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The Earnings Replacement Rate of Old—Age Benefits:

An International Companson

HOW MUCH of the earnings of a worker with

average wages does the old-age pension replace in
foreign countries and how does the United States
compare with other countries in this respect? The

number of queries on the subject have led to this

international comparison on a more detailed and
uniform basis than those in previous studies deal-
ing with the replacement rate. The questions have
arisen, in part, from the feeling that the social
security system in the United States pays a rela-
tively smaller pension than do the systems of most
other industrial countries. The present study
finds that the average retired couple in the United
States enjoys an intermediate replacement rate
among the 13 countries examined. Five are sig-
nificantly higher, three are about the same, two

are slightly lower, and two are significantly

lower. For the individual United States bene-
ficiary the rate equa,ls or is above that found in
four of the other countries.

There has been surprisingly little study of thls
subject—in part, no doubt, because of the lack of

comparable data and the extreme complexities of

the differing national systems, most of them in
process of transition. Popular discussions or
political speeches in the individual countr ies tend
to speak in terms of very high replacement per-
centages and neglect to mention that these rates
will occur only when: the systems matme in 20-30
years, The few technical reviews,' in their d}f
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fering results, serve to point up the difficulties
involved. = International Labor Organization
(ILO) records on the adherence to Conventions
of that body tend. to reflect a-very high replace-
ment rate; six posstble methods of calculation are

used, ‘Wlth the individual country authorized to -
. submit the most favorable, if it so desires.

What the replacement rate actually is in one

~individual country can be 2 matter of contro-

versy. It becomes apparent in reading of the
strikes and riots involving social security issues
that” oceurred in a number of countries in 1968

~and 1969 that a lack of mutual understanding

between the contending factions was a causal
factor. The planners speak of high percentages

~that will be achieved upon maturity of the system.

The leadership of the trade unions or other public
groups involved use technical terminology. Tt
may be that the bulk of the workers think of the

- pension as a percentage of their earnings just’

before retirement. The planned figure may be 60
percent for 1990, but the worker may see that his
pension is only 85 or 40 percent of his take-home
pay. '

THE AVERAGE WORKER

The matter of definition of concepts is, of

: course, a key in international statistical compari-

sons. The two most relevant definitions needed to

carry on this study were standard descriptions of

remuneration for work, on the one hand, and for

cash beneﬁts after ret:rement on the other The

_ conclusion was reached after discussion with the

Bureau of Labor Statistics of the U.S. Depart-

ment of Labor and with the Wage Statistics

Division of the International Labor Organization
on the use of data for gross and net wages and

. s‘xiames, taxable earnings, covered earnings, and
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ment . Income - Programs - (Joint  Economic  Committee
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the like that the ILO earnings series was the most
useful in terms of comparability. The ILO
figures give hourly, d&uly, weekly, and sometimes

monthly average earmngs and hours worked per:

week for workers in manufacturing and for
workers in the nonagricultural sector of the
economy of each country.® For the purpose of

comparison with monthly or annual old-age bene-

fits, these data were converted into computed
figures for a partlcular permd of time—specifi-
cally, one month,

The present method of comparing actual aver-
age preretirement earnings with actual pensions
based on these earnings eliminates one of the
most serious problems in an international com-
parison of pensions—the definition of covered
earnings used in the formula of the individual
country. National practice in determining the
earnings on which the computation of benefits
is based varies from country to country. Some
countries include only net earnings; others base
the assessment on gross earnings. Some countries
include all cash elements (overtime, piece rate,
housing supplements, and other fringe benefits),
and others include only base pay. Some countries
use actual earnings; others use earnings assessed
on the basis of occupation, region, etc.*

As it is difficult to discern any common prac-
tice it may be of interest to note that ILO Con-
vention No. 102 Concernmg Minimum Standards
of Social Security requires that, for the purpose
of venfymg compliance with the Convention, the
earnings of the typical worker should he based
on the wage rates for normal hours of work
fixed by collective agreements, by or in pursuance
of national laws or regulations where applicable,
or by custom (with cost—ofvhvmg allowances, if
any, included).®

Since ILO figures were used in this study, the
“average” worker, of necessity, became the one
whose earnings are reported by the ILO-—the
male worker in manufacturing. In reality, the
spectrum of old-age beneficiaries in any country
will include those with extremely short or ex-

3 International Labor Organization, Yearbook of Labor.

Statistics, 1968, Chapteérs IV and VI, supplemented by
data from the United Nations Statistieal Office; Wonthly
Bulletin of Statistics.

+ For details, see Technical Note, page 15.

% See International Laber Office, op. c¢it., pages HT<5Y;
and Convention No, 102 Concerning Minimum Standards
of Soecial Security, 1952.

tremely long working lives, consistently high or
consistently low earners, white- and blue-collar
workers: (for which there may be separate sys-
tems), women, the employed and the self-em-
ployed, early and late retirees, as well as new and

_old pensioners, persons with reduced benefits, and .
- members of special schemes (such as miners, sea-

farers, and farmers). ILO Convention No. 128
Concerning Invalidity, Old-Age, and Survivors’
Benefits, defines a “standard beneficiary” as a
male worker in the manufacturing of machinery
(other than electrical machinery) whose earn-
ings are equal.to 125 percent of the average earn-
ings of all covered persons. It is interesting to
noté that by the method used here, the earnings
figures for the average German worker in manu-
facturing were about 124.5 percent of the national
average utilized by the German social security
system, under the country’s procedure for com-

puting pensions.®

For the sake of uniformity, the average worker
in manufacturing is considered to be fully quali-
fied for an old-age pension at the normal retire-
ment age, with legislative provisions for the
pertinent age group taken into account. In actu-
ality it is not possible for the countries to get a
count of persons at the average level. Other

- studies indicate that a substantial number of re-

tirees are not in fact eligible for a full regular
pension, simply because they were born before
current systems came into force, because of inter-
ruptions in employment, because of early retire-
ment, or other factors.. Where pertinent, the

number of years worked has been calculated at 30;

35, or 40 and the retirement age is considered to
be the statutory one for the country—most often,
age 65—with an actual eareer thus simulated. As
noted subsequently, the benefit formulas of some
countries stress length of service; in others, if
minimum requirements are met, Iength of service

may- be 1rrelevanf

THE AVERAGE PENSION

To determine the other half of the relationship,
the pension for the average worker, was far less

S An Office of ‘Research and Statistics estimate for the-
United States is roughly comparable: the figure for the
average-earnings for manufacturing used in this stydy—
$6,370.52 for 1968--represents 126 percent of ‘the total
average income from covered employment.

14

Social Security Bulletin, August 1988/Vol. 51, No. 8



(Reprinted from March 1970, page 5)

simple. Since the ILO figures dealt with workers
in manufacturing and represented the only really
comparable earnings data, it became necessary to
“wwork -out” what the pension would be for a
worker retiring from manufacturing in a given
year—in this case 1968. For the earnings record
on which the benefit was based, it was assumed
that the worker had been at the average level for
manufacturing throughout the pertinent years of
coverage. The true pattern would undoubtedly
show the earnings of the manual worker declining
in his older years but those of the white-collar
worker increasing.

Although the resultant methodology posed
many problems, it was at least feasible. For
some countries it was possible to calculate the
figure by several niethods, usually with almost
identical results. It should be clear that the ap-
parently easiest and direct method—simply to
divide the total number of retirees into total ex-
penditures for old-age (and usually survivor)
pensions—is not appropriate even where it is pos-
sible, when one is concerned with the earnings
replacement rate. An average old-age pension
calculated by this method reflects too great a cross
section of life histories and ecircumstances. In
general the actual “average” pension tends to be
very low because of the inclusion of miscellaneous
groups, particularly survivors and persons receiv-
ing reduced benefits. On the other hand, since the
wages of male workers in manufacturing are rela-
tively high compared with those of the labor force
in general (see table 3), it must be recognized
that in countries having weighted benefit formu-
las or ceilings for contributions, the replacement
rate for persons with relatively smaller incomes
would be higher than that shown. The advantages
of using the most nearly comparable earnings
series seem determining, however. It can also be
argued that the most significant comparison for
evaluating a retirement system is the replacement
rate for the great body of steady middle-earnings
level workers. The social policies relating to low
incomes take a great variety of forms in different
countries.

THE PENSION FORMULA

Once the “average” earnings have been deter-
mined and the corresponding “average” pension

ings, averaged over the high 15 years.

has- been calculated, there remains the task of
comparing the figures in order to derive a replace-
ment rate. Actually two such ratios have been
used. Table 1 gives (a) the percentage relation-
ship between the pension and earnings in the year
before retirement and (b) the relationship be-
tween the pension and the earnings averaged over
a period of years, as prescribed in the formula.
As the table shows, the formula may base its cal-
culations-on the average earnings (total or credit-
able) in the 3 latest years of employment (Italy),
in a period of 13 years (for.a retiree in the United
States in 1968), or in an entire lifetime (as in
Belgium and other countries).

For the average worker,:the first method is
not unrealistiec since it permits a comparison of
the standard of living the worker enjoyed in his
Jast. year of work with that which he will have
after retirement. On the other hand, there are
inherent ambiguities in comparing earnings over
a period of time, as the formula requires. The
replacement rate by formula is higher the greater
the number of years upon which the earnings
record 18 based, as would be expected, since earn-
ings have been increasing steadily, both in real
and nominal terms.

Thus, in Italy, where the new pension formula
uses the 3 last years of work, a 1968 retiree
would theoretically have a replacement rate of
57 percent when his pension is compared with
his average earnings during the same period.
This proportion drops to 54 percent, however,
when the pension is related to earnings in the last
year of employment. In a pension formula based
on earnings in the last 5 years of work, like the
Austrian formula, the pension is 55 percent of the
average earnings of the last year of work and

64.5 pereent of the 5-year average-—a difference

of 9.5 percentage points.
For a longer period of years, the disparity

~would be greater except for the fact that earn-

ings records are frequently revalued. Thus, in
Sweden, where a 15-year period is involved, the
total cash old-age benefit is 41 percent of earnings
in the last year of work and also 41 percent of
the revalued earnings over 15 years. If the earn-
ings were not revalued, the pension would repre-
sent 60 percent of the 15-year average. The coun-
try’s long-range plan calls for the pension in
1990 to be 60 percent of covered revalued earn-
This
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TasLE 1.—Replacement rate of old-age pension for a male worker with average earnings in manufacturing, retiring at end of

1968.! and pension formula, selected countries

Pension as percent of— Pension formula
Earnings in year
Country w%?fesd before retirement -| Formaia
ea;;ni gx}gx, Type of formula Retirement Computstion provisions
e ngle age
3
gi’r;%l& Couple worker
Austria ¢ o o il 30 49 1" 87 Percént of average earnings- | 65.-.._. ... ...1 30 percentoi**basis of assessment"" (average
35 85 64.5:] - in last 5 years (or age covered monthly earnings of last 5 years)
40 60 70 45-50), time related. plus 0.6 pereent per year for 1-10 years,
0.9 percent. for 11-20 years, 1.2 percent for
: 21-30 years, and 1.5 percent for 31 years
. ~ and over.
Belgiom_.....0 ..l 0 35 33 41 47 60.pereent of lifetime aver- [ 65 ... ___. Full benefit wheit system matures in year
40 37 46 53 age, revalued (45 years 2000
: : - or all years since 1926).

Canada:d, ooyl 2270 39 22 Universal pension plus 25 678 Rarnings-related ' Canada  Pension Plan
percent of average earn: begins with 2.5 percent. for retirement in
ing; highest 10 years. 1967, increasing 2.5 percent per year to a

g maximum of 25 pereent in 1976,

Denmark s ... . i 99 b e Universal old-age pénsions, | 67.__.. . .- -1 Supplerient 6f 80 kroner-a year times num-
means-tested; plus sup- her of yeats.
plementary pensions

: time-related.
France. .. ..l 0 30 22 33 20 20 percent of average credit- | 60 ... . 4 percent increment per year for deferral
35 43 88 40 ed-earnings of highest 10 after age 60.
40 65 98 60 years, indexed. =
(ermany, 30 43 Foo ol 45 Percent of lifetinie average 165 . .o 1.5 percent of ““assessed wages'' times yeals
Federal Republic. 35 5| 51.5 earnings, indexed. of coverage. * Assessed wages' is the ratio
40, 87 60 of the individual's earnings to the nation-
: al average edrnings .muitiplied by  the
national average during the first 3ofthe 4
years preceding retirement.

Italy & . o ilisln 35 S 57 45.pereent of average earn- After 40 years.| For thosé retiring after May 1, 1968, with
ings of last 3 years. 40 years under new scheme.

40 61 65 74 percent of average earn- | Affer 40 vears_.| Fof those retiring after June 1, 1969, with
inps-of Jast 3 years. 40 years, under revised legislation.

Neétherlands.. . ... 0 749 10.30 - s Flatrate, .. ........ O L IO N N SIS D

Norway. 8, ... .. conziill e 33 45 33 Universal pension plussup- | 70.... .0 -0 45 percent of a national-base amount, which
plement telated to aver- is:rotighly one-third of the national aver-
age-earnings of highest 20 age wage, times number_of average an-
yeats,; indexed. nual * pension points.” Peusion - points

are derived by dividing annual earnings
(between the base amount-and the ceil-
ing) by the base amount. Revalued each
year:

Sweden s U sl 41 55 41 Universal pension plus sup- | 6710007 60 percent of national base amount, which
plement related to aver- is roughly one-third of the uational aver-
age earnings of highest 15 age wage, times namber of average an-
years; indexed. nual *‘pension -points.”’  Pension: points

arg:derived by dividing aninual earnings
{hetween the base amount and the ceil-
ing) by the base amount. Revalued each
year.

Switzerland oo 0v Years 21 34 .82 Ol formula: Weighted, 85 o0 o 1,000 francs a year plus. 4.4 times first 400

since based on average earn- and 2.2 times. next 300 francs of average
1948, ings since 1948.12 annual contribution.
New formuls: Percent of 11 1969, 125 francs a month plus 1.25 percent
average-earnings since per month of average annusl earnings.
1948
Urited Kingdom® . x i Drialls 24 a6 2% Primarily flat rate plus 685 ... Universal flat rate, plus small earnings-
: gradpated pengion based relatéd benefit,
on percent  of contribu-
~ tiong since 1961,
Weighted formula, based 40 percent of earnings up to 14 national-aver-
on-percent of average age, plus 25 percent of remainder to the
- eatnings (propesed). ceiling, when-mative after 20 yesdrs.
Uniited States. . ool . 5 20 440 e Woeighted formula, based [ SR 71.16 pereent of first $110 ol average credited
: G X ~on_percent-of average monthly earnings plus 2588 percent of
taxable liletime earnings next $290 plus 24.18 percent of next $150
sines 1951, with lowést 5 plus 28.43 percent. of next $100-for - re-
years omitted. tiree in:196R at age 65,
L e '
1-Computed earninigs from International Labor Organization, Yearbook of # Under-jegislation in effect May 1968-A pril 1969.

Labor -Statigtics, selected years; supplemented by United Nations Monthly
Bulletin of Statistics, selected issives; whi

're approvriate, figures were revaiued

9 Age 85, with contributions each year froin age 16 to age 64 for fnll pension:
2-percent decrement for each nexcused. year of noneontribiition. In effect,

on the basis 'of national indexes. : ,

*Includes supplement for spouse in countries wi

I' Pension as percent of sverage creditable earnings

of years. i L :

+ Fourteen “monthly’ earnings and pengion payments included per. year.

¥ Becauge of newness of system, earnings-related component is relatively
sn::}lt z}ggg the number of years worked not yet entirely relevant.

n v i i “ :

* Retiremient- permitted at age 80 (30 years of work required), with 20-

percent replacement rate: (A reading of the legislation indicates that retirees

with. 35 or 40:years of work wonld aiso have o 20-percent replacement rate.)

sisch & provisioi.
the required number

however; the gystem -is. virtually universal.

19 Fuil flat-rate peiision compared with average earnings of male workers
imanufacturing (the pension is actually unrelated to-previous earnings).

1+ Pension ealeulated on thie basis 51s0.0f spacial-provisions for those born
hefore 1924,

12 Related to average current earnings in each year. Berefits are adjusted
every 3 yearsor when the price index rises 8 percent. Adjustiments upward
inrecent years have tended to rise about oue-third eacl: tire.

Source: -Social ‘Securily Throughout the World, 1969 (Soeial Security Ad-
ministration), legislative provisions, and oflicial:sources,
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pension amount would be in addition to the flat-
rate pension. The flat-rate and the earnings-
related pensions together are to reach about two-
thirds of average earnings,

For the United States the proportions are 29
percent for the short-range comparison and 38
percent of taxable earnings for the long-range
one—a difference of 9 percentage points.

Time also plays havoc with the comparability
of past earnings records of the various countries,
because each uses a somewhat different method
of revaluation. Belgium, for example, in 1968
placed an arbitrary value on all earnings before
1955. Under this system, earnings between 1926
and 1954 were made equivalent to those of 1963.
In France, the index for revaluation (revised
annually in April) makes credited earnings for
most past years higher than for the current year.
The United States does not revalue directly but
instead adjusts by disregarding the lowest 5 years
of earnings since 1951 and by revising the benefit
schedule. :

Two other time-related factors in the formulas
affect comparability—variations in the retirement
age and in the number of years worked. The
most common retirement age for the countries
studied was 65 (nine countries). France permits
retirement at age 60 but with a very low replace-
ment rate—20 percent; a 4-percent annual incre-
ment for deferral tends also to make retirement
less desirable before age 65 (when the replace-
ment rate reaches 40 percent). The Scandinavian
countries, which have the problem of financing
universal -benefits, provide for retirement at a
later age—=67 in Sweden and Denmark and 70 in
Norway. In Ttaly, the matter of retirement age
is somewhat move complicated because of recent
shifts in provisions. In 1968, that country abol-
ished “seniority pensions” that permitted retire-
ment at any age with 85 years of work, but they
were reinstated in 1969 as a result of strong public
protest and pressure,

The effect of the pattern of years worked also
varies from country to country. In Austria and
Germany the pension is directly affected by the
length of the working life. In other countries
a time-related factor is introduced by the decre-
ment; or increment for retirement earlier than or
later than the legal retirement age. Interestingly,
the number of years worked is almost irrelevant
in France, where a standard benefit related to

average earnings is established for age 60; each
year worked thereafter adds an increment. Yet
for a person retiring at age 65, for example, the
pension would technically be the same if he
worked 35 years or 45 years.

FORMULA TRENDS

Because of the time-related factors the com-
parison between the pension received upon retire-
ment and the workers’ pay in the year before
retirement is -the most meaningful measure for
international comparison. The replacement rates
generally quoted in individual countries may have
little meaning in real terms. During the period
since World War II, the calculation of lifetime
average earnings or of average contributions
tends to produce an “average” wage that is ex-
ceedingly low, as the value of past earnings is
eroded by inflation and rapid economic growth.

The situation in the Federal Republic of Ger-
many can be cited as an example. Before the
1957 pension reform in that country, an insured
person could theoretically count upon a pension
representing 70 percent of his former earnings
after 40 years of work. In practice, however,
as a result of the higher value that had come to
be placed on labor, the actual figure no longer
represented more than about 35 percent of the
prevailing remuneration in comparable cate-
gories.” :

The individual countries have been seeking
means to bolster the “real” replacement rate, by
periodic adjustment of benefits, by ad hoc adjust-
ments even in dynamic systems, by revalning of
the earnings records on the basis of indexes that

are themselves periodically revised, by automati- -

cally crediting workers with a standard earnings
record 25 years earlier or before World War II,
by changing the basis of calculations to encompass
more recent years, or by passing legislation call-
ing for a higher replacement rate.

Because of the complications inherent in keep-
ing up the value of pensions, there has been a
trend internationally toward simplifying the re-

T 'Kurt Jantz; “Pension Reform in the Federal Republie
of :Germany,” International Labor Review (ILO), Feb-
ruary 1981, pages 137-141; Gaston V. Rimlinger, “The
Beonomics of Postwar German Soeial Poliey,” Industrial
Relations, University of California, Institute of Indus-
trial Relations, February 1967,
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cording and computation of benefits. Fewer
countries actually make use of the average earn-
ings of an entire working lifetime. Newer formu-

las usually stress shorter periods, such as the

last 15, 10, or 5 years. With a view toward equity
for' the ‘manual worker, some of the newer for-
mulas permit computation on the basis of the best
rather than the most recent years. The shorter
period of computation, of course, reflects to a
greater degree the recent earnings and thus the
current level of living of the retiring worker.

Another trend toward the revision of the bene-
fit formula involves eliminating or simplifying
the weighting in order to relate the benefit more
directly to a personal or national average. The
British  White Paper of 1969, for example,
calls for abandoning the multi-tier structure—
a flat-rate plus an earnings-related layer—in
favor of ‘a wholly earnings-related formula. In
1968, Italy dropped a formula involving a com-
plicated series of computations tied to lifetime
earnings to base the pension on the last 8 years
of work. In 1969, Switzerland also adopted a
simpler earnings-related formula.?

CONCEPTUAL PROBLEMS

International comparison of earnings and pen-
sions inevitably reflects a whole series of political,
social, and economic variations that make the
replacement rate different for each country and
for each generation of the aged within that coun-
try. First, the systems compared here have differ-
ing objectives. Those that provide universal
benefits for all the aged, whether they have
worked or not, may aim at a modest subsistence
level. At the other end of the spectrum in a
wholly earnings-related system, the replacement
rate can be high.

In addition, to judge in which country retired
workers have the most advantageous position one
should take into account any noncash benefits or
services for the aged, the degree to which private
pension plans prevail, and the amount of income
of the aged from sources other than the social
security system. KEach one of these points is a
major field of study in itself and can only be dealt
with briefly here. Many countries provide medi-

S Feuille Fédérale  (Swiss - weekly legislative bulletin);
Oe¢toher 11, 1968,

cal treatment, medicines, and hospital care in
addition to the pension. There may be housing
allowances, special recreational activities, home
help for the solitary, rest homes, etc., with the
individual programs differing markedly.?

Surveys on the total incomes or on budgets of
the aged, which would be helpful in assessing the
importance of the old-age pension, are relatively
few in view of the significance of the subject.'
Those that do exist tend to stress expenditure
rather than income. As a consequence, in only a
few - instances is it possible to determine what
proportion of the total income of a retired in-
dividual or couple is derived from the old-age
pension. On the basis of a survey made in 1962
in Denmark, couples derived 28 percent of their
aggregate money income from government bene-
fits, single men 38 percent. A more specialized
survey undertaken in France in 1966 involved re-
tirees under the National Fund for the Retirement
of Workers in Construction and Civil Engineer-
ing. For couples the percentage of income from
regular pensions was about 70 percent, and for
single men this proportion rose to about 75 per-
cent. It is probable, however, that wage earners
in this field would fall below the national average
for industry, as far as preretirement earnings
were concerned.’* Income from sources other than
earnings would also tend to be less than in the
other surveys mentioned.

In the United States, about half of all aged
beneficiaries have little in retirement income be-
sides their benefits—that is, less than $150. 1t is

% For- deseriptions and tabulations, see Internsational
Social Security Association, Social Services Provided. by
Social Security. Agencies, Members of the ISSA (Ida C.
Merriam, . Reporter), 1965. .

16 Dorothy Wedderburn, - “The Financial Resources of
Older People: A General Review,” in 0ld People in: Three
Industrial Societies (Ethel Shanas. et -al.),  Atherton:
Press, 1968, page 363; Dorothy Wedderburn, “Comparing
the Financial Position of the Aged in Great Britain and
the United States;” Social Sceurity Bulletin, July 1968.:
Caisse- Nationale de Retraite des Ouvriers du Bitiment
et des Travaux Publics, Réalités du Troisieme Age, 1968
pages 38-48; Frede Ostergard, De Acldres Levevilkar:
Indkomsierne, Bind I  (Socialforskniningsinstituttets,
’ublikationer 17), 1965, page 43.

it Institut - National de la Statistique, .innwuaire Sta-
tigtique de la France; Ministére des Affaires Sociales,
Revue Francaize des Affaires Sociales; April-June, 1967;
Ministére d’Etat Chargé des Affaires Sociales, Bulletin
Mensuel de Statistiques Sociales, Supplement 2, Octo-
ber 1968, page 109; Senate of Canada; Final Report of
the Special Commitice of the Scnate on Aging, 1968, page
2783.
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those with the higher' benefit amounts who are
likely to have
amounts of savings
L Other factars mﬂuencmg the ;mportance of
’ ,the replacement rate are the existence of addi-

private penmons or significant

cept. Yet, despite all the difficulties, it provides

a simplifying tool for comparison of countries on
~ a basis that is as close to standards as is currently

possible.

- tional family benefits (which even an aged couple
_ might be eligible for); whether or not a wxfe,

by working, can earn an additional full pension

whether retirees can contmue to work part or
‘even full time; and the tax situation.

.WHAT THE REPI.ACEMEN‘T RA’!’E 1S

AND SHOULD BE

_ The time fa.ctor, too, poses many conceptual ,
_ complications. Most of the systems have under-

For many years a commonly quoted ideal re-

_gone several significant changes and even major -
vbl'eorgmuzatmn over a period of time, and thus
there is often a different replacement rate for

~ each age group or for each generation. In France,
~ for example, pensmns in force are 1
legislative provisions of 1935, 1945, and 1958, as

amended.”* In It*a1y there are differing provi-

_sions for those retiring before May 1968, between
May 1968 and May 1969, and after May 1969.
In Sweden, the benefit formula computations dis-

‘ fmgmsh those born before 1896, 1896 to 1913,

and 1914 to 1923, and they include spﬁcm] nﬂes v
- for those in certain categories born in or before

19278 .
~ The more recent the reorgamzatmns in a given

- system, and hence the shorter the period of transi

ed under

tion, the lower the replacement may be. A coun-

try may, for example, plan by 1985 to raise its
‘ mplaeement rate from 40 percent to 60 percent of

_average earnings in the last 10 years of work. If

- this c*hange were maugm'ated in 1965, by 1968—

the year covered in table 1-—the benefit would

have risen only three-twentieths (to 43 percent).

debates in the United Kingdom, in French dis-
cussions, and in the early recommendations for

the United States social security system. In 1967,

when recommendations were being presented for

social security amendments in the United States

the figure cited by the Committe
Means of the House of Representat

n ‘Ways and
ves as a “rea-

~ sonable relationship between former wages and

beneﬁts“ of a couple was at least 50 percent for
a worker with average w ages, retiring at age 65."
. The-word “reasonable’.crops up again in Den-
mark. According to a statement of the Danish
Prime Minister in 1985, in planning for a sup-
plementary pension on top of the universal na-

‘tional pension, the country wanted to “secure for

old people a retirement pension at a level which

_bears a reasonable proportion to the earnings of
_the individual eitizen during his active years.”™°

- The 1LO Social Security Convention No. 128, of

952, calls for the old-age benefit for 2 man and
wife of pensionable age to be at least 45 percent of
the previous earnings of the breadwinner.

A comntry with identical pla 15 but in its tenth

~year of transltmn would be temporarily ahead,
~with 50 percent, on the average. (The actual situa-
_tion in 1968 was nsed‘ as the basis for ealculating

benefits.) ‘ ' '

In considering the replacement rate over a
pel tod of time, it must also be pomted out that,
in systems with periodic adjustment, there will
 be variations in the relationship between earnings
and the pensmns granted before and after an
adjustment. ’
» The “average

Table 1, reflecting the situation in 1968, and

he discussion of the aimgs of the various social

rent and planned

security systems that follows quantify the cur-

between pensions and the earnings record. As

_the figures indicate, most of the countries have
established eventual targets well above the cur-

may be anlv va schematic ‘con-

14 These figures, though they are often used, are not
usually defined and relate sometimes to the single benefit
(both where there are also wife's benefit ‘and where

- there are not) and sometimes to the benefit for a couple,

13 Social Sceurity Amendments of 1967: Report of the

Committec on Ways and Mcans, House of Representa.

2 Fédération \’atmnaie des Orzgs ’nismes de

.;‘s;)eiale, Rmuo do I Séewritd Socmlc May 1969, pages

‘Sécurité
- Gand 22

tives { House Report No. 544, 90th Cong:; 1st sess.), pages

. 18 The Swedish Institute, Social Bencfits in Sweden,
. 1968, page 63, ' ' :

16 Prime M mster statement he opening of Parlia-
ment, October 5, 1965, as réported by the United States
Embassy. £

ponieivate @ s

placement rate for the “average” worker has been
at least 40-50 percent of earnings.!* This figure
has been cited, for example, in parliamentary

(or hoped-for) relationships
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= IA‘ solutlon in the contention between the proponant -
. of a limited benefit for all the aged, whether in
_ the Iabor force or not, and those who claimed that
r  u pension should be related to the standard of
 living provided by the previous work record.
‘ Five countries base their computatlons
u(if }avmage individual earnmgs, with a time fac
n  involved—France, the Federal Repubhc of Ger
_ many, Austria, Belgium, and Italy S
_ The weighted benefit formula, once more widely
, DCCUrs onlx in the Umted States andzjx the

rent stiafus, v
. pla,cement ra

 Belgium has
lifetime
i

‘formerly, it was in the plans of Swuzerlan -
nged in 1969} and Italy (changed in 1968)
urse, the structure of old-age benefits
f the other countries also has weighting
through the ﬁ‘xt mte pensmn G"erm&ny'

gpianners, cur
income of p
of recent ye

.he type of formula is related to yt'
ent rate as here deﬁned it may be‘ :

" iti)mtt a57
: sons and 4

' ]evals On
prowdes 8|
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ar be’fore retlre—
nefits. Austria thus is
e replacement for o single
‘pplement for & dependent

;1gorou§-—~4.) years of work
en. (or all years since
, conSequence, few could
i 'ment penszon and anly

at V33 percpnt of aver-
for ;smgle beneficiaries
[ pewent after 40 years

nimissions, and. legzs- ‘
;contmued 1mprove-

had proposed a revision of goals on the grounds
that the real value of pensions was deteriorating.
It called for a retirement pension that would be

10 best years of ‘the worker’s career.*®

Canada

.75 percent of earnings in the last 5 years or tha -

The Canadian system is also in an early transa- -
tional phase, so that its replacement rate will be
changing annually until 1976. A retiree from
manufacturing would, in 1968, have received 22
percent of his last year’s earnmgs and a couple

- would get 39 percent. The pension would consist

largely of the country’s flat-rate benefit (as ad-
Justed) plus an amount, as yet small, from the
earnings-related pension plan. The planned re-
placement rate for a worker retiring in 1976, the
date of maturity, is about 43 percent of average
lifetime earnings for single individuals and about

61 percent for couples.

Denmark

At the pension age of 67 for men, a single

retiree at the end of 1968 would have a replace-

ment rate of 29 percent of his last earnings, and a
couple would have 44 percent. For the future,
the Danish Minister of Social Affairs recent}y
talked in terms of a replacement rate of 60 per-
cent of the average “professional” income in the
best 15 years of work, with a ceiling. Others on
the same occasion talked of 57-percent replace-
ment for single individuals and 70 percent for

couples, at the “typical” labor income level.

France

The replacement rate in France, unlike those

in the other countries studied,:

is seemingly

higher than what the formula in the general social
securzty system calls for. The formula provision
is 40 percent of earnmgs in the highest 10 years
at age 65, and it is 60 percent at age 70. As
pointed out above, previous earnings have been
revalued to such an extent, however, that the old-

age benefits represent 43 percent and 65 percenté .

18 e Peuple (Brussels daily newspaper), June 28, 1963.}

i
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at ages 65 and 170, respectively, of average earn-
ings in the year before retirement.

Federal Republic of Germany

-The original goal of the sponsors of a 1957
reform of social security provisions was 60 per-
cent of the “standard wage” of the individual,
presumably throughout his career, after 40 years
of coverage and 75 percent after 50 years.® The
benefit formula calls for 45 percent of average
earnings (as reassessed under the country’s sys-
tem of dynamic adjustment) after 30 years of
coverage, 51.5 percent after 35 years, and 60 per-
cent after 40 years. When the pension is related

to the last year of earnings, a 50-percent replace-

ment rate is shown for 35 years and 57 percent for
40 years of work.

Italy

At the end of 1968, under the new legislation,
the replacement rate (compared with 1968 earn-
ings) was theoretically about 54 percent for 35
years and 61 percent for 40 years. Widespread
pressures for a reform of the system had led to
abandonment of a weighted formula based on
lifetime earnings in favor of a base of earnings
in the last 3 years of work. The changes provided

for a 57-percent rate after 35 years of coverage

and 65 percent (after 40 years) of the average
earnings in the last 3 years of work. An eventual
goal of 80 percent after 40 years was scheduled
for 1980. Discontent with the new provisions re-

sulted in a general strike and riots and led to

further revisions that included establishing a
goal of 74 percent of the average earnings of the
last 3 years of employment after 40 years’ cover-
age, for those retiring after January 1, 1969,

Netherlands

The Netherlands has a flat-rate pension that
represented 30 percent of the average preretire-
ment earnings in manufacturing in 1967 (43
percent for couples). Technically, however, the

full flat-rate pension requires 49 years of coverage.

1% Por a discussion see Panl Risher, Old-Age and Sick-
ness Insurance in West Germany in 1965 (Research Re-
port No. 13, Social Security Administration, Office of
‘Research and Statistics), 1966, pages 6-13.

Norway

The Norwegian old-age pension, consisting of
a flat-rate amount plus a graduated supplement
based on average earnings and years of insurance
coverage, amounted in 1968 to 33 pércent of pre-
retirement earnings (56 percent over 20 years)
for a single person and 45 percent for couples.
The goal of the system upon maturity (in 1987)
is two-thirds of earnings in the highest 20 years,
at age 70 and 40 years of coverage. Because of
the flat-rate component, the replacement rate of
lower incomes would be more and that for higher
incomes somewhat less.

Sweden

The Swedish pension is also a universal benefit
plus a supplement. The replacement rate at the
end of 1968 at age 67 was 41 percent of earnings
for single persons and 55 percent for couples,
related both to the final year of work and to
revalued earnings over the past 15 years. At
maturity (in 1990) the system is expected to pro-
vide a pension that is two-thirds of average re-
valued earnings in the highest 15 years.

Switzerland

The pension system is relatively new, dating
from 1948, and the computation of the benefit is
based on average earnings since that time. Under
a new formula inaugurated in 1969,° consisting
of a flat amount plus an earnings-related supple-
ment, the pension would be 21 percent of the
previous year’s earnings for a single person and

34 percent for a couple, at age 65.

United Kingdom

The current pension structure in the United
Kingdom calls for a flat amount plus an earnings-
related pension. In 1968 it produced a replace-
ment rate of 24 percent for an individual and
36 percent for a couple, at retirement age. The
general average replacement rate has been esti-
mated at about one-third of earnings. A White
Paper issued in January 1969 proposes a wage-

20 Fewuille Fédérale, op cit.
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_ related scheme that would pay at full maturity a
benefit amounting to about 42.5 percent of earn-
ings for single persons retiring from manufactur-
ing after 20 years of coverage and 55.2 percent for
couples.?* The weighting of the formula would
tend to produce a higher rate for those with lower
earnings.??

‘United States

The methodology used would indicate a re-
placement rate of 29 percent in the United States
~ for a single male full-time industrial worker
and 44 percent for a couple if the retiree were
aged 65, with a wife aged 65, and ceased work
at the end of 1968. The same pension related to
‘average taxable earnings in the period 1956-68
would represent a 38-percent replacement.

ADEQUACY, E_QUITY, AND NATIONAL GOALS

In a more general sense, variations in current
replacement rates and in long-range goals must
be viewed in terms of national objectives in the

social field. The fact that a country’s rate is-

extremely high or extremely low or in between
reflects not ‘only what it can afford but also its
social outlook. Very early in the history of old-
age benefits, the average earnings replacement

rate may have tended to be extremely low, since
- the initial intent of the systems was often to pro-.

vide some basic protection at a subsistence level.
To trace the average rate over a period of time—
to the extent possible—is to recapitulate the
history of social security. The replacement rate
has risen steadily in most countries, as has the
oncept of what the average level of benefits
should be. In the short run there have, of course,
- been interruptions. In times of economic expan-
sion and a minimum level of unemployment the
tendency is toward increasing the level. Con-
versely, in times of slowing economic growth

21 This figure is based on the proposed wage-related
scheme, fully mature, illustrated at the April 1968 earn-
ings level for workers in manufaecturing -(Department of

H. M. Stationery Office, 1959, page 11).

2t 8ee “British White Paper on Social Security Re-
form;” ‘Secial Security Bulletin, May 1969 numbered
paragraphs 172 and 173, page 14

and employment, pensions have increased less

rapidly.®

The  general level of benefits reflects what
the society is willing to pay and the level that
is thought unlikely to constitute a disincentive
to savings and to continued employment, In
theory, in a social security system that relates
benefits to previous earnings the intention is to
limit benefits to less than 100 percent of such
earnings. The gap between benefits and earmngs

- is expected to encourage workers to remain on

‘the job and obtain the higher income.** Yet there

are ulso social pressures, particularly from trade
unions in some countries, to make old-age benefits

P

approach the level of basic wages or at least net
take-home pay (allowing for the reduction in
mcome taxes and the stoppage of expenses such
as social security contributions and transporta-

rY.

Health and Social Security, Pensions the Way Forward,

tion,  purchase of ¢lothing, and other job-con-
nected outlays). These pressures are evident also
in developing countries with social insurance sys-
tem.?® Many of them already tend to schedule
higher replacement rates than most of the devel-

_oped countries. From the point of view of social

adequacy, very high benefits become necessary
since the stage of economic development in these
countries may mean that, for significant segments
of the labor force, wages are near the subsistence
level.

In addition; it should be noted that the oldest
systems tend to have the highest replacement
rates. These systems also tend to have higher

goals with respect to the replacement rate upon
maturity. For single pensioners, under the mea-

sures in the present methodology, four of the
systems with the lowest replacement rates (Nor-
way, the United States, Switzerland, and Canada)
have been established since 1934 and three coun-
ries among those with the highest rates (Aus-
rin, Federal Republic of Germany, and France)
were set up before 1911. Two systems with rates
at the intermediate level (Sweden and the Nether-
lands) were set up from 1913 to 1919. The

g R oo o8

23:See - international ' comparisons ' in such  works as
Margaret ‘Grant, Old-Age Security, Committee on Soeial
Security, Social - Science - Research - Council, - 1939 ; and
Social Security in America, Social Security Board (for
the Committee on Economie Security), 1987:

24 Kveline M. Burns, Social Security and Public Policy,
McGraw-Hill Book Company, 1956, pages 59-64.

25 Robert J. Myers, The Rolc of Social Security in De-
veloping Countries, Agency for International Dévelop:
ment, 1963, page 11 and pages 52-55.
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systems of the United Kingdom, Belgium, and
Denmark, all of which are old, are exceptions
to this generalization. In the case of the United
Kingdom, the wage-related part of the system
is, of course, very recent.

PENSION SPREAD

Since frequency distribution figures are avail-
able for few if any countries; some means. was
sought to measure the relationship of the pension,
for retired workers with average earnings in
manufacturing, to old-age pensions in general.
One of the devices used was calculating for
selected countries the relationship between the
pension for the man with average earnings in
manufacturing and the minimum and maximum
pension amounts in 1968 (table 2). The most
significant finding was the proximity of the
“average” pension, as here defined, to the maxi-
mum pension in five of the 10 countries for which
it was possible to establish such a relationship.
For Canada, Denmark, Norway, and the United
Kingdom the explanation is that in the current
stages of maturity of the individual system, the

earnings of workers in manufacturing entitle

them to virtually the highest pension currently
possible. The benefit consists mainly of a fixed
amount, with an earnings-related supplement, as
yet small. The data on contributions in table 3
show why the benefit in the United States was
so close to the maximum. The ceiling for con-
tributions in the United States was 122 percent
of the average earnings in manufacturing in
1968—the lowest relationship of any country
except Canada.® Actual average earnings were
above the ceiling in 7 of the 13 years used for
calenlation. Thus; if the United States worker
in manufaeturing had earnings at the average
level during the entire period 1956-68, he would
have had a pension of $156 at the end of 1968,
very close to the maximum of $164.

An interesting relationship exists' between
tables 2 and 3. The former reflects historical
events in that the pensions involved are calcu-

=6 A - special situation ' exists in that country. - The
ceiling. -cited .in the table applies only to the earnings-
related portion of the Canadian pension; There is also

a taxable base of $3,000 a year for the flat-rate universal
pension,

TapLe 2.—~Minimum and maximum pension amounts as a
percent of pension of average male worker in manufacturing,!
retiring at-end of 1968, selected countries

Minimum ; Maximum ;
as percen 48 pereen:
Country of pension of | of pension of
average worker | average worker
Austria oo i Ui e 31 212
Canada. cio. it i et 71 100
Denmark. . i c..ii.io0io- . 31 105
Franee, oo iiioa:llii. 48 %
Germany, Federal Republi 50 235
Ttaly. il sl iaii. 80 152
NOrWaY. Ll iiei i iaio - 85 107
Sweden. [ u.ol Lol eceiiiio i 70 161
Switzerland .. ... . 74 160
United Kingdom 82 106
United States... ... 35 165

1

1 Based on data in table'l.
1 The mintmagdpensions on which the table figures were calculated ex-

clude means-tested suppleménts. 'The calculations were made as- follows:

Germany and-Austria-on basis of minimum years of coverage; Franee ou

bagis of retirement at 60; for Canada, Norway, Sweden, and the United
Kingdony, only the basic pension was used; for Denmark the basicand earn:

ings-related pensions were used; Italy, Switzerland, -and the United States
have statutory-minimums.

# Actual-current-maximum, not maximum when system matures.
4 Np maximum,

Source: Soeial Security Programs Throughout the World, 1969 (Social Be-
curity Administration), and legislative provisions:

lated on the basis of an earnings record for a
period of time. The latter is a cross section at
one point in time, showing average earnings as a
proportion of the ceiling for contributions at the
end of the one year selected for study. This per-
centage relationship s not constant over time.
In the United States, for example, just before
the ceiling is raised, average industrial earnings,
as calculated here, will have crept up to or risen
higher than the ceiling, particularly if a long
period of years is involved. On the other hand,
just: after an. adjustment has been made,  the
ceiling will be further away from average earn-
ings. In addition, the average pension is based,
of course, on earnings over an extended period
and is thus not directly related to the ceiling
at the end of a particular year. Nevertheless; it
is..of interest to note how close to or how' far
above the manufacturing average for 1968 is the
maximum for contributions in each of the coun-
tries in that year. In- eight, the ceilings range
from 150 percent to 176 percent of average earn-
ings; in Norway and Sweden they are well over
double. Denmark and Italy have no ceilings for
contributions.

The differences shown in table 2 in the rela-
tionship between the average pension and the
minimum pension reflect various factors. One
is the high level of earnings in manufacturing.
Another is the fact that some of the systems still
mainly provide flat-rate amounts, as in the United
Kingdom and Canada. In France, Norway, and

24
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Tasre 3:=—Ceilings on OASDI contributions as a percentage
of average earnings of male worker in manufactiring, retiring
at-end.of 1968, selected countries

Celling on
Aversge contributions
monthly
Country industrial | oo
earnings: b As percent
sy s | of earnings
Austiia (schillings) 4,240 7,200 169
Belgium (francs). .. ... 9,070 315,925 176 .
Eranee (franesy. L. o ool o0l 789 1,360 172
Germany, Federal Republic
(Deutsche mark)........ .ol 1,600 168
Netherlands (gailder) 4. 1,350 169
Norway (kroner)......... : g,%ﬁgg gﬁ
Sweden (Kronor}. . .......io..iiiiss ¥2’ 500 154
Switzerland (franes) .z .ol Sl 101,750 152
o United Kingdom, proposed
pounds) . iolii i lain 511158 150
Canada (dollarsy._....__. .. 12 433 (i)
United States (dollars)........ BEETE N 650 122

t Based on International Labor Organization. Yearbook of Labor Statistics,
1968; United Nations Monthly Bulletin of Statistics, August 1969 Earnings. of
male workers it manufacturing. :

* Social Security Programs Throughoiit the World, 1969.

3 Salaried employees only-<blue-collar workers included from. 1974.

+ Flat-rate beneéfit-not related to earnings.

51969 data.

¢ Computed on the basis of average hours worked during December 1968,
based on data in Swedish National Bureau of Statistics, Statistical Reports,
February 27, 1969.

7 Includes employer contributions ‘to. the ‘supplementary pensign:only,
which {n'1968 amounted to 9.5 percent of employee wages under 43,500 kronor,
Ermployees do not eontribute.

# Includes employee contributions to the basic pension.only, at the rateof
5 percent of assessed incorne but limited to s maxirnum o1 1,500 kronor, Em-
ployers do not contribute,

71067 data.

19 M aximum: earnings for benefit 'g)lérposes‘

1t National Super tivn-and’ Rocial Insirance, London, Jaiigary 1969,
A ceiling ig here proposed equal {0114 times the natiorial average earnings of
male adulis in manufacturing, £1,800 as of A pril 1969:

1 Cemnﬁ applies to the earnings-related- Canada . pension: plan.only. In
addition there ls'a taxable base of $3,000 a.year-for the flat-rate universal pen-
sion. I a sense, then; the ceiling may be regarded as $633 & month.

Sweden, the relatively high level of the minimum
represents the degree of development of means-
tested supplementary benefits, which bring up the
otherwise low amount of pensions.”

TECHNICAL NOTE

A-more detailed -discussion of the methodology than
is possible -in the body-of the article, on the derivation
of -the figures used in table 1, may serve to ¢larify the
degree uf comparability ‘between the countries and also
to.give a better understanding of what the figures mean.
In this table the replacement rate is considered to be the
‘pension of a male worker in manufacturing, who retired
at the end of 1968—the latest year for which comparable
data were available-——ag @ percentage (a): of his earnings
in 1968, the last year of employment, and {b) of his
average creditable earnings over the period of time re-
quired by the formula, - It is assumed that he had average
earnings in each year up to'thé date of his retirement,

Since the 11,0 data for the various countries represent
average hourly earnings (and number of hours actually
worked), per day, week, or month, the resultant figures
were converted here to average monthly or annual earn-
ings to make them parallel with data for old-sxze benefits;
which are normally paid by the mouth in moest countries,

The ILO definition of earnings in manufacturing is “total
remuneration, including ail premiums, bonuses and gratu-
ities (e.g., payments for overtime, annual vacation, public
holidays, housing allowances, value of payments in kind,
ete.).” The definition of average earnings is as follows:

usually cash payment received from employers (be-
fore deduction of taxes and social security and other
types of contributions payable by workers), such as
remuneration of normal working hours, overtime
pay, incentive pay, earnings of piece workers;. re-
muneration for time not worked (annual vacation,
public. holidays, sick leave and other paid leave);
bonuses and- gratuities. In addition, data frequently
inelude the: value of payments in kind ; family allow:
ances are mostly excluded from the statistics.??

The advantage of the ILO data lies in the fact that
they are the most comparable, internationally.  There
are of course problems involved in the use of gross earn-
ings figures, which may differ somewhat from country to
country. . In addition, though most of the data are from
establishment surveys, some come from social insurance
records, which usually yield lower averages than payroll
data because overtime payments, incentive pay, and, in
asarticular, wages above the ceiling. for contributions
may not be included.

Once. the record of earnings was obtained from the
1L.O- figures, then, the annual averages had to be -re-
valued, ‘where . appropriate, for calculating benefits ac-
cording to the country’s own system. Several illustra-
tions may serve to clarify this procedure.

Belgium: All years from 1926 to 1954 are given a
synthetic value of 77,583 francs, roughly the equiva-
lent of average earnings in 1963 ; the years 1955-57
are used at par value; earnings in 1958-67 are
multiplied by 110 percent per year. Earnings in 1968
are at par value.

France:. Each year on April 1 an index, the ‘co-
efficient - of revaluation,” is adopted. ' Since  the
worker whose pension is illustrated in table-2 is
assumed to have retired at the very end of the year,
his average weekly earnings (in franes) would have
been as follows:

Actual Adjusted
Year average Index avernge

87.8 2.8313 203.1
5.5 2.152 205,65
103.5 1.868 163.1
112.7 1.607 181.1
122.7 1.438 1764
130.9 1.296 169.6
138.8 1.213 1859
148.0 1.46 213.2
153.0 1.0852 166.0
171.2 1.0 1712

A pattern-of this type would tend to benefit particu-
larly the older blue-collar worker engaged in piece:
work ‘who. might normally ‘be expected to have a
declining income,

27 International Labor Office, Technical Guide, de-
seriptions-of series: published in ‘the Bulletin of Labor
Stutistics, February 1968.
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United ' States: ‘The earnipgs record used-——annual
averages, actual and taxable—wag as follows:

Year Total: ' Taxable
earnings | earnings
- 154,006,561 $4, 006,56
4, 242,68 14, 200,00
S 4300092 4 000,00
114,580,521 4,589,52
4,665 44 | 4,665 44
4,801 681 4, B0, 00
15,021,168 4,800.00
45,180,764, 800.00
LU B354 44 | 4, 800:00
| 5,591,561 ¢, 800.00
584168 1 5841 68
5,974.80. 5,974.80
6,370,820 6, 370.52

These are the figures preparved by the 1.8 Burean
of ‘Labor Statisties -and tsed by the ILO. They
represent the ‘average weekly gross earnings of ‘full-
year production workers in manufacturing, multi:
plied by 52 In calculating the benefit the adjustment
for inflation and inereased produnetiviry -is achleved
by dropping the lowest 5 years of earnipgs since
1951.

The average pension figure used for the r
earnings. applies to the general soeial security
of each of the countries. It has been devéloped with
detailed legislative provisions and speeial and- transi-
tional features for 1968 taken into account, as well ax
detailed national explanationy of the working of the In-
dividual formulas.  In ‘addition, reporis from United
States labor attachés on parliamentary debates, national
changes, and other items were used.

The: -calculations . for Sweden may "be given as an

nship to

example.  For a worker Tretiring in 1988 30 years of

systeny

g

preretirement ‘earnings’ in the  year  before retirement
(actually in 19687), the replacement rate is 40 percent.
The earnings are not revalued directly, as they are in
France or Belgium; The same effect is achieved, however,

-by ta) raising the national base amount according to

the consumer price index and: (b) calculating pension
points - for each year, The pension points are derived
by dividing the difference between. the bage and the per:
sondl average by the base, as illustrated above. The
pension points. are averaged over the years, The net
effect is: much like that of the German systems—that is,
the worker's position in relation to the rest of the labor
‘foree is retained: ‘
For each of the vountries, the worker whose pension
iz being calenlated is assumed to be fully qualified for
a regular old-age retirement benefit: He has paid con-
tributions for the required period; where pertinent, -he
has the required number of years of work; the correct
nunber of years of residence in the country; adherence
to one occupation if sp required, ete.: In theory, it would

‘be possible to calculate figures for -early retirement in

those countries with systems  that ‘have a retirement
age of 05 or over. Such. computation cannot, however,
he done merely by allowing for decrements for each year.
below the legal retirement age, since most of the systems
are in.the early transitional stages:

RESULTS OF EARLIER COMPARISONS.

sarlier comparisons?? relating to the replacement rate
if ‘old-age pensions on an international basis have ised
he following approaches:

-

(i) Margaret Gordon related the average benefit

work: were required: The formula takes into consid
tion ‘earnings in the best 13 years:  Since, however, the
present system came into effect in 1960, the best 7 vears
ihust be considered. The worker is assumed to have had
the average earnings of male workers in manufacturing
in ‘each of these years. The formula relates individual
earnings to a national base amount.

tarnings in 1968, for example, would be 19,824 kronor.
Fronmy this amount is subtracted the mnational “base
amount”—5,700 -in 1068, Thus, hig “pension-bearing’

-

ineome (in kronors) was 10,824 minns 5700 of 14,124

for that year. The “pension-bearing income” divided by
the base gives 247 “pension points:” It is assumed that
his earnings were at 2.4 pension points each year since
1960.  Upon maturity of the ‘system the worker would
receive a theoretical 60 percent of the vension-bearing
income.. (The formula would be 24 X base X 509
But, since the systet was operating for only 7 vears by
1968, ‘he would, under a transitional provision, receive
7/20 of 60 percent at his particulor age level or 247
kronor a month. This sum pins the Aat rate of 435
kronor gives a monthly pension of 683 kronor--arrived
at by the short-eut method of computation. More cony
plicated methods yield an almost identical result: ‘

When this Swedish pension i§ compared with average

of retired men to average annual earnings and to

national income per capita: for selected years around
1950

(b) Juanita Kreps used the concept of average old-
age benefits for all workers as a percentiage of aver:
age wages in manufacturing for - selected - years,
196265

{ey James - Schulz - used.  average  nonagricultural
earnings 4s g basis for comparison with the benefits
of all workers::

) For the 11O data, individual countries may cal-
eulate the figures in a pumber-of ways and they are
permitted to submit the set they regard as most
tavorable,

The ranking of the countries and the replacement rates
developed  differ  according to the method used.  For

Bweden, for exalaple, the replacement rates under the

approaches described above were: 16 percent under (a);
22.4 percent under (b) ; B8 percent under (e); and from
70 to 85 -percent under (1). For Germuany, the rates
were somewhat less divergent: 17 percent under {a);
31.4 percent under (b):: 45 percent under (c): and 45
percent under .(d).

25 Qee footnote 1, page 3.
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