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[Abstract]

Measuring the Optimal Income Replacement Ratio

Chong-Bum An - Seung-Hoon Jeon

This paper estimated the optimal income replacement ratio and the appropriate
public pension benefit level in order to sustain the pre-retirement welfare level.
We attempted to improve the estimation methods in two ways. First, we
measured an adequate post-retirement consumption level in terms of the
estimated results of the household consumption equation and then estimated the
ratio of post-retirement consumption to pre-retirement income. Second, we used
the longitudinal panel data to compare the post-retirement consumption and
post-retirement income of the same household. As a result, the optimal income
replacement ratio was shown to be 66.55%. This implies that comparing to the
pre-retirement income, retirees need only 66.55% of income during the
retirement period. The appropriate public pension benefit level is 46% of the

pre-retirement income.

Keywords: Optimal Income Replacement Ratio, Household Consumption Function,
Public Pension Benefit, Panel data
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