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Rethinking the Level of Basic Pension
and the Replacement Rate of Earnings-Related Pension:
Historical and Social Subjective Approach
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Abstract

As a result of the 2004 Pension Reform, the full amount of basic pension and the replacement rate of
earnings-related pension may fall below that of average basic living expenditures (i.e. food, clothing, and
shelter) and the minimum standard of social security (ILO Convention No. 102), respectively, in the future.
Historically, both the average basic living expenditures and the ILO standard have been important benchmarks
for deciding whether to increase or decrease pension levels in Japan.

Based on the Social Subjective Poverty Line (SSPL), which is estimated from public opinion
surveys, home-owners are currently able to cover basic living expenses and costs equivalent to that of Public
Assistance with the full amount of basic pension and earnings-related pension, respectively. However, this
amount is already insufficient to cover renters: the Social Subjective Replacement Rate (SSRR) is near 37%
(by the current system’s definition) and 52% (based on the definition of disposable income for both working
and retirement-age heads of household), which are both lower than the current replacement rate of 61.7%

In order to provide appropriate income security for the elderly and avoid poverty, some targeted
social security benefits such as a housing allowance (which has not yet been introduced in Japan) will be
important in the future. Presently, public opinion is not necessarily low towards a replacement ratio of 50%,
which has been scheduled under “macroeconomic indexation” in the reform.

Keywords : Basic Pension, Replacement Rate, ILO Convention No. 102, Social Subjective Poverty Line
(SSPL), Social Subjective Replacement Rate (SSRR)
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