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         Foreword

         This study presents a range of indicators to enable comparisons between the pension systems of economies in the Asia/Pacific region. It also includes data for key countries that are members of the Organisation for Economic Co-operation and Development (OECD). It builds on the first Pensions at a Glance: Asia/Pacific which was also a joint project between the World Bank and the OECD, along with the OECD/Government of Korea Research Centre on Health and Social Policies (RCHSP) and updates the 2013 edition.
         

         This report was prepared, under the general supervision of Gabriela Ramos, OECD Chief of Staff and Sherpa to the G20. The report was drafted by Andrew Reilly of the Social Policy Division of the OECD Secretariat and benefited from extensive comments by both Hervé Boulhol, Head of the Pension Team and Monika Queisser, Head of the Social Policy Division. Lucy Hulett prepared the manuscript for publication.

         For this fourth report we are again indebted to the national experts who have contributed to the updating of the models used, many of whom also assisted with the first two publications. They are too numerous to mention here but details of attendees to the annual pension meetings in Seoul can be found on the Korea Centre website www.oecdkorea.org/social/board/list_eng.asp?BoardCd=5011. We are also indebted to the Korea Centre for all their assistance in organising the annual meetings and for coordinating contacts with national experts.
         

      

   
      
         Executive Summary

         The biggest challenges facing pension systems in non-OECD Asian economies are rapid population ageing and low coverage, both for those receiving benefits and those contributing to the pension systems. Efforts to close the coverage gap by expanding eligibility to larger shares of the labour force or through non-contributory pensions are at the heart of most discussions. Increasing life expectancy will jeopardise financial sustainability as people live longer in retirement and the number of pensioners relative to contributors grows. However, as in other regions, pension reform is politically challenging as is often entails unpopular measures, such as increasing the retirement age, lowering benefits or increasing contribution rates. 

         The international exchange of pension reform approaches and experiences can provide valuable lessons for the design and implementation of future reforms. However, it is not always easy to compare the functioning of national pension systems, due to significant differences in institutional, technical, and legal details. 

         This study combines rigorous analysis with clear, easy-to-understand presentation of empirical results. It does not advocate any particular kind of pension system or type of reform. The goal is to inform debates on retirement-income systems with data that policy-makers, experts and stakeholders with different visions for the future of pensions can all use as a reference point.

         The format of this fourth report follows that of the previous editions which were based on the OECD’s Pensions at a Glance series covering the 36 OECD member countries. The values contained within reflect the pension parameters in 2016. As with the original publications the report refers to single pensioners rather than family units.

         The results are specifically analysed at three distinct earnings levels so that a more comprehensive portrayal of the individual pension systems is given. Firstly, results are given for workers at average earnings, where it is assumed that the worker earns this level throughout their entire career without any period of interruption. The remaining two earnings levels are 50% of average earnings, commonly called low earners, and 200% of average earnings, referred to as high earners. These earnings levels apply to the entire working life of the individual. Entry to the pension system is assumed to be at age 20 and the models are based on a full career until the normal retirement age within that economy, so for China, for example, it is assumed that a man will have to work for 40 years until age 60 before being eligible for retirement pension.

         The report begins by showing the different schemes that make up each national retirement-income provision, including a summary of the rules that apply. This is then followed by a brief summary of several indicators that are the benchmarks of any pension system analysis, namely replacement rates and pension wealth. These indicators are examined on both a gross and net basis. The subsequent sections then look further at both the characteristics of Asian pension systems as well as the population as a whole, through coverage, life expectancy and general demographics. Finally Chapter 3 of the report provides detailed background information for all of the non-OECD economies covered. Information on the OECD countries is available online in the Pensions at a Glance series at http://oe.cd/pag.
         

         In order to enable comparison between the non-OECD economies and specific OECD countries the results have been grouped by region and OECD status. The largest such grouping is East Asia/Pacific which covers China, Hong Kong, China, Indonesia, Malaysia, the Philippines, Singapore, Thailand and Viet Nam. Within South Asia the remaining non-OECD economies are listed, i.e. India, Pakistan and Sri Lanka. Furthermore the OECD countries themselves have been divided into two distinct groups. Firstly, there are the Asia/Pacific economies of Australia, Canada, Japan, Korea, New Zealand and the United States to enable a more regional comparison. Secondly, four additional OECD countries are included, France, Germany, Italy and the United Kingdom, all of which have well established pension systems and are major economic powers. By including this latter group clear differences should be evident between them and the non-OECD economies in Asia.

      

   
      
         Chapter 1. Design of pension systems
         

         
            The five indicators in this section look in detail at the design of national retirement income systems in the economies under study. The first indicator sets out the taxonomy of the different kinds of retirement-income programmes found around the world. It uses this framework to describe the architecture of the 11 economies’ pension systems.

            The next three indicators set out the parameters and rules of the pension systems. The description begins with second indicator covering basic, targeted and minimum income systems, showing the values of these systems. The third indicator looks at the mandatory earnings-related pensions systems. It shows how benefits are determined in these schemes and the range of earnings that are covered. The fourth indicator presents the current and future retirement ages by pension scheme for individuals. Current age are for those who retired in 2016 after a full career from age 20, whilst future ages are the future retirement ages for an individual entering the labour market at age 20 in 2016.

         

         
            	Architecture of national pension systems

            	Basic, targeted and minimum pensions

            	Mandatory earnings-related pensions

            	Retirement ages

         

      

   
      
         Architecture of national pension systems
         

         
            Key results
            

            Retirement-income regimes are diverse and often involve a number of different programmes. Classifying pension systems and different retirement-income schemes is consequently difficult. The taxonomy of pensions used here consists of two mandatory “tiers”: an adequacy part and an earnings-related part. Voluntary provision, be it individual or employer-provided, makes up a third tier.

         

         The framework, shown in the chart, is based on the role and objective of each part of the system. The first tier comprises programmes designed to ensure pensioners achieve some absolute, minimum standard of living. The second-tier, earnings-related components, are designed to achieve some target standard of living in retirement compared with that when working. Within these tiers, schemes are classified further by provider (public or private) and the way benefits are determined. Pensions at a Glance focuses mainly on these mandatory components although information is also provided on some voluntary, private schemes.

         Using this framework, the architecture of national schemes is shown in the table. Programmes aimed to prevent poverty in old age – first-tier schemes – are provided by the public sector and are of three main types.

         Basic pensions can take two different forms: a benefit paid to everyone irrespective of any contributions made, although beneficiaries might have to meet some residence criteria. In some economies residence-based benefits are potentially offset against other pension income; or a benefit paid solely on the basis of the number of years of contributions, i.e. independently of earnings. Only two Asian economies have a basic pension scheme or other provisions with a similar effect.
         

         Minimum pensions can refer to either the minimum of a specific contributory scheme or of all schemes combined. They are found in five Asian economies. The value of entitlements takes account only of pension income: unlike means-tested schemes, it is not affected by income from savings, etc. 
         

         Social assistance plans pay a higher benefit to poorer pensioners and reduced benefits to better-off retirees. In these plans, the value of the benefit depends either on income from other sources or on both income and assets. Most economies have general social safety-nets of this type. 
         

         Defined benefit (DB) plans are provided by the public sector in five economies. Retirement income depends on the number of years of contributions and individual earnings.
         

         Defined contribution (DC) plans are compulsory in seven economies. In these schemes, contributions flow into an individual account. The accumulation of contributions and investment returns is usually converted into a pension-income stream at retirement. 
         

         Within the OECD countries shown there are two additional schemes.  First, in points schemes workers earn pension points based on their earnings each year. At retirement, the sum of pension points is multiplied by a pension-point value to convert them into a regular pension payment. Second, notional-accounts schemes record contributions in an individual account and apply a rate of return to the balances. The accounts are “notional” in that the balances exist only on the books of the managing institution. At retirement, the accumulated notional capital is converted into a stream of pension payments using a formula based on life expectancy. Since this is designed to mimic DC schemes, they are often called notional defined contribution plans (NDC). 
         

         
            
Figure 1.1. Taxonomy: Different types of retirement-income provision
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Table 1.1. Structure of future mandatory retirement-income provision
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                        Note: DB = defined benefit; DC = defined contribution; NDC = notional accounts.
                        

                     
                  

               
               
                  
                     	
                        Source: See Chapter 3 for Asian economies and “Country Profiles” available at http://oe.cd/pag for OECD countries.
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