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1. Retirement and change in economic well-being – analysing 

Finnish replacement ratios based on equivalised household 

income  

 

 

2. Abstract: Adequate pension is the central objective of pension policy. Adequacy can 

be assessed by comparing pensions with pre-retirement income. Recent Finnish data 

indicates that the median of the replacement ratio, i.e. ratio of the pension to previous 

labour income, of retired employees is a little under 60%. In this article we widen the 

perspective by examining how the equivalised household income changes as a result 

of retirement. 

 
The study utilizes a unique register based panel data comprising 500,000 people from 
Statistics Finland’s population database in 1995-2004. The data provides detailed 
information on the composition of income in 1995-2004. We use the data to examine 
the level of equalized household income and the change in the corresponding income 
ratios for those retired in 2003 (5034 persons).  
 
Our results show that household income does not change markedly during retirement. 
For those retiring from employment, the median (equivalised) household income ratio 
was 94 per cent and for those retiring from unemployment the corresponding figure 
was 107 per cent. The results are high in light of common beliefs. Our study reveals 
that households often have several sources of income. Some of these, such as capital 
income and income of the spouse, are not affected by retirement and therefore, 
mitigate the income change. In addition, the progressivity of income taxes operates in 
the same direction.  
 
The highest income ratios are found in those with lowest pre-retirement incomes such 
as unemployed. Although their incomes remain at a relatively low level after retirement, 
their economic position is often slightly improved. On the whole, the post-retirement 
level of household income is to a large extent determined by the level of pre-retirement 
income and the income ranking of the examined population groups is not changed by 
very much. 
 

 

3. Authors: Juha Rantala & Ilpo Suoniemi 
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5a. Introduction 

 

The welfare state consists of a collection of social programmes by the public sector that 

strive, firstly, to protect individuals from various risks and predicted life changes during 

their lifespan, secondly, to offer social help to those who need it and also encourage 

the use of certain services, for example education, housing services, childcare and 

elderly care (Pestieau 2006). The most important objectives of the welfare state are 

maintaining the economic security of the individual as well as levelling the income 

distribution and alleviating poverty in particular (e.g. Atkinson 1999; Barr 2004; 

Pestieau 2006). Pensions form the largest in scale social programme that concerns 

nearly everyone. In Finland, maintaining pensioners’ previous, accustomed level of 

consumption as reasonable and, on the other hand, preventing poverty by securing an 

adequate level of consumption have been set as the key welfare objectives of the 

pension system. 

 

It has been previously studied in Finland what the status of pensioners in the entity of 

income distribution is, what their risk of poverty compared to other population groups is 

(Rantala & Suoniemi 2007a; Uusitalo 2006; Hagfors & al. 2003; Kangas & Ritakallio 

2008) and how pensioners’ income mobility differs from the rest of the population 

(Suoniemi & Rantala 2010). In this article we examine the change of economic well-

being in connection with the point of retirement. The change is measured with an 

income ratio by comparing the economic well-being in retirement to the pre-retirement 

stable income level. From the point of view of the welfare objective set for the pension 

system, the income ratio should not be too low. We evaluate how this has succeeded. 

 

From the point of view of an individual, retiring is a significant phase of life that brings 

with it changes related to economic well-being, leisure time and consumption needs 

alike. For some retiring is a sudden event, for others it is a chain of events, in which, for 

example, full-time work gradually changes to being in full-time retirement. Also the 

reason for retirement varies. Retiring can be the beginning of an awaited and healthy 

leisure time, or it can be a necessity caused by illness or incapacity for work. It is worth 

noticing that retiring concerns the entire family. For economic well-being it is not 

insignificant whether the retiring person lives alone or if his/her partner is retired or still 

in the working life. 

 

When examining economic well-being and the welfare effects of public social 

programmes on it, it is not sensible to keep taxation and benefit systems too far apart. 

Thus in the comparison the main attention is given to the disposable income, which 

takes into account both current transfers paid and all other income transfers in addition 
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to pensions. Even though the current transfers paid include the employee’s pension 

and social security payments in addition to direct taxes, social programmes are also 

funded through other taxes and payments. They have an effect on economic well-being 

and income redistribution. Following the normal custom in the research of economic 

well-being and income distribution, we also take note of the idea that an individual’s 

economic well-being, the possibility to buy commodities for consumption, is formed 

through joint decisions as a part of a household. What the income is used for is not 

paid attention to.1 

 

In addition to the individual’s own income, also the income received by other members 

of the household and their consumption needs influence economic well-being. These 

factors are taken into account by using comparable equivalised concepts of income 

calculated for one adult, in which the total disposable income of a household is 

corrected as commensurable by dividing them it by a ratio (the number of members of 

the household in equivalent adults), which takes into account the scale benefit in 

consumption of a larger household. Prior studies, in which the income changes of 

retiring people would have been examined using the equivalised income concepts of 

disposable income, have not been done in Finland, according to our knowledge. 

 

Also, one must not forget that pension is a benefit received by an individual. For the 

insurance-nature of the pension system, it is also important that the adequacy of 

pension and the received compensation is examined in relation to the person’s prior 

income or salary in the active period, according to which the pension payments and 

benefits are usually defined. The targets of examination only include those items of 

income that are influenced by pension policy.2 This replacement ratio point of view has, 

indeed, been a research object before (for example Rantala 2003; Rantala & Suoniemi 

2007b; Rantala & Suoniemi 2010). These reported income ratios, in which pension 

income is compared to the pre-retirement salary and income.3 

 

 

                                                           
1
 Unfortunately the data at our disposal prevents the use of indicators based on consumption expenditures 

and receiving social transfers in kind. 

2
 Marjukka Hietaniemi and Hannu Uusitalo (2006) have discussed the meaning of the replacement ratio 

from the point of view of the pension system. 
3
 A pension’s income and/or replacement ratio can be defined and calculated in different ways (Rantala & 

Suoniemi 2007a). There are no established ways of measuring. The ratios can be calculated with different 
income concepts, e.g. in gross or net. Behind the calculations, there can be either people’s real income 
changes pre- and post-retirement, scenarios on the continuing of people’s careers and future pension 
based on their current careers, people’s perceptions on their future level of income or hypothetical 
example calculations. The income or replacement ratio can also be replaced by a quasi ratio, in which the 
income of an individual group of pensioners has been proportioned to the income of a similar group of 
working people. 
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5b. Methodology 

 

The register data based panel material drawn by Statistics Finland is based on a ten 

percent sample (about 500 000 persons) with population that lived in Finland at the end 

of 2000 as its target group. This has been supplemented with corresponding ten 

percent samples for the years 1995-2004 both forward and back in time from those 

groups, of which the annual population change consists. For example in 2001 the 

complementary sample is taken from those born in that year and immigrants. Thanks to 

the large size of the material, it represents the population of Finland in 1995-2004 well. 

 

As the target of the analysis of the changes in economic well-being are those retired in 

2003, for whom also household data has been collected. Those living in an institution 

are outside of the sample. The research material also made it possible to analyse 

those who retired in 1999-2002. When we compared the results to those retired in 

2003, the different years hardly differed from one another. Thus the results that 

concern the year 2003 correspond to the situation at the turn of the millennium very 

well indeed. 

 

We have at our disposal data from the total statistics of personal level income 

distribution and longitudinal data from the employment statistics from 1995-2004 from 

Statistics Finland. Variables from the employment statistics include information about 

the person’s employment, unemployment and retirement. Of the person’s 

socioeconomical status we know, among others, the person’s age, education and 

marital status. The information in the total statistics of income distribution covers all 

central register-based income data (see Ruotsalainen 2004). The most important 

difference to the service data on income distribution (Statistics Finland 2009) is that 

income items based on interview data, interest incomes subject to tax at source and 

the calculated housing income formed in the service data are missing. Annual data of 

different income types, for example salaries and wages, entrepreneurial and property 

income are available. Also current transfers paid (immediate taxes and pension and 

social insurance payments) are included. Data concerning statutory pensions are 

particularly detailed in our material. Income data is available both on a personal and a 

household level, of which the latter is used to form the income concepts calculated per 

equivalent adult, which take into account the structure of the household.  

 

Thanks to the large sample size and follow-up data, the income development of 

retirees can be followed in detail during the first years of retirement both as a whole 

and with the precision required by the institutional rules of the pension system. The 

material is in its extent and detail very rare internationally, too. The material has 
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deficiencies in top incomes.4 Of all retirees, the income data of about 1.5 had been cut 

this way. Because the income level, structure and changes of those with a top income 

cannot be reliably calculated because the salary and property income data is 

concealed, they are not included in the examination of those with high income (those 

who are in the highest income decile). This lowers the defining limit of having a high 

income to some extent but does not influence the conclusions about the other income 

groups. 

 

Calculating the replacement ratio of pension requires defining the point of retirement 

definitely. In this article a person has retired in a certain year if he/she is retired during 

that year and the next, and has not been retired in the two previous years. Being 

retired, like other labour market statuses, is defined according to the pension type 

variable that describes the main activity and pension right of a person at the end of a 

calendar year. If a person has several labour market statuses at the same time, his/her 

labour market status is defined so that someone who draws pension in one’s own right 

is always primarily retired. Thus, for example, a person who draws pension but also is 

employed is a pensioner. For this reason all of those who draw pension in one’s own 

right for the first time are considered retired despite of the amount of pension or their 

other activity. This practice corresponds with the pension system’s way of compiling 

statistics on the beginning of retirement. Those who are in part-time work and on part-

time pension at the same time are, according to the general practice in statistics, 

employed. 

 

Different income concepts can be formed on the basis of the income data in the 

research material (see Chart 1 for details).5 The broadest of these, gross income, 

includes all income that a person receives. In addition to factor income, i.e. salaries 

and wages, entrepreneurial income and property income, all income transfers received 

by the person are included in gross income. Income transfers include, e.g. pensions, 

unemployment benefits and income support. For a pensioner, the most important type 

of income is pension in one’s own right.6 The disposable income is deduced from the 

                                                           
4
 For information security reasons, Statistics Finland has replaced the salary and property income of those 

who are in the highest salary and property income percentage with an average calculated from the highest 

income percentages of these variables. 

5
 The income concepts are defined using principles that have been established in income distribution 

research (e.g. Statistics Finland 2009). Comprehensive analysis of economic well-being is restricted by the 

fact that the welfare services offered by the society, such as healthcare and social services, cannot be 

taken into account when evaluating it. These services are either free of charge to the user or offered 

through user fees that are clearly lower than the production costs. A good presentation of the different 

income concepts and measuring them in statistics production is The Canberra Group (2001).  

6
 Pensions on one’s own right include earnings-based pension, self-employed person’s pension and 

national pension (disability pensions, part-time pensions, unemployment pensions and old-age pensions), 

the special pensions in farming (the farmer’s early retirement benefits and aids) and other additional 
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gross income when the current transfers paid (immediate taxes and pension and social 

insurance payments) are deducted from it. 

 

 

 

Chart 1. Key definitions 

 

Factor income: T = earned income + property income 

 

Earned income: wages and salaries + entrepreneurial income 

Wages and salaries: cash income excl. their generating costs and compensation for costs 

based on the employment relationship 

Entrepreneurial income: income from agriculture, forestry and business, entrepreneurial income 

from companies, patents and copyrights etc. 

Property income (capital income): interest and dividend income, pensions and compensations 

based on private insurances, income from rents from apartments and properties, taxable sales 

profit and other capital income 

 

Gross income = T + S, in which 

T = Factor income = earned income + property income 

S = Income transfers received by the household: general social security benefits (e.g. national 

pension), social security benefits (e.g. income support), other income transfers that are included 

in the disposable income (e.g. income transfers from abroad and strike benefits) 

 

Disposable income (Net income) = T + S - V, in which 

T = Factor income  

S = Received income transfers  

                                                                                                                                                                          
pensions paid by the employer. The pension on one’s own right includes possible supplements paid by 

The Social Insurance Institution of Finland, for example the housing allowance for pensioners. In addition 

to the pension by one’s own right, also the survivors’ pensions (surviving spouse’s pension and child’s 

pension) are considered as pensions. But pensions and benefits that are based on private, voluntary 

insurances are not calculated as pensions; they are capital income. 
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V = Current transfers paid: taxes, social security payments, earnings-based and self employed 

person’s pension contributions 

 

Household: Consists of persons who live together (register household). 

 

Economic well-being: The total disposable income of the members of a household / the 

number of equivalent adults. When calculating equivalent income, the object of examination is a 

person but when calculating economic well-being the household, to which he/she belongs to, is 

taken into account. 

 

The number of consumption units: A scale factor that takes into account the structure of the 

household in evaluating the purchasing power and economic well-being of a household. In 

OECD's new scale the first adult of the household receives the weight 1, other over 13-year-

olds receive the weight 0.5, and children (0 to 13-year-olds) receive the weight 0.3. The sum of 

these weights is the number of equivalent adults (number of consumption units). 

 

The income ratios of those retired in 2003 (income in the currency of 2008): 

Gross income ratio = (Person’s gross income 2004) /(Person’s gross income 1999-2001 

average) 

Net income ratio is defined similarly according to the net income 

Equivalised income ratio = (Equivalised income 2004) /(Equivalised income 1999-2001 

average) 

 

 

 

 

The consumption needs of a household depend both on the number of its members 

and the structure of the household. There are scale benefits in consumption, as for 

example two adults get along more cheaply together than on their own. To estimate 

economic well-being, households that differ in structure are made comparable by 

dividing the total disposable income of the household by a scale factor that measures 

the number of consumption units (equivalent adults), which standardises households 

different by structure in terms of economic well-being. 
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When calculating the income ratio for those who have retired, the starting point is the 

ratio of the stable post-retirement income to the stable pre-retirement income. For this 

reason, the post-retirement income is measured for the year after retirement when the 

person has been retired for a full calendar year. The pre-retirement income, on the 

other hand, is the average of the second, third and fourth year that preceded the year 

of retirement. The income of the year immediately before the year of retirement is not 

taken into account, as for example disability pension is principally preceded by a year’s 

period of sickness allowance. The gross income ratio and net income ratio are 

calculated from the gross income that the person gets and the disposable (net) income. 

When calculating the equivalised household income, the total income of all members is 

taken into account. When retiring, the scale factor of the equivalised income only 

influences the income ratio when the family structure of the person who retired 

changes. If the family structure does not change, the scale factor will reduce away 

when calculating the income ratio. 

 

 

5c. Results 

 

Persons retired in 2003 

 

In common thinking and example calculations, retiring is often presented as an event 

where full-time work changes directly into old-age pension. This simplification may be 

misleading, as in reality people usually retire before the old-age pension either because 

of disability or unemployment, or continue to work part-time for example alongside part-

time pension. The multifaceted nature of retiring can be seen when examining those 

retired on pension in one’s own right in 2003 according to their background 

characteristics (Chart 2). 

 

Altogether about 54 000 people retired in 2003.7 A majority of them retired before the 

age of 65, typically at the age of 55-64. A quarter of all of those retired, retired directly 

on old-age pension. The share of those who moved on to disability pension (full 

disability, partial and individual early retirement pension) was 43 percent in total, the 

                                                           
7
 The numbers of people retiring in different years in the material correspond well with information from the 

pension register. However, the number of those retired on disability pension is smaller than the register 

information. Pension registers naturally also cover all of the pensioners who live in institutions. About the 

differences between the research material and the information in the pension register in more detail, see 

Rantala & Suoniemi (20007a). 
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share of unemployment pension was 21 percent and the share of other pensions was 

11 percent.8 

 

60 percent had been employed before pension. Just under half of them were 

employees of the private sector and just over a third were employees of the public 

sector. The share of entrepreneurs (incl. farmers) was one fifth.9 Of all those retired 

from employment, about every tenth had previously been on part-time pension (and in 

part-time work). Even though the employment of the aging grew exceptionally rapidly 

after the economic downturn of the early 1990s, the share of those retired from 

unemployment was one third, as the long-term unemployment of the aging remained 

on a high level. 

 

 

Chart 2. Background characteristics of those retired in 2003* 

 

 All Retired from 

employment 

Retired from 

unemployment 

Pension type, %    

Old-age pension 25 35 6 

Early old-age pension 7 10 1 

Full disability pension 36 35 32 

Partial disability pension 3 5 0 

Individual early retirement pension 4 7 0 

Unemployment pension 21 1 60 

Other (mela, others) 5 7 1 

Prior labour market status, %    

Employment (excl. part-time pension) 52 88 0 

                                                           
8
 Now the situation has changed, as in 2008 of all those retired, the share of old-age pension was 41 

percent, the share of full disability pension was 32 and the unemployment pension was 16 percent.  

9
 The share of entrepreneurs and the public sector in those retired from employment is to some extent 

increased by the fact that those retired from unemployment have often worked in the private sector before 

their unemployment. 
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Part-time employment (and part-time 

pension) 

7 12 0 

Unemployed 33 0 100 

Other (housework, studying etc.) 7 0 0 

Pensions act of employment 

relationship, % 

   

Wage-earner, private 25 45 0 

Wage-earner, public 21 36 0 

Entrepreneurs (incl. farmers) 11 19 0 

Age, %    

15-34 years 4 1 3 

35-54 years 19 19 17 

55-59 years 19 24 10 

60-64 years 45 39 64 

65+ years 14 17 6 

Family status, %    

Lives alone 25 21 31 

Two adults 54 57 52 

Other 21 22 16 

Gender, %    

Female 50 49 49 

Male 50 51 51 

Average size of household 2.10 2.16 1.93 

Number of children (0-13 yrs.) 0.08 0.09 0.05 

Number of equivalent adults (OECD 

new) 

1.53 1.56 1.46 

Persons in population 53 580 31 870 17 580 

* Pre-retirement labour market status and the pension act of the last employment relationship 

two years before retiring, pension type a year after retirement, other information from the year of 

retirement. The group other retirees was not presented. 
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When examined according to the pre-retirement labour market status, the employed 

are older when they retire than the unemployed, as the share of those who retired at 

the age of 65 or older was higher for those who were employed. Those who retire from 

employment and unemployment differ from each other also in that the pension of the 

unemployed is, in practice, either unemployment pension or full disability pension. For 

those who were employed, there are more pension routes, though for them the most 

important pension types are, clearly, old-age pension and full disability pension.10 

Among those retired from unemployment, there are clearly more people who live alone 

than in the group that retired from employment. 

 

Selecting the income concept influences the picture of both the income level and its 

development. This is seen in Diagram 1, which represents the development of the 

gross, net and equivalised income medians in 1995-2004 of those retired in 2003. All 

income is in the currency of 2008 and the year of retirement is marked with a dot. 

During the first years of the observation period, the gross income of those retired were 

around 23 000 Euros per year. After that, the gross income decreases all the way until 

the first full year of pension in 2004, after which they settle at just under 17 000 Euros. 

The average real income of those who have retired thus already begins to decrease a 

few years before retirement. The development of the net income follows that of the 

gross income but is on a lower level than the gross income by the tax ratio. As a result 

of progressive income taxation, the difference between the gross and net income is 

smaller in post-retirement than in pre-retirement. 

 

 

Diagram 1. Gross, net and equivalised income in 1995-2004 of those retired in 2003, 

median, Euros in the currency of 2008 

                                                           
10

 Also part-time pension can be interpreted as a route to retirement (as an alternative for full-time 

pension). If people who are on part-time pension would be counted as pensioners, the share of those 

retired to part-time pension from employment of all of those who retired in 2003 would have been about 13 

percent. About the use of early retirement pension and arrangements like it in more detail, see Rantala 

(2008). 
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The equivalised income before retirement is a little over 19 000 Euros and after 

retirement around 1 000 Euros less. It may be surprising that the average equivalised 

income that describes economic well-being decreases so little when retiring. If the 

income in a household is common and shared equally, living together gives economic 

protection compared to a situation, in which a person’s economic well-being would only 

be evaluated based on his/her own net income. When a person retires, the income of 

other members of the family does not necessarily change. This mitigates the change in 

income caused by the retirement. When examining the results, it is worth keeping in 

mind that the analysis includes all of those retired in 2003, both those with families and 

those who live alone. 

 

The pre-retirement labour market status distinctly affects the income development 

(Diagram 2). The gross income of those retired from employment increases until 

retirement, after which it decreases clearly. The same development, only milder, is also 

seen in analyses based on net and equivalised income. On the other hand, the income 

of those who were unemployed decreases until retirement, after which it increases 
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slightly.11 Thus retiring, on average, decreases the gross income of the employed but 

slightly increases the gross income of the unemployed. 

 

The real median income of those retired from unemployment is, depending on the 

income concept and time, 30-50 percent of the median income of those who retire from 

employment. When retired, the difference decreases. It is also worth noticing that, 

excluding the very beginning of the analysis period, the level of economic well-being of 

the unemployed is higher than the gross income. Because the personal income of the 

unemployed is smaller than average, the income of family members influences their 

economic well-being more than average. This is also true after the unemployed retire. 

The meaning and order are the opposite for those who retire from employment, and, 

correspondingly, their income remains lower than the gross income. 

                                                           
11

 The main reason behind the decrease of income in 1995-2002 of those retired from unemployment in 

2003 is that those who were unemployed at the end of 2001 are classified as unemployed. Before this, a 

part of the unemployed was in gainful employment and thus the income grows when going back in time. 

On the other hand, the problem for the aging unemployed is long-term unemployment. This is seen in that 

the income of those retired from unemployment is lower than that of the employed also in 1995-2000. 
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Diagram 2. Gross, net and equivalised income in 1995-2004 of those retired in 2003 

from employment and unemployment, median, Euros in the currency of 2008 

 

a) Retired from employment 

 

 

 

b) Retired from unemployment 

 

 

 

 

0

5

10

15

20

25

30

-95 -96 -97 -98 -99 -00 -01 -02 -03 -04

1000€

Gross income

Net income

0

2

4

6

8

10

12

14

16

18

-95 -96 -97 -98 -99 -00 -01 -02 -03 -04

1000€

Gross income

Net income

Equivalised 
income

mailto:espanet2011@uv.es


 

 
Universitat de València - ERI POLIBIENESTAR.  

Edificio Institutos-Campus de Tarongers. Calle Serpis, 29. 46022. Valencia.  
Phone: (+34) 96.162.54.12– C.I.F. Q4618001-D 

Email: espanet2011@uv.es 

Page 17 of 28 

The equivalised income ratios of those retired in 2003 

 

 

Above we compared the average income development of groups that had retired. Next 

we will examine individual income ratios, i.e. in what extent the income of those who 

have retired has changed in comparison to their own pre-retirement income. Diagram 3 

represents the distributions of the gross, net and equivalised ratios for those retired in 

2003. As expected, the net income ratios and particularly equivalised income ratios get 

greater values than the gross income ratios, as both taxation and the income received 

by other members of the family even out the change that happens in retirement.  

 

Diagram 3. Gross, net and equivalised income ratios of those retired in 2003, % 

 

 

 

Most commonly the gross and net income ratios are around 70–80 percent. The 

distribution of the equivalised income ratio has two peaks so that the first one is at 

around 85 percent and the other one is at around 100 percent. The individual variation 

of all income ratios is, however, great. The distributions are also skewed to the right, 

i.e. there are relatively many large ratios. 

 

A person’s pre-retirement activity, family situation, age or gender influence how much 

his/her economic well-being changes in connection with retirement, as, in one way or 

another, they reflect the person’s length of career, income development, risk of 
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unemployment or disability, level of pension and the meaning of other members of the 

family on the level of income both before and after retirement. As the equivalised 

income is the most important factor in evaluating economic well-being and changes in 

it, we focus on how the equivalised income ratios of those retired in 2003 vary 

according to the background factors mentioned above (Chart 3). For its part, the 

analysis explains why income ratios vary and, in particular, what causes some values 

that intuitively may seem too high. 

 

In addition to the average and median values, we have depicted the dispersion of the 

distribution using decile limits. The highest decile limit (P90) refers to a value of the 

ratio, under which there are 90 percent, and, accordingly, the lowest decile limit (P10) 

refers to a value, under which there are 10 percent of those who have retired. 

Thus 80 percent of those who have retired lie between the highest and the lowest 

decile limit. 

 

Chart 3. Figures of the equivalised income ratio of those retired in 2003 in some groups (the 

2004 equivalised income in relation to the average income in 1997-2001), percent* 

 

 P90 Median P10 Average Number 

All 149 99 70 109 5034 

Labour market status      

Employed (incl. part-time 

pension 

144 94 67 104 3004 

Unemployed 149 107 74 111 1716 

Other 133 122 94 117 13 

Pensions act of employment 

relationship 

     

Private, TyEL 132 89 67 97 1204 

Public (KVTEL, VEL) 129 92 70 97 1119 

Entrepreneurs (YEL, MyEL) 191 116 63 135 570 

Others 144 98 58 105 111 

Age      
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16-34 years 179 120 78 124 171 

35-54 years 161 108 70 113 946 

55-59 years 147 98 66 107 897 

60-64 years 135 96 70 103 2346 

65+ 169 103 70 123 674 

Family status      

Alone 157 96 65 115 1275 

Two adults 141 97 72 104 2712 

Other 158 110 76 115 1047 

Gender      

Male 155 100 70 112 2511 

Female 143 99 70 105 2496 

 

* Pre-retirement labour market status and the pension act of the last employment relationship 

two years before retiring, pension type a year after retirement, other information from the year of 

retirement. The group other retirees was not presented. 

 

The median of the economic well-being ratio calculated of all who have retired is 99 

percent, and for 80 percent the income ratio is between 70-149 percent. The average 

income measured by the median value does not thus really change when retiring, and 

for a majority, the income rises, stays the same or drops by a third at most. We want to 

remind that the income ratio we use is the ratio of the stable equivalised income in 

retirement to the stable equivalised income some years before. This is different than if 

the change in income would be calculated based on the person’s own income right 

before and right after retirement. Because calculating an average is vulnerable to 

exceptionally high values the average of the economic well-being ratio, 109 percent, is 

significantly higher than the median.12 All in all, the median describes the typical 

average development better and we favour it. 

 

The median of the economic well-being ratio for those retired from employment is 94 

percent and 107 percent for those retired from unemployment. When retiring from 

                                                           
12

 The value of the equivalised income ratio is exceptionally high mainly because of low pre-retirement 

income. Pre-retirement income is low if the person, for example, retires from outside of the workforce. 
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employment, the economic well-being thus decreases by six percent on average, and 

when retiring from unemployment it rises by seven percent.13 References to this were 

already seen in the prior analyses related to the average income development 

(Diagram 2). The income level of the unemployed, surely, remains on a clearly lower 

level than that of those who were employed. The dispersion of the economic well-being 

ratio is about the same for those who have retired from employment and 

unemployment. 

 

From the groups that retired from employment, entrepreneurs stand out the most 

clearly, as their average economic well-being ratio is about a fifth higher than that of 

wage-earners. They also have more of particularly high income ratios, as the income 

ratio of every tenth entrepreneur is at least 191 percent (130 percent for wage-

earners). Some entrepreneurs may continue their entrepreneurship also after 

retirement. Entrepreneurs are a more heterogeneous group than wage-earners. This is 

seen in the great dispersion of the income ratio, and entrepreneurs also have more low 

income ratios than wage-earners. The differences between wage-earner groups are 

somewhat small, and the average economic well-being ratio of those who worked in 

the public sector is only three percentage points higher than the corresponding value in 

the private sector. What explains the difference is that in the public sector, pension 

accrued faster than in the private sector. Now the accrual rules are the same.14 

 

The equivalised income ratios of those who have retired young are higher than in other 

age groups, and they also have more exceptionally high income ratios than others. The 

results are understandable, as some of the young people have been practically without 

earned income between 1998-2001. In the eldest age group of those over the age of 

65, a large share of exceptionally high equivalised income ratios is seen, as the median 

of the age group is only slightly higher than average. What lies behind the result is 

selection, as closer analysis showed that the eldest age group had a greater than 

average share of entrepreneurs, and among the entrepreneurs there were 

exceptionally high income ratios. 

 

A division that describes family status reveals distinct differences. Even though the 

income ratio medians are of equal size for those who live alone and in two adult 

                                                           
13

 Those retired from employment also include those retired from part-time pension (and part-time 

employment). On the whole, it does not matter whether those retired from part-time pension are 

considered as retired from employment or not, and the figures in the chart are almost the same without the 

part-time pensioners.  

14 Juha Rantala and Ilpo Suoniemi (2010) analysed the gross and pension in one’s own right ratios 

(replacement ratios). In these analyses, the difference for the public sector was about six percentage 

points. 
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families, the dispersion is significantly greater with those who live alone than in two 

adult families. In other families – generally at least three people – the income ratios are 

higher by both median and the decile limits of Chart 2 than the corresponding values of 

those who live alone or for two adults. 

 

The meaning of family status for the equivalised income ratio is multifaceted.15 In 

families of several persons, there are usually more income recipients to level out the 

change in economic well-being caused by retirement. This increases the income ratio. 

On the other hand, people in these families retire younger than average, and the 

income ratios of young people are higher than average (Chart 3).16 The economic well-

being of those who live alone relies solely on their own income, which increases 

dispersion in the income ratio. A more detailed analysis conducted by us revealed that 

the income ratios of those who live alone are lower than average also when retiring 

from employment, and higher than average when retiring from unemployment (see 

Diagram 5 below). It can be simplified that differences in family status and the pre-

retirement labour market status explain the two peaks of the equivalised income ratio 

well. 

 

No difference was found between genders in the economic well-being ratios. This is no 

surprise, as when calculating the equivalised income, the income of family members is 

divided equally. 

 

The pre-retirement income level influences the equivalised income ratios. Higher 

equivalised income ratios than those of others are typical for those with a low income, 

such as the unemployed and the young.17 This is seen in Diagram 4, in which the 

income ratios are analysed by dividing the retired into pre-retirement income deciles, 

i.e. into ten population groups of equal size formed according to the quantity of 

equivalised income, and calculating both the median of the income ratio and the 

highest and lowest decile limit for each income decile separately. 

                                                           
15 Family status influences both the income level and the equivalency scale factor we have used. The 

scale factor is significant only when the family structure of the retired person changes. If the family 

structure does not change, the scale factor will reduce away when calculating the income ratio. 

16
 Also the family structure changes more often in these families than others, though the effect of the 

change on income ratios is unclear. The larger than average family size, young retirement age and change 

in family structure when retiring often means that there are children approaching adulthood living in the 

families of the persons who have retired before the general retirement age. 

17 There may be many reasons for a low pre-retirement income level. Here the pre-retirement stable 

income is calculated from a three-year period. For a part of this period, the person may have been in part-

time employment, unemployed, ill, studying, on job alternation leave or outside of gainful employment for 

some other reason. As for entrepreneurs, it may be a question of scarcity of business. 
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Diagram 4. The equivalised income ratios of those retired in 2003 according to the pre-

retirement income decile, % 

 

 

 

 

When the pre-retirement income level rises the equivalised income ratio median 

decreases all the way to the fifth income decile. From then on, it normalises at around 

90 percent. In the lowest income decile, the median is nearly 140 percent, i.e. the 

income of the ones with the smallest income increase significantly when they retire. As 

the income level rises, also the dispersion of the income ratio decreases. In the lowest 

income decile, 80 percent of the income ratios are between 104-224 percent but in the 

highest income decile the corresponding interval is 61-116 percent. When examined in 

this way, retiring seems to level incomes, and the effect is the strongest in the lowest 

income deciles. 

The pre-retirement income level influences similarly when looking at both those who 

have retired from employment and from unemployment. However, the decrease of the 

median of those who were in employment ceases already after the second lowest 

income decile, as the pre-retirement economic well-being is higher than average. On 

the other hand, the economic well-being of those retired from unemployment is lower 

than average, and the median of their income ratio does not stabilise at all and the 

decrease continues all through the distribution. 
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Thus the income differences seem to decrease to some extent at retirement. For those 

with middle and high income, the economic well-being decreases a little, whereas for 

those with a low income it remains the same or even increases. In proportion, there are 

more of those with a low income among the unemployed, young and those who live 

alone but having a low income is not revealed by one background factor alone. This 

and the differences in economic well-being in Euros is illustrated in Diagram 5, which 

depicts the (equivalence scaled) income structure in 2004 of those retired in 2003 

divided according to both family status and previous labour market status.18 The 

positive range of the axes depicts the gross income divided into three income types: 

pension, the person’s other income and income of family members. The negative range 

of the axes depicts current transfers paid. When these are deducted from the gross 

income we get the average of the equivalised income of each group. 

 

Diagram 5. The structure of the equivalised income of those retired in 2003 according 

to family status and pre-retirement activity in 2004 (averages, in Euros, in the currency 

of 2008)  

 

 

 

                                                           
18

 For simplicity we do not examine families of over two people or those who have retired from the labour 

market status “other” here. The average of those who live alone also includes some income from a 

spouse, as some of those who live alone have been widowed or divorced in 2004. 
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The ones whose economic status is the weakest are those who retired from 

unemployment and live alone. Their gross income is, on average, 15 000 Euros per 

year. At the other extreme are two adult households that retired from employment with 

their annual gross income of just over 30 000. Other represented groups – those who 

retired from employment and live alone and those who retired from unemployment and 

live in two person families – are close to the average level. The income redistributing 

effect of taxation is seen in that those who retired from unemployment and live alone 

pay 2 000 Euros in taxes and those who retired from employment in two adult families 

pay nearly 8 000 Euros. 

 

The significance of different items of income on economic well-being varies between 

different groups. The economic well-being of those who retired from unemployment 

and live alone rests on the pension, as its share of the gross income is over 80 percent. 

The pension is the most important item of income also for those who were employed 

and live alone but they also have more of other income, such as capital income and 

income earned during retirement, than those who live alone and were unemployed. In 

two adult households, the economic well-being is most influenced by the income of the 

spouse, as for them the share of the pension of the gross income is 36 percent and the 

share of the spouse is, depending on the pre-retirement labour market status, 50-60 

percent. The diagram also shows well how the pensions, but also other income, of 

those retired from employment are higher than of those retired from unemployment. 

 

In the diagram, the equivalised income ratio medians of each group are shown in 

brackets. The income ratio of the unemployed who live alone is 110, in other words 

their income on average increases at retirement. Also the income of the unemployed 

who live in two person families increases to some extent. In addition to the 

unemployment, their income ratio is increased by the family’s other income. The 

meaning of the family on the income ratio is also seen clearly when comparing the 

income ratio of those who retired from employment, as the income ratio of the 

employed who live alone is 82 percent and that of those with a family is 93 percent. 

 

 

5d. Conclusions 

 

We examined the change of economic well-being in connection with the time of 

retirement. The change was measured with the equivalised income ratio by comparing 

the post-retirement income to the stable income level some years prior to retirement. In 

this way we were able to study the changes in the economic well-being of those who 
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retired for different reasons and through different routes in the beginning of the 2000s 

in a consistent and comparable way. 

 

Based on the findings, economic well-being does not change significantly at retirement, 

as the income of a majority of people stayed the same, decreased by a third at most or 

even increased. The income ratios are high if you compare them to the image given by 

example calculations, according to which the income is halved or, in the worst case, 

collapses at retirement. According to a study (Rantala & Suoniemi 2010), when retiring 

from gainful employment the pension is just under 60 percent of the stable earned 

income of some years before. Also in this sense the change in economic well-being is 

somewhat small. 

 

When estimating the change in economic well-being caused by retirement, it is easy to 

forget what a multifaceted and multiphase event it is. Our study showed well how 

economic well-being consists of many pieces, and thus those income types that remain 

the same when retiring level out the income change and increase the income ratio. 

Such income types include capital income and spouse’s earned and pension income. 

The income ratio is also increased by progressive taxation, which grows lighter when 

the income decreases, as well as possibly continuing to work during retirement. 

 

The high income ratios are best explained by low incomes, as the income of people 

with low income often increased when they retired. There were most people with low 

income among the unemployed and others who were outside of the working life. Even 

though their post-retirement income level is not necessarily very high, financial 

difficulties do not at least seem to increase as a result of retiring. In this sense retiring 

evens out income differences.  

 

On the other hand, the study shows that the level of economic well-being is much 

defined on the basis of the pre-retirement income level. Thus the differences in 

economic well-being between different groups usually stay similar also after retirement. 

 

On the whole, the welfare objective has succeeded relatively well as for the first years 

of retirement. Even though the article only presented results for the year 2003, 

selecting the year of comparison does not seem to have much effect on the results. 

The results can be generalised for the period between 1999-2004. 
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From 2005 onward, it has been possible to retire to old-age pension according to one’s 

own wishes at the age of 63-68 so that postponing the retirement increases the 

monthly pension significantly. Postponing the retirement means the possibility to 

continue working. When experience and material on this will in time accumulate, it is 

important to investigate what changes the flexible general retirement age causes in the 

level of pensions and the economic well-being of pensioners. 

 

Other important points of view that require further studying are left outside of the 

analysis. Firstly, our examination was limited to a short-term change in relation to the 

point of retirement. As the retirement continues, economic well-being changes. Due to 

indexing, the level of earnings-based pension rises really but little by little falls behind 

the development of the earnings level. Also, changes in family size and the income of 

its members, such as the retirement from gainful employment to pension of the spouse 

of a retired person, influence the equivalised income. With aging, more and more 

pensioners are left alone and only on their own income. These are distinct risks to 

economic well-being. The development of the economic well-being ratio of pensioners 

should, indeed, be examined within a longer follow-up period than the one used here. 

 

Alongside pensions, a whole lot of other social programmes influence the economic 

well-being of pensioners. Many of them are related to public service provision, for 

example housing services, health care and nursing and elderly care. To estimate the 

overall effect, also the effect of these factors on the economic well-being of pensioners 

should be included. 

 

When striving toward welfare objectives, balancing with the efficiency requirements of 

economy is always required. The European welfare state has been criticised and even 

attacked (see Atkinson 1995 & 1999). On one hand, it has been blamed for failing in 

the welfare objectives. On the other hand, it has been seen as a financial burden as the 

economic performance weakens and the European population ages. From the point of 

view of the objective set for the welfare state, the income ratio should not be too low. 

On the other hand, the income ratio should not be too high either, so that economic 

inducements would not increase the intentions to retire and thus weaken the financial 

basis of the pension system. 

 

Finally we draw attention to the benefits that the point of view based on economic well-

being used by us offers in comparison to traditional viewpoints in economics. An 

income concept that is based on economic well-being is a natural starting point also 

when evaluating the financial incentives to retire for a person considering retirement. In 

economics, retiring is described as an optimising problem for an individual, in which 
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he/she must decide within different limitations, partly given by the pension system, 

when and how it is most economical to retire. The future prospects are insecure, which 

is why he/she compares the expected current values generated by the different 

options.19 In comparisons like these, the entire expected economic well-being is 

important, not just the individual’s income. 
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