germany: valorisation can be reduced by any increase in contribution rates and for the potential contribution to private

pensions. Indexation can be reduced by any increase in contributions.

217, Greece: valorisation in line with pension increases for public-sector workers.

“1s. Italy: indexation is fully to prices for low pensions, 90% of prices or 75% of prices for higher pensions.

PENSIONS AT A GLANCE: PUBLIC POLICIES ACROSS OECD COUNTRIES - 2007 EDITION - ISBN 978-92-64-03214-9 - ® OECD 2007 29
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L. KEY FEATURES OF PENSION-SYSTEM DESIGN

’%

% LR Table 1.2. Summary of pension-scheme parameters and rules (cont.)

Norway Poland Portugal R?S\\JIEI}EC Spain Sweden  Switzerland  Turkey Klijnnolézdm gtnaliz
First tier
(% average earnings)
Resource-tested 33 - 20 - - 34 24 6 20 22
Basic 18 - - - - - - - 15 -
Minimum - 23 44 22! 30 - 18 28 15! -
Overall entitlement 33 23 44 22 30 34 24 28 30 22
(full-career worker)
Second tier
Earnings-related
Type Points NDBC DB Points DB NDG/DB DB DB DB DB
Accrual rate 105w 067 w)? 1.16 REERREI TR [w/a 2.0 [w)?! (w]?
(% indiv. earnings)
Earnings measure h20 L L L 15 L/t L L L b35
Valorisation w W' 25w/75p w D w w  50w/50p w w?
Indexation w p's p/GDPY 50w/50p P w-1.6  50w/50p p p p
Defined contribution
Gontribution rate 2 73 - 9 - 45° - - - -
(% indiv. earnings)
Ceilings
(% average earnings)
Public 219 230 None 300 165 132 108 245 115 290
Private/occupational - - - - - 367 108 - - -
Pension age
Normal 67 65 65 62 65 65 65 65 65 67
(women) (60) (64)
Early 55 60 61 63 62
(women) (62)

19. Poland: valorisation to real wage bill growth but at least price inflation. Indexation has been 80% prices and 20% wages but
moved to prices from 2005.

20. Portugal: indexation will be higher relative to prices for low pensions and vice versa . Indexation will be more generous the
higher is GDP growth.

21. United Kingdom: accrual rate highest for low earnings, then lower then higher again.

22. United States: earnings valorisation to age 60; no adjustment from 60 to 62; prices valorisation from 62 to 67.

Source: Information provided by national authorities and OECD calculations.
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