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Japanese Pension System & Social Assistance Program
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The Role of Public Assistance
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The Erosion of MIP & The Hollowing Out of MIP
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The Hollowing Out of MIP
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Financial Sustainability of EPI & The ‘Ice Age Generation’ Q) iheh

Attain Long-term Financial Sustainability of the EPI The Impending Retirfament of
the ‘Ice Age Generation’
Projected FundingRatios of the EPI:

2004 vs. 2024 Estimates* Illustrative Comparison of Financial Situations
for People in Their 40s: 2002 vs. 2023*
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Overall Evaluation of Professor Kenzo Yoshida’s Presentation REREA A

Professor Kenzo Yoshida's presentation gives a comprehensive critical review of

™ Japanese after-retirement Income System with special reference to Minimum
Income Protection Issues.

He raises issues of weakening role of Minimum Income Protection of National

Pension after 2004 historic Japanese Pension Reform.

Especially, he worries about benefit adequacy of ‘Employment Ice Age Generation'.

== Arguing need to share the Challenges and Principles Beyond Micro Politics
Building a shared sense of urgency among the public.

In essence, the real challenge may be how to achieve democratic governance of a

complex, expert driven pension system.
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Overall Evaluation of Professor Kenzo Yoshida's Presentation (Cont’) el EAED

« As the designated discussant,
In many ways, | agree with Professor Kenzo Yoshida's concerns.
Nonetheless, | have a slightly different view because of the financial instability of the
Korean National Pension Scheme and the negative aspects of the quasi-universal non-
contributory basic pension.

Below, | will present the basis for my argument.
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Total Fertility Rate Trends in the OECD Area (1970~2020)
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Fertility Rate Trends by OECD Country (1960 & 2019)
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Life Expectancy at 65 (Number of Years, 2021)
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The Poverty Rate Is High, Notably for The Elderly
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Note: 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.



The Poverty Rate Is High =  Need to Reexamine
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Percentage of individuals experiencing income and/or asset-based poverty

2015 or latest available year
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Note:

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

An individual is classified as
economically vulnerable if they are
not income poor but their liquid
financial wealth is less than 3 months
of the national income poverty line.

The OECD average is the simple
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 .




R
iy T
ix
: I
irf ¢n
T
rio >

Comments from Japanese Pension Experts

= |n a seminar among Korea, Chinese and Japanese experts,
A Japanese official wondered,
How could Korea pay more in pensions than Japan when Koreans pay much less premiums
(9%) than the Japanese (18.3%)?" (Cited from Risky pension politics, Korea JoongAng Daily
Column by Yun Suk-myung. Nov. 3, 2021)
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The operation of the automatic adjustment mechanism
after the Japanese pension reform in 2004
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Long-term Projection of NPS & the negative effects of K1HASA
increasing the income replacement rate

Long-term Projection of NPS (Baseline): 2023~2093 Changes in Case of 2%pt Increase in
Replacement Rate (from 40 to 42%) of the NPS
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Professor Kenzo Yoshida’s Suggestion & Korea's Experience BEZRANETY

= Need to share the Challenges and Principles Beyond Micro Politics

Building a shared sense of urgency among the public.
In essence, the real challenge may be how to achieve democratic governance of a

complex, expert driven pension system.

A public opinion committee was formed in the National Assembly.

A 500-member citizen representative group decided on the direction of pension
reform through democratic procedures.

The result was that more than half of the citizen representatives agreed to raise
the pension income replacement rate to 50% at the cost of further increasing
the burden on future generations.
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Changes in Insurance Premium Rates by Generation (Plan A 13%-50%) @

Year 2024
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""" Assembly building by stakeholders
including labor unions and civic groups

Follow the decision of the Citizens'
Representative Group of the National
Assembly Public Opinion Committee!!



Implicit Pension Liabilities

under various scenarios
Source: Pension Research Association

Unit : Trillion KRW
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Various Policy Objectives of Old-age Pension Scheme QF

Source: Yun Suk-myung et al. (2022).



Need to strengthen a well-targeted social safety net

= Pursue a well-targeted pension reform to secure adequate old-age income.
* In a situation where many of the vulnerable (especially for employment Ice Age

in Japan), such as low-income subscribers, would be excluded from the national and
Income-related pension schemes.

* Increasing the benefit level to better target those with the highest needs.

-= Option 1: Strengthen Social Assistance Program (S.S.P)
* Expanding the scope of recipients and benefits

» Strengthened S.S.P. + Well-managed Contributory National Pension for the Vulnerable

-= Option 2: Introduce Minimum Income Guarantee (M.L.G.)
* Well-targeted Basic Pension (National Pension in Japan) + Top-up well-designed M.I.G.
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