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Overview of Retirement-income Systems

Retirement-income regimes around the world are diverse and they often involve a
number of different programmes. As a result, classifying pension systems and different
retirement-income schemes within those systems is difficult. Perhaps the most well
known of these taxonomies is the “multipillar” one of the World Bank (1994). In its current
versions, this comprises five different pillars (Holzmann and Hinz, 2005). The focus of this
report, however, is on mandatory retirement-income provision and so some of these pillars
are not necessary here.

The framework consists of two mandatory “tiers”: a redistributive part and an
insurance part. The redistributive part is designed to ensure that pensioners achieve some
absolute, minimum standard of living. Insurance components are designed to achieve
some target standard of living in retirement compared with that when working.

The focus of the pension modelling is on workers that are covered by formal-sector
pension schemes. The analysis of the structure of pension systems in Table 1, therefore,
only covers retirement-income programmes relevant to this group. More general safety-net
benefits, often called social pensions, are not therefore covered in the table (see Palacios
and Sluchynsky, 2006, on such schemes).

Starting with the first tier, all the OECD countries have redistributive schemes that
affect some or all workers with full careers in the pension system. In contrast, only a third
of the Asia/Pacific economies outside the OECD have comparable provisions.

The most common kind of redistributive scheme in the 21 economies as a whole are
resource-tested programmes, which grant a higher payment to poorer pensioners, with the
amount reduced as the level of other income during retirement increases. The most
important of these types of scheme in a national context is the Australian plan, but these
also play a significant role in providing retirement incomes in many other OECD countries
and Hong Kong.

Minimum pensions are similar to resource-tested schemes, in that they pay a higher
benefit to lower-income retirees. However, the crucial difference is that the value of the
entitlement depends only on income from a particular pension scheme and not income as
a whole (including capital income, earnings, rents, etc.). Normally they are provided as part
of the earnings-related pension scheme, whereas resource-tested schemes are
institutionally separate. There are minimum pensions in the Philippines and Pakistan.

The third type of first-tier pension is a basic scheme, in which the amount paid is
either a flat rate or it depends on the number of years of contributions; it is not
dependent on individual earnings. For example, the basic pension in China pays a fixed
percentage of average, city-wide earnings for each year of coverage. The pension system
of Korea has a similar basic component: the pension is based on a mix of individual and
economy-wide earnings.
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Table 2. Structure of pension systems

First tier Second tier
Universal coverage, redistributive Mandatory, insurance
Public Public Private
Resource tested Basic Minimum Type
East Asia/Pacific
China [ ] DC
Hong Kong, China [ ) DC
Indonesia DC
Malaysia DC
Philippines [ ] [ ] DB
Singapore DC
Thailand DB
Viet Nam DB
South Asia
India DB+ DC
Pakistan [ ] DB
Sri Lanka DC
OECD Asia-Pacific
Australia [} DC
Canada (] [ DB
Japan [ ] DB
Korea [ ] DB
New Zealand [ ]
United States [ ] DB
Other OECD
France [} o DB + points
Germany [ ) Points
Italy [ NDC
United Kingdom [} [ () DB

DB = defined benefit.
DC = defined contribution.
NDC = notional defined contribution.
Source: OECD pension models.
Statlink sw=r http://dx.doi.org/10.1787/888932554432

The second tier in this typology of pension schemes plays an “insurance” role. These
plans play a particularly important role in retirement income systems outside of the OECD
countries because of the relatively limited extent of redistributive schemes. They are
designed to provide an adequate income relative to previous earnings, rather than just
providing a minimum living standard (as with the first tier). Again, they are mandatory.

Seven of the eleven non-OECD economies have a defined-contribution (DC) plan,
where the contributions are saved over time and either paid as a lump sum or as pension-
income stream at retirement. The remaining four economies, as well as India which has
both, all have defined-benefit (DB) schemes. In these plans the amount of income received
at retirement is dependent on the number of years of contributions and on the level of
individual earnings.

There are also notional-accounts (NDC) schemes: the public pension in Italy is the only
example listed. This scheme records each worker’s contributions in an individual account
and applies a rate of return to that account. The accounts are “notional” in that both the
incoming contributions and the interest charged to them exist only in the books of the
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managing institution. At retirement, the accumulated notional capital in each account is
converted into a stream of pension payments using a formula based on life expectancy.

References

Holzmann, R. and R. Hinz (2005), “Old-Age Income Support in the 21st Century: An International
Perspective on Pension Systems and Reform”, World Bank, Washington, DC.

Palacios, R.J. and O. Sluchynsky (2006), “Social Pensions Part I: Their Role in the Overall Pension
System”, Pension Reform Primer Series, Social Protection Discussion Paper, No. 0601, World Bank,
Washington, DC.

World Bank (1994), Averting the Old-Age Crisis: Policies to Protect the Old and Promote Growth, Oxford
University Press, Oxford.

PENSIONS AT A GLANCE ASIA/PACIFIC 2011 © OECD 2012

21



From:
» Ponsions st Qs Pensions at a Glance Asia/Pacific 2011

- Access the complete publication at:
https://doi.org/10.1787/9789264107007-en

Please cite this chapter as:

OECD (2012), “Overview of Retirement-income Systems”, in Pensions at a Glance Asia/Pacific 2011, OECD
Publishing, Paris.

DOI: https://doi.org/10.1787/9789264107007-4-en

This work is published under the responsibility of the Secretary-General of the OECD. The opinions expressed and arguments
employed herein do not necessarily reflect the official views of OECD member countries.

This document and any map included herein are without prejudice to the status of or sovereignty over any territory, to the
delimitation of international frontiers and boundaries and to the name of any territory, city or area.

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications,
databases and multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided
that suitable acknowledgment of OECD as source and copyright owner is given. All requests for public or commercial use and
translation rights should be submitted to rights@oecd.org. Requests for permission to photocopy portions of this material for
public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or the
Centre frangais d’exploitation du droit de copie (CFC) at contact@cfcopies.com.

&) OECD


https://doi.org/10.1787/9789264107007-en
https://doi.org/10.1787/9789264107007-4-en

	Overview of Retirement-income Systems
	Table 2. Structure of pension systems
	References




