GROSS PENSION WEALTH

Key results

Pension wealth measures the total value of the lifetime flow of retirement incomes. For male average
earners, pension wealth in the region is, on average, 12.0 times annual earnings. The figure is higher for
women - 13.7 times individual earnings - because of their longer life expectancy.

Replacement rates give an indication of the pen-
sion promise, but they are not comprehensive mea-
sures; they look only at benefit level at the point of
retirement. For a full picture, life expectancy, retire-
ment age and indexation of pensions must also be
taken into account. Together, these determine for how
long the pension benefit is paid, and how its value
evolves over time. Pension wealth — a measure of the
stock of future flows of pension benefits — takes
account of these factors. It can be thought of as the
lump sum needed to buy an annuity giving the same
flow of pension payments as that promised by man-
datory retirement-income schemes.

Gross pension wealth for men is highest in Ecuador
at average earnings level, followed by Nicaragua. Pen-
sion wealth in Ecuador averages 23.2 times earnings
for average earners, nearly double the LAC26 figure of
12.0 times earnings. Pension wealth for average earn-
ers is lowest in the Dominican Republic and Mexico,
due to relatively low replacement rates.

Higher replacement rates mean that pension
wealth tends to be higher for low earners than for
average earners. For men with half- average earn-
ings, pension wealth is 13.9 times individual earn-
ings on average, compared with 12.0 times for people
with average earnings. Similarly, for women with low
earnings, pension wealth of 16.1 compares with
13.7 times individual earnings for average earners.
For men, in the three countries where pension
wealth for low earners is highest (Ecuador, Nicaragua
and Venezuela), its value is between 22 to 25 times
individual earnings.

For the very high earners, at three times the aver-
age wage, the pension promise is naturally lower than
for average earners, at 10.1 for men and 11.4 for
women. There is even more variation at this earnings
level as for men Ecuador is still highest at 23.2 reflect-
ing the lack of a ceiling to pensions, whilst Suriname
is at only 2.1 due to the flat rate benefit that is paid to
all.

Impact of life expectancy

In countries with shorter life expectancies, such as
Bolivia, Guyana and Haiti, the expected duration of
retirement is shorter, and so, other things equal, the
pension promise becomes more affordable. The effect is
the reverse in Chile, Costa Rica and Uruguay, where life
expectancies are high. Unlike measures of replacement
rates, the link between affordability and life expectancy
is captured by the pension-wealth indicator.

Similarly, since women’s life expectancy is longer
than men’s, pension wealth for women is relatively
higher in all countries. This is simply because pension
benefits can be expected to be paid over a longer
retirement period. Also, some countries still have
lower retirement ages for women,; this extends the
payment period even further.

Impact of indexation

Pension wealth is also affected by indexation
rules. If pensions are indexed to wage growth then the
impact on pension wealth figures will generally be
greater than if price indexation, or a combination of
the two were used. This of course assumes that earn-
ings tend to grow faster than prices, so that pension
wealth is higher with these more generous indexation
procedures than with price indexation.

Different indexation policies also affect the pen-
sion wealth of women relative to men. Women’s lon-
ger life expectancy means that they tend to benefit
more from more generous indexation procedures
(above price inflation, for example).

Definition and measurement

The calculation of pension wealth uses a uniform
discount rate of 2%. Since the comparisons refer to pro-
spective pension entitlements, the calculations use
country-specific mortality rates by age and sex pro-
jected for the year 2055. Pension wealth is expressed as
a multiple of gross annual individual earnings.
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3.11. Gross pension wealth by earnings

Individual earnings, multiple of mean Individual earnings, multiple of mean
05 10 20 30| 05 10 20 30 05 10 20 30|05 10 20 30
Men Women Men Women

Argentina 136 118 108 105 | 171 146 13.4 13.0 |Nicaragua 227 227 181 181 ] 252 252 202 202
Bahamas 85 85 51 341102 102 6.1 4.1 | Panama 138 138 138 138 | 1560 150 150 150
Barbados 100 100 84 56| 126 126 10.6 7.0 |Paraguay 185 185 185 185 | 20.0 20.0 20.0 20.0
Belize 133 133 112 74| 149 149 124 83 |Peru(DB) 120 110 55 37| 134 123 62 441
Bolivia 87 95 79 73| 97 106 88 8.2 |Suriname 125 63 3.1 21144 72 36 24
Brazil 157 163 175 147 | 182 189 203 17.0 |Trinidad and Tobago 137 72 76 76| 164 87 9.1 9.1
Chile 98 72 64 64108 73 56 55 [Uruguay 121 121 141 16.0 | 145 145 16.8 19.0
Colombia (DB) 176 122 122 122 | 221 13.8 13.8 13.8 |Venezuela 249 171 131 118 | 300 202 153 137
Costa Rica 148 134 134 134 | 164 149 149 149 |LAC26 13.9 12.0 10.8 10.1 | 16.1 13.7 123 11.4
Dominican Republic 42 42 42 42| 46 46 46 46
Ecuador 232 232 232 232|256 256 256 256 |0OECD countries
El Salvador 172 86 54 54211 106 53 5.0 |Canada 125 74 36 24| 142 841 41 2.7
Guatemala 145 145 145 145 | 164 164 164 16.4 |France 105 94 71 6.3 | 120 107 81 7.2
Guyana 143 139 139 109 | 173 16.7 16.7 13.1 |Germany 86 86 67 45| 99 99 77 541
Haiti 70 70 70 70| 77 77 7.7 7.7 |Portugal 86 82 80 79]100 92 90 89
Honduras 126 126 126 126 | 16.1 16.1 16.1 16.1 |Spain 13.0 13.0 101 6.7 | 148 148 115 76
Jamaica 157 112 90 6.7 | 174 124 99 7.4 |United Kingdom 88 49 26 17| 99 56 29 19
Mexico 94 48 45 441103 52 45 4.4 |United States 80 62 46 33| 90 69 51 3.7

Source: OECD pension models.
StatLink Sa=r http://dx.doi.org/10.1787/888933161934

3.12. Gross pension wealth by earnings and sex

Low earners (men and women) Average (mean) earners (men and women)
[ Low men 1 Low women I Mean men [ Mean women
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Note: Countries are ranked in order of gross pension replacement rates (GRR) of average earners, i.e. mean GRR in the chart.
Source: OECD pension models.
StatLink Sazm http://dx.doi.org/10.1787/888933161517
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