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1.

Current Situation & Prospects
of Korean Pension Schemes




1.1 Old-Age Income Security System in Korea

. e g R . . 2.57 million
Tier 3 Private/housing/farmland pension schemes contributors
_— Retirement benefits/pensions R PP T 8.12 million
Tier 2 EDB, DCS p IRPs for individuals contributors
21.45 _rglillion
ey e ] contributors
NP oi?ﬂbﬁé{o 4.61 million
Tier 1 nal recipients
pensions
5.027 million
BP recipients
. . 1.63 million
Tier O NBLSP recipients
r . Self-em Civil Recipients and
Targets Workers bloyed Other serevtzér:lta. contributors

Source: MOHW (2018). Fourth National Pension Master Plan (draft). Yun Suk-myung (2019)
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1.2 Population aging is the fastest in the world @ B3aa

Total Fertility Rate Life expectancy

4.53% 61.9M|

0.78%

1970 20224 19704 20224

Source: Internal material, Ministry of Employment and Labor.
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1.3 Reserves by Pension Plans (NPS, Retirement & Personal Pension) @

(Unit: KRW Trillion)

= Retirement Pension Personal Pension NPS

Sioicis

948.7
621.6
369
265 2956 59
an 8 . ' j_l
"21 7 2 17 A

"17 18 19 '20

Source: Internal material, Ministry of Employment and Labor.
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1.4 Workplaces that introduced retirement pension & Employees enrolled @ #3uzingry

Number of workplaces introduced Number of workers enrolled
QAN 4 TP
(Unit: 10 Thousand. Workplace) (Unit: 10 Thousand. Person)
6840HY
4291744
(27.1%) (53.3%)
O
148144 (36%)
(9.2%) @
] ' ’

20114 20214 20114 20214

Source: Internal material, Ministry of Employment and Labor.
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1.5 The Poverty Rate Is High, Notably for The Elderly

%
45
B Old-age poverty rate 4 Poverty rate
40
35
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29

15 ﬁ

10 L

4 x @ < *x =Z O O W =X = 44 = =
“w =Z o ¥ O @ rr w = E a O = 2
o = b 4 M O o, O o v I

B

OECD
GBR
CRI
CHL
MEX
JPN
USA
AUS
LTU
KOR

The poverty rate(2020) is the share of the number of people living with less than half of the median disposable income. Wealth, which increases

consumption possibilities and is typically higher among older generations, is not reflected.
Source: OECD Income distribution (database). 2022 OECD Economic Survey of Korea.



[ N
§r.‘d:l:
rid
i e

>

ra
: -4
irle

1.6 The Poverty Rate Is High = Need to Reexamine

Percentage of individuals experiencing income and/or asset-based poverty

2015 or latest available year

B Income & asset poor O Income poor only 4+ Economically vulnerable (7)

Note:

An individual is classified as being in
. income poverty if their equivalised
household disposable income is less
50% |- than 50% of the national median

o ¢ (income poverty line).

70%

80% [

0% |
An individual is classified as
economically vulnerable if they are

. not income poor but their liquid
financial wealth is less than 3 months
o LI ¢ of the national income poverty line.

30% | ‘000“'“

20% | -

The OECD average is the simple
F &S SEEL FITELFESE r:}?q‘i?’ﬁ“ FIIES TP ISTE X country average.

Source: Carlotta Balestra, Richard Tonkin. Inequalities in household wealth across OECD countries: Evidence from the OECD Wealth
Distribution Database, OECD Statistics Working Papers 2018/01 .
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1.7 The Elderly Poverty Rate Is High = Need to Reexamine

< ae . . Asset group distribution (%)
Asset Distributions Among Seniors S e (total assets per household member)
by Source of Data (2015) Total | Lowest Low | High | Highest
Both sources of data confirm that the lowest and 2> P
o . . SEnIors
highest groups comprise a re.latlvely_ large (100%) 100.0 28.2 18.0 % 33.4
proportion of all Korean seniors (with the asset Not income-deprived
groups defined by asset values at the 25th, 50th, (53.7%) 100.0 ;7"’-% 22.2 46.3
and 75th percentiles). Income-deprived 100.0 94 0 109 18.3 18.3
(46.3%)
Second, the percentage of seniors in the high Multidimensionally | o0 o 50 31.7 33.3 33.0
asset groups is relatively higher among seniors non-poor (rf:}.{},ra)
who are not income-deprived (i.e., not relatively M“giﬁe%sg;flh’ 100.0 95.2 4.3 0.1 0.4
poor, according to the OECD's standard). Of non- HWES :
income-deprived seniors, 68.5 percent belong Al semiore -
to the high asset groups, according to the KWPS (100%) 100.0 28.0 21.5 20.5 30.2
data. Not income-deprived _ _
(53.7%) 100.0 16.5 20.0 23.5 40.0
Third, the perc?ntage. of seniors in the. low asset lnco?ée{;d?;rived 100.0 415 227 16.9 18.9
groups is relatively higher among seniors who 3%
are income-deprived (i.e., relatively poor, P"h‘l“_dlme“?;?“;:};’ 100.0 35 36.3 28.3 31.9
according to the OECD'’s standard). Of income- SDEFE’OOT 2 E
o o ALITIAIMENSIONAally —
deprived seniors, 63.4 percent belong to the } Soor (45.0%) 100.0 96.1 3.0 0.5 0.4
low asset groups, according to the KWPS data. Source: Sukmyung Yun & Kyongpyo Ko, Multidimensional Elderly Poverty Index.

Policy Report 2018-06. KIHASA.



1.8 The Poverty Rate Is High = Need to Reexamine

Total Asset Distribution Among Income-Deprived Seniors:
Multidimensionally Poor and Non-Poor (2015)

1000

S0

B80D.0
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B ncome-deprived and multidimensionally
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Note: Asset values were measured in terms of total
assets, not wealth, divided by the number of
household members. There are four asset groups,
depending on the value of the assets they possess,
l.e., lowest, low, high, and highest.0

The lowest group belongs to the bottom 25 percent
of the total population asset distribution; the low
group, to the next 25 percent (26th to 50th
percentiles); the high group, to the next 25 percent
(51st to 75th percentiles); and the highest, to the
top 25 percent (76th to 100th percentiles).
Currently (as of the end, 2015) /n Korea, the 25th
percentile of the total population asset distribution
per capita is KRW 31.48 million; the 50th percentile,
KRW 74.33 million; and the 75th percentile, KRW
148.75 million.

Data Sources: KIHASA-SNU (2016) and Statistics Korea (2016).
Source:

Source: Sukmyung Yun & Kyongpyo Ko, Multidimensional
Elderly Poverty Index. Policy Report 2018-06. KIHASA.
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Baua
1.9 Most Pensions Are Below The Poverty Line, notably for Women @ By

Distribution of pensioners by pension amounts, 2021

Persons —Total —Men Women
2.500.000 :

Poverty threshold

Minimum monthly wage

2.000.000

1
1
1
1
1
4
I
I
I
I
I
I
I
I
|
I
I
I
I
I
I
I
I
I

1500.000
1.000.000 :
500,000
| ——— |
0 ! | | | r ' | = |
0-200 200-400 400-600 600-800 800-1000 1000-1300 13001600  1600-2000 2000-

1000 KRW per month

Note: Pensions refer to all types of old-age pensions from the National Pension Service including full old-age pension, early old-age pension, reduced old-age pension, and special old-age pension.
Source: National Pension Service; and OECD Pensions at a Glance 2021. 2022 OECD Economic Survey of Korea.



1.10 Annual Number of Contributors to the NPS by Gender B3zuAmEI

The number of women NPS contributing has more than doubled in the last 20 years
(millions)

Men - +» == \Women

10 B I . -

, -

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source: National Pension Research Institute (https://www.nps.or.kr/jsppage/english/research/research 01.jsp). OECD Reviews on Korean Pension
Systems (2022).



https://www.nps.or.kr/jsppage/english/research/research_01.jsp

. . . . . KIHASA
1.11 Public & Private Expenditures on Old-age & Survivors Benefits @ B3edumeiy

Pension Expenditures of Korea has more than doubled in the last 20 years. (% of GDP)

Bl | atest < 2000

18
16 |
14 |

P SRR AL SS DS D@ E FD
& 2O B A P AT Y Y & S @
& DEURAES P::}Qﬁ{@ Pl

S
2 <

Source: OECD Social Expenditures Database (SOCX), https://www.oecd.org/social/expenditure.htm.
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1.12  Pension Expenditure by Component (% of GDP)

NPS & BOAP expenditures have grown rapidly increased over the last

decade.
NPS  — — —GEP§  —— » =PSTPS  ===m- MPPS  —— - - BOAP  — - — SPOPS
14 ( \v
12 F
10 F
-
————————————— . _—
DB B I - -— ‘ — o
=T & — ol - - '.-ll""" ’
06 _wl'"""'-"——---_.-"""'-'.‘Ill
-~
D."‘" ™ . "
L] f
02 F ---------—-'—-'--—'-‘--.---'-.---T---_-'=.-.-.“H‘H_L-'I“-.-.|-———-—-—_-.-"-'-'"n:-‘_=
2008 2010 2011 2012 2013 2014 20156 2016 2017 2018 2018 2020

Source: OECD SOCX databae, Annual reports. OECD Reviews on Korean Penson Systems (2022).



1.13 Population Ageing Is Very Fast
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(Number of people aged 65+ per 100 people aged 20-64)
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Source: OFECD Reviews on Korean Pension Systems (2022).
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1.14 System Dependency Ratio for all public pensions is rapidly deteriorating

System Dependency Ratio for major public pension plans
-O-20I%Z -O-ABEIIE -0-BFA%Z -0-F0I%F
"~ (Unit: Person)
200.0

160.0

120.0

0.0

2023 2030 2040 2050 2060 2070 2080 2090 2093

Source: NABO
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1.15 Pay-as-you-go premiums are projected to rise sharply. Q) Lt

Estimates of pay-as-you-go premiums for major public pension plans

020N O-ABHT -0~ BRANI -0-20INT

80.0 (Unit: %)
60.0 o —
- ——=si#
[ »
- A . o] 46.2
40.0 - - " 5
305 B S 3.2
28.0 . .
200 A
18.5 -
()
5.8
0.0

2023 2030 2040 2050 2060 2070 2080 2090 2093
Source: NABO
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116 The national pension is growing rapidly, especially for high-income @ KA ASA

long-term subscribers.

In just one month, the number of recipients whose national pension amount

exceeded KRW 2 million increased nearly three times.

2 20093 of &t 1915290H
E“._Ez +a2X F0|
=2 H
5410
1355
10 98 437
2018 2019 2{]20 2D21 2023

i ;LDIMJ—QEF }{ﬂEIIID'ﬁ 0|24

Source: National Pension Service. 200THel O|AF 11O ==X} oF EF Ot0f| 3H 2, AHSt= 1 RIAHF

[Z7H0] ¥ 2] (chosun.com)

2|10 3

2662+ 4660

A E2==01%H

2 8r =Y
612F 7603

MCIXIQIZN=0|2124



https://www.chosun.com/economy/economy_general/2023/05/08/CITJNAEZ7ZG4NFX4UPUX3ICMEI/?utm_source=naver&utm_medium=referral&utm_campaign=naver-news
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1.17 Comments from Foreign Pension Experts

= |[smo Risku, head of the planning department at the Finnish Centre for Pensions (FCP)
*Often asks me (Yum Suk-mung), “How does Korea prepare for its seemingly unsustainable

pension system due to its low birth rate?” (Cite from Risky pension politics, Korea JoongAng Daily
Column by Yun Suk-myung. Nov. 3, 2021)

38
TFR close to South Korea at present

TFR close to levels

26 - TFR close to levels

TyEL contribution % of wage sum

20 T T T T T T T T T T T T T T
2015 2020 2025 2030 2035 2040 2045 2050 2055 2060 2065 2070 2075 2080 2085

- Total Fertility Rate 1.0 Total Fertility Rate 1.4
Total Fertility Rate 1.8

Source: Mikko Kautto, Finnish Centre for Pensions, 09 2021.
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1.18 Comments from Foreign Pension Experts

= |n a seminar among Korea, Chinese and Japanese experts,
A Japanese official also wondered,
How could Korea pay more in pensions than Japan when Koreans pay much less premiums
(9%) than the Japanese (18.3%)?" (Cite from Risky pension politics, Korea JoongAng Daily Column
by Yun Suk-myung. Nov. 3, 2021)

:E: /) == = -
HERDFEFHEDFH 3) mEDEM
« 2D IE (3) ERHBGHADEA
. ﬁ&$A®?ﬁ@1bvfwa¢@@ﬁ@o
2004&5&?3 L f-EaETe%, KE0BEH, T T, 1
() REMBEESXOEA EHDE ngb\u SHKAEE CIY BT
o JERIIIEAIKEZREL, TNICRED e L. BEICIEThN BB D7-
REEEHE) £ B TE. =% 000D THET 57-0, EB
. 2004 L1, ERESIAEE280M, B 1257 S00EEIC I EH DIaH L 1B
EFLIEF0354%3 2 £, EREFS b@“&DObHTu@UO
132017481 169MF% N4$ﬁﬂﬂ§k X BEIRII Tld, /37 X —&KICk > T3
EEF£32017F9A | ( BI%E, TENEET AL — X HEE,

()77D§§Z74h®ﬁk
s FEEAEEL/-CET, PAFENX
HAFEDI DA KL=,
 ZTOHRT, WBTEBEDNT v X EER
T5HIENRE,
e &ﬁl_\ff)l:xr [2EF) L /- fa{f7kED
ERICONT, BEHESORRZS LI
HWHﬂ&%ﬁﬂo
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OECD Reviews on Korean
Pension Systems
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2.1 OECD Reviews of Pension Systems - Korea @

OECD Reviews of Pension Systems

KOREA
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2.2 Executive Summary = Reexaminations

= Korea has made tremendous progress towards improving S.S. in old-age over the last decades
But the pension system has not reached maturity yet.

™ The initial values of NPS parameters raised

The income prospects of the 15t cohorts of NPS retirees well beyond what their contributions

could have financed.

"™ Qverall, the assessment of NPS income & financial prospects

Backed by solid analyses conducted in regular actuarial reviews.
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2.3 Executive Summary = Reexaminations

™ Furthermore, the introduction of safety-net pensions since 2007
Has provided small benefits to the most needy. (=> NOT correct)

=> (1/3 of safety-net pension beneficiaries are NOT in poverty.)

= Despite significant progress, much more needs to be done.
The current DB system generates low pension levels, leading to significant income vulnerability in old age

= (Partially valid, but likely to lead to incorrect policy recommendations)
= (Priority should be given to the difference in subscription period b/w subscribers,

not the average subscription period of the national pension subscribers.)

"™ One severe difficulty arises from

The exceptionally fast demographic changes facing Korea, which implies that even these low future

pension levels cannot be financed in a sustainable way without further important reform.



2.4 Executive Summary = Reexaminations

™ Korea has to tackle the formidable joint challenges

Of raising pension levels while enhancing pension finances. (Partially acceptable)
=) (It is necessary to raise the pension level through various policies such as extending the subscription
period rather than the annual accrual rate.)

Numbers of Contributing Years by Year of Birth and Income Level (IL)

IL 1 IL 2 IL 3 IL 4 IL 5 IL6 IL 7 IL 8 IL 9 IL 10 Average
0~10 % :10~20%: 20~30% ; 30~40% : 40~50% : 50~60% ; 60~70% ; 70~80% ; 80~90% ; 90~ 100% g
1935 6.1 6.2 6.0 6.0 5.9 6.3 6.3 6.3 6.5 6.5 6.2

1940 7.7 9.4 9.7 9.5 10.5 10.9 10.0 10.5 9.8 10.4 9.8
1945 11.9 13.6 12.1 15.5 14.0 15.3 13.9 13.6 14.9 14.9 14.0
1950 15.8 15.2 17.0 18.2 19.3 20.4 20.4 20.1 20.8 21.6 18.9

1955 | 19.1 17.9 18.6 18.9 19.6 20.3 21.8 23.4 24.6 24.8 20.9 Source: Yun Suk-myung, Choi
Ki-hong, and Choi Serim.

1960 ?.IW_ 20. 1 21.7 24.3 25.1 T&\M'\ZQ.E 23.7 Changing Working
Conditions for Korean Baby
1965 | 20 194 | 200 | 215 | 233 | 254 | 277 | 299 | 337 /SO~ 25.3 Boomers and Tasks of the

Old-Age Income Security
1970 19.4 19.8 22.0 21.9 24.5 25.4 28.1 29.0 33.2 33.9 25.7 System.

1975 18.0 20.9 22.5 23.6 23.2 25.0 27.2 28.0 29.7 31.7 25.0




2.5 Executive Summary = Reexaminations

"= As contribution levels are low & the pension system remains fragmented,
There is number of reform options to make the Korea pension system better fit for

purpose, raising old-age protection in a sustainable way.

= OECD review focuses on pension policies to improve contributory pensions.
Even though contributory pensions interact with the means-tested basic pension

component, this review does not include recommendations to improve old-age safety
nets.

= (It is highly likely that inappropriate policy recommendations will be presented in

preparation for the upcoming super-aged society.)




2.6 Executive Summary = Reexaminations

= |n addition, the effectiveness of some of the proposed policy measures
Would be enhanced by labour market changes, primarily related to the practice of

enforced retirement before the statutory retirement ( = pension eligibility) age,

itself closely related to seniority-wage practices.

™ Yet, labour market reforms are not within the remit of this (OECD) review.
=> (Also, might cause serious misleading in desirable policy recommendation)



2.7 Recommendations = Reexaminations
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= |ncrease NPS contribution rates considerably and as soon as possible (fully acceptable)
-Use additional resources to /ncrease accrual rates in a financially sustainable way and to

preserve at least 8 srall reserve fund (Unacceptable. NOT sustainable recommendation)

: Changes in Case of 2%pt Increase in
Long-term Projection of NPS (Baseline): 2023~2
ong-te ojection o 5 (Baseline): 2023~2093 Replacement Rate (from 40 to 42%) of the NPS
WY4A — 29 — XE — M3 o w3 S
1 500.0 (E#:=1) 2030 2040 2050 2060 2070 2080 2090 2093
' ’ [?-:'Jbb'ﬁ A X 0
-4
1,000.0 /
20394, 1,298 9%
(@A 7= 2y
HE3 AH) =
500.0
R 340.6 12
-~
e
—u—'_'_'-'_'_
0.0 HITTIT11 16
KT
-249.7 20
R F: 20234 7|F 88712
P A I P T T AN A T = =
Source: NABO SSESSSSS8SSSSSSSSSSRSSS88SSS8888888¢8



2.8 Long-term projections of NPS & Basic Pension (Yun's research Team) Q
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Projected Accumulated Deficit of the NPS

2.9 Long-term projections of NPS & Basic Pension (Yun's research Team) O Haad

(a2 | 2193 SXEX 72 H|E (201842 20224) (Eies %
Zo =2l 713
1,88128 | 1,778=H —— 2018 42 S UAFAH=A2|
2.000 (20394) | (20414) FUAF AHHY
1,500 —— 20224 IAAT MY
1,000
500
0
2020 2020 2040 2050 2092
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e 200214 *=2{34x} of 27 26505

(% 20224 2|3= &x)7
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Long-term Projections of Basic Pension

(723 | 71293 WA Y (2018-20904) (194 58)

)4 7
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100 ;
-
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7 7|2012S B2 & 309 XY 299} § 40002 9
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2.10 Recommendations == Reexaminations

= |ncrease NPS contribution rates considerably and as soon as possible (fully acceptable)
*Use additional resources to increase accrual rates in a financially sustainable way and to preserve at least a small
reserve fund. (Unacceptable. NOT sustainable recommendation)

Various long-term projection scenarios of the NPS

Scenario 2 Scenario 3 Scenario 4 Scenario 5 Scenario 1

SEMIIANHEN | ey 15% 12% 12% 15%

Rate
Income 45% 50% 40% 40% 40%

R (accrual rate: (accrual rate; (accrual rate: (accrual rate: (accrual rate:
eplacement ) ) ) ) )
Eligible age 65 65 67 65 65

Benefit A+B A+B A+B A+B
Formula

Note: 1. Contribution rate of Scenario®, @, ®: increase by 0.6%p every year from 2025

3. C. R. of Scenario®), 3: an immediate increase in 2025

4. Pension eligible age of Scenario@: 1 every year from 2038

2. C.R. of Scenario®, ®: increase by 1%p every year from 2025
Source: NABO (National Assembly Budget Office)
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= Increase NPS contribution rates considerably and as soon as possible (fully acceptable)

*Use additional resources to increase accrual rates in a financially sustainable way and to preserve at least a small
reserve fund. (Unacceptable. NOT sustainable recommendation)

Recommendations === Reexaminations

Various long-term projection scenarios of the NPS

ZUAS ALIE|RE IHEHY 2t

ALE|2E =82S

oM

23 MY 2

2,000

ALERIQ [AILERIQ |AlLF2IR |AlLt2IQ [AlLtEl
1

2
i 4| 206243 | 20494 | 204841 | 204741 | 204581 ¥
SNESE | 20409 (1ow) | ‘o) | (+4) | (474 | (+54)
1,000
2069L.;:1 206511:1 20635 2064‘1:i 2061'&';:1 7|EM, 20554
ZIEAE | 20059 (14) | (+104) | (18Y) | (+9H) | (+6) 500 oy
i | i
20934 7|= 3,699|A1,976| A283 |A2,966| A1,080
iﬁ’i’.‘l R S i
SoT 20619 || 20638 || 2064 206541 206941
AlLeies AlLtele3 AlLj2i24 ALp2i22 AlL2|R1
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7 20234 /|E 28714
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(SYST 15%,
ASHAANT) || ASTHE 50%) SRAMTRE 67| | ASCEMIR 45%)
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2.12 Recommendations == Reexaminations @

= Extend the contribution period after age 60

*Such that pension entitlements continue to accrue until at least the statutory retirement age (60).

=) (Need to be modified as) until at least the statutory pensionable age (63 in 2023).

" Ensure a gradual convergence of pension rules

Covering different occupations towards a full integration of all schemes (Acceptable)

2,886

- More than 10 &
Less than 20
8

Average monthly 2,687
Pension for the 4
major public pensions
(2022.12.)

1,547
1,231

CSP

MPP



Institutional Arrangements for Pension Covering

Portugal (2006)
Slovak Republic
Spain (2011)
Switzerland
Tarkiye (2006)

13 Civil Servants vs. Private Sector Workers
Fully integrated Separate but similar Fully integrated with top- ~ Entirely separate
benefits up
Chile (1981) Finland (1995) Australia Belgium
Czech Republic Luxembourg (1999) Austria (2004, 2009) France
Colombia Netherlands Canada Ger
Costa Rica Sweden Denmark Korea
Estonia Iceland
Greece (2011) Ireland (1995)
Hungary Mexico (2007)
Israel (2002) Norway
Italy (1995/2008) Slovenia
Japan (2015) United Kingdom
Latvia United States (1984)
Lithuania
New Zealand (2007)
Poland

Source: 2022 OECD Korean Pension Review,
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Korea is one of only four countries
along with Belgium, France and
Germany that has maintained a
completely separate pension
system.

After moving from the current
an entirely separate system to a
separate but similar benefits
system, it seems feasible to
move to a fully integrated
system in the second stage.



2.14 Recommendations == Reexaminations Rk AE L

™ Raise the wage ceiling to contributions substantially. (fully acceptable)

= Finance some pension redistributive components from the state budget. (Unacceptable)

=) Although the current NPS has an income distribution portion (A value), progressive income
redistribution is not working due to the extremely low insurance premium rate.
A regressive redistribution to high-income people who have been enrolled in the national pension for a
long time is proceeding, while passing on the enormous financial burden to the next generation.

= In particular, in a situation where many of the vulnerable, such as low-income local (individual)
subscribers, are excluded from the national pension, the regressive phenomenon will be aggravated if
the state budget is used to finance it.

=) While transforming the current national pension into a financially sustainable income-related pension,
it would be desirable for the basic pension (safety-net pension) operated with state finance to take
responsibility for the income redistribution function.



2.15 Recommendations mm) Reexaminations

= Ensure active participation in the pension system of all eligible individuals,
By improving co-ordination with tax authorities to verify income levels for the individually insured &

Increasing penalties for employers who do not enrol their workers. (acceptable)

"™ Link the retirement age to life expectancy,
Reduce the current 5-year gap b/w the early & the statutory retirement ( =» should be modified as

pensionable) ages and consider moving faster to age 65. (Conditionally acceptable)

=) Unfeasible if NO labour market reform

™ Fully permit combining work & pension receipt from the statutory retirement age

By removing the earnings ceiling beyond which pensions are reduced. (acceptable)

™ Extend the duration of both unemployment & childcare credits

And include the first child in the latter. ( = Need to recommend more specifically)

=> Need to extend military service credits and finance from general tax revenues, Not by NPS fund.
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3.2 2022 OECD Economic Survey of Korea
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STRENGTHENING
THE SOCIAL
SAFETY NET




3.3 OECD Economic Survey of Korea

Greed and class discrimination
Satirizes the gap b/w the rich & the

poor in Korean society through two
families living in a luxurious house and a
semi-basement house.

% WINNER OF 4 ACADEMY AWARDS"

~BEST PICTURE:

PARASITE

"SENSATIONALLY ENTERTAINING.
BONG JOON HO AT HIS BEST."

HE NEW YORK 71
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3.4 The Reality of the high elderly poverty rate

International Comparison of Income Inequality
- Decile ratio by country (p90/p10 ratio), (2015~2018) -

Total population Elderly population aged 65 and over
2015 2016 2017 2018 2015 2016 2017 2018

Korea 5.7 5.7 5.8 55 7.3 7.0 7.0 6.5
Japan - - - 5.2 - - - 4.8
Finland 3.1 3.0 3.1 3.1 2.7 2.6 2.7 2.7
Sweden 3.3 3.3 3.3 3.3 3.1 3.0 3.1 3.0
Germany 3.7 3.8 3.7 3.6 3.2 3.2 3.2 3.1
Canada 4.4 4.1 4.1 4.0 3.5 3.4 3.4 3.4

Source: OECD. (2020). Income Distribution Database. OECD Statistics.
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3.5 2022 OECD Economic Survey of Korea
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Around half of the entire labour force in Korea does not have access to employment insurance

Employment insurance status, % of total number of employed, 2019

Workers who do not contribute
despite their legal obligation (effective
gaps)

14%

Insured workers
48%

The status of employment
insurance subscription for the

Workers who are legally excluded v.ulr.lerable group IS alm(?St
from compulsory insurance similar to that of the national
programmes (institutional gaps) . o« Lo
33% pension subscription.

Source: OECD calculations based on Jung E. (2020) and Jung H. (2020)



36 2022 OECD Economic Survey of Korea KLHASA
(Recommendations to strengthen the social safety net)

= Pyrsue a broad pension reform to secure adequate old-age income.
In this context, conditional on the reform of the NPS, consider lowering the basic pension

income threshold and increasing the benefit level to better target those with the highest

needs. (Fully agree & acceptable recommendation)

-= Raise the pension eligibility age further than currently legislated (age 65) by 2035
And link it to life expectancy thereafter,

Align the maximum contribution age to the pensionable age. (Fully agree but need for social

consensus)

= Transition severance pay into individual pension accounts
By capping and gradually reducing the amount available for early lump-sum withdrawals and

limiting permitted causes. (Fully agree but need for social consensus)



4.

Policy Implications
- Way forward
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4.1 Risky pension politics of Korea @ LT

A situation like balancing on a knife's edge
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4.2 Reform Directions to be prepared for Coming Super-aged Society @ :

Demographics

" 4

Institutions
, Pension toolkit

Global » S
a
trends Y

Pension system

Source: Materials presented by Swedish officials at an international seminar of the ministerial level
between Korea and Sweden (2013).



4.3 Considering Various Objectives of Pension Policy

universal
coverage

adequacy of
benefit

sustainability

Source: Yun Suk-myung (2018)
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! 4.4 Need to extend NPS Actuarial Valuation Period (from 70 yrs to 100 yrs) Q) st ]

= | exis Diagram
*An effective policy tool that can properly show the various problems that a populistic
approach will cause.

'y

65
(39)

f

20
(18)
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4.5 One Possible Approach to attain the Financial Stability of the NPS

Introduction of Finnish type life expectancy coefficient
(Built-in-Stabilizer), as soon as possible.

35
3o 29.7("80)
28.8('88)
25
24.6('57)
20
17.2('30) 17.2 ("'88)
15
13.5('29
f
10 ‘p‘
9
5
o " " " v v " " " " v v " " " o " " " " " " o " " ]
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2035 2040 2045 2050 2055 2060 2065 2070 2075 2080 2085 2088
XAl EaE EeREHES —LitteEEH=E

Source: The 4" Actuarial Valuation of the NPS (2018)



4.6 Encouraging More Workers to Contribute By Extending DNSISP

Duru Nuri Social Insurance Support Project (DNSISP)

= To encourage more workers to contribute,

The gov't introduced the DNSISP in 2012 which pays a percentage of both the worker & the employer
pension contribution.

To be eligible, individuals must be employed in workplaces with fewer than 10 workers & earnings
under KRW 2.15 million per month (minimum wages), around 50% of average earnings.

= Since the introduction of DNSISP, coverage has expanded rapidly.

However approximately 98.5% of the programme cost was a deadweight loss: the large majority of
subsidized people would have been insured without the subsidy.

Currently, DNSISP plays a role of active labour market policy rather than policy measures to reduce
gaps in NPS coverage. Put it differently, DNSISP is NOT well-targeted.

= Main reasons of policy ineffectiveness comes from excluding of major target groups.
Need to urgently extend to low-paid individually insured workers, NOT individuals in workplaces.
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! 4.7 Encouraging More Workers to Contribute for a longer period @ e

Live Longer !
Work Longer !

Encouraging to contribute for a longer period.



Thanks a Lot !

ZApEHL|C}



