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Abstract

A Study on the Sustainability of Public Pension Schemes: Focusing on
Political and Financial Sustainability

This study analyzes through the Median Voter Model the reform
possibility of pay-as-you-go public pension schemes in a super-aged society
with the proportion of the elderly increasing rapidly. Chapter 1 in Part II
analyzes how and on what motivation people in different age groups make
a decision related to public pension schemes, dividing pay-as-you-go public
pension schemes into the start-up phase and maturity phase. If a decision
about pay-as-you-go public pension schemes is made democratically, the
study explains, it is inevitable for public pension to expand, that is,
low-contribution and high benefit payment pension schemes will be ossified.

Based on this analysis, Chapter 2 analyzes the expected effects from the
application of the Median Voter Model to S. Korea’s public pension
schemes. The model shows that the country, aging at the fastest rate in the
world, is highly likely to be one of the countries which find it most
difficult to reform the pension system through a democratic decision-making
process.

Chapter 3 studies, in a way to reduce the size of the gaps of the
pension coverage, the country’s public pension reform direction in the
coming super-aged society based on the concept of social pension, which
has drawn the attention of international organizations, and its country by
country applications. To specifically put, the chapter studies an optimal
policy mix of social-insurance type pension and social pension.

Meanwhile in Part III, which is in English, Chapter 1 describes the status



of the public pension plans of East Asian countries and their public pension
development direction, reflecting their unique country characteristics. Based
on this analysis, it is derived that public pension schemes should be
developed by taking into account each country’s own socioeconomic
conditions.

Chapter 2 in Part Il presents, based on the analyses made so far, the
status of National Pension and Special Occupational Pension and suggests
their desirable reform directions. The chapter suggests a policy mix of
social-insurance type pension plan, whose benefit payment is in proportion
to the contributions made by the insured and social pension, managed by
government tax regardless of the contributions made, as an alternative to
reduce the burden of the future generation in the coming super-aged society
and to guarantee the retirement income at the same time.



o
=

0]
oS

al

3

HE

O
=

?l_

Sy

7122 AFAE N

o BHAN AE $47}

al

g

714

skal o]

o A% 54e B

oy
a£

i &4 A5

o =)
s 5

|

47

A

7149)

o F

Al
2

IR

=
[€]

Q) B A% 7}

o

}

Ho

oj
-

;OT
A

)

Jjo

o
o
=0

on
%



QA F-AA o]

4714

o

BjN

)

=

|

f

5

=

o

=

A} 28 (Median Voter Model)

bl B dATelde A4 7 F =UAF HEo]

| AR oAM= A7) WF
I

3|

|

L

FAsA Zrlete 2 EALE A 23}

A=Y M 7Fede TAF

0 ol EA494

op
oR
R
—_
o
xr
il

Felubet

1 Sob

3

?_]_'

[¢)

1

2 ZUBAE AR A& 7}

o
I ILO Social Security Specialist®}8] 3&ATE &

9

a1 4

- Aol FEvetete



15

0

O A 059 Al 1ZAE 24 A+ F

FAAFAL A 7}

on
o

=

—_
file)
xr
I
"o
o

of
[0

)

ee|
W
oF
Ko

oj

Jlo

on
o

=

—_
file)

!

on
o
B!
file)
Ar

& uFEFoT Aol ofFol

o

- THEEA B

o] & g Wl gite= Hs

of 7z AFALE}

o
=

-

‘X1

—IA
B

=
T

& A AANA 71

ﬁo

O -yt F4

o)

sre Arads) AR S

0] o
jm

g %

Eaads

39

= =7t

235171 718 ol

Kok
=

on
o

=

& nojF

Flell A FHe

f A%

5

O 89 A 139 A 3geldE $A9F AZAY



|
Ko

A= (Social Pension)]

BAME] o] oA

REEER
=

§—_]__

71§l

5]

Iy
N

o

o

J

of

B
alo

I
Eayl

=K

TH

0 A4

=y

on
——
fi%e)
xr
il

i
o

27}A]

2

A

O A m3e) Al 3304

on
e

o

4qr

N
20

4qr

Ho

HlE ds)

=
A

& 22 ARG IHAF(100%

AIE

o

Loz

o o

oR

o



0289 HE FAFT 40% AF) + 7]

-
=

A

A% Fue

A|8]-go] 2009 GDP th®] 1.3%(FUAF

09% + 71Z=HAF 04%)°04 20709 GDP tH| 88%(FWAF

72% + 7]

- o8t AX=3 BlaA] GDP thH]l 3 AE HlFo|l At £A gde

2 oy

it}

A% Aol

L
T

Aoz Yehta 9o Aolx 2070971A

TR

ne

05

oj

s

ofn

0

o] A71¥ &

Z]
o

7 FA

ANA F

b

KR
=

sl Hl

-3 FAATAES e %7}

)
—_

Foho] o $ vtk BAlo] A £,

A

H

1=

E

1o A

[0

M

o

[e}

[ o

A

2009 GDPUH] 13%(FHAF 09% + 712=HAF 04%)9A 2070
d GDP H] 105%(F AT 72% + 712=HAF 33%)Z 4

- 20283 o]F 654 o] =20 40%A 7%

.



=

= 72% + 7]

5]

o

o:

]

GDP tiH] 9.1%(=

A Qhel )

3

Hoj| A,

=
=

A=

=
= T

2004 AEHE 2714 "

g 204 AE
H FA5F 30% AF) + 72AFENAF AFY 10% A A

(¢]

0 ugoz doks

o

o=

]

A =(2028%

%D

M

o)

[e}

2

239

)

A A= AL 7xAFATE A 1HT 4, 20009 GDP U

H| 1.4%9)4 2070d 102%=Z =7}

10% A= A= FAH&

oA

BN H7Hed o

259 84

- HA

30%2]

S
s A

3

A, ek Tt ¥l

3}
o

&3

A7t A

A, =
—

P wrolinh

L =
ERel

thA&-ol

=
AE

&5%9 A% 24



19

0

g FRAFA

i gopritke #7171

9

g}
=

o] ¥4

ol
ol

!

b5
)

o

o

)

1:

A (2028
9] 20% A A

2

1

G

3=t
B
=

!
B
ol

A

(=

B F95F 20% AF) + 7

Z3.

ALY 5% 712=HAFTS 200995 654 o =

| 7%2d2S AFeE 20283714 BAHOZ 20%7F

3

1 5o of

o
pit

20097 GDP U

H] 0.5%°14 20703 GDP tiH] 9.4%7}A] 43}

-

-

oA 7]
B oM 7| xAF &

—_—

A

[e}

R

ol
ol

A&

9]

20%2 s -

S
=

A&
(20701 GDP djH] 3.7%)<]

=
=

oj
<0

¥

H o]

=
T

2

=0
=

A= A

=)

o
L

T

ne

X

05

Wiz, 71xde

3=

4 guze 47

kS|
7}gro 2 A

s
&

0 o A% AFFel

F23 Z7hade b7t

At ol

k3
o

H 5

9

Z°] ¥4

1ok &

- o}

s}
o

op

HH

go] v

)

=
iy

-

-



20

o i ol AN =

o

ol\ :lo
2
o,
HI
N
il
_\3

¥o, ¢
ACh
PN
R
>
ot
o
>
ot
=
=
Ao,
T
ot ol
o
il

oF ]
Tl AEHeE H“*—OVVW oH-- 01%5} AAHE =Sl

2]
= %EE}— xﬂ z%&,] gj,{é =9 =0
s

T Ao, % Pr«l ZH%O%EM ?i%ﬂb_«l %Xlﬁﬂlfii A SHs

xS o 71 Fofo AA vt g ARleEE e deAEe

F4 BE4AoZ 95t Aol nlEkAg A9,

- ol WM IWAT LSWAE 40%% 7R=H AT ASUA
& 10% EE 15%20309d] o]F 654 o] =91 40%8=2 U =



(@)

[]

O

FO
1]

21

29 33 25 MR Hoz
- o] Af ALET U FUAYE 2 I aRldgde] 44 7t
Q1 =} o] EH*ESHHT Z A B35 A5 A =(Minimum pension guarantee)2} 2
HEPFR7F s ofof & A,
} ojg] FAAEC] Hsshe BHAA A=
dstofol gobd, AF7HA A A
A5HE FUAF60% AS5HAle)I B
1295(10% 25HAE)e Azl vgdd

&
ot
-3
bt
e
P
E
o>
ofl

it
= P
o, Lo
[0 N
(RURVE I (T
2 re
oo =l
1o tlo
N FE
(r

=
m

ot

POURNN)
o &
on Moo
o
rel
L
ofr
o
Ry
=
e
r_>4_

o

La5Fd tade Aol Asta 3= Claw-back
HESL FAlo] ALS =90E& o e F7HAS

b B
A A% FsHS BB 5 UL

2

bt
jinsA
o

B~
0o A
)
o
L
oy
N
¥
e
A
2
o >

P

=
offt
o
2
>,
o
2
D
2
o,
|t
o,
o
Rl
L
oH
2
¢ o
Rl
=
2o
o
ofl

of

02 7" A MEY A 1ZNA=
=)

9 W7k 54

3o gt
do o rld

re
N
ofl

& A7AZ gk ILO Social Security Specialist$! Hiroshi
Yamabana7} ILO AlZtel| A goprlob A9 AgAe A % F2 4

AHAE 718t U+
- Yamabana®] =¥ojMe ILO7F EZE IHlolA HA3e A5FFE
(social floor)S B = AS st = o
al

dle sig =77F Ae ZRel wet



| =

ﬂmo
7 wiﬂ ﬂ wy
op M = & % mw] b = ) o =
oMﬂpu_.ﬂu Mm%:u ﬂﬂ o Ej_mo
M o B - N oy B Ho"me o
S B/ X0 R 3 - 0 Br < T =0
mﬂ H Mo oo 9 nyl Ho A i ]! | = o
w0l & G oo M- L AN o
B ujy LA o ol o o= W
S R X X & = TR v
Hom =T o ow e . oo
N L = %o : o op =i
2 i B X ~ fn ]| fe o Uﬂﬂr Wﬁ 03 ™ =
N EE DE R % w
0 [
T oMo = o o 1 B >
e o2 Ly EBE 2Ry i
5 s = o =T ~ S oA o ™
IS o o ™ o Lomﬂoﬁﬂlﬂ F M = JHE
- Tim wir Hm & o g E R o " ﬂv 5 o
— « — ! K R
omﬂ‘_l_m.auﬁﬂurn_rm Eu;dlmL&o qulxoq E._Tw_
S R S Tz ﬂﬂﬂimo _Jzu_@xj of B
Eg???mﬂﬂﬂ? mro_.%%ﬁ Wé% o0
ﬂ_@@m%%@mﬁ o e L %o &
oo o A X p 2o o T oup T e O o] % T
@.zv}ﬁﬂhﬂmﬁAmM K o MR" of o ¥ 9
= 3 mo}wm S0 I W B R N
Jl‘__L]ﬁo_EEwoJAmmﬂ & TR o o T T R
wr 4 PR, E ST g RESE o0
|_”_ [} —_— L _ﬂJl O (n} —_— %
mso#Jin_mzﬂnznmwm& o o LR o o a
wn o ol 14 o , I o I a o X J.”# = st
e <N fe B o I N S e 4
1 —_— o —_— B
= W % o ® o T L
] Moo= e o ® o
) o =T
0 o

s}
.

143l 271

o
Rl



VI8 TE= 228
h i 74R) 2
b-—i 13% }‘\j”]-X] .

ol = =
— o 1.!
o< Ja.,/l.z.o ol
~ ME o N
o B 9 HTL.Ho;m__/mﬂJq
s P K 5 F o= i 3
cl Xoou_x‘_ﬂnlr TE R
ol n mr " & T ™ o olf ol nallic
3 o B’ ﬂ];a] X Y d
A n ,malrﬂéﬂo ]L_LA o =
D N 1_\/} %o . 1@4@ " !
Lok o e 2 i e ™ W of B
= =~ 4 E ﬂ.ﬂ.L o X % . = )
Wz Low s N B Bog X % CO T
A s Hgﬂwﬂ%E &4 N TR
T xS ;Hom;uﬂ? BT T8
rie b = g B = il = J)) B Mo HONp o)
B w leLuoﬂcL ;uﬂ%lo Mo 2
e - o SED A & TE N e 2
° ;L 1§xﬁﬁlm mVL__o_.urm ﬂomn\
— nro ﬁ.J.]HOﬂ,ﬂm o]# ~4
o B Vin a9 - = W N b
s R I — o X LT
3 s ﬁ.:_oéwﬂ cﬂwl lwmﬁ
i < ﬂg,ﬁm Ve E = T
o O 5 = B L RN S o 8%
% M ®o ) g w LN LS
A wﬂm. au,mcmaﬂ ie._id. ?Qm\mm
w ﬂuiﬁ&.iﬂc;:ﬂ% &oﬂcﬂ;:u H0W7
S
= @.ﬂo«@_ 70/ = 2 . N R i W = ls
- 4@%&%&?@. %ﬂﬁmnm, ﬂ%@
W el o & o9 o ® w RO o ™ Ho < rn A
o) "o N o o il T iy o i~ Ho = WL W e
o Eﬁﬂw%ﬂ% HE a2 G
) 3 _.oL]].jal
' Xm‘.r,mﬂ ﬂLJH o) ° ﬂmmﬁ
: ZCS wo?urmkﬁ =
S 2 waoﬂ,
S fr ook yr o %L oy N
o i&rg.uowx
_n_rmiﬂ

BEERD

b



RISPERIEEE P

A=l 9

EEEE

2=
T

wir

o

;OU
=3
ol
ne
B
o
A~
Ho

o] BEHOR o}

- BEADF AAAYANA AHAY

gholl ezt =

e



ATF A &

& FAt 7k

714 APA Y

b Selee S

AE

A

=
(6}

CREEE!

sl
=

o

497 APARAE ol e AFH

ol

KH

o)Ay FHAZAL A%

i, AUAA A543 3

3

o o

YA
3t

M

AGAR SN

3

5

o
s

Aole}. oleldh Metol N ARAL

ol
L

mK
N
Mr
oI

H

ol

3

Fe AR SHAAe A AELs

9

l

S

e
=

AGHA SHs &

f‘gl_

7t 457 9

o

ok
ot

8

)

o9 %4

o] =
1



&
A
}V

T o B S

COS X0 Ko ool *N B oo B o ok <
Wo o 5% T o N T RO Mo o ek "B R Ne Nfo
oW Al
P X T X o o 9P ™ NN T ~ N T o
20 R gAY g RRE SN T I - WO N
10 = oy B/ = ol o) o U ] do W TOD R N o
= %O =) = JD C._o \w H_.E 1__ ] .H_OI = ﬂAro < W_,_AW ™ R ﬂ or O_E o
¢ TR T aaeTleaeTe T
3 R oy MR BT OB gD CRCIC T
_ X
RT T TR /ol T R b L T
I T G = S =T TR W o e
RO m o) LZE ﬁwﬂ e O R S MA o by e o A4r o o
R T o o o = B o MR T m = 7
0 o & KON o wWom o & i —_— ) " R G
= S o— ok ooy R R RO o= S P o M
R N = B oo R g By X 1 =
. N B o = = ok AT — e
o H X N fo W = %/ N 1_,Ar 20T " = ) _— il o
S B T T G LG -
= o i ﬂmo fe] ,mﬂ_ — ﬂnl
~ —_—
= EﬁEo_ezﬁoﬂoEwwﬂdmr_nhﬁﬂ_z_ﬂMwmﬂl
= oR T i 3 = ~ No
z W K g RER e Mo YT X
1o T ag @ a A PEPage 8L xw g X R
~ T oE o W w B A W”__ o X o Sl
A Ao S A W TR R s
K T o o 2o e el 3 ~ =% o —
— . = 4 T % o= ~ R B HL o Of oR o i3 ~
A T T = TH QR TR S o S
rna KK ) X aSs — Nogo N ="/
Mm_m#%ﬂoguo_ea@Wﬁ_m%wﬁﬁﬂ%oxg_ulmoo
N e e B DR L) B
Mo Ko wo ©° =0 _ X° ®o _ AU = = o8 o o of =
10 _.A_l EO S ,MIL 0 J _L ‘AluM A J _L d|,._ m __OE ZT
~ B oR "W S e X O R | s
& T RO TR RN H S BTER R o N 7w

17}
3
%

o}

Pgo] #718 <7159 dalt 3l

[e]

oH oL,

=

REREFEREL

2

U
il

-

7] ol

]

Zo
-

kol =3]o A

]_

L

T

A

]

Ha o
L

g AAAE he] o ZEIAAM RIS

AT 5
SKe)

A

A
A

1

HEATEZ 129%7H4 SAakat

o2}

al

S8 Fvel

=
=

B

1) =RIATe A5 Ak AgANARE wrdste] A7)

o5 o1

dhe WEF A oA

5




27

ME

o

Ao, &

T =R uBAENA O o] ART-LFAAAY AEAEE AW

7] e &= &3t

5]

ok

=H7=

= H# =

& 22N

44

e

)

™

okl

LEES

A2 A7)

—_—

ol B AFes JA AT F =9

9

o 2e EA9)4

],

AE bsae BT

S
=

A} 28 (Median Voter Model)

3
st

)

il

No
‘,uvMO

oj

TAE FHF

.
A

ojge BAS ugoz A 24dME St

m
X
B

2 AGNY 3% A AANN VY e S22 A7nY} 195

¢}

171 7} ofe

o
ze]

~

o
oj
i
=

)

2y

o

AN A2 AT 5

)



o
:u@duﬂ]
ﬂomﬁﬂwoﬂo_e
mjzofﬂﬂogﬂi
zoﬂMﬂ@rg_%mﬂoﬂmm Hju
aﬁ7%@%q%wm 55 E
q,muu,ﬂ%_\_mozﬁaaxﬁﬁ_.A:um..dﬂ ~
Mo_edrmoﬂqﬂaf Nﬂmﬁ_urm_]m%%
W%Wqﬂfrémc_oﬂaJX%EJ
N R w oW X B s PR i
,Aluﬂmnﬁc._o J-E_ﬂdw_ B Y
g :uxoﬂ:uﬁmﬂ,_quiqxﬂ
= L_L@E_. ]+m.ﬂoﬂ4%iﬁﬂ
71%_.1)_Alﬂﬁ E._XuT Nr&%ﬁ:mm
ﬂﬂaw Ho oo M Ho M P uﬁ
5o = M@Hﬂ._hmmﬁﬂo_i
Mﬂlw_lfxmoﬂ:uAAﬂwn‘mﬂuEﬂﬂ
;Ewoﬁm ﬂo@wﬂwag@
Jvm_l_:ﬂﬂ,mﬂﬁiﬂm_lm.M]ﬂwOr_rE]I‘@liﬂﬁﬂo
ﬂﬂﬁ.@tzeﬁﬂ %ob/'__%vﬂbﬁ
i = B° T.x_ﬂ%aza]%ﬂn
.;ﬂwzyw,@ﬂuﬁ@#)
Muomho_m_v%?wuﬂnu%@wwmo;u
W J o
m%@@mwma%@@¢%%q
it &47E¢§M§%J¢ﬁwmmm
%mﬂiﬂrﬁﬁEmﬂmjﬂ.ﬂﬂ?;uo
AmﬁlN_voﬂ_._ﬁﬁHT_J.oeﬂ_ulﬂwngc,*ll‘.:mgiﬁ
_A—oo mw.OUE\IO#.ZI_IJﬂ,W‘lF.IIII,m.L ZIE..*
mm @ou.xﬂhmvnmrﬂﬂqﬁﬂuizvﬂﬂ
%M%%ﬂ.ﬂ%awgb%gﬁ
Jl_/,lr‘&u ‘._Ql < 11 T
éuT__oL_ B i;aoﬂﬂi,_ N
J ‘UI ~ L_L O# w T Oﬂ . E o
U‘AlunM q,ao ,n_,uo,m_ltﬂov
L_LlirmﬂzﬁTﬂmM;uzo
u%énﬂwﬂﬂﬂ
~ WﬁwﬂO_E
LEX_lﬂl
HEO‘)AI



A

0 7Hs4






£3 dFHE 2P HA SRl FAAF AIT 2 =Fa
SHAAE B B4 24 98 23 234904 AT o)
o, A AN BHA FHATAEE BANE Dast Uk ole
FAARAE AAA 84 BRANETRE AA ofshaA, 53
Atz olseAel o8 £98 5 gleke Fol Hersids] WEold Z,
F4AL vigoz 04 97 g8 29E

7Fsst7] o

HI5(EE 2A) FErs 23RS T4 A FAHY A7 F
WA A BAS AFHRESF drh olF Ha A7) HE 34
e A43 FYFEA & Median Voter Model)S £ EASEE 3
th2)

2) olsloll A= Edgar K., Browning(1975)9] =98 FAoZ EAslazl it} Fuplkale
AeAE WA sk olfre U SHATAETE AAAQ ofnjof A Hap
A SR gL 7] Wimelth olste] ool FAAE HIRE ARIRA
A(Social Security payroll tax)® 7FFslal Sltk f-Eluvel FAAFAE BRI} o
& HARVE ohwl A7l teid e B2 vl 3l ¢ Jou # FelAe
dawe - B¥8 EE Aew9 - e A7 (Obenefit - tax linkage)7t 712 (close)3H4] &
T HolA AlFel 7k Aoz etk ey BEEAVE ofyd AlF7e
BRI} FYTEEA ®EMedian Voter)olA] FEEHE A2 4TS WA ¥& Ao
£ A4S FE57] v o)she] e «FHAFALES AP At EA

o, ARER A58 A3, 20006 8D)ol A B tAe-S ¥ vlot.



o
[\S)
O
1A
ro
od
10
>~
I
~
or
0z
=2
=]
rok
re
—_|_|
Rl
0x
bl
0%
>
bl
Rl
Ip
~
or
0>
ofM
ikel
|0
Hu

1A
Bkl (P
= _
ST

ﬁ.:‘
37 ol|d Bast gtk
A B. C AT <3
? ’ ) D E F
? b Gi E}\]_S
HAH Ak
1717 Dol A9 c7F A
9 (Youn
g)

I3k ARQ
Fol A9l EZAH A% 14
Tt Ae o] A
Aol

6‘]‘X] ?%'7] UZHIZY i
2o Q0 A dEH4E 4
- __1_;:‘:‘0] o]
BA ST, E]—%-SAH(7]

Mel c7t %
ZW )7
gl A3 Hq}jﬂ’ B7} HA3he v
' LT 1__9]9] -‘—Ea]% _ﬂgH <‘:1_ /\Hi% /ﬂ]EH D7]- LE}\]
¥ IO-1-1>9A4= =3
= BA7F 47
ALk

-gO)HOP/\lo = 3
O]a;i FRATAES EYFT
s 744 st Agital 7Hgsta
- N ol _ o }
L e w  a
. <3t daa A7 3T
M-1-1>9] W= 7ol coh } <¥ [-1-1>9 &
= ourge o N el D= 7)7
AgelE AR H}“ 2
- . 1_% 7HO]

D<= 7 7}
A 2°ﬂ SU],O_]
v, 717 1
k2 o] _
o= 1)} H =
= tlTo]-o:]

Ir

U%r



& %= (Year): 1 2 3
AF3] 52 A£(Social
Security payroll tax Rate)

~
)

0 10% 10% 10% 10%

. 2 D El F2 4
A (Young) Al C250 500 000 000 G4000

©) (-50) (-100) (-200) (-400)
=13 B250 C500 D1000 E2000 F4000
Zd(Middle-aged) Al o) (50) (£100) (200) (400)

A5 FRetired) AT | A©) | B(+100) | C(+200) | D(+400) | E(+800)

A5 Browning, Edgar. and Browning Jacquelene, Public Finance and the Price
System, 4th edition, Macmillan Publishing Company, 1994.

AEAAE BRI ghe Ase AAS Folgel AA 4R
2he Zlolt a8y o) 258 4e AN E F. G 5 A9 D 3

AT 100%9) oge] B A B, C= AARES 2343
Folgo] AFATE AHelth ol 7MY Bl A RANE A GHEA
Aol 107 AFFAZL AFHD e, A ce 713 29

w0 jEg=Rs] 5
ThA o] ARS| RAAAE FH-st] 208H Y] AEEAE AFRAGE0% T

oate] EHeIN o & gl ke o] 2/1MtS} FAe] S0l 2
o7 ARG R FAATARE HH4E oo Iy

Al glo] 8 A4S A "rh R AFARA o= 5

|

3) ZE o il 400 = 50(1+0)2 + 100(1+)°NA 100%] FEe] FEHTh



REERPRDIE

1
-

Aol -t

|

A

==

o|J

=
QL

AR RS A g g B Fo 3

L
.

717F Fl

= Aol

S| HGA7E AAY

o7}

of gl w2t o 3

=
=

],

< AR EAA S

HH

o)

Ho

[e}

ojtt. o= &2 7zt

oj

FEe) ABAAT B

171 wEolth

o
N

A37h AL

T
T

o9 e A7) w2

¢}

olAl e ®

o o
bl ke AgnAge Heks

9

§_]__

EHI=

A et o714

5]

H|

S
=

3

=
T'__

& AR EAA So] AFETE A7) ARFtE ARSI S

0a 1R g Ae Ase

Al AP EAZA tiel dEEe] FEol A4 AR

o

3}
=]

g

A

0] w49 ApE R Ba 37%le] =

AH3] E A 9

e

oltt.
to] 2E )

9

A

REE

d

af

14 (Median)] 2]

=
=

o] Achaulel] o

o=
=

g 9

oA =ele] vt

3

7+

3
pud

b3 4. ol

&

A=et7] g

=
=

o 10%
odlM A AR EZA BAS fAs o

a5

o5t gz

T
.

S HGAZE FH7E Helzt Astr] A9 Al lolA

Al vdebdte el F5

i

3|
“

tefof



Sou 44 SHATH T BUSENRE 35

ofgte] EHoME <E [-1-1>0] AlAkehe nie} o] x7)AY 749
59 AL 37 Mg vluA] GESE AAZRAA U] ¢ =& 49 Fo]

BAEdE Hs FHsok gtk oA 717k 290 Q1 B, C, D7} o %A
TR e AR BEE gtk <E O-1-1>90A4 71< DE 100%9]
FolEo] HAEE 10%9 A RAAE Assi, 719 B7F 7191 C, DY
FAE FAE A5 } | A obd F7H B glo] 12 579
AFFAE AFES & 1 e B e £E AFRFAE A
5 < 3

A=, wer 7} 10%1@ e 4“%‘— A EAANE dsshke ¢
aE FY FEAVE Fth 71 cE o3k Al sl AE 300%9 49
B0l 7IH57] wiEell 724 w2 £ RS desAE de
o 7k, A C7F 20%9) ARRIEAAIE Az 20%7F T4 ARSIE
BAEC] Hof g2 o] mE FREF #¥ AREAAE] ©

e

rU

9 Aehd ol 4 Al&o] 20% oflz "old Aolet o dE
S 30 = &E ARJDAA 7H8-7 718)7F 71RE 29 7
o o= 5?4%171 wzel ol A= B oA ok g
ke

shd, AT 10%9 M&S JEd 719 D7F 20% Al&ES FA8I=
= Egae 249 15 77 49 8 %4 dewlE ”:L’SH s
10%9] Agel TRAEE AAHE AFFort dovdor gady) o
Bo|th 2, 77 304 AMEHAA] W %‘ 107k 9] Aol7t 1d - A=
FooA] 407+l HolS futaly] o] 1Al 109He] tigk A

9l F2980] 300%7F Hol /) DE 20%] ASHAGAHE AET3A H
W 71z 30 T FRAE Ao wiebd 7 Qo] HE gy de
Azd Arlete A-d 7] A9 37)17F B9 HA ALZ 10%S A

SAGRE g dHe] e F3AES 20%E P A2 7 Ao



1) FBLA(Pay-as-you-go) HA JHLATHE £7|Eh

ofAl 2YE o&3te] Y] AFE =HE F o FAHLRE £AF]
S8 e 2 A4S o ERAL 713 A7 A7t
23 A4Hglol 4 d¥EE FY& 20704 JTE FARGL 7+
gty vid 3% AA8EEC]l FAEHE 7HY st 20-644] AFE 2=
Al ABRGAE Faste] 4714 AAU= ALS 657049 ABF
Ml AFFHez AFHE FHAFAEE =ddtn 7P ol
Slge] AgFodzt st dr-e FARAGA ] Blg ol 7HA st

Z

l-rl
8
o
k1
fu
-

O:

of 247 A%TY BE FALEC] 95 AR daf FLg
olgo] ATHW, Ee NAELS ZAA disf 5L M5 E 2t 3
o 7Hgst &, (2" O-1-1eAMe uA BEe] 22 A FApE A
& HolFaL Stk whek AR HAA Y] FoFo] 3%9 Arhd, ZEAH Y
Al Syt BE FHAC] Hol 10%9] A EAA 78 AEE
el Aolthelsto| A st AE, AT ARE YER). AR
FAEo] 5% Aol [28 M-1-1] KFNMAE 3% F&0] 2%

Hu, ANEY a8 ‘/}EW‘:* T FAI)0] 10% AR B A o A €]
FAREFAOEG & < BASH] Wil 5% AR RAAES A

=3
o 2WHS WY 7] Astke] 10%] IR 03
S ¥t fAe] FHAFACZYE FANGE o4 23} oSS
ol e 271 FALE] AR Aol el s ol i

ARl olsle AgEe] Adse FEHe 199 Fdol @ e,

4 FENS K AT 4 9EE BUsdE A ATHIRS meshe B
At Sgeld MY £ Qe et BEY Bk e PR FA% 3
e o 4% AY, B9, AU TRaE ) 2L Ad FAgel ¢



A HAANGo] WElA FEThH ¥ AL o] Mo HEA & Zo|th o
A% A RAA G HalA Fethd FRE ARG FIEL 7
A3dEel 2 Aol

(38 O-1-1] SHHAFHE = Z7[EA

'2‘2[‘1_1
<
&

¢

>
>
o
e
oI

42_‘11
Joret

o
>
19y

r2
i

3 % S‘ZO

5% 10% 15% I 009

ojAl rd=e] AA AZERAME NAEY FEE T3 2HdIT 7}
Azl 204 ABHFY A UARAL §HO0F 3% FUEC] o= FFo| A}
3| BN (5%, 10%, 15%)01]%15 7hsdlthe A& AlAFeh o]d Aok
ol A 204 AHZFL 10%9) A RAGAZ} M =& 58S BASY)
o] 10%9] AR EAAE dogth 28y rdxo] 604 AFF AL
HES o] Aol Alokxel AWt AR EAAAE0] 10%4 15%
2 F7hke A% @A 59 49 A" ARBRAAAE gRske BT



% TEOIZY NAHSA| Be 67 HEE YA X% Tksy BMos

1 — =

AFAAZA 50%2] dewolzt S7keh] WEelths A 227 %
15%] *}ﬁimﬂ WS A5 o] AAY AANFE 3%t IF
FAEE AFE Zolu, ARBRAAE 604l AdHe A e vl
o7 e 404% 24T+ YA E5

olgd g =glol Aaf 604 ol ART ¢ AFRGAHE0] EFE
b e FoEc] BAEH o 9% #%QM AHE B & Bl # s}
of F7kskE W ARS|HAGA B2 vlEHog FskA] 7] W&ol
t}. ol o

B3l wsf ”7%] S o] Fﬂrﬂ‘r 40

A Atk dF AgFol wou werE
2047 2 w7k A epAle AAF s A, 204 AFSY 7
T oln] AFd AMH FH AL Syl Fr.
AT AR RAA7 Z718HE A9 214 oY dAuze 3% A
BAEES 2T FUES WA 2 Aotk AAZ, o] AFS2 A
5 Aol AA AP RAGAE dioA F5o 2R S & 7] A

th7} ©oth olg)g Az}t viE <E O-1-1>9 7S Boll sjgabd, AHs R
AA7L 0%25E 2350 1092 F712 o 234 4FERT B 59
S UE d¥Fe] "ok

5) A+8] 384 (Social Security payroll tax) HAolA w#HZ9] #& ALK
1.3 S (Insurance premlum) WA e 298 BEE gy =& Fof 5
st & P sl webd 4] AoIE Aef Asng Boe g A
Mk e & %3 Fevete] FHATA R A&l o] =EA woe] P&
A0 R e



Aa7A e =& EUE o 10%9] A EGA7L Orde da2e F
H(majority voting) LFNA FHZHo] 2 F ertE B HAL 204
AT A 214 o]} A& v BE AT AR F
7HE Qe Hoh & FoEe] BAHY] WEd 2 AR EAAES A
334 dot oyt Az xe ARZ [2¥ IH-1-1]01A4 204 AHZ)A
o) #¥AY ERS Adstae FApE3 Ak S &3 E (tangencies)
z7d B AASY 58 St A7t BF EFY LEF vt
Al gt olyd Hses v Ao wigdste A9 A RAgA Y F
7PF B7H1E Zolgte F80] 7hs it

A7 FEL He ol 23 FYES A EGA GAHA 7]
AEAANAT 7hsdtthe Aolth 7] o]F Aldiso] UE ALS|EAA
BEE A&k & 7] ol AdES AA AFE dPete AR
A FIES 7IHE & Uk A7) FEd Yetd A& s #3A
& Sy 2ol Fook Fthe As & F Yk

N

~

AW Ql Aol M A &71 s (sustainable) 3t #E Ao E2dt= 7IkF &
oA o] BHEElA|g, 27t AT 7MY slelMe Sy Aol F¥H
o] ZAJ3ttto o3t w0l 15%<) *}Fﬂimﬂﬂlﬂ 5 Ag

rx
iuj
i,
9,
3
ri
offl
r
N
Ap>
i,
32
o
i_.
N
ol
ol
_,>i
—[o
i
BN
o
T
o]

[
o3l
i,
uj
E
o
=
5
rl
3
ég
= 7
I
ot
[o
i
Auj
=
!
z0
£

59 AFo] TKtel met Awshs Aloke] RN RNH 72 Al (steeper)
o] 7} JiQlEe] MEshe AL RAME AlTte] il wpg} WalsiA "ol uhebA
7 2GR 7R 1ol A= ol dEFlol HH A d



waa Qo] 234 3% ool WAL, olde] (17 11209
A TRz Yeivta ok o] A 9 FEXEA(median voter)7} 15%<]
A EAANE A5s7] Wil AR EAAES WstA] oA Eth 57
Yo T FEAE 454 AHFO2N 5% Aok AHstE 454

AR ZTOE 3% BARGEANME LA HZHg 7} o] Fofx E‘r.
1 d93e o Asla S o 48 24
*}ﬂi?}*ﬂe “:} 131‘/} 45/‘1] 01’“ B}
3

O

gt e ALBRANE Hsaid @k
A Apoln] 15%H T F& AR EAAAE A3}
T A e AlES %J'é} Argro] Fgrol7] Wi 15% ARS|EAA
7b 450014 TF AR EAGAZE "ok whek AR gAEo] WekA] an
TAYY A7t vt A Gtk 15%2] AR EAAN S FIA 4
g 7 & Aotk o =9, 15d0] At +50d %0l 454]0]d A}
Zo] 6047} HE W 5% U8 Ao A 2 Aolth

1+507) 45%1] APz ¢ 01 5, Alole] Aok 27 Fole 46-59
ARTY B AFEEAY 159 § Bt 2 A RAAAE HdsstA 9
o} HIZ 1450 7]01] 3IAIRE 45417429 159 AjelEo] 159 - 159
Aol Blel] & ARBEAE AsBAGE 577 Fet 1589 =& A
IJRAAE dsshe THAEC] APEE7] WiEel =& ABEAAE A
T3k AR 48 SUHE Qldh o9k A B A RAANE AR
ke AT S7bet AL BUS HlEE Walely] Wi e AER
BNE Asste AFE 79 AR flth olelgh #7g0] #F A3 EA
&9 W3l glo] F34 A&E & Qith

\:u -



450
S e

450
S s

450
S T

£+50
S

3% 20

t+50 0
S s

10% 15% L
AL B A&

=y Az EE gl #ds FASL e AR EAGA &0

AAFR o]Ake] ng_«} AFA T TEE F=dta Lo FEslojo} Fht}

Soa e 1555 ARGl G ] WEA LN
Aotk
A9 242 B HEE AYFE o3 FAAFAI A4



=917

=

rde AFS|E A&

1

FAE AFEEAA FoAsAd

AH7E 7hdek Al

0]

7] W&oltk 2t AAARY] trte

ZH dE AE
AizE 7)o AEPYE Ao FAZoR Ko 5

o dart ok 9
o

9

2
14

10%°014 15%2 2

ke
o

s e T

5

oy
H

el

3
]

plE
st

Ho

ox

1
-

T

X~
=

o| AJAl

1

o

)

3) E9IFER 2

Nin

ox

R
1o

N
H

oj
i
BN

—

;.A_I
o

w

!
I

A FAE0l

stk

- =]
© ©

fs

& 279 A

ol 7}

=

s =

L

&y s

3]
=]

NF%] AFeAE B

L

T

F/5)
sl AFEE Aol ¢ BE A

S
=

i

il

L

=Y x718A A

ol
=y
o

B
4

no
H

_—

y[at
B

VY52 3

&

A==

e F537t 7F

Aol ot

]
T

o]

jaze)

Aqr

o] Atetgel gt g

9 A= Fh #<
L8] BAA]

¥

[¢]

stk W, 4

A

-
5 ©
g

o o
122 903

-

=

0|

Al

=]
s



B3] AF3 KA (Social Security)©]2t £ $E HFHY =IRAAEE =
B4 Adg ¥ =908 5 95X F(OASDHL: Old-Age, Survivors,
Disability and Health Insurance)s A3ttt & A=v Z2A9} 1§57}
Hishe ARBEAAAE Ao A AR siA +FEH= FHE
o] 39348 (Defined Benefits) 3 & AFATolt}, vl=re] A3 HAGA =&
HEFAY 3 =8 FZAF(OASL Old-Age and Survivors Insurance) 4l
A4 Ao AF (DI Disability Insurance) AEHARCZE FEREH A7)
T A8 &3] OASDI Ao 2 B o5 R (Medicare)> HY B
(HI: Hospital Insurance) AEAIAY HFH SJFH I (SMI: Supplementary
Medical Insurance) AEAIFOZ FRETE wehx Y vz ARG
AZe & 9 AR 450 Utk

1940958 wof7F AZHE B9 AR RAA == 22F AAA o] $-¢
HoHl 3 Alth7t A2 o082 2E6l7| Al&ete 2030d 4 AFESH o
= Utk oledt AFAAY B EAE WAsty] H deAs
AN oA gt H2Y JEXAES AVEDA ts 2o

= AMSRAAAE el &3] 1998 4o AA|E 2H] o 2FAL
(Zogby poll) A23}9] AL AFAE NS Zadol sl H'd S (young)
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A AR AA Ao st Sl th(Bowman, 1999).

A, AR RAATY] AFAE BB AE A ABEAGA A
gk o8 ZALEE 99d 3¥€o] HAlE o FI F FA [
(Opinions Dynamics and Fox News); 7} It & ZAbl| A= ZAF At
o] 54%7F AEAA B AE AT A RAGA Qo] wdigk v
37%5ko] ARS|EAGA QS sk QUTh

o9} Walste] A HAA LS F7H P g
2k dist A22AE 99d 39 'NBC 2 2 Y2EIE Ad
(NBC News/Wall Street Journal); o 28] AAHAY. F FAbd wp=w
ZAL gAY 74%7F Fo] Aol whigk vbaE, 229%Tko] Fof At 3t
stk
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o
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?2) wAME 20l -ZA9=ZH =(National Superannuation)2| A<

FAAEA AT Q= ZA7YY FHAFL 189839 =H A
(Old Age Pensions Act)ell <J3l T=¢i= o] Z]:LW}Z AP = &
Aoty HUHE HIET F8 AXFEL ZEAUA 5523
Fasted A= Ads = T HHA AdelA dee AFst
APS R AL Aelsta Qo)

AN A9 Yol FEF HE FAASY AFA} HYE W

it o

fir

7 ‘1]?‘ ARB| HAA =] ARS8 AR RAA el dF ARZAE AL R
Al Vel s sk AatzE Yehde AE 5o 2 s dart ok 7keia
et Z1EAHEA R Ao R 1937d 1%0] BHAE LS H A E(OASDHD)
1950 1.5%, 196013 2.5%, 19701 4.8%, 19801 6.13%, 1990Lﬂ 7.65%%2 A& ﬂoi =
7FSFATHU.S. Social Security Administration, 1997). P|=2] 749~ A3 RAGA =7} &
AlMature phase)ll X1kl whel AR a1 Zﬂﬂloﬂ/‘i s e O]'
A AT A AREAlstE AL glon, ] of wel A RAAANE FIHHoE e
Ao dAe 7L BAske AFA Y T 5 7ol B8] Wi
of MAsks dom olgstolof & Aoltt. ol AR RAATF F3 SUkSHA R
Zolehs #ad] B9 dAdhs Aol



=53 FHE 253 v ARtk w2
EA ] ZA ol E 2 AH(retirement tax)” HE2] A&
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Sis T AR La¥e LS AE EAA
%Qi Fasta itk Ty e} AR RAAVE SHE Al
250 FAE= B wtel FAREY HHA = A
F7H FEE FAEI ks HellA A 2ol

4959 A3 19U A 5T AR A wERY
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(RSS: registered savings fund)©|2} E2l= dF7/NEte] FaU &2 7]E9]
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972 B AU F, (AR 2, S5 WA
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A} Galasso and Profeta, “Lessons for an ageing society: The Political sustainability
of social security systems, CRR working Paper, 2004.

(F 0-2-1) 7Rt +A S B9 FEX Ao o[F=
o5&
A} =7t sAAA RS Vo E TAFEA dF
2000 2050 2000 2050
R 2.7% 1.3% 43 53
= 3.6% 22% 46 55
o] ] 2.6% 1.3% 44 57
253l 4.0% 1.4% 44 57
KD 3.1% 0.7% 45 53
)= 33% 22% 47 53

A} &: Galasso and Profeta(2004), 2 A A.



2 A=7}

o

y
ALH At 44}

Al g g wet
H

0

o

}

T

]i]l'

=P
H=
4

]_

T

B3ty

kil
15 IS of

T

3kl o] o}

5

?.

|

o

q= &7
1571 3

)
T

|

1

o
3}
=]
p

2]

i

5

=]

3fofof
I3

[¢)
Al sobA7] Aol deige dddl &714 %8 35

kel FHATALS AT a7 WM uF

of §ict. o]z

19

2~
B

ZAFALE] A

2 AFsl 29
(18 D22

%ol

i

o

B

[0)

s A W

60t o] F3tEol

[e)
-

3l 9JTHGalasso and Prota,

]

=

CEERERE

L=

R

ol

=

| d=Hoz =

0

&9 2uf¢]

hyA
3t

dZol H]
200

3

g

b



50 J3HAZ9 XTI &et AT MAEAM-HAAH XL Jsd SAMeR
(12 [O-2-2] 1570 EU 3 =20le| ZMZH Tof st &
(%)
50 _
s | _
0 []
35
30
25
20
15
10
5
0
=9 AHol  =ZZA  olefz] 92 EUHT
mZstA Eo Dozt So mekzhut  OzsiA el
T ARG AT AE FAE 8 HEH Ag e BER o dis

BT 7S
A} & Galasso and Profeta(2004), 2 AlA].



0S0¢

0v0c

0€0¢

0c0c

010¢

000¢

066 |

086}

0461

096}

0G61

30

2 (Average Age) ‘

4

—o—

‘ —o— =2/ & (Median Age)

A}&: Commission of The European Communities(2005), 2 AlA].

A+ AFA

)

Aqr
Mo

W
A

AF7HA]

g 939)7)17to] 20008 1819l 4]

TBE}

s
&3 ¢
o)
=

s A
=]

P w=el] wlel

2E

AgoAEe] g 7hede &

o

ol =&

=
o

gQlo] W= 94 dojd 7}

Y

= X
- =

ol 3]
A

1 29584 )22 HAAEAAY HEE g7t

]

U}

&

A AANA g wE SR A7yt s

=] R
B4 =

w7} ol$ 2 @ ol

T
.

3

2ol A AlAF

[e)
-+



g ol=a &
t=ol

toil cct

1o}
mo
gl

f=

?.

od

(08 1[-2-4]

1o
I

0=
AH Q!
O0l=
2HQl

50
&)

-

o0

50
8J

Rr
[m)

=plFl,
od

<+
o
3l

BE=HRD2

74
75
79
> 79

144
12¢

124

65 ©
65
65"

63

5} $elviele)

]

3

184
84

124
L& Galasso and Profeta(2004), A AlA.

5 «—m>

I

i I

194
7

hyA
AL

47
53

2000

2050

A28 F91F

S 98T A A A wE S

o
g

b
A

2 JFugstet duA=rt

x
2]

F9%

=94

A

A

)

pi
o

19

S
A

=

|

S A

1

L

=

=

oy
S

sfell X
LR

0

[

. ol

o1fE Het AL HE

[

b obs

27

oleke %

Ugtits A58 el

2=

°
T

p .

)

—_

gl

O

T

Mkl
A0

i0d
N
ro



Ptk 40od whe 204, =9

0

1}

B

50t Skl &

[e]

T

of uzt Al

TR

B

€

]

= A

i)

9

ol 8171 mZolth.

@)

(3% O-2-5] (-2t

718 8t
20 7o) AFSF7Nte] ¢

L

= Fa/ir A"l 6043

o 6041744 A

EEkE

o

Bl

100 r

A= BAA



wn
~
Ok
12
rO
ol
1o
>
a4
_'F
z
g
_(')£
O
—u
el
M
X
0
i
X
>
o[>
d
olr
>
of¥
ik
|0
HU

AR ol QRaAd HED 92ARRoE A9
< " AP (Implicit pension liability)= ‘AF-F- 1F AFAZ= A
SHAZ Qe et FA4sA F7kske Aol Aok divketd 2003
d S0ds ARANAT wad d FUASAEE UEEY 7
SolAsh 2o] RARPAOR LBE A9 AN YA ¥
HEE 498%2 AN WE SRdE RS E 9% E33h7] wEol
=1

o _L..,
—111
2.‘5
N
N
\O
U-)
l\)
N
é
0
ol
b
2
o
L
2
iy
ol
=
ox
e
ox
oy

ALY
i:{

E
%‘HOJ%Q A5 2008%1 GDP d%ﬂl 62.4%%] HH a7y A&Hoz F
7Fsted 20501 118.7%, 20701 1269%°] @& ZAo= AWE ot W
R HEEe v-gPREAY MES 1004 3HAFAT L35
u

TRAFAEY AFEHE A AFA7IE A taf #A AVIE &
FE AE Aoy, 77k AFAELY 8 Adolx GDP tiHl 100%
g 2Fste MARREAY EAe FF daAE Yot A8 -8
Aoy dFst AoFaglioz 28e o gl ARldES TS T
AT MAHTAE s We AAYFEE FAAZ et dve
S A At st Wt vpso] AlEEith



>

ZDHAMSOIA ] BT HFNH JH5M dE FAUTENRE FHo2 55

(FE 11-2-2) GDP CHH| &

1A

Ho{=2 pg|&zl

—
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o AAel| dfel the o] 7]Estal YtkMark Pearson, 2006). “¥H9]
25 @A SATAZE o] wal A i@ Fulvh anpHoz
B glke SHelA e} OECD 3] 9=3} HlwA] 1AL dju|xi<)
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A2 totes A1 sREATel e BAL Holm ke AwS
A7 AFAS] AF AAAY A2AAeNN AdrEd AFS A
oz AZlen A AN, A2 e Frlo] A5 A3
52 ojn] EYaAY B9 ainE Azl nada dLdE Alsls
99 d2AEd o B8 AdAhel oA 2 YTk Ao

9) Robert Palacios and Oleksiy Sluchynsky, “The role of social pension”, Power Point Version,
The World Bank, 2006(April). Robert Palacios and Oleksiy Sluchynsky, “Social Pensions
Part 1: Their Role in the Overall Pension System”, SP Discussion Paper No. 0601, 2006.
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AAEE e 29 7lojolg R Adaglo]l =QloA s FH=E AT
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ato] A E ARTS AT el e dAE A st

voaTd AEHe] AdoA Tt e AL
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N 7oA BEHQ Zﬂl]:_(supplementary)i TG =7}
E(core) 2 FFE =7l whet &g Aol TAT 4 7] o

2) HAMHTE of E=X HZ(Core vs Supplementary Social
Pensions)

ALY E-T7A Qe e AP E AaATsE A4A
Q7F oW BFA AERJIZE F238H7] Hal, 654 o) Q1T tiEl
FEA HIES AT &5 O] AFY FFEoE FI ARE A}
Atk o] EF7IEe wet dobe(27-8%41), HlHlok20%4)), B
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o} WIZ@% ), Z2Eke sk FFH ok Ae25% ),
WeetEl Al Yo $-F3e](1% o1, BAoK1%A), ot=dEY- o~k

7} F3=(1% vIThe 7% E%Z(Supplementary) A
T2A AR AFAEE +95e AoE HriEa gl

(E [-3-3) 2 /ML 4=o Ma[+EYH A=z 2d:e

6541
‘ apae | 2% | san | swan
A= A5y =
WA | ol MF) | AE =T
E 7 T(%)
oA 2] 1998 6% 3% - -
ol= 3 EL} 2000 1% 2% 70 98%
2y 2001 15% 12% 65 85%
FEH)o} 1998 5% 40% 65 95%
EEN=EEY 2000 2% 10% 65 78%
oJJE 2004 18% 13% 65 82%
o] ~E o} 2003 2% 12% 63 99%
Qlr]o} 1999 14% 10% 65 86%
] Ao} 2004 9% 7% 65/60 93%
ola 2003 86% 2% 65/60 2%
17 2005 21% 10% 65 79%
AR 2001 4% 24% 70 94%
7Fed® AT A&

TrorEid A e (Targeting) SATEE (17
Y. T4 AL 10095 294 45 A4
A& Palacios and Sluchynsky(2006)
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(E T-3-4) 2EXl Atz|sEd AgHE ZYA

27k 2ou|8

A 2005 2010 2025 2040

Ae FedHE 60 | 65 | 60 | 65 | 60 | 65 60 65

OECD 3= 3.0% | 22% | 32% | 2.4% | 42% | 32% | 48% | 3.8%

13% | 09% | 14% | 09% | 2.0% | 1.4% | 2.8% | 2.0%

3 Foobrlol | 23% | 1.8% | 24% | 1.7% | 32% | 2.3% | 3.8% | 2.8%

Z23 BolZggl | 09% | 0.6% | 1.0% | 0.6% | 1.5% | 1.0% | 22% | 1.5%

2} 29 o} T} 07% | 04% | 0.7% | 04% | 0.8% | 0.5% | 1.0% | 0.7%
S efg o Aokt 15% | 1.0% | 1.6% | 1.1% | 2.5% | 1.7% | 34% | 2.6%

dopAjo} 1.1% | 07% | 1.1% | 07% | 1.5% | 1.0% | 2.1% | 1.4%
T 7] e dold GDP tiv] 15%9] Fo1E AEdrhe 7 st A9
A5+ GDP H]&
A& Palacios and Sluchynsky(2006)

3) AEaEd dAgdE EEE MMzTA: =7IZA(Initial

conditions)

AALHE AETEE AFAEY &9 oF 23N a3 2L 34
oA g F7bel Al I3 /d3HE(country-specific conditions)©] 117 ¥ o]
of ghhal ZAxsta itk FAA LR o AESRE dAeAEst (FE
Aogety) =dHol Q¥ erk vobh FHE
(social assistance)’} F&H J=7P =JAEY WITEo] g
H]ffH EFo7b o] =Y 29H e 719% duA=e A

o
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72 SHUFY AEH7Isdol et AT MEAH-YXH K& Itsd SHe=E

(£ 11-3-6) =71E AlelsEd AgME 2288 FF
(2004-2005 E|AHE 7

AEedE | ARl

EYAALT | AT AE il 7+
| GDP | FRTAZE
A H Z] =
Faad + + + + + + | OTEL g

OJRE | 7.0% | 47% | 1.1% | 0% | 39% | 2.6% | 27% | 2003/04
ANAVEE | 64% | 53% | 1.0% | 08% | 52% | 43% | 19% 2003
Ak 37% | 28% | 0.6% | 04% | 2.6% | 20% | 22% 2004
W72 | 53% | 38% | 08% | 0.6% | 49% | 35% | 16% 2005
Az 4.1% | 3.1% | 06% | 05% | 27% | 20% | 23% 2003
e 89% | 69% | 1.3% | 1.0% | 7.7% | 59% | 17% 2004
HURol | 75% | 62% | 1.1% | 09% | 42% | 34% | 27% 2003

wdldel | 72% | 49% | 1.1% | 07% | 4.6% | 32% | 23% 2001
HEd 69% | 55% | 1.0% | 0.8% | 39% | 3.1% | 27% 2002
A7) " gS doy GDPUH] 15% AEEolAHS Y3t ARAA A=e

=

A& Palacios and Sluchynsky(2006)

1) FE|Hztole] =RioiF &It

<E I-3-6>0 d79 27159 AS ¢ 2,
QAT AGE7} e WA ol 243 HEAS 2o gl W
Satete] HAAS A5 Ao 2AEA 7%
Aoz HgHFHo] F43 I/t Aoz odn.
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HAHAMY BAoZ
(E I-3-7) 2008 O|M(OkE AlA) SHf2tHo A A otstdE HH Aol
HEXMEZo ZAMUA 7|xdd3 EA| 22H|E F
(9 H, =9
P ZH| &
ox T ! =) =
AL sl ol ol 3374 =W7140061d 715
100% <=9 | 80% 4 |100% 3 | 80% T+
2008 5,021 10.8 8.7 10.2 82
2010 5,354 14.4 115 12.8 10.3
2020 7,821 549 439 36.3 29.0
2030 11,899 178.3 142.6 87.7 70.2
2040 14,941 364.7 2917 133.5 106.8
2050 15,793 627.9 5023 171.0 136.8
2060 14,583 900.3 7203 182.5 146.0
2070 12,925 1,239.2 991.4 186.9 149.5
A5 Azp ALt
(E TI-3-8) 2006~2007H Bl'-Chof|M M otsldE 7] = 2(3 off Ale| 2
ghol) £ Al AQMHE FH
(S A4, =9
ZHl&
we | oA ik
= (654 °]%F A7) 787474 EW714 0006 7]5)
2008 5,021 52 49
2010 5,354 75 6.7
2020 7821 36.6 242
2030 11,899 131.0 64.5
2040 14,941 2732 100.0
2050 15,793 475.1 129.4
2060 14,583 690.9 140.0
2070 12,925 953.9 143.9
T AdEaY T 2971 2AEE ae 2808 FAZAY

A5 AR AR
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2007 IS MA et RIS E 9%E FA8HE 2008 50%
£0] 2028714 40%2 313 =8E A 206010l

7190] 27" Aog ofAdEH, 20099 FHFAAHGDP)HH] 0.9%°] &
1 o] 20708 Toll= 72%0 B Ao Ay
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2050137 1,1005F H7HA] Z718 Aog o FET) HE SHAAE 2008
Q 71A7|F0 2 2009 4%, 205090 1172YUo] 2Q8E AHog AW
ot FEAL iy 7|2 AE FHE-S 20004 0
14%, 20709 1.6%°1 |5 ASE o= Sl
o] A% A= FAIHEo] 20099 GDP HH] 13%(FHAF 0.9% + 7]
= AT 04%)9 A 2070 GDP thY) 88%(ZHNAF 72% + 7/12=HA
T L6%)ZE S/t ALRE FAHI ok o8 HX=3 HluA] GDP
el FAHAF HlFol At A v ASE YEhal Slof FHolx
207097HA = A= frAlo] HThE ojglgo] gl AoZ MYHr
a8y 2R A AARAME T 7EA AR AVE F A
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(TS =4, 1)

ofe
-
o

GDP
i wde | w4 |$AE | 44| AU | 49| o
T g | 4 3%

2009 46 26 20 9 37 285 266 | 09%

2010 51 28 23 10 40 325 275 0.9%

2015 76 39 36 18 58 574 292 1.1%
2020 110 54 56 32 78 923 265 1.5%
2025 136 69 66 55 80 1,304 221 2.0%
2030 176 87 89 87 90 1,739 19.1 2.5%

2035 204 106 98 130 74 2,126 15.8 32%

2040 240 128 112 199 40 2,401 11.8 4.0%

2045 261 152 109 282 21 2,419 8.7 4.9%

2050 278 182 96 379 -102 2,077 5.7 5.6%

2055 264 205 58 471 214 1,240 3.0 6.1%

2060 232 232 - 599 -366 275 02 6.6%
2065 267 267 - 728 -461 - - 7.1%
2070 309 309 - 846 -536 - - 72%

1) RIAEE 9% +A
2) AFAL FAE o] Ade A97)F
5 AL AL



2,500

2,000

1,500

1,000

a0

———
| — e 1N

2009 2013 2017 2021 2025 2029 2033 2037 2041 2045 2049 2053 2057 2067 2065 2069

— T — | . . = 0 —_— I 2

(E [-3-10) FUNAF +FLYPE

(ko) AR, 200813 7HA71E, )

= s (o)

=
AETHE

104 | 20 | 30 | 401 | 22 |10 | 208 |30 | 401 | 22+

B=02A| 336 | 30 90 | 177 | 263 | 263 | 196 |5.38|5.28 |5.23|3.91|5.29

B=05A| 840 | 76 | 112 | 220 | 327 | 434 | 243 |2.67 | 2.62 | 2.60 | 2.58 | 2.63

B=0.7A [1,176] 106 | 127 | 249 | 369 | 490 | 275 |2.16 | 2.12 | 2.09 | 2.08 | 2.12

B=A" |1,680| 151 | 149 | 292 | 433 | 574 | 322 | 1.77 | 1.74 | 1.72| 1.71 | 1.74

B=12A2,016] 181 | 163 | 320 | 475 | 630 | 353 | 1.62 | 1.59 | 1.57 | 1.56 | 1.59

B=1.5A{2,520| 227 | 185 | 363 | 539 | 714 | 401 | 1.47 144|143 142145

B=2.0A[3,360| 302 | 222 | 435 | 645 | 854 | 480 | 1.321.29 |1.28 | 1.27 | 1.30

B=2.5A4,200| 378 | 258 | 506 | 751 | 994 | 559 |123|1.21|1.19|1.18|1.21

B=3.0A 5040/ 454 | 258 | 506 | 751 | 994 | 559 | 1.02|1.00 | 0.99 | 0.99 | 1.01
F: 1) 2008 Foldkel] A8 AZke® 16804 9E VIEo® T,




FE|UEle] SHASEINE SHYe qudgy 7| =eddge g
BAYY SR
(E I-3-11) 7| =2=8dg s 2 2o Y
: 6541 O[ & oI T 70%, AZrel 5% Xl&
199 Adwq 9 :
5 R E
ax | WA @ a0 : '°(ﬂ : -
b A | ga | 2008d [ . .| 2008 |GDP Ui
A | Az | B e zus
2009 | 3,635 88 82 4 4 0.4%
2010 | 3,748 93 82 4 0.4%
2015 | 4512 127 82 7 4 0.4%
2020 | 5475 170 82 11 5 0.5%
2025 | 6,944 222 83 19 7 0.7%
2030 | 8329 288 83 29 8 0.8%
2035 | 9479 368 84 42 10 10%
2040 | 10459 467 84 59 10 1.2%
2045 | 10,883 589 84 77 11 1.3%
2050 | 11,055 737 84 98 11 1.4%
2055 | 10512 920 84 116 11 1.5%
2060 | 10,208 1,147 84 140 10 L6%
2065 | 9,797 1,429 84 168 10 L6%
2070 | 9,047 1,781 84 193 9 1.6%
T 1) 654 ol AT T 70%
2) wRIds AAVIAe A aS5Amhe 5% A
3) YETER YT
Az Az AR
2) TUAS(2028HFE 40%) + J|==AS(=UAS AU
10% XZ)ste B9
SA AR UG DO B ALST = Y 1o =54
55 AFet] ofdve BARE ol Axs =dA #7144 @
wg0] A5d & e Uds HES RES I IUds FoAFES



g2  SHUEY AHsdol HE AT MEH-HYXH K& Itsd SHeE

O]Nr

Yok ) RAAR 40%8] AEWALE FADTE WA B,
olal A4S wld] i F7h 251 N 202897 HR
FRAT AL 10% FES 2= AFOE AFHE QIS B
2 9}

AA 654 o)A =2 70%A 2028 AEE 10%9] 7Z=HAFS AF
3

s
o

E
S
] A
&
2
A

b

H‘_l

&

& 799 AQeHEe 2000 71FCZ GDP tiH] 04%14 2070 3.3%
A F7kE Ao FAYL Utk v FNAF FFA FIhF0)E
Hkgste] 654 o) Q1T F 40%E WFOE IWAF A 10% FEY
NZxEHAFE AFE AfdE 20708 71ZC2 GDP tH] 1.9%9 A
Qo

HAF 04%)°lA4 2070%_ GDP rﬂﬂl 10.5%(5#1{10&% 72% + 71§_h€§ﬂ
33%) = S7kte ASR FAEL vk oe A= ¥lwA] GDP
g FAAF HlFo] AA =4 @v AoZ Yeha glo] FHolx
207097HAE A% Ao WrhE 0134 o] §& Aoz HHTh
FUAF ASHAEEH) T 72 =B AF10%) ZFo] g2 A4S &
SHE SN Ax FAHES 745—8}‘13_ 2009 GDP thH] 1.3%(=
m A2 09% + 711_& AF 0.4%)°14 20701 GDP thH] 10.5%(5 N AF
72% + 71Z2=HAF 33%) Tt 2028 o]F 654 o4 =<l 40%0A
%‘% 735 GDP tj¥] 9.1%(5W AT 72% + 7|Z2x=H A
i Slo AR FE AE FAHIEe] 208 AoE A

T <# [1-3-11>, <X [-3-12>%%).

[3%)

ay

oA thet ol Msl FAHel vigo] AT YglE B
FULE ofdt ALE wgle) Be RFAEFES o A% w2
F the FHolA Foel AAE FEeA Facy vEwn e
ok D9 FAS HBRE ks Z 5 Arks Aol Uk



fE|LEle] SHASEAM T UMEsk Zaldgn [ E-HAHF g3
ALY BB
(B [-3-12) 7|==dodd AR 2 2K Mt
: B5AM| Ol A QI F T0%ME, AZkel 10%XZ
gg E;j_lﬁ 65A1018 AT 5 70% A&
AL 829
43744 7]2 _9;)5}%% qlﬁigf AT A | 200;5 G];}’H]iﬂl

o Ll 7] %7]_7_:][2) s Hlo
2009 88 82 3,635 4 4 0.4%
2010 98 86 3,748 4 0.4%
2015 162 105 4512 6 0.6%
2020 | 246 119 5475 16 8 0.8%
2025 351 131 6,944 29 11 1.1%
2030 | 575 166 8,329 57 17 1.7%
2035 736 167 9,479 84 19 2.0%
2040 | 935 167 10,459 117 21 2.4%
2045 | 1,177 168 10,883 154 2 2.7%
2050 | 1474 168 11,055 196 2 2.9%
2055 | 1,841 168 10,512 232 21 3.0%
2060 | 2,294 168 10,208 281 21 3.1%
2065 | 2,858 168 9,797 336 20 33%
2070 | 3,562 168 9,047 387 18 33%

T 1) 20283704 =R E A A 7F A

) JFAEEE BT

HA a5 109744 2



s BEIZ| NAIsA] BE 947 MEE FAH A% s SMOR
(B 0-313) 71283 Byxs 2 coxe Je
F0iF +38 e, Aztel 10% XIF
e S FRAF £8P

A FH &=

/4 (x%8) R e 7% 4P H8
2009 88 82 3,635 4 0.4%
2010 98 86 3,748 4 0.4%
2015 162 105 4,512 9 6 0.6%
2020 | 246 119 5,190 15 7 0.7%
2025 351 131 5,681 24 9 0.9%
2030 575 166 5,841 40 12 1.2%
2035 736 167 6,032 53 12 1.3%
2040 | 935 167 5,976 67 12 1.4%
2045 | 1,177 168 6,219 88 13 1.5%
2050 | 1,474 168 6,317 112 13 1.6%
2055 | 1,841 168 6,007 133 12 1.7%
2060 | 2,294 168 5,833 161 12 1.8%
2065 | 2,858 168 5,598 192 11 1.9%
2070 | 3,562 168 5,170 221 10 1.9%

7 1) 208/ SAaT AAVFIA Base] 0% 2%
) FRAT FRES WIS FF 65H ol AT F 40TFEL 77
s AR AT,
3 TR AT,

g Az ARk

3) =EAS(

AT IS+ 9%S FA5tE A25HASS 20283714 30% % 3F

2028458 2~SUHE 30%

AZ2l 10% XI&)sl= B9

AX O
T T

A + 7|=™
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] A= FHY7)F)o] 1.8ufdl] ol28 A7l B A AA
Ao® Yehal ok o] A5 2009 Ul FAA
(GDP)H] 0.9%2] =RIAF FAEH][E0] 2070 Lol 54% 5o €
AoZ FAHL Ut}

O AEH ZUAZTE0%)T 712 =BAF 654 o) =9 0% A A
#9 5% A AAZFY A Ax 5%—91 Aa o] HAAAM ] v]X]
A Zdte TARS a1t 7 ol 5%°14 10%=
dste ks AET Za7t itk 715‘3_&%% S 10%2 s
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2009 46 26 20 9 37 285 26.6 0.9%
2010 51 28 23 10 41 325 27.6 0.9%
2015 76 39 36 17 58 576 29.8 1.1%
2020 110 54 57 31 80 929 27.6 1.4%
2025 136 69 67 53 84 1,323 23.6 1.9%
2030 179 87 91 80 99 1,789 21.1 2.3%

2035 | 209 | 106 103 | 116 | 93 | 2248 | 186 2.8%
2040 | 252 | 128 124 | 171 | 81 | 2,677 | 152 3.5%
2045 | 285 152 133 | 232 | 53 | 2989 | 126 4.0%
2050 | 323 182 142 | 300 | 24 | 3162 | 105 4.4%
2055 | 341 | 205 136 | 361 | 20 | 3,143 8.8 4.6%
20600 | 357 | 232 124 | 449 | 92 | 2,843 6.5 5.0%
2065 | 357 | 267 90 | 546 | -189 | 2,085 42 53%
2070 | 350 | 309 41 634 | -284 | 857 1.8 5.4%
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2000 88 ) 3635 4 4 04%
2010|103 % 3748 5 4 04%
2015 | 197 27 | 452 | 1 7 0.7%
200 | 32 156 | s#15 | 21 10 10%
205 | 479 19 | 69 | 4 15 15%
2030 | 863 249 8320 | 86 25 25%
2035 | 1104 | sl o4 | 126 29 30%
2000 | 1402 | 251 | 1049 | 16 31 36%
2045 | 1766 | 22 | 10883 | 231 3 40%
050 | 2211 | 252 | 1055 | 293 3 43%
2055 | 2761 | 253 | 10512 | 348 ) 45%
2000 | 3441 | 253 | 10208 | 421 31 47%
2065 | 4288 | 253 0797 | 54 30 49%
0] sy | s 0047 | 580 27 49%
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2009 | 46 26 20 9 37 285 26.6 0.9%
2010 | 51 28 23 10 41 325 27.6 0.9%
2015 | 76 39 36 17 59 576 303 1.1%
2020 | 111 54 57 30 81 934 28.5 1.4%
2025 | 137 69 68 50 87 1,338 | 249 1.8%
2030 | 181 87 93 75 | 106 | 1831 | 231 22%
2035 | 213 | 106 108 103 | 110 | 2355 | 218 2.5%
2040 | 263 | 128 135 144 | 118 | 2929 | 195 2.9%
2045 | 307 | 152 156 184 | 123 | 3521 185 32%
2050 | 367 | 182 185 21 | 146 | 4194 | 183 33%
2055 | 416 | 205 211 245 | 171 | 4978 | 196 3.1%
2060 | 481 | 232 249 299 | 182 | 5881 19.0 33%
2065 | 542 | 267 274 34 | 177 | 6752 | 181 3.5%
2070 | 622 | 309 313 423 | 19 | 7,697 | 177 3.6%
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ALY BAo=z
(E I-3-18) 7|Z=EHg oAty 2 Ao M2
: B5M| Ol &k 70%01 A M8, At 20% Xl=
S;f i‘ﬂ;ﬁ 654 o] T 5 70% A&
A FH&
AR 2008 ) Rl 2o z9, GDP tjv]
71744 () ” %;}’7_3’ 2008 &
7157+ A?

2009 | 88 82 3,635 4 4 0.4%
2010 | 108 94 3,748 5 4 0.4%
2015 232 150 4512 13 8 0.8%
2020 399 193 5475 26 13 12%
2025 | 608 227 6,944 51 19 1.9%
2030 | 1,150 332 8,329 115 33 33%
2035 | 1472 334 9,479 167 38 4.1%
2040 | 1,870 334 10,459 235 4 4.7%
2045 | 2,355 336 10,883 308 44 53%
2050 | 2,948 336 11,055 391 45 5.8%
2055 | 3,681 337 10,512 464 43 59%
2060 | 4,588 337 10,208 562 41 6.2%
2065 | 5,717 337 9,797 672 40 6.5%
2070 | 7,124 337 9,047 773 37 6.6%
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NEHAY | @) 2 %7}’74 2008 3 SH &
71573
2009 88 82 3,635 4 4 0.4%
2010| 108 94 3,748 5 4 0.4%
2015, 232 150 4512 13 8 0.8%
2020 399 193 5,190 25 12 12%
2025|608 27 5,681 41 15 1.5%
2030 | 1,150 332 5,841 81 23 2.3%
2035 | 1472 334 6,032 107 24 2.6%
2040 | 1,870 334 5976 134 24 2.7%
2045 | 2,355 336 6219 176 25 3.0%
2050 | 2,948 336 6,317 224 25 33%
2055 | 3,681 337 6,007 265 24 3.4%
2060 | 4,588 337 5,833 321 24 3.6%
2065 | 5,717 337 5,598 384 23 3.7%
2070 7,124 337 5,170 442 21 3.8%
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(E [0-3-20) 252 Iodds MYHY
P 2028 7B ASUAHES 30%E RAY 27
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T GDP

A REE | B | FAF | A% (AR5 AE9EY | o]
Tl e | 2 %

2009 | 46 26 20 9 37 285 26.6 0.9%
2010 51 28 23 10 41 325 27.5 0.9%
2015 76 39 36 17 58 575 29.7 1.1%
2020 | 110 54 57 31 79 927 273 1.4%
2025 | 136 69 67 53 83 1,318 232 2.0%
2030 178 87 91 82 97 1,776 20.6 2.4%

2035 | 208 106 102 118 90 2222 18.1 2.9%
2040 | 250 128 122 174 75 2,630 14.7 3.5%
2045 | 282 152 130 237 45 2908 | 121 | 41%
2050 | 318 182 136 305 12 3,032 99 4.5%
2055| 333 | 205 128 368 35 2,946 8.1 47%
2060 | 345 232 112 458 -113 2,552 5.8 51%
2065 | 341 267 73 557 | 216 | 1,672 3.4 5.4%
2070 | 328 309 18 647 | -319 283 09 5.5%
F 1) RARE 9% 7A
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654 ©] 4 ligﬁ%%gﬁﬁ FH8(E9)

A= | A7

2000 | 5192 88 82 5 5 0.5%
2010 | 5354 98 86 6 6 0.6%
2015 | 6445 162 105 13 8 0.8%
2020 | 7821 246 119 23 11 1.1%
2025 | 9,920 351 131 42 16 1.5%
2030 | 11,899 575 166 82 24 24%
2035 | 13542 736 167 120 27 29%
2040 | 14941 935 167 168 30 3.4%
2045 | 15547 1,177 168 220 31 3.8%
2050 | 15793 1,474 168 279 3 4.1%
2055 | 15017 1,841 168 332 30 42%
2060 | 14,583 2,294 168 401 29 4.5%
2065 | 13,996 2,858 168 430 28 47%
2070 | 12,925 3,562 168 552 26 47%
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Soluelel BHASEANET WHYE: FNATD J|EeYABY |03
o

-323>7 2tk HISEE 992 FAGTE 7HE stelAe 2070 T 7IE
o2 A& ™l 2A4o] Thssted AR XA FE HUE #A7L
AL Aoz oAdrh s 20099 GDP thEl 09%¢ AZEFE7} 2070
o= GDP tH] 4.6%°] @& Aoz o= gtk

(E [O-3-23) 25 0z MYHY
P 2028EFE ASUAHES 25%E RAY BF

(G =4, 1)

TTH GDP

Az | [ wdn | =4 | $AF | 2% 4903|498 | o
A zgy | 2o 3%

2009 | 46 26 20 9 37 285 26.6 0.9%
2010 | 51 28 23 10 41 325 27.6 0.9%
2015 | 76 39 36 17 58 576 299 1.1%
2020 | 110 54 57 31 80 929 27.7 1.4%
2025 | 137 69 67 52 84 1,324 237 1.9%
2030 | 179 87 92 79 100 1,794 214 2.3%

2035 | 210 106 104 112 98 2,270 194 27%

2040 | 255 128 127 161 94 2,746 16.5 33%

2045 | 292 152 140 212 80 3,162 14.5 3.7%

2050 | 339 182 157 266 73 3,534 13.0 3.9%

2055 | 370 205 164 309 60 3,849 12.2 4.0%

2060 | 407 232 174 382 25 4,062 10.6 42%

2065 | 433 267 165 464 31 4,003 8.7 4.5%

2070 | 464 | 309 154 539 -76 3711 7.0 4.6%
F 1) REES 9% A
2) AFAE FA= gn] AE AY7]=
25 AAF ALk




2009 GDP tHHl 0.5%

[e]

to 2 15%9] A
1T

ol

kel
AZS 20099%E 654 o) =

£

AA &

oA 2070\ GDP tiv] 7%71A F23%A =7}

A =91l A 7]

dl 712w AFdks 202813714 DAHOR 15%7HA &

[

o of

=]
-

4

%
!

|

o

)

AFA =7}

]

h I

u
(crowding-out) &

1] =
=

P
17

[

Ao, 719

s H=

15%2 A48 A
o

3
=&
71Z2AFAZ <

o
[¢)

=
[e)

[e]
=

=

A 7

=

A
o

}(GDP thH| 4.6%)

=1

j
a

4

R

]

[e]

3

A

=
=

Ao 7zaZ &
o 7
23

L

g]

A

mjp
=
st
A



fE|LEle] SHASEAM T WUMEsk Zaldgn [ Ee8AF 105
ALY BB
(B [-3-24) 7|22 AR 2 2K MY
1 2028 FEl F0UAF JIUR BAASO] 15% K&
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|12+ Overview of Social Security Pension in
Some Developing Countries in East Asia -
Issues and Challenges

by Hiroshi Yamabana(ILO, Social Security Specialist)
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1. Social and economic context

Countries in Asia and the Pacific are substantially different in their
socio-economic profiles and in their historical developments. By simply
looking at their economic developments through their Gross Domestic
Product (GDP) per capita, countries in the Region are wide-ranging from
the most developed economies with more than 20,000 USD GDP per capita
(e.g. Australia, Japan, New Zealand, Republic of Korea, Singapore) and
middle income countries (e.g. China, Malaysia, Thailand) to low income
countries with less than 1,000 USD GDP per capita IMF web-pages:
http://'www.imf.org/external/data.htm. The national systems at present and
their historical developments are also various and hence it is not an easy
task to provide a comprehensive overview of the systems.

Social security systems in Asia, as those of many European countries,
have been developing in line with social and economic changes, such as
the development of economy as a whole, including the shifts of industrial
and employment structures (e.g. the shift of the labour force from the
primary to the secondary and tertiary industries) and associated increase in
wage workers and the average income and wage level, urbanization and
increase in the nucleus families. Although the roles of the family in
providing income security to the family and extended family members are
still important in many Asian countries, it has been steadily weakened
mainly due to the rapid urbanization, the migration of younger population
from rural to urban areas and the rapidly decreasing fertility which has led
to the smaller number of family members. In addition to the weakening
role of the families for providing income support to the family members,
the rapid aging in many Asian countries has made the role of income
security measures for the elderly essential.

Asia is also characterized with its labour structure, namely still substantial
percentage working in the informal economy, for example, as self-employed
persons, unpaid domestic workers and rural farmers and fishermen. The
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substantial percentage of workers in the informal economy workers poses a
major challenge to cover this significant share of the population under
social security. Those informal economy workers and non-workers are
difficult targets for classical social insurance mainly due to their low
income and low affordability of social insurance contributions and
difficulties in the registration and the contribution collections. Some of the
coverage extension could be done through the formalization of the
employment, which is observed in some of Asian countries such as China
and Thailand, but not necessarily happening in all countries. In addition, as
seen in Japan and Republic of Korea, some segment of workers will still
stay as self-employed workers, farmers and fishermen although the economy
and society become more industrialized and developed and hence the
coverage of non-wage earners still pose a challenge even in developed
countries where social insurance schemes provide basic security to all the
elderly. In some countries in Asia, the compliance even for the salaried
workers is still a major issue, especially for those working in small
enterprises (e.g. Indonesia).

In addition to the coverage extension challenge, the rapid aging of the
population in many Asian countries, especially in East Asia, poses a major
challenge of the financial sustainability of social security schemes, especially
social security pension schemes. Defined-benefit social insurance schemes
will have to be gradually reformed in the scheme designs, mainly though
parametric reforms on the contribution rate and benefit design such as
annual accrual rates, the pensionable age, wages for calculating pensions
(e.g. the final salary versus the working time average) and the pension
indexation. Defined-contribution schemes also will face this challenge, for
example, making benefits adequate in the face of longer retirement period
with proper annuitization, hopefully with proper indexation, securing a
proper investment return in the aging society and in the possible volatile
and lower economic developments.
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2. Rough classification of social security pensions in Asia

Social security pension schemes in Asia, from the design view point, are
roughly classified into three major groups: (1) a group of providing
tax-based basic pension plus individual savings (e.g. Australia, New
Zealand), (2) an insurance group (e.g. China, Japan, Mongolia, the
Philippines, Republic of Korea, Thailand, Viet Nam) and (3) a Provident
Fund / saving group (Indonesia, Malaysia, Singapore, Sri Lanka, Pacific
Island countries (e.g. Fiji)).

The second groups can be further classified into developed countries with
European influences (e.g. Japan, Republic of Korea), middle-income
countries influenced by the defined benefit model (e.g. the Philippines,
Thailand) and a socialist country group with influences of socialist countries
such as ex-East Germany (China, Lao PDR, Mongolia, Viet Nam). India is
historically considered as the third group (Provident Fund group), but now
has both defined-benefit and defined contribution schemes at the same time
because of the introduction of the defined benefit scheme in 1995.

It is interesting to see that the pension design is not necessarily related
to the economic development but more related to consensus built historically
under influences of other ‘model’countries. Countries of Anglo-Saxon (i.e.
Australia, New Zealand) adopt tax-based basic poverty prevention tier
(Australia, 40% of the average wage for couples, 25% for a single) or
basic tier with higher replacement (New Zealand, around 65 - 72.5% of the
standard earnings) plus savings. Japan influenced mainly by Germany and
Republic of Korea influenced by Japan and continental European countries,
have insurance-based defined-benefit schemes. Some middle-income countries
like the Philippines and Thailand under European / American / Japanese
influences and many of socialist countries like China, Mongolia and
Vietnam under the influences of European socialist countries (e.g. ex-East
Germany), adopt insurance-based defined-benefit schemes. Many countries
under the influence of the Great Britain adopt provident funds.
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This is not only specific to social security pensions but also with other
social security benefits. As for health care, roughly speaking, many
countries of social insurance group (group previously mentioned as (2))
adopt social health insurance, while many countries of countries under
British influences (groups previously mentioned as (1) and (3)) mainly rely
on tax-based public health care, although there are some exceptions such as
Thailand where a social insurance scheme for the formal economy workers,
including the health insurance, began firstly, but has been supplemented by
tax-based Universal Health Care (UC) Scheme to those not covered by the
scheme, around 80% of the population, since 2002.

A similar pattern applies to work injury benefits, where the social
insurance group provide a relatively comprehensive package of work injury
benefits, including periodical cash compensations for work-related disabilities
and survivorship through social insurance mechanism, while many countries
of provident fund group provide either direct compensations of employers or
rely on private insurance companies, with only lump-sum cash compensation
instead of periodical cash payments, except for Malaysia which has a long
history of providing a comprehensive package of work injury benefits
through a social insurance mechanism under Social Security Organization
(SOCSO0).

It can be concluded that the design of social security systems, including
social security pension, are the product of the countries’ history and
peoples’ mid-set in the history, rather than social and economic
development. Although there are steady developments and reforms of the
systems in line with changing socio-economic conditions, it is fairly rare to
see in Asia major and drastic changes in the architecture of social security
systems.

In history, international organizations, mainly the International Labour
Organization (ILO), the Asian Development Bank (ADB) and the World
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Bank (WB), have sometimes made different recommendations on the
reforms of pension scheme design in some of Asian countries. The ILO has
made recommendations of the partial conversion of provident fund into
defined-benefit pension schemes in order to guarantee the adequacy of
benefits (e.g. Indonesia, Malaysia), while ADB and the WB have made
recommendation of the conversion of defined-benefit pension schemes into
saving schemes (e.g. China, Mongolia, Thailand, Viet Nam). With a few
exceptions, such as the plan of Mongolia of the conversion of the
defined-benefit scheme into the notional defined-contribution scheme and the
introduction of the second pillar of Chinese pension scheme (although it
could well end up with the NDC instead of full DC contrary to WB
recommendations), no drastic reforms in the design have been achieved in
Asia, except some of central Asian countries. Different from many
Latin-American and Central-Asian countries, many Asian countries have
taken cautious approaches to drastic reforms.

This paper provides an overview of social security pensions in Asia and
to summarise issues and challenges on social security pensions, by taking
up some examples of countries, representing issues and challenges, mainly
in East Asia.

3. Viewpoints on the design of social security pensions

3.1 Coverage

Social security coverage in a country depends on the national policy and
cannot be necessarily linked to the economic development. However, the
development of the economy, especially the high income level, leads to
higher affordability of insurance contributions as well as a wider fiscal
space in the national budget to be allocated to social security, and the
majority of the formalized labour force, comprising of wage earners
facilities the administration in collecting social insurance contributions,
general tax revenues and also supports the structure of earnings-related
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social security schemes. People’s demands to social security are also high
because many workers are wage-earners with a smaller number of children
or no children to support then in the future. Hence there is no wonder that
developed nations in Asia, such as Australia, Japan, New Zealand and
Republic of Korea have achieved universal coverage of social security
pensions, in principle, although there are still ‘blind spots’ of non-coverage
or low pensions in the cases of the insurance systems seen in Republic of
Korea and Japan.

3.2. Benefit structure, adequacy and financing

Regardless of financial resources of benefits (e.g. general taxation, social
insurance  contributions) or the design such as defined-benefit or
defined-contribution schemes, it is important to look at the benefit structure
from the view point of ‘adequacy’ of benefits, a core element of social
security pensions.

When talking about the adequacy of benefits, it is important to
distinguish two major roles of social security pension benefits, namely, (1)
the role of the ‘universal’poverty alleviation as ‘ safety net’ and (2) the
other role of income replacement of the previous earnings.

As for the poverty alleviation or the role to guarantee of certain
‘minimum’level of income, the level of social security pensions should be
reviewed by taking into account major benchmarks such as the national
poverty line, the national minimum subsistent level, the level of social
assistance benefits and the minimum wages, many of which are composed
by taking into account the basket of goods and services, such as food,
housing, clothes, fuels and energies, water and so on, essential for all
people including the elderly to live a life with the human minimum
standard. The measurement and the basket of goods and services can be
different from one country to another and from one area to another in a
country, reflecting different situations, for example, how much extent the
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housing and /or health care cost should be compensated by social security
pensions since this depends on the situation whether low cost housing and /
or low cost / free public health care is available or not. The coverage of
these benefits should be, in principle, universal or to those under a certain
level of income and assets so that all elderly should not fall into poverty.

However, when talking about the classical income-related social security
pensions, the emphasis is more on the smoothing the individual income gap
before and after one’s retirement. Especially, civil service pensions in many
countries are considered as (partial) continuation of the salaries of their
working age. Therefore, a major benchmark for income-related social
security pensions is the replacement rate, expresses as the percentage of
pension benefits compared with salaries. Coverage of these benefits are also
extended to self-employed in many developed countries where the share of
the self-employed are limited in the employment, the schemes are
administratively well-managed and/or there are strong organizations for
professional self-employed workers. However, in many middle- income and
low-income countries, schemes are voluntary with fairly limited coverage or,
even though the coverage is compulsory in the legislation, the coverage is
still very limited due to low compliance of pension contributions (e.g. the
Philippines).

3.2.1.  Poverty alleviation role of social security pensions

One of the major challenges on social security pensions in Asian
countries is the lack of the basic / poverty alleviation tier for pensions,
except for (1) countries with tax-based non-contributory pensions such as
Australia (means-tested), Brunei and New Zealand (both universal) and (2)
countries with compulsory insurance systems with relatively strong
enforcements such as Japan and Republic of Korea. Japan has achieved, in
principle, the universal coverage since the introduction of its contributory
basic pension in 1961, but strictly speaking, has not achieved the universal
coverage mainly due to compliance problems which will lead to future
increases in people without pensions and pensioners with low benefit



amount.

In many middle- and low-income countries in Asia, there are almost no
basic tier / poverty alleviation tier pensions. The coverage of
insurance-based schemes / provident funds is in general limited to salaried
workers. Hence the self-employed persons are usually out of the scope of
the schemes and even in case they should be compulsorily covered, the
coverage of self-employed persons is low as seen in the case of the
Philippines.

Social insurance benefits have often minimum pensions, especially in
many socialist countries, which serve, at least partially, to guarantee the
minimum level of benefits for those who satisfy qualifying conditions of
pensions including minimum years of contributions to the schemes. In many
socialist countries, the level of the minimum benefits is linked to the
minimum wages. For example, the minimum pensions in Viet Nam is equal
to the minimum wage for those with contributing period of 20 years or
more and the minimum pensions in Mongolia are 75% of the minimum
wages for those with contributing period of 20 years and more and 50% of
the minimum wages for those with contributing period between 10 and 20
years. In case of provident funds, there is no minimum guarantee on the
level of benefits with substantial part of savings to be withdrawn before
retirement and this often leads to very low lump-sum payments at the time
of retirement, especially for low wage earners and those with unstable
careers.

In general, there is a consensus that the Government has a responsibility
in guaranteeing the basic income support for the elderly and that is why
Australia, Brunei and New Zealand provide widely-distributed means-tested /
universal pensions to the elderly (Australia: 67% of the population of the
elderly of 65 years old and over, Brunei, New Zealand: all elderly,
universal).
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In Japan, although mainly rely on contribution income for the schemes,
one third of the basic pension payments are subsidized by Government by
using general taxation revenues and the percentage of the subsidization is
planned to be increased from one third to half. In developed countries,
tax-based and means-tested social assistance supplement insurance-based
social security pensions in case people do not get pensions or get low
pension benefits. This is possible because the coverage of mandatory social
insurance systems is fairly extensive and the number of the elderly who
need general social assistance provisions is limited because of the wide
coverage of pension systems.

However, in many middle- and low-income countries, because of the
existence of many self-employed workers, especially rural farmers, and the
compliance problems of social insurance / provident fund schemes even for
wage earners, the coverage of social security pensions are limited and social
assistance schemes do not provide cash compensations to most of the
elderly population, mainly due to the imitated financial allocation to social
assistance, even though social assistance schemes are ‘theoretically’ in place
in the legislation.

Social pensions, non-contributory and financed from general taxation for
the elderly, become more popular in many middle-and low-income countries,
especially in Latin America and Africa, as a mean to poverty alleviation of
the elderly. There are several countries in Asia to provide social pensions,
including low-income countries such as Bangladesh and Nepal. With strong
political commitments to the introduction of social pensions for the elderly,
it is still affordable in many middle-and low-income countries with
relatively young demographic profiles so long as schemes are carefully
designed.
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(Tablelll-1-1) Social pensions in low- and middle-income countries

. Monthly | % of % of Low (L)
Universa . Cost .
. amount, | populat | beneficiaries or middle
Pensionable |1 (U) or . : as %
Country equivale | ion over (M)
age means-te nt in | over | population of income
sted (M) UsSD 60+ 60+ GDP countries
Argentina 70 M 88 14 6 0.23 M
Bangladesh 57 M 2 6 16(1) 0.03 L
Bolivia(2) 65 U 18 7 69 1.3 M
Botswana 65 U 27 5 85 0.4 M
Brazil
Beneficio de 67 5 02
Prestacao
Continuada M 140 9 M
Brazil 60 for men
PrevideMncia | 55 for 27(3) 0.7
RuralM women
Chile 65 M 75 12 51 0.38 M
Costa Rica 65 M 26 8 20 0.18 M
India 65 M 4 8 13 0.01 L
Lesotho 70 u@) | 214) 8 53 1.43 L
Mauritius 60 U 60 10 100 2 M
62 for men
Moldova 57 for M 5 14 12 0.08 L
women
Namibia 60 M 28 5 87 0.8 M
Nepal 75 U 2 6 12 N.A. L
South Africa 63 M 109 7 60 1.4 M
for men
63 for men
Tajikistan 58 for M 4 5 N.A. N.A. L
women
Thailand 60 M 8 11 16 0.0582 M
Uruguay 70 M 100 17 10 0.62 M
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, 60 M 2 0.022
Viet Nam 6 7 L
90 U 0.5 0.0005
(1)Percentage of people over 57 receiving social pensions
(2)Paid annually
(3)Includes women over 55
(4)Universal with a few exceptions, primarily people who are ready receiving

substantial government pensions (about 4% of those who would otherwise
be eligible)
Source: HelpAge International

3.2.2.  Income replacement role of social security pensions

Poverty alleviation and minimum income guarantee for the elderly is an
essential role of social security pensions. And the ‘classical’ role of
partially replacing one’s income at the time of retirement and thus to
smoothen individual income, is also very important, especially for wage
earners who have to retire at some point without family supports /
individual business / assets to rely on.

Hence, the level of benefits, measured as the percentage of the income
during the life time, is considered as a good indicator for measuring the
adequacy of the benefit and called as the ‘replacement’ rate of the previous
earnings. As known very widely, there are many technical issues and
difficulties of defining the replacement rate, for example; What does the
‘previous’ earnings mean, just before retirement or the ‘average’ income of
the working age? In case of the ‘average’ income, what is the adjustment
of salaries in order to adjust to the time of retirement, CPI or increase rate
in salaries? Are we talking about the gross or net replacement rate? What
are major assumptions such as the working career, income profiles and the
model family structure for the calculation? What about the future prospect
for tax increase in case of calculating the net replacement rate? How
should the lump-sum payments be converted to the pensions?
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In addition to those technical questions, there are also fundamental
difficulties of setting an ‘appropriate’ replacement rate, which could depend
on such factors as individual income (e.g. Lower income earners in general
need higher replacement rate due to the fixed cost of living.) and the assets
of the individuals at the time of retirement, especially the ownership of
houses. Nevertheless, the ILO Conventions on social security, namely No.
102. Social Security (Minimum Standards) Conventions, 1952 and No. 128.
Invalidity, Old-Age and Survivors' Benefits Convention, 1967, set, as a
consensus of member states, the minimum replacement rates of 40% and
45% for the model family of husband and wife with two children, but it
does not stipulate any ‘appropriate’ level of social security pensions.

With all these well-known limitations, the replacement rate is still
considered as a good indicator, especially in comparing income-related
social security pension schemes. For the average income earners of OECD
countries, based on a simple set of assumptions (e.g. the entry age of 20
years old with continuous career up to the retirement age, hence assuming
fairly longer contribution period than the reality), the gross replacement
level of OECD average is estimated at 58.7% and the net replacement rate
of 70.1%, with wide ranging differences seen such as Japan (34.4% gross
replacement rate and 39.2% in net replacement rate, although a non-working
spouse basic pension is not included in the calculation.) and Greece (95.7%
gross replacement rate and 110.1% in net replacement rate) where
substantial pension reform are on-going to keep financial sustainability
Pension at a Glance, OECD and World Bank, 2007. Similar studies for
selected Asian countries are on-going Pension at a Glance, Asia/Pacific
Edition, OECD and World Bank, 2008. The replacement rate gives hints
not only adequacy questions of benefits but, as the other side of the coin,
some warnings in case it is set too high compared to the level of the
present and future planned contribution rate since the PAYG cost rate is,
very roughly speaking, the product of the demographic rate (i.e. the
percentage of pensioners over contributors) and the replacement rate.
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It is needless to say that, whenever serious policy recommendations
should be made in a specific country, there should be in-depth
country-specific studies on adequacies of pension provisions and long-term
financial assessments and actuarial valuations, rather than looking at the
replacement rate or some key pension parameters and the design, since the
starting point is already influenced from the past experiences and there
should be complex future reforms including gradual transitional
arrangements. International studies and comparisons have their own
limitations of ignoring country-specific situations and of lacking necessary
details, however, provide a bird view of major design issues by looking at
major parameters such as the coverage, the benefit calculation formulae
composed of the annual accrual rate and the reference wage for the
calculation and its adjustment, the pension indexation, the minimum
pensions, the pensionable age and the financing including the contribution
rate and the past liabilities of the past non-contributing period seen in many
socialist countries.

In the next chapter, existing pension schemes and reform directions are
observed, by paying due attentions to these parameters.

4. Country examples
4.1. Developed countries social insurance groups (Japan, Republic
of Korea)

Needless to say, a major social security pension challenge for Japan and
Republic of Korea is to maintain financial sustainability of the schemes by
gradually reducing the benefit level, but without sacrificing the core
adequacy of pension benefits (level of pensions in particular) and with
adequate basic pension provisions for non-wage workers and non-workers
amidst rapid population aging.
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The reduction mechanisms of pension benefits are different. Republic of
Korea has adopted a straight forward pension reduction by gradually
reducing the accrual factor from the present ‘proportional’factor of 1.5 (in
2008) with the replacement rate of 50% for the people with 40 years
contributing period, to the future proportional factor of 1.2 (in 2028) with
the replacement rate of 40% Amendments to the National Pension Act,
Korea National Pension Service, 2007. Japan has adopted a reform of fixing
the future plan of contribution rate increase to the ultimate contribution rate
of 18.3% after 2017 and automatically modifying the benefit level in order
to attain financial equilibrium. The replacement level for a model couple of
husband with 40 years of career with a non-working spouse is estimated to
decrease from the present rate of 59.3% to the ultimate rate of 50.2% in
2023 Roles of the Social Security Pension Schemes and the Minimum
Benefit Level under the Automatic Balancing Mechanism, NRI Papers No.
125, Junichi Sakamoto, 2008.

Challenges of these countries in similar situations but taking different
approaches are clear. Japan has adopted a fixed contribution schedule and
has not touched directly the calculation formulae of pensions in order to
avoid future political battles on these critical issues at every time of
actuarial valuation and has introduced an automatic formulae, similar to
Germany, to gradually reduce the benefit level in order to stabilize the
finance without political interferences. However, the ‘estimated’future benefit
level is nothing guaranteed, but only an estimate based on the set of
demographic and economic assumptions and hence there will be surely
another  political battle in case the replacement level becomes
‘unacceptable’due to a possible future development of demography and
economy worse than the estimate. Some argue about the stipulation of the
minimum benefit level, which could trigger another major political debate
(hopefully fruitful, not a ‘pure political game’) and reforms, including
debates on major parameters such as the further increase of pensionable
age, with gradual labour market reforms to further enhance the employment
of the elderly.
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Challenges of Republic of Korea seem different from Japan. Firstly,
challenges could be the acceptance on the ‘adequacy’of the ultimate
replacement rate of 40% and the financial sustainability of the scheme with
the present contribution rate of 9%. Even with the drastic reform of
reducing the replacement rate from the previous 70% before 1998 to the
ultimate level of 40% and future increase in the pensionable age to 65, it
seems unavoidable to have further major reforms, including the increase in
contribution rates. Room for further fine-tuning (or reduction) through
indexation formula could be small, taking into account the future ultimate
replacement level of 40%.

Needless to say, both countries have similar challenges with regard to the
coverage of non-wage earners, especially, self-employed persons and the
adequacy of benefits for people with low salaries, unstable careers or no
careers since both countries adopt social insurance pension schemes for
attaining the universal coverage. Republic of Korea, in addition, has
problems of under-declaration of income of self-employed persons since the
system is earnings-related but with a strong redistribution function in the
system, which could lead to strong incentives for under-declaration of
wages. These ‘blind spots’problems still remain even in many developed
countries and it seems that only substantial tax financing can solve this
kind of problem; namely either setting up a tax-based universal tier like
New Zealand or tax-based guarantee pension to supplement the
earnings-related pension for low pensions like Sweden, combined with
functioning general social assistance system.

42 Non-socialist middle income countries with social insurance
systems (the Philippines, Thailand)

Social Security System (SSS) Philippines has been started its operation in
1957, followed the promulgation of Social Security Act of 1954 and hence
already have over 1 million pensioners (1.16 million pensioners at the end
of 2006) while Social Security Office (SSO) Thailand has started its
contribution collection for pensions in 1999 and will wait for the first
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pensioner to appear in the year of 2014 due to the qualifying condition of
contributory period of at least 15 years Concerns were raised by the ILO
on the non-payments of pensions for the first 15 years and a
recommendation was made to provide special pensions for those with
shorter contributing period. But SSO Thailand took a conservative attitude
for this issue..

4.2.1.  Coverage

The Philippines

SSS Philippines has a long history of the coverage extension. It started
with the compulsory coverage of employees working in enterprises with 30
and more employees in 1957, extended to employees in the smallest
enterprises in 1960, started the compulsory coverage of professional
self-employed persons in 1980 and extended to all self-employed persons in
1995. It has also started to cover non-working spouses of overseas Filipino
workers on the voluntary basis. SSS Philippines has made a lot of efforts
to cover non-wage earners, but the ‘real’coverage, namely the percentage of
contributors over all employed persons, still suffers, especially for
self-employed workers.

Although the insured persons of SSS, together with the insured persons
of Government Service Insurance System (GSIS), amount to around 90% of
the total employed persons, it is roughly estimated that real ‘contributors’ to
the systems are around 30% of all employed persons Aging and Pension
Investment, Vol. 26, No 4, Research Institute for Policies on Pension and
Aging, 2008 (in Japanese). This large gap is mainly due to non-coverage
ofthose engaged in the informal economy, for example, those working for
small enterprises including family enterprises, self-employed persons
especially in urban areas and rural farmers and fishermen. SSS Philippines
still has challenges to ‘actually’ cover those who are, in general, more
vulnerable to the risks including the non-income at the time of the old age.
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Thailand

SSO Thailand started its operation in 1991 with the benefits of sickness,
maternity, invalidity and death and extended its benefit package in 1999 to
old-age and child benefits. The coverage has been extended from the initial
coverage of employees working for enterprises with 20 and more employees
to employees working for smallest enterprises since 2002. The pilot
programme to cover the self-employed on the compulsory basis, instead of
the voluntary basis stipulated in the present legislation, with regard to the
benefits of maternity, invalidity and death has started since 2008, but it has
not yet included yet old-age for self-employed persons.

Due to the compulsory coverage of wage earners and to the fact that
many people are still working as self-employed persons, unpaid family
workers and rural farmers and fishermen, the coverage of SSO, together
with the coverage of Civil Servant Pension Scheme, is roughly estimated at
the order of 25% of the labour force. Future coverage of the self-employed
persons, especially rural farmers and fishermen with low income, is one of
the major challenges for social security system in Thailand. However, it
should be also stressed that increase in the number and percentages of
wage ecarners in Thailand has contributed to steady increase in SSO
coverage in line with the industrialization and the formalization of the
labour force.

Benefit structure and finance

The Philippines

Old-age benefits of SSS Philippines are characterized with its generosity.
Benefit amount is calculated by adding (1) the fixed amount of 300 Pesos
(around 8 US dollars) and (2) the earnings-related amount of 20% plus 2%
annual accrual for contributing years over 10 years multiplied by the last 5
years’ (simple) average earnings. There are two minimum benefits; (1) 40%
of the last 5 years’(simple) average earnings or (2) 1,200 pesos for those
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contributing between 10 and 20 years and 2,400 pesos for those
contributing over 20 years and more.

As seen in the calculation, the benefit level amount to the fixed 300
pesos plus 60% replacement rate for 30 years contributors and 80% for 40
years contributor, with possible minimum of 40% replacement rate or the
fixed amount of 1,200 or 2,400 pesos according to the contributing period.
Monthly benefits are provided 13 times as Christmas bonus is paid in
December on top of the usual monthly payments (and hence another 8%
increase of benefits) and 10% of pension amount is added to every
unmarried child under 21 years old up to the maximum of 5 children. The
indexation of pension has been very often affected by politics, seen as
annual adjustments of 10% to 20% during the time of 1980 and 1990s.
Pensions were mnot adjusted between 2000 and 2006 due to financial
difficulties, but adjusted by 10% ion 2006 and 2007.

Although the absolute amount of benefits is not necessarily high with a
relatively low contribution ceiling (15,000 pesos per month, not adjusted
since 2002) and the retirement ages of 60 with a retirement condition or 65
with no conditions are not low compared with other Asian countries, the
structurally high replacement level causes financial challenges to the system.

Contribution rate for old-age pensions, sickness, maternity and funeral
benefits, kept at 8.4% total for a long period of 1980 to 2003, was
increased to 9.4% from March 2003 and again increased to 10.4% from
January 2007. The increase was the increase of employers’ contributions 1%
each from 5.07% to the present level of 7.07% with the
employees’contributions kept at 3.33%. With these increases in the
contributions and more stringent compliance measures, the benefits, financed
by using both contribution and a part of the investment income during the
period from 1999 to 2004, has been financed by only using the contribution
income since 2005.
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Major challenges include gradually reforms of the scheme design and the
adjustment of major parameters, such as further increase in the contribution
rates, the increase in pensionable age, the increase in the ceilings of wages,
the reduction of the benefit level by reducing the accrual rates, the
rationalization of the pension indexation instead of discretionary increases
seen in the past and the using the working time average salaries instead of
the simple average of the last 5 years’ average in the pension calculation.

Thailand

Contrary to old-age benefits of SSS Philippines, old-age benefits of SSO
Thailand is modest with the calculation of 20% plus 1.5% annual accrual
over 15 years multiplied by the 5 years’ (simple) average earnings,
amended in 2007 instead of the previous calculation of 15% plus 1%
accrual over 15 years, leading to the modest replacement rate of 42.5%
after 30 years’ contributions, following the ILO recommendation to comply
with  Convention No. 102 with 40% replacement rate after 30
years’contributions. Pensionable age is 55 years old and the indexation of
benefits is not stipulated in the law and will be surely one of the major
topics toward the first year of pension payments in 2014.

Contribution rate for old-age pensions is 3% each from employers and
employees and the ceiling of contributions have been kept 15,000 Baht
(about 450 US dollars) since the inception of the scheme.

Pensions have not been paid due to the recent inception of the scheme
in 1999 and the contribution requirements of minimum 15 years and it is
in the middle of the collecting and the investment period. However, an
actuarial valuation conducted by the ILO in 2004 has pointed out the
reserves of the fund will be depleted in 2048 in case the contribution rate
is kept as 6% Thailand, Actuarial review of the old-age benefit branch of
the Social Security Fund, ILO, 2004. As the general average premium is
the order of 12% with Pay-as-you-go cost rate of more than 20% in the



long future, further reforms are inevitable: for example, increase in the
contribution rate, increase in the pensionable age, pension calculation based
on the working time average instead of the last 5 years’average and the
fine-tuning of the indexation.

4.3. Socialist countries with social insurance systems (Lao PDR,
Mongolia, Viet Nam)

4.3.1.  Coverage

The coverage rate of social insurance system in Mongolia is fairly good
compared to other developing countries in Asia. It covers more than 40%
of all employed persons although the coverage has been stagnating and
slightly decreasing these years Mongolia, Assessment report on social
protection, ILO, 2002 while in Vietnam the coverage still remains around
17% Experiences of Social Security in Viet Nam(2000 - 2007), papers
contributed to International Seminar on Pension Reforms in Asia and the
Pacific, Tran Van Son, 2008. The main difference comes from the very
low coverage rate of Viet Nam of the non-state sector workers.

As for Lao PDR, the scheme for the private-sector workers started its
operation in 2001 and its coverage is still the order of 30,000 people and
limited to several provinces for workers in enterprises with 10 and more
workers. The coverage is around one third of all employed persons in
private enterprises and state-own-enterprises, or around 1% of total
employed persons. Public-sector workers who belong to the other scheme
comprise about 7% of the employed. As around 80% of the employed are
still working in the agricultural sector and 10% of the employed are
working as the self-employed, the potential coverage of two schemes
combined is around 10% of the working population Lao People’s
Demographic Republic, Report to the Government on the Actuarial
Valuation of the Social Security Fund, ILO, 2007.
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Major challenges to both Mongolia and Viet Namare to increase the
compliance in the private enterprises and also the coverage of self-employed
persons and workers in the primary sector of industry, mainly rural herders
in Mongolia and rural farmers in Viet Nam. As for the enforcement, both
Mongolia and Viet Nam still struggle, but there are movements of more
strict enforcements with severe sanctions and penalties, for example, started
in Ho Chi Minh City in Viet Nam. Viet Nam is in the middle of
narrowing the gap of benefits between civil servants and private workers.
Although Mongolia has a system of voluntary coverage for non-covered
persons, the coverage is still very limited and efforts of coverage have not
achieved a good result. Viet Nam will start a new voluntary pension
scheme for non-covered population in 2008. Mongolia is still in the reform
of its social security system, mainly on pensions, and a universal basic
pension to all, instead of the existing minimum pension for the covered
population only, is considered as one of options of the future reform.

Lao PDR, as one of the least developed countries, have a challenge to
strengthen the enforcement for private enterprises and also to extend to all
provinces in Lao PDR. A major revision of the labour law has passed
since 2007 and workers in the smallest enterprises, namely with one
employee or more, should be covered under social security according to the
new labour law and hence the revision of social security decree and the
implementation of the future new decree poses another challenge. The
legislation for the enforcement is lacking and needs to be established. There
is still a long way to go in case Lao PDR likes to launch the coverage for
self-employed and farmers on insurance basis.

4.3.2.  Benefit structure and finance

Mongolia and Viet Nam have similar benefit structures and hence face
similar problems. Both schemes have their origins of tax-based civil service
pensions, which have been transformed into social insurance schemes to
cover both civil servants and people working for the private sector. Both
schemes have similar problems such asthe high replacement rate with a
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short contributing period, pension calculation wage base for the last 5 years,
5 earlier pensionable age for women, additional early pensionable ages for
special groups of workers, minimum pension levels related to the minimum
wages and past liabilities for non-contributing period. Reforms of pension
provisions and the financing structure are on-going in both countries.

Firstly, the benefit level in terms of the replacement rate is structurally
high and the pension formulae provide incentives to retire earlier rather than
to stay longer in the labour market. It is well-known that the absolute
amount of pension is still low because (1) civil servants’salaries are
catching up with wages with those in private-sector workers but still low
and because (2) declared wages of private-sector workers are sometimes not
real wages but nominal wages on non-renewed contracts or just
under-declared wages by employers, and as a consequence, it is misleading
to say that benefits are ‘generous’in the absolute amount, but from the
point of view of the financial balance, the structurally high replacement rate
should be gradually reformed in line with the increase in the civil service
salaries and in line with the stricter enforcement mechanism on the
declaration of private-sector wages.

The pension formula for Mongolia is 45% plus 1.5% accrual rate after
20 years multiplied by the last simple 5-year average salary for those born
before 1960, which results in 60% replacement rate for 30 years of
contributions and 75% replacement rate for 40 years contribution. Mongolia
passed a reform law in 1999 to provide notional-defined benefits for those
born after 1960 with the calculation of benefits of dividing the accumulated
individual account amount, with the notional investment return equal to the
salary increase, by the life-expectancy factor. Minimum pension for those
born before 1960 is 75% of the minimum wage for those with contributions
of 20 years and more and 50% of the minimum wage for those with
contribution less than 20 years and minimum pension for those born after
1960 (reform) is 20% and 1.5% annual accrual for more than 15 years
contributions multiplies with the national average wage. In Mongolia, due to
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huge compliance problems and early prevailing early retirement provisions,
around half of the pensioners end up getting minimum pensions and the
abolishment of minimum pensions and the introduction of a new basic
first-tier is now being discussed.

A major challenge of this drastic reform is that the benefit level will be
substantially reduced for those to be awarded with the new notional-defined
benefits with the present contribution rate of the net contribution of 15% to
be dedicated to the notional account (Contribution rate for the long-term
benefit branch 19% with employers’ contribution rate of 13.5% and
employees’contribution rate of 6.5%, with 4% to be devoted to the
minimum pensions, invalidity and survivors’ pensions according to the main
guidelines in 2001 The main guidelines for the pension reform to be
followed by the state to the year 2021, Appendix to Parliament Resolution
38, 1999). Furthermore, there is a possible risk of even reducing
contribution rate in the future since discussions are on-going for reducing
the employers’contribution in order to rectify substantial under-declarations
of wages and non-registrations of workers.

The pension formula for Viet Nam is more generous. The basic formula
is 45% plus 2% accrual for men and 3% accrual for women multiplied by
the last 5-year adjusted average wage for civil servants and by the simple
average of whole working time for private-sector workers. The formulae in
general provide generous replacement ratio for civil servants while provide
much less generous pensions to private-sector workers and hence has led to
concerns of Vietnamese Government trying to improve compliance for fast
growing private-sector workers by making the scheme more equitable
between civil servants and private workers. Vietnam passed a new social
insurance law, instead of the previous decree on social insurance, in 2006,
which provides the gradual prolongation of the last S-year average to the
last 10 years average and also the adjustment of the private-sector workers
wages by CPI increase. Differences between civil servants and private-sector
workers have become substantially narrower, but still remain. Contribution
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rate for long-term benefits, old-age and survivors’ benefits (since Viet
Namhas abolished invalidity pensions due to substantial abuses in the past)
which is presently 16% (employers: 11%, employees: 5%), will be increased
to the ultimate rate of 22% (employers: 14%, employees: 8%) in 2014 as
stipulated in the new law.

Secondly, pensionable ages are different for men (60) and women (55)
and there are many provisions of early retirements for both countries, such
as those working as miners and under hazardous conditions (5 years earlier
and even 10 years earlier in some special cases both in Mongolia and Viet
Nam). From the point of view of gender equality and the promotion of
women’s participation in the labour market, the difference of pensionable
ages between men and women should be gradually equalized. Early
retirement provisions should be also gradually abolished and adequate
invalidity pensions with proper assessments should be provided instead. In
the long future, pensionable ages should be gradually increased in line with
future increase in job opportunities for the elderly.

Thirdly, the issue of past liabilities, arising from the non-contributory
period before 1995, is a major concern for both countries. In case of Viet
Nam, annual cost for pensions awarded before1995 is transferred from the
national treasury by using the tax revenues, but the pensions awarded after
1995 with the period prior to 1995 are all financed from contributions. The
pension fund is still in surplus, but this contributes to relatively high
contribution rate in Viet Nam, causing equity problems between civil
servants and private-sector workers and also leading to the low compliance
of the private enterprises. In Mongolia, Government is currently providing
subsidies to the scheme for deficit financing, namely to fill the gap
between benefits paid and contribution collected without any clear policies
on the past liabilities. From the viewpoint of balancing equities between
civil servants and private-sector workers, there should be a clear policyto be
established on the financing of these past liabilities to be borne by the
Government, which could lead to lower contribution rates for pensions. The
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contribution split between employers and employees is also very much
skewed to employers, which could lead to low compliance of enterprises.

In Lao PDR, as the scheme for civil servant and the scheme for
private-sector workers are separate, there is no problem of equities between
civil servants and private-sector workers. Major issues of the private-sector
scheme is the extension of social security coverage for private-enterprise
workers and the investment of funds since the scheme is very young and
the investment opportunities are limited in Lao PDR. Civil servants’scheme
has similar issues as Vietnam and Mongolia with the annual accrual rate of
2% (still reduced from 75% for the first 25 years and 1% after 25 years
of service) and the reference wage of the last 5 year period (changed from
last monthly wage). Private-sector scheme is characterized with the modest
level, 1.5% multiplied by the total pension points earned during the working
life (1 for the average salary of all insured) and the salary of the present
year, hence considered roughly as the scheme with 1.5% annual accrual rate
based on the whole working life average salary with the indexation to the
level of average salary of the insured population. Special pension points
were awarded for the period before the introduction of the scheme up to
15 years according to the age at the time of the scheme inception.

44. Countries only with provident fund (Indonesia, Malaysia,
Singapore)

4.4.1.  Coverage

Singapore Central Provident Fund (CPF) compulsorily covers all
employees and self-employed person with annual income around 4,500 USD
and over while Malaysia Employees Provident Fund (EPF) compulsorily
covers only private-sector employees, with voluntary coverage of
self-employed persons. Indonesia JAMSOSTEK in charge of the Provident
Fund for private employees covers employees in establishments of with 10
or more employees.
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Coverage rate is different for countries, mainly reflecting the development
of economy and its labour structure. In Singapore, the percentage of
contributors of CPF Singapore is roughly estimated 80% of all workers
Central Provident Fund Board Annual Report 2006. Malaysia Employees
Provident Fund (EPF) covers around 55% of the working population EPF
2006 Annual Report while Indonesia JAMSOTEK, together with other
schemes for civil servants and military and police (TASPEN and ASABRI),
covers only 17% of the all employed population or 47% of the formal
economy employment Social Security in Indonesia, advancing the
Development Agenda, ILO 2008. Except for Singapore, a city state, a major
issue is also the coverage of the self-employed and even the compliance
improvement in the formal economy in case of Indonesia.

4.4.2.  Benefit adequacy and financing

The benefit adequacyin the old age is very often a centre of debates of
provident funds which provide in principle lump sum at the time of
retirement instead of periodical pension payments.

In case of Indonesia, as the contribution rate is fixed at unrealistically
low, namely, 2% from employees and 3.7% from employers, the level of
even a lump sum is not considered as an adequate payment at the time of
retirement. In case of EPF Malaysia, the present contribution rate is 23%
(employees: 11%, employers: 12%) in total, but the past period, especially
before 1980, contribution was set low as 10% till 1975 and 13% till 1980,
which has been increased to the order of 20% in 1980 and slightly
modified thereafter. CPF Singapore imposes contribution rates varying
according to the ages of employees, 34.5% up to the age of 50 gradually
reduced to 10% for those over 66 years old.

Premature withdrawals from the individual saving account are major
problems. In Indonesia, it is possible to withdraw the saving in case of
unemployed of morethan 6 months after 5 years of membership, and



Overview of Social Security Pension in Some Developing Countries in East 143
Asia - Issues and Challenges

therefore, the most vulnerable part of the population tend to use up all
their saving before reaching retirement. Because of prevailing problems of
the early withdrawals for housing and education, CPF Singapore and EPF
Malaysia have tightened the control of the early withdrawal.

EPF Malaysia, once equipped with three individual accounts of old-age
savings (60%), housing and education (30%) and medical saving (10%), has
changed the individual accounts into two, namely old-age saving (70%) and
education, housing and health care (30%) and the old-age saving account
cannot be withdrawn in principle, except for cases of deaths or the
migrating abroad. EPF Malaysia allows members to invest a part of old-age
saving by themselves with the limitation 20% of total savings and with the
condition of total amount exceeding a prescribed minimum.

CPF Singapore has three accounts, namely, (1) Ordinary Account which
can be used for housing, education and investment and the remaining of
which transferred to the Retirement Account at the age of 55, (2) Special
Account which is transferred to Retirement Account at the age of 55 and
(3) Medisave Account which is utilized for medical care in principle. The
allocation percentages to these accounts are varying with the ages, starting
with 66.67%, 14.49% and 18.84% for each account for those under the
ages of 35 and below, changing to 10%, 0% and 90% for those over 66
years old and over. CPF Singapore is increasing the ‘minimum sum’ to be
secured in the Retirement Account from 99,600 SD at present to 120,000
SD (around 90,000 USD, the price of 2003) in 2013. It is in principle
prohibited to use CPF account money to buy more than two properties
except for case the total amount of Ordinary Account and the Special
Account is more than 47,300 SD.

In spite of these changes, the substantial withdrawal before the retirement
mainly for housing, still keeps the amount accumulated low at the time of
retirement and major parts of the amount are still to be received as lump
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sums instead of pensions. Nearly-three fourth of total contribution have been
consistently withdrawn over the years, primarily for housing and real estate
investment in CPF Singapore Asher, M.G. and Newman D., Singapore
Central Provident Fund: The Pitfalls of a Single-Tier System in Taste of a
Pie: Searching for Better Pension Provisions in Developed Countries
(Takayama N. ed.).

5. Concluding remarks

As seen in some ofthe country examples, many developing countries in
Asiahave either earnings-related insurance systems or provident funds only
for workers in the formal economy, and lack first-tier basic pension systems
to provide modest poverty-alleviation benefits to all the elderly. Although
efforts to cover the non-covered under insurance schemes and provident
fund should be promoted, it does not seem to reach substantial part of the
population at present. Therefore, it seems that the introduction of tax-based
basic pension schemes is an only solution to provide modest
poverty-alleviation basic pensions to all the elderly.

Many earnings-related insurance systems of developing countries will face
challenges of securing financial sustainability amidst the population aging
and future reforms are inevitable, as in many developed countries, on key
parameters such as the annual accrual rates, the base salary for the
calculation of benefits, the pensionable age, the pension indexation and the
contribution rates, with due attentions to be paid to the adequacy of
benefits. Special attentions should be also paid so that pension schemes
promote employment and improve gender equality on employment and
benefits. As for social insurance schemes in socialist countries, past
liabilities arising from the past non-contributing period and prevailing early
retirement are important issues to be tackled.

Provident funds have major deficiencies of premature withdrawals during
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the working time and of the fact that major parts of benefits arenot paid
not in the form of life-time pensions with proper indexations but in the
form of lump sum. Further efforts on limiting premature withdrawal and on
the annitization of benefits are sought.

Due attentions should be also paid to other social security provisions,
especially health care, elderly care, invalidity and survivors’pensions and
general social assistance, should be paid on the linkage with the elderly
pensions (e.g. the level could be affected by the existence / non-existence
of these systems, especially for the elderly) and the financial allocation
among these schemes. Hence the challenges go beyond a simple issue of
provision of old-age pensions.

It seems that no drastic reforms of earning-related pensions will happen
in many developing countries in Asia and that they will follow similar
paths of gradual reforms of their systems, which developed countries have
already experienced and are still exploring. This long process of pension
reforms is not well-known to many developing countries in Asia and there
are substantial demands of developing countries to learn experiences
acquired in developed countries through a long history.
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1. Current status of public pension schemes

Since public pension plans in Korea differ widely in the time of their
implementation, they are not the same in their financial status and income
security. The Civil Service Pension Scheme and the Military Personnel
Pension Scheme which were introduced in the early 1960s have revealed
their serious financial instability problems mainly due to "low contributions
and more benefits" structure. Although in order to resolve the financial
issues, the two schemes the reforms in 2000, the financial instabilities
remain. It is estimated that in 2008 there would be government subsidy for
deficit financing of the Civil Servant Pension as much as 1 trillion and 250
billion KRW and for Military Personnel Pension amounted 950 billion
KRW. The Private Teachers Pension introduced in 1975 is now in surplus.
But because of its "low contributions and more benefits" structure, by 2026
its fund will be drained. In terms of setting the proper level of pension
payment for the old-age, the Special Occupational Pensions including Civil
Service Pension are giving away more generous than the NPS, and thus
they are regarded to fulfill the objective of public pension of old-age
income security protection. However, since its pension entitlements are
limited to those who have enrolled more than 20 years, many portions of
the insured receive a temporary allowance, not pension.

Meanwhile, the NPS for the general public shows relatively stable
financial status than the Special Occupational Pensions including Civil
Service Pension. But because of a short history of implementation of the
NPS, it reveals a number of problems related to benefit levels and income
protection of current old-age people. In other words, NPS introduced in
1988 have undergone financial stability measures in 1998 and 2007, and as
a result, the income replacement rate is expected to reduce to 40% in 2028
from 70% in 1988. Therefore, financially the NPS is stronger than Special
Occupational Pensions with the income replacement rate of 76% averaged
for the three years right before retirement. However, the low level of
pension has becoming an important issue, byproduct of the gap between
real income replacement rate and theoretical income replacement rate, which
is caused by the short history of the NPS.10)
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In addition, because of the social insurance characteristics of the NPS
that provides pensions only to enrollees who have paid the insurance
premium more than 10 years, it would be unavoidable for large number of
enrollees to be excluded from receiving pensions. This is highly conceivable
considering the fact that in 2006 there were about 4.9 millions out of total
17 million enrollees who had not contributed to the NPS.IT)

Furthermore, income protection for those who could not enroll in the
NPS—in 1988, when the scheme was introduced and again in 1999 when
the scheme was expanded to cover the urban self-employed —continues to
be a significant issue. In 2006, among the old-age people who are older
than 65 years, 67% were outside of public income protection system and
thus protecting current elderly people's income has becoming an important
policy agenda along with the issue of potential exclusion of NPS enrollees
from receiving pensions.

10) As a result of the revision of the National Pension Scheme in July 2007, the
income replacement rate will be reduced from current 60% to 50% in 2008, a
10% points reduction, and to 40% by 2028. However, the income replacement
rate of 50%in 2008 is a theoretical one because it is eligible only for the people
with 40 years of enrollment. Considering the average enrollment period of 21.7
years based on the projection in 2003, the real income replacement rate is
merely 25%, and thus there is a large gap between real and theoretical income
replacement rate.

11) Although there are on average about 4.9 million enrollees who have not
contributed to the NPS, it should be noted that their components change
continuously. In other words, the number of people can be maintained as some
people who were once among the components may start to pay their insurance
premium with advancement of their economic situations, but some people who
had contributed regularly may stop to pay. Considering this, in a way, the size
of potential blind spot can be said to be exaggerated.
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[Figurelll-2-1] Current Income Security System for the Elderly
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[Figurelll-2-2] Old-age people (older than 65 years) outside of public
income protection system (As of end of 2006).
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Source: KIHASA, 2007

2. Prospects of public income protection system

A. Basic Old-age Pension

Basic Old-age Pension was introduced in July 2007, after nearly four
years of political wrangling over the National Pension bill, which was
drafted based on actuarial estimates and submitted in October 2003 to the
National Assembly and which many saw as overly leaned toward financial
stabilization, not protecting elderly individuals who remained outside the
National Pension.

The then-opposition and now-ruling Grand National Party insisted on a
basic pension for all elderly people, but the Participatory Government, in
consideration of the financial burden such a large-scale pension program
might cause, proposed a Basic Old-age Pension bill intended to provide
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tax-financed pensions to 45% of the elderly over 65. During the political
process with the interested parties who had maintained the idea to introduce
the Universal Basic Pension for the most of elderly using taxpayers' money,
the Basic Old-age Pension had created. In April 2007, the Basic Old-age
Pension Bill that 60% of senior citizens who are 65 years or older receive
S % of the average income (value A) of the contributors of the NPS was
passed in the National Assembly. But in July 2007, as a compromise to
pass in the National Pension Financial Stability Bill, it was revised even
before implementation as follows. That is, the number of recipients should
be increased by 10% points from 60% to 70% until 2009, and the pension
levels should also be increased to 10% of the value A till 2028.

From this we can learn that there is no clear vision or development
direction for the basic old-age pension. As such, it is urgent to build a
road map for the direction of the basic old-age pension development in the
context of constructing the old-age income protection system overall such as
establishment of proper relation with the NPS.

B. Additional financial stability building and structural reform of the
NPS

Although the National Pension Financial Stability Bill passed in the
National Assembly in 2007, there will be serious debates on the measures
to implement additional financial stability and the direction of structural
reform of the NPS. The original National Pension Financial Stability Bill
submitted to the National Assembly in 2007was to increase the contribution
rate from current 9% to 12.9% by 2018, along with to reduce the income
replacement rate. However, in the process of political compromise, only the
reduction of income replacement rate was passed in the National Assembly,
and thus the financial crisis in the long-run would be inevitable. Therefore,
both the direction of financial stability of the NPS and, if needed, when
would be the best time for the additional financial stability measures will
be very important agendas.

Aside from this, there will be serious discussion on the relation between
Basic Old-age Pension and NPS (income redistribution + proportional to
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income), and the necessity of the structural reform of the NPS such as the
separation of income redistribution and pension proportional to income.

(Tablelll-2-1) Long-term financial prospects of the NPS (based on the
contents of the public pension reform in 2007 and adopted the assumptions
from 'Committee on Civil Service Pension Reform')

(unit: trillion KRW,%,multiple)

Total incomes Difference Accumulated
. fund .
Total | (income Contribu .
Return . Consta| . Funding
Year . expendi| and tion .
Contribu|  of .. |Current| nt ratio2)
Total . . tures |expenditur| rates
tion |investme 0 price |market
nt pricel)

2007 | 38 22 16 6 32 244 | 230 9.0 37.1
2009 | 47 25 22 10 37 317 | 282 9.0 29.2
2010 | 52 27 24 10 42 359 | 310 9.0 31.5
2015 | 77 37 40 17 60 619 | 461 9.0 324
2020 | 113 49 64 31 83 989 | 635 9.0 29.5
2025 | 142 63 79 55 87 1,402 | 776 9.0 23.9
2030 | 183 78 105 91 93 1,856 | 886 9.0 19.4
2035 | 208 90 118 141 67 2,234 | 920 9.0 15.4
2040 | 234 104 130 213 21 2,437 | 866 9.0 11.3
2041 | 237 107 131 228 9 2,446 | 844 9.0 10.7
2042 | 240 109 131 243 -3 2,443 | 818 9.0 10.1
2045 | 246 119 127 291 -45 2,354 | 722 9.0 8.2
2050 | 243 139 103 379 -136 1,861 | 492 9.0 53
2055 | 199 155 44 472 -273 769 | 175 9.0 2.2
2058 | 161 164 -3 539 -378 254 | -53 9.0 0.2
2060 | 172 172 0 589 -417 - - 9.0 -
2070 | 225 225 0 842 -617 - - 9.0 -

Note: Income replacement rate is to be reduced to 50% in 2008, and will be

stabilized at 40% after 2028 while contribution rate will be around 9%.

1) Constant Market Price (2005).
2) Previous fund accumulation as a percentage of the total expenditures of each

year.

Source: KIHASA, 2007
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[Figurelll-2-3] Long-term financial prospects of the NPS
(before and after reform in 2007)
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C. Social pressure on Special Occupational Pension reform

There will be a strong pressure on the reform of the Special
Occupational Pension plans because of their serious financial instability,
even compared to the NPS. The NPS that is stronger than the Special
Occupational Pensions has already undergone two series of the financial
stability measures, but the Special Occupational Pension plans with
relatively long history and more unstable financial status has never been in
a meaningful financial stability act. Thus the pressure on the reform will be
grave. The National Pension has a short history. In fact, it is so new that
even its early participants are yet to have full pension rights. Yet, it has
undergone two rounds of reform to increase its financial stability. Special
Occupational Pensions, which have been around much longer with many
pensioners who are in receipt of benefits and therefore are in serious
financial woes, have never experienced reform measures. What is looming
large in these circumstances is a public backlash insisting that measures be
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taken to stabilize the National Pension, perhaps even in the form of a
reduction in pension amount to an extent similar to those seen in the

National Pension.

(Tablelll-2-2) Financial projections of Civil Service Pension

(unit: trillion KRW)

Current price

Fixed price in 2005

Year Total Revenues Government Total Revenues Government
expenditures fr.om . subsidy | expenditures fr.om . subsidy
contributions contributions

2007 6 5 1 5 4 1
2010 7 6 1 6 5

2015 14 6 8 11 4 6
2020 25 8 17 16 5 11
2025 41 11 30 23 6 16
2030 63 15 48 30 7 23
2035 88 23 65 36 9 27
2040 113 32 81 40 11 29
2045 151 44 106 46 14 33
2050 199 57 141 53 15 37
2060 362 97 265 71 19 52
2070 630 158 473 92 23 69
Note: Financial projections above are calculated based on the same life-expectancy

reference as the one for the NPS. Thus the projections are more optimistic
and conservative than the real financial situation of the Civil Service Pension.
According to the life-expectancy reference from the Civil Service Pension
administrative office, the life-expectancy of civil servants is higher than
people with the NPS. Although the projections are set-up to prospect based
on separate information on mortality for the people in the special occupations
including civil servants, because of lack of enough data for their mortalities,
the projections are based on the same assumption as people in the NPS.

Source: Yun Suk-myung, "Projection on Social Protection Expenditures in Korea and

its Implications -

Welfare Forum, November issue, KIHASA, 2007.

With a Special Focus on Social Insurance", Health and
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(Tablelll-2-3) Financial Projections of Private Teachers Pen

(unit: trillion KRW)

Current price Fixed price in 2005
Year .Total Tota.l D ifference Accumulated .Total Tota.l D(li;f:(r)zlze Accumulate
incom | expenditur (mcomf.: and fund incom | expenditur and d fund
es es expenditure) es es expenditure)

2007 | 2 1 1 10 2 1 1 10
2010 3 2 1 14 2 1 1 12
2015 4 3 1 19 3 3 0 14
2018 5 5 0 19 3 3 0 13
2019 5 6 -1 18 3 4 0 12
2020 5 6 -1 17 3 4 -1 11
2025| 6 11 -5 1 3 6 -3 0
2026 | 6 12 -6 -5 3 7 -3 -3
2030 8 17 -10 - 4 9 -5 -
2040 | 14 39 -25 - 5 15 -10

2050 | 24 79 -55 - 7 23 -16

2060 | 44 160 -116 - 10 36 -26

2070 | 80 307 -227 - 14 54 -40

Source: Yun Suk-myung(2007), op. cit.
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(Tablelll-2-4) Financial projections of Military Personnel Pen

(unit: trillion KRW)

Current price Fixed price in 2005

Year Total Revenues Government Total Revenues Government
Expenditures frlom . subsidy  |expenditures fr.om‘ Subsidy

Contributions contributions
2007 1.8 0.9 0.9 1.7 0.8 0.8
2010 1.9 1.0 0.9 1.6 0.9 0.7
2015 2.6 14 1.3 2.0 1.0 0.9
2020 3.2 1.8 1.5 2.1 1.1 0.9
2025 43 23 2.0 2.4 1.3 1.1
2030 5.9 2.9 3.0 2.8 1.4 1.4
2035 8.2 3.6 4.6 3.4 1.5 1.9
2040 10.9 4.5 6.4 3.9 1.6 2.3
2045 15.4 5.6 9.8 4.7 1.7 3.0
2050 21.6 6.9 14.7 5.7 1.8 3.9
2060 39.2 11.2 28.0 1.7 2.2 5.5
2070 08.4 18.2 50.2 10.0 2.7 7.3

Source: Yun Suk-myung(2007), op. cit.

3. Post-retirement Income Support System to prepare for the coming
aged society: A general view

In order to build a sustainable old-age income protection system in the
coming super-aged society where elderly population grow sharply while the
ratio of working population who support the elderly people decrease, the
principle of public pension as a social insurance should be maintained,
according to which benefits that a worker receives after retirement
presupposes his or her contributions over his or her working life. A
post-retirement income protection system, which has its basis public pension
schemes, requires improvement to ensure that most, if not all, of the elderly
population are guaranteed a minimum standard of living. In this regard, it
is urgent to develop a measure to minimize the potential blind spot of the
current NPS.
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Apart from the social-insurance type public pension schemes, it would be
necessary to develop a separate old-age protection system targeted to the
socially vulnerable tier so as for them not to remain in poverty in later of
their lives. For them. it would be desirable to implement a social-allowance
or public-assistance type pension scheme that benefits are payed regardless
of their contributions. In addition, those who receive pensions far less than
the minimum cost of living due to a lack in their contribution either in
period or amount should be given incentives to contribute more and longer.

It is needed to ensure a sustainability of public pension system, among
others assuring the financial stability of the Special Occupational Pension
plans. Any attempt to reform Korea’s Special Occupational Pensions should
take into account the cases where some of the advanced countries have
come to reduce the previous wide gap in benefits between their national
pensions and occupations pensions.!2)

In practical respect, by building a multi-tier income protection system
comprised of public pension, retirement pension and individual pension, we
should prepare for the coming super-aged society. In order for a multi-pillar
income protection system to be up and running, it is necessary to rearrange
the roles of each pillar so that it can become a fully functioning element.
The effect of one of the pillars, retirement pension, for example, has to
date been out of the reach of most people.

4. Reform direction of public pension schemes

1) Raising the upper limit of insurable income for a proper level of
National Pension

12) Current Civil Service Pension Scheme which has mixed characteristics of pension,
retirement allowance, worker’s compensation, and unemployment insurance should
be reformed to clarify the characteristics of the scheme. That is, it is desirable
that the scheme be divided into civil service pension, retirement pension, and
individual pension, But it is also needed to consider the special characteristics
(such as job-related many obligations) of civil servants by governmental support
such as subsidy of matching-fund type for individual pension.
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The NPS should be revised in order to secure the pertinent level of
income replacement rate suitable for the later lives of people. The upper
limit of standard income has remained at the same level for 12 years
(3,600,000 KRW/Month) which means that it is failing to reflect the income
growth rate. Unlike Special Occupational Pensions that are exclusively
earnings related, the National Pension is strongly income-redistributive in
nature with its income replacement rate far lower for high income groups
than for low income groups.

On the other hand, the Special Occupational Pensions are operated based
fully on pension calculation proportional to income, and have no upper limit
on insurable income. The amount of pension benefits one will be receiving
after retirement differs widely depending on whether one is in the National
Pension or a Special Occupational Pension, which is due to the differences
they have in terms of income-redistributive element and contribution rules.
To reduce such a gap would require substantially increasing the upper limit
of income which the National Pension takes as the basis for contribution
calculation.. By increasing the upper limit to 4,800,000 KRW per month
there should be a compensation for the reduced income replacement rate of
the NSP as a result of the two times financial stability acts.
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(Tablelll-2-5) Benefits differences by income levels under the change in
the upper limit on insurable income (upper limit to 4,800,000 KRW per

month)
(unit: multiple)
Income levels Periods
(thousand KRW) 40 years 30 years 20 years 10 years
220 4.19 5.44 7.92 8.00
729 2.98 2.97 3.02 3.06
1,238 2.12 2.11 2.15 2.18
1,747 1.76 1.75 1.79 1.81
2,256 1.57 1.56 1.59 1.61
2,764 1.44 1.44 1.47 1.48
3,273 1.36 1.35 1.38 1.40
3,782 1.30 1.29 1.32 1.33
4,291 1.25 1.24 1.27 1.28
4,800 1.21 1.20 1.23 1.25

Source: KIHASA, 2007.

However, along with the "carrot" measure in the benefit side, there
should also be a "stick" measure that would increase the contribution rate
to 12.9% till2018 from current 9% as indicated in the original National
Pension Financial Stability Bill of 2007 in order to assuage the financial
instability led by the upper limit raise.!3)

Meanwhile, if the upper limit of income subject to National Pension
contributions is raised, high income individuals with a monthly income of
more than 3.6 million won will be made to pay more than they do now

13) The reason why during the past 12 years there has been no change in the
standard income of the NPS is that, if raised, the financial instability of the
NPS would be more serious due to the fact that the NPS has a characteristics
of "low burden and high benefit." This is the very reason why there should also
be a financial stability measure if raised the standard income level.
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into the pension scheme. Thus, the clear fact that more contributions mean
more benefits should be reached to the general public. That is, there should
be an effort to relive the general public's concerns by emphasizing the fact
that as the contribution rate increases there is also an increase in pension
amounts.

2) Lessening the income redistribution function of the NPS

The high portion of the income-redistributive element (50% of the
average income of all participants) in the National Pension induces
self-employed individuals to underreport their incomes, often because it is
technically hard for the government to keep track of how much they make.
This continues to be a problem in Korea where the percentage of the
self-employed is much higher than in many of the advanced countries. This
is because there are many people whose income status is hard to grasp
such as the self-employed and thus that emphasis on income redistribution
weakens the incentive to join the NPS. In this respect, by enhancing the
income-based pension function, it would be possible to integrate employees
at workplace whose income levels are open transparently and the
self-employed whose income levels are hard to estimate, and so to
minimize complaints related to their difference in income level transparency.

Meanwhile, because the current NPS takes the form of social insurance
that pays pension based on his or her contribution, low-income people
unable to contribute don't like the NPS itself. When they struggle to
survive right now, it would be a luxury idea to contribute to the NPS
expecting for the returns in far future. There are also complaints from
people who earn more than average incomes due to high income
redistribution and low upper limit of the NPS. Accordingly, the National
Pension is increasingly perceived by the public as something they would
rather do without if they could. Those with high income slight what they
will receive from the National Pension under the current benefit formula as
mere pocket money. For those earning less than the national average,
contributing into the National Pension is a financial albatross around their
necks.
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Therefore, as long as the NPS keep its form as a social insurance, at
least there should be a proper answer for the criticism by the high-income
tier people. In this context, through raising the upper limit of insurable
income and reducing the income redistribution function, the high-income tier
people should be convinced that the NPS is a safe and sure way to old-age
income protection.

(Tablelll-2-6) Projected pension amounts by income levels if the income
redistributional function of the NPS has been reduced.

(unit: monthly amount, 1,000 KRW (price in 2007))

Periods
Income levels
40 years 30 years 20 years 10 years
220 184 158 107 54
596 312 232 158 80
971 412 307 209 106
1,347 513 382 260 132
1,722 613 457 312 158
2,098 714 532 363 184
2,473 815 607 414 210
2,849 915 682 465 236
3,224 1,016 757 516 262
3,600 1,116 832 567 288

Source: KIHASA, 2007.

On the contrary, for those who are struggling to survive right now and thus
considering that the NPS with expectation for the returns in far future is a
luxury idea, it is needed to develop a separate policy
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3) Contribution supplement for the low-income tiers and introduction of
the Minimum Pension Guarantee System

It is highly conceivable that when there is a reduction of income
redistribution function of the NPS, for the low-income tiers the NPS can no
longer be an instrument for an old-age income protection as a result of
large decrease in pension received. To prevent this in advance, there should
be an incentive for the low-income tier people to join the NPS. And this
will be possible by revamping the policy toward governmental support in
the form of sharing the costs they contribute to the NPS. Along this line,
as a first step, government should share the 50% of contribution costs for
the people whose incomes are below the minimum living costs. And then
with an improvement in income estimation there should be further
expansions in terms of both coverage (as the number of people receiving
governmental supports) and amount (as percentage supported by the
government for the insurance payment).
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(Tablelll-2-7) Number of enrollees, contribution rates and pension benefits
(if the government supports the 50% of contributions for the people whose
standard incomes are lower than minimum living costs (below the 12th

grade)

(unit: 1,000,000 KRW (price in 2007))

Monthly Annual

amount amount

Standard | Number | Contribution rates Contribution rates

Grade| income of Total .| Total
. Benefi o Benefit
(month) |enrollees |contribu | Government " contributio| Government g
tion Subsidy n Subsidy
amounts amounts

1 220 8,317 165 82 1,480 | 1,976 988 17,762
2 230 664 14 7 128 165 82 1,532
3 240 605 13 7 117 157 78 1,403
4 250 1,404 32 16 273 379 190 3,273
5 260 1,264 30 15 247 355 177 2,962
6 270 1,668 41 20 327 486 243 3,928
7 290 3,177 83 41 630 995 498 7,558
8 310 7,249 202 101 1,451 2,427 1,213 17,418
9 340 | 12,098 | 370 185 2,459 | 4,442 2,221 29,502
10 370 | 23,945 | 797 399 4,938 | 9,568 4,784 59,251
11 400 | 32,327 | 1,164 582 6,763 | 13,965 6,983 81,152
12 440 | 30,329 | 1,201 601 6,465 | 14,412 7,206 71,586
Total 123,047 | 4,111 2,055 |25,277| 49,329 24,664 303,326

Note: This estimate is based on the assumptions that the people below the 12th
grade (KRW 123,000)!4)are to enroll during the average 22 years, and that
the government will support 50% from the general tax revenue.

Source: Yun Suk-myung et al, Policy Direction for the Establishment of Old-age
Income Protection in Korea, KIHASA, to be published in 2007.

Despite the supplementary measure above, for the enrollees whose
pensions are below the minimum living costs as a result of low income
during the working periods it is necessary to protect minimum living
standards by introducing the Minimum Pension Guarantee System.

14) As of August 2007
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Regardless of their income levels, it will be an effective way of
confronting the incoming super-aged society for the NPS enrollees to
participate in the scheme actively during their working periods by providing
them with incentives to join. One of the policy measures Korea should take
for its increasingly aging population as a whole is to head off any path
through which people with an ability to prepare for their old age by paying
into the National Pension could evade the social insurance and rely instead
on a tax-financed basic pension or the Basic Social Security, adding to the
financial burden of future generations.

4) Complementary development of the NPS and the Basic Old-age
Pension

The Basic Old Age Pension will need to be developed into a public
assistance to provide support for poor elderly individuals who will have
failed to receive sufficient benefits from the National Pension by 2028,
when it will reach maturity. The need to turn the current basic old-age
pension into a public assistance program and have it complement the
National Pension is clear considering the increase expected in the number
of pensioners after 2028 and the financial burden future generations will
have to bear.!5)

15) It should be noted that this policy proposal is not based on the assumption that
the blind spot of the NPS would be resolved completely after 2030s during
which it reaches the mature stage. The point is that although even then the
income insecurity would be not a small issue, through income protection
measures and efforts, the blind spot will be reduced significantly.
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(Tablelll-2-8) Long-term projections on the number of beneficiaries and
expenditures under the introduction of the Basic Old-age Pension.

Average benefit per person o
y Recipients | (monthly amount, 1,000 KRW) Total costs(billion KRW)
ear
(thousand)
Current price Price in 2007 | Current price | Price in 2007
2008 3,012 85 80 3 2
2010 | 3,748 105 87 5 4
2020 | 5,475 276 128 18 8
2030 8,329 596 161 60 16
2040 | 10,459 979 163 123 20
2050 | 11,055 1,595 163 212 22
2060 | 10,208 2,501 164 306 20
2070 | 9,047 3,884 164 422 18

Source: KIHASA, 2007.

In this respect, it would be a desirable policy direction for the current
poor elderly people whose income is not secured by the NPS to increase
the coverage by the Basic Old-age Pension and for the future old-age
people to decrease the coverage by the pension as the NPS reaches
maturity with decrease in its blind spot. Along this line, it would be
necessary that while reducing the number of people covered by the Basic
Old-age Pension, as a measure of real income protection, the pension
amounts to people under the Basic Old-age Pension should be increased
significantly. But it is also required to stigmatize for the Basic Old-age
Pension receipients as a way of distinguishing the NPS enrollees who have
contributed their fair share from enrollees who haven't.
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(Tablelll-2-9) Growing trends of the NPS beneficiaries older than 65
years (including Survivor's Pension)

(unit: thousand people, %)

Year | 10tl number of people (IECI;l?dltl)legneSf:lcrl\ir\lfzsrs (B)I(A)
older than 65 years(A) Pension)(B)
2007 4,822 975 20.2
2010 5,354 1,353 25.3
2020 7,821 3,230 41.3
2030 11,899 6,795 57.1
2040 14,941 10,049 67.3
2050 15,793 11,572 73.3
2060 14,583 11,272 71.3
2070 12,925 9,789 75.7

Source: KIHASA, 2007.

One of the ways balance the cost and effect of Korea’s old-age income
protection system would be to reduce the number of basic old-age pension
recipients as the number of National Pension recipients rises, while at the
same time raising the amount of old-age pension benefits to a level high
enough to help poor elderly individuals afford a basic standard of living.

Likewise, by specifying its coverage and characteristics, it is needed to
prevent the Basic Old-age Pension from an universal scheme covering all
the elderly people. This is because when the coverage is expanded to the
high-income elderly and other old-age people with the ability to live by
themselves, the burdens on workers who are responsible for support the
elder people will be seriously worsened in the coming super-aged society.



Old-age Income Security in Korea: Balancing Social Insurance and Public 169
Assistance

5) Reform direction of the Special Occupational Pensions: Preparation
for the financial stability bill and integration with the NPS

The most urgent measure for the Special Occupational Pensions would be
implementing the financial stability act at a similar level to the NPS in any
time soon. In case of current civil servants, their pension rights should be
maintained, but after the reform, they should be treated the same as the
newly entered ones under a scheme.

Although new civil servants may be imposed the same level of income
replacement rate (50% in 2008, 40% in 2028) and contribution rate with
the NPS, it would be more realistic for them to be remained in the Civil
Service Pension for a while rather than to be joined in the NPS.16) This is
because if, as some insist, they join the NPS right away, there will be
more budget deficits for the Civil Service Pension since the contributions
from the new civil servants are not linked to the pensions for the retired
civil servants. In this case, even though it could be beneficial financially in
long-term perspective, governmental deficits increase right after the reform
would bring about the general public's opposition. Considering this, it would
be a more realistic policy measure for the new civil servants to be
remained in the Civil Service Pension rather than to be joined in the NPS
right away.

Meanwhile, among the Special Occupational Pension plans, Military
Personnel Pension should be an exception, to a certain degree, to the
reform direction on the whole. This is coming from the fact that because
of the particular requirement for the military personnel, the Pension is also
sort of life allowance. Indeed, the Military Personnel Pension will also be
required a financial stability measure. However, it should be revised to
increase budget deficits relative to Civil Service Pension or Private Teachers

16) Reform should be implemented in a similar way to the NPS. Specifically reform
should includes the following measures: income replacement rate(76% —0%),
pension indexation(the growth rate in consumer price + policy adjustment —the
growth rate in consumer price), pension accrual reference(final three years —
life-time average), Contribution period(33years —40years), first age for receiving
pension benefit(60years —5years), Survivor's Pension(70% —60%).



Pension.

Apart from the financial stability measure, the extremely low retirement
allowance (10%~60% of incomes during the service) of the Civil Service
Pension should be revamped toward the same level as private sector's one.
This retirement allowance increase should first be applied to newcomers
whose pensions would decrease as soon as they enter the sector, but then it
should be gradually applied to current civil servants whose pension rights
need to be secured.!?)

In addition to this, from the mid- and long-term perspectives, the Special
Occupational Pension schemes should be prepared for the integration with
the NPS. According to the newly revised National Pension Bill (2007), it is
expected that the income replacement rate of the NPS will be gradually
decreased until 40% by 2028. Before the year of 2028, at the latest, in
order to be integrated with the NPS, the related articles of the Special
Occupational Pension schemes should be revised to be in parallel with those
of the NPS.

Lastly, by introducing a system to link the participation periods for the
NPS to the Special Occupational Pension schemes as soon as possible, the

problem incurred from the enrollment gap in-between should be minimize
d.18)

17) This is because, if the retirement allowance increase is applied to the current
civil servants right after the reform, some of them, depending on the time of
retirement, would experience the total pension increase(Civil Service Pension +
retirement pension) compared to the benefits before the reform. This results from
the fact that the retirement pension benefit would be calculated based on the
final three months' average income.

18) For more information, see Yun Suk-myung et al. The Study on Relating
Participation Periods of the National Pension Scheme to the Special Occupation
Pensions, 2007.
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The family structure has experienced a tremendous shift in the past two
decades. The two waves survey (1990 and 2000) of the Bureau of
Statistical and Accounting Affairs shows the nuclear family has decreased
from 63.6% in 1990 to 55.1% in 2000. One the other hand, the type of
single family has risen the most compared to other forms of family.

The single family has increased from 13.4% in 1990 to 21.5% in 2000.
The aged single family accounts for the main part of the single families
and is 40%.

Chen(1996) indicated the percentage of living alone elderly or aged
couple has increased to one-third in the past three decades.

Traditionally, the elderly are cared by the sons (or daughters) though the
co-habitation arrangements in Taiwan. In the process of modernization,
however, the patter of caring the elderly has changed enormously. In 1986,
65.8% of the aged people are cared by the sons or daughters. This
percentage has decreased to 52.3% in 1993 and 48% in 1996 (Hu, Chen
and Lii, 2000). Chen found there are only 43% of the elderly live for the
incomes from their children. The increase of aged single family implies the
economic dependence of elderly on another resources.

Theoretically, the aged people can protect themselves from income loss
risks through savings. However, this option has also become less favorable
due to the weaking of saving capacity in Taiwan since 1980s according to
a economic study (Lin, 1993). The option of savings become vulnerable
because of the rise of CPI index and inflation.

Altogether, the change of family structures and social changes have made
the transfer between generations in one household less practical. The income
dependence of elderly on the public means has increased in Taiwan by the
process of modernization. Under this circumstance, the policy makers are
forced to forge some measures to protect the elderly from the income loss
risks after retirement.

The Taiwanese government has implemented some policy measures to
address the old-age poverty problems since 1994. The policy makers
responded reluctantly under the pressures of partisan competition in the
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process of democratization. These measures include:

Apart from the pension for labors and public employees, there have
developed many allowance programs targeting to the disadvantaged groups
due to the party competition between KMT and DPP in the process of
democratization since 1987. To win the election, the DPP has attacked the
underdevelopment of pension system in Taiwan due to the neglecting of
then rules government party, KMT. The DPP demanded to set out an
institutionalized pension system to all citizens and offering allowance
programs for certain disadvantaged aged people in the transitional period.
The DDP won the local and parliament elections since 1992 partly due to
this topic. The KMT was therefore forced to offer allowance programs and
engaged in the establishment of an institutionalized pension system. "Living
Allowance for Low-Income Families’ Elderly" (NT$ 3000-6,000 per Month),
"Welfare Subsidies for Elderly Farmers"(3,000 per month), "Subsidies for
the Elderly" (3,000-8,000 per month) and "Living Allowance for the
Veterans" (14,625 per month). All of the programs are financed by tax.
These tax-financed pension systems in Taiwan are so fragmented that the
eligibility and benefit level among different social groups results in the
problem of equality and equity.

Until 2004 the receipents of Living Allowance for aged Farmers are
numbered 680.3 thousands, Living Allowance for Aged Citizens is 670.1
thousands, Living Allowance for Middle-Low Income Aged Citizens is
160.0 thousands, Living Allowance for Disabled Citizens is 60 thousands,
the for Vetrants is 100 thousands. About 1,69 million aged people are
included in these tax-financed schemes. About 80% of the aged population
are covered by these programs. Until June 2004 the government expenditure
for financing these schemes estimates 45.25 billions N.T. dollars, including
1.4 billion for Living Allowance of Indigenous Aged Citizens. These
schemes are important programs for fighting the old-age poverty in Taiwan.
The policy impact can be measured by reducing the poverty rate of aged
people.
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To confront the political challenge from the DPP and integrate all the
fragmented schemes, the KMT had nominated in 1994 a task force
designate to the CEPD to set out a reform program of the pension system.
After enduring debate and discussion, a reform program was completed in
1998. According the plan, it should have been scheduled to be legislated
and implemented in 2001, but was postponed in the end, because the KMT
was defeated in the presidential election in 2000.

KMT’s pension reform program is based on the principle of social
insurance, which is by far the most popular model in the world. The
guideline of this system is targeted at "providing all citizen the basic
elderly protection with the supplementary pension benefits worked out by
different occupational groups and the market mechanism where each citizen
can purchase further protection as needed from the private insurance"(Chen,
2001: 13). The so-called three-tier protection system suggested by the World
Bank is set as the blueprint for the planning of the pension system in
Taiwan.

Theoretically, to add supplementary levy on personal income tax, payroll
tax, and/or business income tax should be a viable way of raising funds for
pension. Nevertheless, viewing the fact that there exists rather narrow tax
base and business income tax increase may cause inflation, the policy
maker has to give this alternative up.

After winning the presidential election of 2000, the DPP tries to redefine
the social policy. Compared to the KMT as sticker of social insurance
model, it seems that it is still difficult to observe the blueprint of ruling
party’s social policy program. The DPP had set out the so called ‘Three
3’s’ and ‘Five 5’s’welfare program as the party program during the
election. This program plans to grant 1) those who is aged above 65 aN.T
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$ 3,000 monthly living allowance; 2) for children under three years old free
medical care; and lastly 3) those first-time house buyers an interest rate as
low as 3%. In addition, ‘five 5°s’ program are also on the way. They plan
to 1) increase 50% of the number of day-care and kindergarten teachers; 2)
increase 50% of female labor participation rate; 3) cut down 50% of the
number of school dropouts; 4) 50% decrease of woman care burdens at
home; 5) 50% decrease of women’s victims of violent crimes.

There still lacks a comprehensive pension program to cover all citizens
into one comprehensive system.
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The old-aged pension system in Taiwan is constructed along occupational
lines and is characteristic of fragmentation. The receipents receive different
pension benefits and welfare allowances. The old-aged pension system in
Taiwan encounters the following problems (Wang et al., 2004). Firstly, the
stipulated retirement age for PSI and EI is so low that the insured workers
have the incentive to retire earlier than necessary. It results in the financial
over-burden of the pension schemes and the ineffective loss of the labor
force. Secondly, the coverage of the pension program is still quite limited.
According to a statistics, about 5,30 million (40%) of the employed people
are still not covered by any public pension schemes. Thirdly, most of the
pension benefits are the lump-sum based payment. The average amounts of
the PSI is 1,38 million N.T. and 880 Thousands for EI respectively. This
amount is evidently too low for fighting old-age poverty. The inadequacy of
the social insurance pension schemes force the government to put forth
welfare allowances programs based on budget. As many scholars have
indicated, these measures have the problems of. These welfare allowance
programs have covered about 72% of the aged populations since 1993.
These temporary allowance schemes are developed to alleviate the old-age
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poverty problems prior to the legislation of comprehensive National Pension
Act. However, as the institutionalism asserts, these allowance schemes exert
its negative influences in the national pension reform process.

These fragmented allowance schemes results in the financial problems for
the government. The average expenditure for financing these welfare
allowance programs is estimated about 47 billion N.T. dollars every year
and results in serious financial problems for the government. It is expected
to increase by the aging population. Furthermore, the existing allowance
systems are divided according to different status. The eligibility and benefit
level diverges according to different schemes. It results in the unequal
welfare treatments among different allowances schemes. As a result, the
reform of Taiwan’s pension programs should focus on extending the
coverage of pension programs and solving the unequal problems among
fragmented schemes.

The Demographic Change in Taiwan:

According to the population estimation of the Committee for Economic
Construction (CEC), Administrative Yuan, the aged population above 65 in
Taiwan will increase from 2,73 million (11.6%) in 2014 to 3,92
million(16,54%) in 2021. The aged population will account for 20% of the
population until 2026. This ratio will increase to one-third until 2051.

The coming of aging population in most East-Asian countries is more
speedy than European countries. The aging population has increase from
2.5% in 1956 to 8.6% in 2000. According to the estimation of CEC, the
aging population will increase to 29.8% in 2051. The aging of the
demographic structure results in the increase of aging households. According
to the statistical data, the percentage of aged household has increased from
600.5 thousands in 1996 to 980.0 thousands in 2003. Differing the
households into five deciles, 60% of the aged falls into the category of the
lowest 1/5 deciles of income group. Their average income reaches only
50% of the whole family. The economic vulnerability status of the aged
families is quite obvious.
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According to the estimation of the CEC (2004), the population of the
aged people above 65 and that under 15 is 320 million respectively in
2017. After that, the population of aged people will outnumber that under
age 15. The dependence ratio between aged and productive population will
increase from 13% in 2003 to 23.45% in 2021. It means that every 7.7
young people have to care an elderly in 2003. This ratio will increase to
426 in 2021 and 2.65 in 3031. The caring burdens will be quite enormous
by then.

R (2004) BUHENS, FTE201740RE, FREIRIE AH1SELITSE A O EE320
B, Mk, BEAOEISEENEADS, FELBIRE FA, 1£200348913%, -
FE20214EH923.45% ., JRED, HE20034E47 TMEF A DRE—FEEAN, FR0214%5
426[FAANOEEEAN, MRENAE, 27203148, CREF2.65MEFIEA
DEEEENT (RE3) . BN, BEREEEANAESIEEILE,

3 RERFA DR - PG

FEADOE (FA) FEANOREE (%) BEL
i WA | BEA
0~145% | 15~64 | 655%LL |0~ 145% | 15~64 | 655511 m} |
F o (g ko B T ay | 6y

2)*100 | (2)*100

20044 | 4,397 | 16,228 | 2,137 | 1932 | 7130 9.39 27.09 | 13.17

20114F| 3,696 | 17,164 | 2,463 1585 | 73.89 1056 | 21.54 14.35

20214 3,079 | 16,701 | 3916 1299 | 7048 16.52 1843 | 2345

20314F| 2,586 | 15039 | 5,657 | 11.11 | 64.60 | 2430 | 17.19 | 3761

20414F| 2,092 | 13,153 | 6,610 9.57 60.18 | 3025 15.19 | 5026

20514F| 1,746 | 10,896 | 6,947 891 55.62 | 3547 | 16.02 | 63.76
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The reasons for the aging population are manifold. Except for the length
of the life expectancy, one of the most important factors is the low fertility
rate. Table four shows, the most aging countries, Italy and Japan for
example, also have lowest fertility rate. Once the fertility rate iscontinuing
under the replacement rate, the demographic structure will experience an
unbalanced structure and have the negative consequences for the dependence
ratio.

ANRBIERR R T FarERy, RN DR, SR RMEA
ARIERHURIEA R, RN, #REBEAAD KBIBEIIBR, WA &
i, ANDESREMEE, HATROK, ¥ EERETFRHEEN A DBHRKE,
FEBADRBRERSR, TMHFEADRED, (REEAAND GRS LT, EmADE
Lz B,

#4 International Comparison of Old-Aged Population Percentage and
Total Fertility Rates (TFRs)#ZAA O thAE#8 4 B R v BIFR L&

. Percentage of Populations | &K | TFR Life Expectancy
Countries | Aged People (MiL) %) (persons) (Ages)
above 65(%) ' Male | Female
Italy 19 572 0 12 77 83
Japan 19 127.5 0.2 1.3 78 85
Sweden 17 9.0 -0.1 1.6 78 82
United 16 59.2 0.1 16 75 | 80
Kingdom
France 16 59.8 04 1.9 76 83
US.A. 13 291.5 0.6 2.0 74 80
Hong Kong 11 6.8 0.2 0.9 78 85
Taiwan 9.2 225 0.5 1.22 732 78.9
South Korea 8 479 0.8 1.3 72 80
Singapore 7 42 0.8 14 76 81

Sources : 1. U.S. Population Reference Bureau , 2003 Population Data Sheet
,September 2003,
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Figure 3.17 Poverty rate for the elderly by income packages,
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The pension system accounts for the sheer part of the expenditure of
social security system and is the main institution to protect the economic
security of the aged. However, this system is quite underdeveloped in
Taiwan and demand great reform. Nowadays there are some 4,000.000
citizens in Taiwan who are still excluded from the public pension system.
The only way for protecting their economic security after retirement
depends either on their private savings or on the support of their children.
Due to the declining role of nuclear family, the social support function of
family will be increasingly eroded in the process of modernization.
Furthermore, the aging problem has been a serious problem for the future
of social security system. The aged people above 65 has reached 8.4% of
the total population by now. It is estimated that it will grow to 10% in
2011 and 20% in 2031 respectively.

The Labor Insurance, the Civil Servants’ Servants’ and Teachers’Insurance
now offers retirement benefits. According to the 1984 Basic Labor Standard
Act, the private enterprises should provide old age pension for employees
when retired. But it is benefited in a lump sum payment rather than an
annuity plan. This system has been severely criticized for their lump sum
payments which can’t protect labor’s income security over an extended
period of time and counter against the pressures if inflations. Among those
who are covered by the public pension system, the public officials, military



25 s

personnel and teachers are the most privileged groups. They are covered by
a generous retirement pension system. This system is similar to German
public official’s retirement pension scheme which is financed by
government’s budget. Following a 1993 revision, however, it resembles
Japan’s public official’s retirement fund system which is a social security
fund system by nature. In other word, they can enjoy a two-tier insurance.
After 25 years employment in the government or aged above fifty years
old, they can be retired and entitled to receive an annuity. The income
replacement rate of the pension could be equivalent to 80% of their wage.
Compared with the other countries, this system is quite generous and have
resulted in financial burden for government.

REFER LT 2 RERRZRAUTHRE (ER1C%, 2004) 0 (1) KFRMER
PRl R R IRIL, SRR R RSB, BT St & R EEI A
B, WEISHNORE ; Q) iefRErmERLR, DOIFER, M¥EFn
ANOHFIESI0OEN (40%) , REEANATLERIBHIZFAS T RIEEERE ; () ikerfk
BEFRR MR —ia s, BABREERANTHEREMESET, HREF
IR ESS B, TRURBEARMIEELE ; 4) B Lkite
RIEERZANE, WAFE AR E NFRIE AR5 2 LIBUF AR MRS A TEA
B, BB ECBIFMEBAE, SHEEARHSREGHEA DB EEREANZT
2%, BURFH—F@R470M8TT. A D BUEEREES, WIESCHAHHEEM.
Y, BUTHTER NS ER AR LG (3 B R AERE, AT S e A A am
HEAANE, fKEMEAZR, BRARADHRIALE, Hit, REEF
FeE L 2 Rat, A i A DR R HIREREHERL. AL FL
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Instead of aiming at the institutionalization of social insurance system, i.e.
the public pension system, it seems that the social policy of DDP
concentrates on the welfare services. Most of the items of ‘Five 5°s’ are
targeting to women’s welfare. Compared to other OECD countries, The
female labor participation rate of Taiwan still lags behind the average
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standard. This is mainly due to the underdeveloped supply of the public
welfare facilities, e.g. the community care for the elderly and the child
caring. This results in the heavy loading for the women in the family and
retards the work incentive of the women to enter into the labor market.

To lesson the care burden of women in the family, more day-care and
long-term care organizations for the elderly are planned to establish. As for
the children welfare, the most important is education voucher up to NT $
10,000 per year for every child visiting the kindergarten. Further more, the
‘Equal Employment for the Female and Male Act’has been set out in the
agenda for legislation. This act aims to ensure the equal employment and
education opportunities. These measures and programs intend to release the
care burden of women and enhance their incentive to participate in the
labor market, particularly the service sector. For financing these programs, it
needs to levy tax or widen the tax base to implement them. According to
the agenda of the K.M.T. government before the president election, the
public pension system should have been implemented from 2000. It is
expected that its implementation would be helpful to solve the problem of
elderly economic security. Due to the unintended 921 earthquake in 1999
and the accompanying global economic recession since 2000, the
governmental revenues become more limited. The government is force to
forge out the pension system and implement only part of the welfare
programs selectively. The government claims to put the allowance program
for the elderly above 65 in the coming year (2002)into practice. It has been
criticized by the opposition party as a political instrument flattering the
aged people for winning the Parliament election in the end of 2001.
Without an adequate financing resource, it is quite apparent that the
implementation of these welfare programs will unavoidably create squeeze
effects on other aspects of governmental expenditures

The central criterion for judging a pension scheme is the proportion of
the population that benefits from it. Though old-age income security for all
is desired, full coverage may well not be easily achieved. Particularly in
developing countries, where regional developments are often unequally
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promoted, the exclusion of rural population from the state pension scheme
tends to be a common phenomenon, whereas some categories of workers,
such as civil servants and members of the military services, are covered by
special pension schemes. This holds especially for countries with
authoritative regimes or similar historical experiences of dictatorship. In East
Asia, South Korea and Taiwan are prominent examples. Even in the PR
China, a transitional country with one-party rule, civil servants and members
of the armed forces still enjoy more generous pension schemes. The
primary task of many developing countries is therefore to unify
rudimentarily pension systems and broaden pension scheme provision to
cover socially weak groups (Gillion et al. 2000: 409ff.).
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As figure one shows, the public servicemen enjoy generous pension
benefits compared to other social groups. The public servicemen are
expected to receive 3,864,200 N.T. dollars.

The public servicemen are entitled to receive about 46,899 N.T. dollars
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pension benefits per month, compared to 10,000 for the LI workers and
3,000 for the farmers. The PSI enjoys five times more than LI insured
persons and even 16 times more than the farmers. The inequality of
benefits level between different occupational statuses is so enormous that
this issue has sparkled severe political confrontations in the electorate
campaigns since 1993.
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The principles mentioned above apply at most in transitional countries
where pension reforms are high on the political agenda. Due to various
changes, their flawed old pension systems are subject to reform. The overall
trend is towards a more comprehensive scheme with wider coverage and
more generous benefits. But problems arise since these countries have to
develop simultaneously their own economies as well as political system
which lack sound framework for appropriate functioning. The author deals
with this subject in another report. Numerous examples have shown that
even a multipillar pension system requires a political and economic
environment that can support the pluralistic arrangements for old-age
security.
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1.0 INTRODUCTION

Measures to ensure adequate old-age income security are critical in
economically advanced nations, where most workers are employed in the
service and manufacturing sectors, and spend years, if not decades, in
post-employment retirement. Indeed, the history of modern welfare states
generally begins with public provisions for those who are "old and possibly
alone in a wage labor economy" (Finer, 2000, p. 17). In agrarian and
pre-industrial societies, retirement was largely unknown and old age poverty
took a quite different form from that of contemporary societies. In
economically developed societies, retirement requires that individuals -
primarily in a manner prescribed and directed by the state - save funds
during their ‘working lives’ in pensions so as to have these available
post-retirement. These funds are supplemented by state programs in an
effort to minimize the number of older individuals facing poverty.

In the past several decades, Canada has dramatically reduced old-age
poverty. This is particularly surprising for a nation which has a liberal
market economy and liberal welfare state. In other words, the role of the
state is small, certainly in comparison with European countries, and
employment in the labour market, along with individual initiative, is
expected to address the income security needs of households. The first part
of the paper provides an overview of old-age poverty and income security
programs for the elderly in Canada. The second part of the paper reviews
the nature of the Canadian welfare state and the major private and public
income security programs, especially pensions. The third paper of the paper
analyzes recent developments, including policies that extend the working life
of individuals. The last part provides conclusions and suggests lessons that
might be applicable to South Korea.

2.1 OLD-AGE POVERTY AND INCOME

A logical starting point for any analyses of old-age poverty is the
definition of old and poor. In both cases, the issue is not simple. At the
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beginning of the welfare state in Canada, (as well as many other countries)
70 was set as the age for eligibility for state support, and thus the age at
which one became "old." In contrast, for example in Korea, age 60 was
initially set at the age for the full receipt of a public pension (and even
lower ages for some occupational groups). In addition, many nations have
had, and some still have, different eligibility ages for income security
programs for men and women. As such, gender influences the age at which
an individual become "old" in the context of public policy. Finally, the
entitlement age for public pensions (and other income support programs)
changes over time for example, increasing gradually from 65 to 67 in the
United States with regard the Social Security program, and from 60 to 65
for public pensions in Korea. In Canada, age 65 has since the mid 1960s
been the age of eligibility for most income support programs, and (as
discussed later) until recently been the age at which many workers had to
retire. As such, age 65 is typically used as the start of old-age in Canada,
and is also adopted for this paper.

Unlike some countries, Canada has no official 'poverty line', partly
because there is disagreement on whether and to what extent low income
should be defined in absolute terms (inability to meet basic needs) or in
relative terms (distance from the community norm). The measure most
commonly used, and also adopted in this paper, is the post-tax Low Income
Cut-Offs (LICOs), which defines a low income household as one which
spends much more than an average equivalent household on the necessities
of life - food, shelter and clothing - and thus has much lower absolute and
relative 'discretionary' income than the norm. To reflect differences in the
costs of necessities among different community and family sizes, LICOs are
constructed for five categories of community size and seven of family size.
The approach is to estimate an income threshold at which families spend
20 percentage points more than the average family on food, shelter and
clothing. For example, if the average family of four living in an urban
community spent 43% of its after-tax income on food, shelter and clothing,
then a family that spent 63%, or more, of after tax income would be
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considered low income (i.e. 43% plus the 20 percentage point margin). In
reference to Table 1 below, a one person household in a large city would
be considered to be low-income if his or her income was below $17,954 in
2007.

Table 1: Low income cut-offs, 2007, in Canadian dollars

Community size

Rural areas Urban areas
Less than 30,000 to 100,000 to 500,000 and
30,000 99,999 499,999 over
Size of family unit
1 person 11,745 13,441 14,994 15,184 17,954
2 persons 14,295 16,360 18,250 18,480 21,851

Therefore, both old age and poverty are conditions that are subject to
different definitions and understandings. Using an age other than 65 to
mark old age in Canada will alter the number of individuals deemed to be
poor. Similarly, using a poverty measure other than the low-income cut-offs
will also change the number of persons in poverty.

A distinguishing feature of Canada is that poverty among the elderly has
declined dramatically as shown in Figure 1. Indeed, the trend for low
income among seniors has been decreasing over time. The low-income rate
among seniors fell below that of the overall population in 1990 and
continued to decrease, reaching 6% in 2005. Because seniors draw less of
their income from working and more from pension, governmental transfers,
and other non-employment sources of include, their income does not
fluctuate as much with economic conditions as that of working-age adults.
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Figure 1.
Low-income rate, by age, 1980-2005
. (percent)
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Note: Based on after-tax Low Income cut-Offs.
Source: Statistics Canada. Persons in low income, annual (CANSIM Table 202-0802).
Ottawa, Statistics Canada, 2007. Available at:
http://www4.rhdsc.ge.ca/indicator.jsp?lang=en&indicatorid=23#MOREON 3

Unlike some other nations, seniors in Canada draw their retirement
income from multiple sources. As illustrated in Figure 2, below, in terms of
public pensions, almost all seniors receive benefits from the quasi-universal
flat-rate pension financed from general tax revenues -the Old Age Security
(OAS) program - and in 2005, 88% of seniors received benefits from one
of the two earnings-related mandatory pension plans: the Canada Pension
Plan or Quebec Pension Plan (CPP and QPP). In terms of private sources
of income, 56% of Canadian seniors also received income from investments,
while 61% received moneys from employer (occupational) pensions and
individual retirement savings plans (known as registered retirement savings
plans or RRSPs) in 2005. However, a much greater proportion of Canadian
seniors received income from employer pensions (58%) than from RRSPs
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(10%). Very few elderly received money from family member, particularly
children.

Over the last 25 years, the proportion of seniors with public pension
(CPP/QPP), and private pensions and RRSPs has grown noticeably. The
proportion earning CPP/QPP benefits increased from 50% to 88%, while the
proportion with private pensions and RRSPs doubled between 1980 and
2005 from 29% to 61%. The increase in the number receiving public
pensions reflects the maturation of the CPP/QPP pension scheme, which
came into existence in 1966. The decline from 1980 to 1992 in those
having employment income, and then its increase to 17% in 2005 is
partially due the mean age of retirement that decreased in the 1980s and
early 1990s from an average of 65 to 61, but has increased again in recent
years.

Figure 2:
Seniors with income, by income source, Canada, 1980, 1992 and 2005
{percent)
o5 98 o7
a5
74
£1 - £
a0 54
40
29
16 17
q
Public: - A5 Public - CPR/QPP Private - Private - Pensions Ernploymernt
Investments and RRSPs earnings

1930 71992 W 2005

Source: HRSDC calculations based on Statistics Canada's data from the surveys of
Consumer Finances and of Labour and Income Dynamics, CANSIM table
202-0407.
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As shown in Figure 3 below, between 1980 and 2005, average income
from OAS remained steady at about $7,000 per year (in 2005 constant
dollars), however average income from CPP/QPP increased from $3,800 to
$6,000. Average income from employer pensions and RRSPs increased the
most, from $9,600 to $14,800. However, average income from investments
decreased from $8,600 to $5,200, and employment earnings decreased from
$21,700 to $11,100.

Figure 3:

Seniors' average income, by income source, Canada, 1980, 1992 and 2005
(2005 constant dollars)

5,900
Public - 0AS 7,400
E 800
3,800
Public: - CPPIGPP 5,700
5,000
8600
Private - Investments &,000
5,200
9,600
Private - Pensions and RRSPs 12,300
14,800
21,700
Employment earnings 13,600
11,100

1980 71892 W 2005

Note: Averages are for those receiving the source of income in question.
Source: Statistics Canada, Survey of Consumer Finances and Survey of Labour and
Income Dynamics, CANSIM table 202-0407.

As shown in Figure 4, below, public pensions (OAS and CPP/QPP
combined) represented 44% of seniors' total income in 2005. About a third



of seniors' income came from private pensions and withdrawals from their
RRSPs. The remaining 23% was split between investment income (11%)
and other income sources (12%), including earnings and other government
transfers.

Figure 4:
Sources of seniors' income, 2005

{percent)

Cther sources = 12%

Public - DA% = 24%

Private - Investments
=11%

Public - CPRAGPR =
20%

Private - Pensions &
RRSPz = 33%

Note: ‘Other sources’ includes employment earnings, other income, and all
government transfers other than OAS/GIS and CPP/QPP.
Source: HRSDC calculations based on "Aggregate income of recipients" in CANSIM
table 202-0407. Statistics Canada. Surveys of Consumer Finances and of
Labour and Income Dynamics.

There are gender differences in terms of sources of income as highlighted
in Figure 5 below. Although, almost equal percentages of women and men
over the age of 65 received OAS benefits, fewer women (83%) than men
(94%) received CPP or QPP. However, in 1980, only 35% of women and
69% of men received the CPP or QPP.
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More men than women earned income from jobs or private pensions and
RRSPs in 2005: 24% of men compared to 11% of women had earnings,
and 70% of men compared to 53% of women had income from private
pensions and RRSPs. A slightly larger proportion of women (57%) than
men (55%) had private investment income.

Figure 5:
Seniors with inceme, by gender and income source, 2005
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Source: HRSDC calculations based on Statistics Canada's data from the surveys of
Consumer Finances and of Labour and Income Dynamics, CANSIM table
202-0407

Figure 6 shows that for all of these income sources, women's income
was on average lower than men's, except in OAS benefits. The largest
discrepancy was with respect to income from private pensions and RRSPs:
$18,200 for men, compared to only $11,100 for women.



Figure 6:
Seniors' average income, by gender and income source, 2005
(dollars)
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Source: HRSDC calculations based on Statistics Canada's data from the surveys of
Consumer Finances and of Labour and Income Dynamics, CANSIM table
202-0407. Source: http://www4.rhdsc.gc.ca/indicator.jsp?lang=en&indicatorid=27

In studying old age poverty, it is also necessary to examine the
persistence of low income. In other words, to what extend do those who
are poor remain so. Seniors were the least likely to have low income for
four years or morel999 and 2004. As seen below, a smaller percentage of
seniors (3.5%)low income for at least four years during a six year period
compared to individuals under the age of 18 years (6.4%) or those aged 18
to 64 years (5.4%). This suggests that poverty is a persistent condition for
only a very small percentage of those 65 and over in Canada
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Figure 7:
Canadians with low income over aB-year period, by age, 1999-2004
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Note: Years spent in low income are not necessarily consecutive. Source: HRSDC
calculations based on Statistics Canada. Persistence of low income, by
selected characteristics, every 3 years (CANSIM Table 202-0807). Ottawa,
Statistics Canada, 2007. See:
http://www4.rhdsc.gc.ca/indicator.jsp?lang=en&indicatorid=83

In summary, very few older Canadians are poor. Older individuals and
families have a minimum guaranteed income that largely prevents poverty,
and many have additional pension and investment income sources. As such,
the Old Age Security program and the public pension plan provide virtually
all seniors with an income above or very close to the low income lines,
and have greatly reduced low income among the elderly (as well as income
inequality) among those 65 and older since the 1960s. Nevertheless, women
are more likely to be poorer than men.



2.2 DEMOGRAPHIC CONTEXT AND THE LIFE CYCLE

Like many Western developed countries, Canada’s demographic profile is
dramatically shaped by the large post-World War Il baby boom generation.
As such, Canada’s population is currently aging, as shown in Figure 8
below. The aging population impacts on old-age poverty trends and public
policy to alleviate it.

Figure 8: Age pyramid of the Canadian population in 2006
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Source: Statistics Canada, Census of Population, 2006.

Due to its large size, the baby boom cohort has influenced many societal
institutions, and will do so with regard to retirement in the decades to
come. As Figure 8 above illustrates those born during the baby boom
passed into their young adult years in 1981; became established in the
labour market and family life by 1991; and, in 2006 first reached age 60
(and thus become eligible for Canada Pension Plan benefits).
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As with Korea and other nations, not only is the baby boom generation
aging, but the annual number of births in Canada has been steadily falling
for well over a decade. Since 1989, the annual number of births has fallen
by almost 20%, from about 400,000 in 1989 to 330,000 in 2002 and
352,000 in 2006. This is one third less than the 480,000 births at the
height of the baby boom in 1959 (Kerr & Beaujot, 2005). Figure 9 below
illustrates how in less than a decade from now those 65 and older will
outnumber those 15 and younger.

Figure 9: Number of persons aged 65 years and over and number of
children aged less than 15 years in Canada, 1956 to 2016
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Source: Statistics Canada, Censuses of Population 1956-2006, and Alain Bélanger,
Laurent Martel and Eric Caron-Melanfant, 2005. Population Projections for
Canada, Province and Territories 2005-2031, Statistics Canada Catalogue no.
91-520, scenario 3.

In addition to the movement of the baby boom generation through the
age structure, and low fertility, there has been a dramatic increase in
lifespan. The life span of Canadians is longer than ever before, with
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significant increases between 1931 and 1991. For males, life expectancy at
birth increased from 60.0 years in 1931 to 75 years in 1992 (a rate of 2.4
years per decade). For females, the increase was 3.1 years per decade from
62.1 years in 1931, to 81 years in 1992. Canadians reaching age 65 today
will live longer and healthier than has ever been the case: at age 65,
Canadian women can expect to live another 20 years, and men another 16
years. This places particular pressures on income security policies and
efforts to minimize old-age poverty.

Canada accepts more immigrants per person than just about any nation in
the world. In 2006, almost 20% of Canada’s population was foreign-born,
compared to only 12.5% in the U.S. As such, it might be supposed that
immigration will alleviate the problem of population aging, in that young
immigrants in the labour force will support an aging society. However,
immigration has little effect on the age structure, because recent immigrants
represent a small part of the total labour force, and at present, have a
median age that is not very different from the receiving population.

Not only have demographic trends created and aging society, but in the
past thirty years there has been a shift in the life cycle of Canadians, with
an increase in divorce rates (and re-marriages), later child birth and blended
or second families. These changes have diminished the ability of individuals
to predict their life course, and to forecast their future financial needs, and
hence accurately predict their financial situation in old age.

A second major change to the life cycle of Canadians has been with
regard to fertility patterns. In women in their and older accounted for only
of live births, however by6, this proportion had reached 50%. A similar
pattern is found for men in that in1983, men in their and older fathered of
the babies of first-time mothers, but by2006, this exceeded 50%. The
current fertility of Canadian women is 1.5 births per woman, a level that
has remained unchanged since 2000.0One consequence of the above two
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developments is that older individuals may well have financial commitments,
such as young children, that would have been uncommon in previous
decades.

More generally, a result of these changes is that many, if not the
majority of, Canadians can expect a less predictable life cycle than was the
case in the decades immediately after the Second World War. Although
individuals are living longer than before, they are actually spending fewer
years employed. This is because the number of years of formal education
has increased, and because the average age of retirement in Canada has
decreased during the 1980s and 1990s from 65 to 61. Because workers are
entering the labour market later than ever before and leaving relatively
early, while living longer, more financial resources for more years of
non-employment must be saved for in a comparatively short period. This is
particularly the case for women who on average earn lower lifetime
income, have less pension and investment income, and will live longer than
men do.

These demographic and aging trends, as well as some of the life cycle
changes, are not unique to Canada, but exist for most developed countries.
Demographic change in Canada is becoming as pronounced as in Europe,
and it will be more rapid once the large baby-boom generation move more
fully into retirement ages in the next decade. In Canada in 1986 just over
one in ten people were over 65, but in less than thirty years, in 2036,
projections are that about a quarter of the population will be over 65.
Along with a median age of 45 years, and more than 12% of the
population aged 75 and over, this will make an aged society (Kerr and
Beaujot, 2005). These demographic and life cycle changes are taking place
in the context of a particular welfare state, as discussed in the next section.

3.1 THE CANADIAN WELFARE STATE

Income security programs and policies to mitigate old-age poverty are not
primarily shaped by demographic conditions, but the nature of the welfare
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state. Indeed, this explains the variety of policies and programs to combat
poverty among the elderly that are unique to each nation. Canada most
closely resembles Esping-Andersen’s liberal regime type welfare state, but
most scholars maintain that it is distinct from the model found the United
States. Typically, Canada is viewed as ‘impure-liberal’ due to the presence
of universal elements in its social security system (Haddow, 1993).
Although from an international perspective, the two countries have similar
welfare regimes, "especially for the poor and for marginal social groups, the
differences between Canadian and American social programmes are
important" (Banting, 1997).

The broadest elements in Canada’s welfare state emerged after the
Second World War. Significant departures from pure liberalism began during
the 1940s, stimulated by a significant shift to the political left - reflected
in growing support for the social democratic parties and rising union
membership - during the war. With respect to the elderly population, the
universal Old Age Security pension was created in 1951; a contributory
Canada Pension Plan, matched with a parallel program (the Quebec Pension
Plan) in the province of Quebec, was established in 1966. A nation-wide,
tax financed, public health insurance scheme was established in the 1960s.

The 1980s and 1990s witnessed a retreat to a liberalism that is more
consistent ~ with an  underlying institutional order dominated by
business-oriented parties in a context of modest working class mobilisation.
Compared with Britain, however, neither the move away from unalloyed
liberalism, nor the subsequent retreat, has been as dramatic (Pierson, 2001).
To the extent that the Canadian welfare state has become more selective,
moreover, it has not witnessed the rise of income polarisation observable in
other liberal countries. As Myles and Pierson observed, writing in 1997, the
relative generosity of programs meant that "the Canadian system of social
transfers has been successful in stabilising the final distribution of family
incomes and containing child poverty" and protecting income security
program for the elderly (Myles & Pierson, 1997, p. 3). As such,
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notwithstanding, the retreat of 1980s and 1990s; the Canadian welfare state
continues to be impurely liberal, but is closer to that ideal type today than
it was in the 1970s (Haddow & Klassen, 2006).

An interesting feature of the Canadian welfare state, and more generally
Canadian society, which impacts on old age poverty was the existence and
widespread acceptance, until the past few years, of forced retirement at age
65. Mandatory retirement imposed by employers at this age became
institutionalized relatively late during the creation of the welfare state.
Canada’s Old Age Pension Act, in force from 1927 to 1952, set the
pensionable age at 70, rather than 65, as was the case in most other
developed nations at that time. Even in the 1950s when the OId Age
Security Act and in 1966when the Canada and Quebec Pension Plans were
introduced, age 70 was set as the age when recipients were eligible for full
benefits (Guest, 1997). It was only in the mid-1960s that age 65 became
the accepted marker for exit from the labour market and entry into old age,
primarily because federal income support programs began to adopt this age
as the trigger for full entitlement to the Old Age Security program and the
Canada and Quebec pension plans. Until the start of the 21st century, a
range of other legislation and public policies, including taxation, health care
and human rights, supported the institutionalization of 65 as the age at
which employees must retire. Employers and unions incorporated this age
into collective agreements and other workplace arrangements, especially with
regard to private pensions.

The demographic context and life cycle changes reviewed earlier have
called into question to utility of mandatory retirement in an aging society.
In particular, the increase in longevity of Canadians, along with increases in
the overall health of older individuals, also have prompted calls to revise
the definition of "old" and of the arbitrary markers, such as age 65, that
have been commonly used to define the start of old age (Denton &
Spencer, 2002). This paper returns to this topic in the context of analyzing
recent policy.



3.2 CANADA’S MULTI PILLAR PENSION REGIME

Canada’s pension regime conforms in many ways to the three pillar
model advocated by the World Bank and some other organizations (World
Bank, 1994). The first pillar is a quasi-universal flat-rate pension financed
from general tax revenues composed of three separate programs: The Old
Age Security program, begun in 1951, provides a modest income beginning
at age 65 for all citizens and permanent residents who have lived in
Canada for at least 10 years since age 18. The maximum yearly payment
for 2008 is $6,060. Individuals who have lived in Canada for less than 40
years receive a reduced pension, with each year of non-residency reducing
the payment by 2.5%. The program is quasi-universal in that individuals
with a high net income (above $65,000)do not receive the entire amount,
while those with income above $105,000 do not receive any payment at all.

A component of the OId Age Security program - the Guaranteed
Income Supplement - provides additional money, on top of the Old Age
Security pension, to very low-income seniors. In 2008, the maximum annual
payment is $7,656, while the average payment is $5,220. The supplement is
not paid once the annual income of an individual exceeds $15,336annually,
with a higher cut-off threshold for a couple.

A much smaller component of the Old Age Security program - the
Allowance - provides income support for those ages 60-64 whose spouse or
partner receives the Old Age Security pension and the Guaranteed Income
Supplement, or has died. The vast majority of the recipients of the
Allowance are women. The Allowance is determined based on the annual
income from the previous tax year. At age 65, most people who receive
the Allowance have their benefit automatically changed to the Old Age
Security Pension and, for those with low income, also the Guaranteed
Income Supplement.
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In combination, the Old Age Security program and Guaranteed Income
Supplement provide a minimum income floor for older Canadians. For the
single elderly, the floor currently (as one mid 2008) amounts to $13,716. In
reference to Table 1, this amount is higher than the low income cut-off for
rural areas, but somewhat lower than the cut-off for urban areas. However,
most provinces (sub-national jurisdictions) have supplementary income
support programs that ensure that very few of the urban older residents fall
below the poverty line, while some further moneys are credited to the
poorest elderly via the tax system.

The second pillar of Canada’s pension regime is composed of two
earnings-related pension programs: the Canada Pension Plan and the Quebec
Pension Plan. The Quebec Plan is almost identical to the Canada Pension
Plan but applies only to those working in the province of Quebec (the
Canada Pension Plan does not apply to those working in the province of
Quebec). The sub-national provinces, other than Quebec, share constitutional
responsibility for the Canada Pension Plan, with any change to the plan
requiring approval from two-thirds of the provinces. The plans are not of
the fully-funded type, but are closer to the pay-as-you-go model. Upon
retirement, the pension plans provide monthly benefits based on an
employee’s average earnings, up to certain maximums. The pension is
designed to replace about 25 percent of the earnings on which a person's
contributions were based. The replacement rate and basic benefits have
remained unchanged since the creating of the plans 40 years ago.

With very few exceptions, every person in Canada over 18 who earns
more than the basic exempted amount, in 2007,0f $3,500 in employment
income must pay into one of the two pension plans. The contribution rate
is 4.95% for the worker and the same for the employer, for employment
income between $3,500 and $42,100 to a maximum annual contribution of
$ $1,989.90 for each party. The self-employed must pay both portions,
namely 9.9% of income.
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The plans allow for retirement at age 60, unlike the Old Age Security
program that is only available at age 65. However, for those accessing the
Canada or Quebec pension plans early, payments are reduced permanently
by 0.5% for each month prior to age 65. The maximum monthly pension
payment at age 65 in 2008 is $10,608 while the average payment is
considerably less at $5,772. Receipt of pensions can also be delayed to age
70 (and payments are increased accordingly).

Private pension plans are the third pillar of Canada’s income security
regime for older persons. Two types of private arrangements exist: employer
(occupational) pension plans and individual retirement savings plans.
Although these plans are private, there is a substantial cost borne by the
federal treasury for the plans in terms of lost tax revenues.

Other than the mandatory participation under the Canada or Quebec
pension plans, employers in Canada are not required to establish or
participate in any type of pension or savings arrangement for the benefit of
their employees.a number of employers have established company pension
plans. These plans must be registered with the appropriate federal or
provincial regulatory authorities, and comply with tax and pension standards
rules. The plans are funded through tax-deductible contributions by both
employees and employer, while the investment income is tax-deferred.

Registered individual retirement savings plans are savings schemes for
individuals, including the self-employed, that have been registered for the
purposes under the federal Income Tax Act. Annual contribution limits to
such an individual plan are based on earned in the previous year. The
current the limit is 18% of income to a maximum of $20,000.
Contributions from individuals are tax deductible, while the investment
income is tax-deferred until funds are withdrawn from the plan. The
moneys in individual savings plans may be invested in a wide variety of
ways, including cash and equivalents, fixed-income and equity investments.
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Workers who are members of an employer pension plan can also
establish an individual retirement saving plan, but their contribution limit to
their individual plan is reduced by the amount of a ‘pension adjustment’that
reflects contributions made by, and on behalf of, the employer pension plan.
In other words, all workers in Canada are limited to contributing 18% of
their income, to a maximum of $20,000, towards employer or individual
plans or some combination thereof.

Private pensions in Canada, as is the case with most nations, reproduce
the inequalities of work life, with those in the primary labour market much
more likely to be covered. In 2004, half of Canadians age 25 to 64
contributed to either an employer or individual pension plan. The percentage
of workers covered by an employer plan was 39%, a decline from 45% a
decade earlier. With regard to individual savings plans, 38% of workers
made contributions in 2004, a percentage that has remained unchanged in
the past decade. Not surprisingly, an individual's income affects both the
likelihood of participating in an individual plan and the amount contributed.
In 2004, just three percent of income earners aged incomes less than
$10,000 and eligible to contribute, in fact made contributions. This
compares with of workers with incomes of and over, who also made the
highest average contribution: per person.

4.1 MAJOR REFORM EFFORTS

In the past nearly 25 years there have been several efforts to reform
components of the three pillars of Canada’s income security regime. In
1985, shortly after gaining a large majority in the federal Parliament, the
centre-right party -as a means to reduce the national deficit - proposed
to partially de-index payment under the Old Age Security program.
According to the government’s proposal, in response to increases in the
consumer price level, benefits would only be raised to a set maximum
(three percent or less). This would decrease the value of benefits paid over
time. However, this proposal was abandoned within weeks after an
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atypically - for Canada - potent negative reaction from nearly all stake
holders.

In part, the reforms proposed were solely for the purposes of reducing
the expenditures under the program. This, in and of itself, placed the
government in a precarious situation, as arguably those without the
opportunity for income for employment will have the most difficultly in
adjusting to lower transfer payments. This was the major argument made by
the coalition of groups that arose to oppose the reforms. The partial
de-indexation proposed in 1985 was seen as especially harsh since during
the late 1970s and throughout the 1980s inflation had been high, with the
consumer price index increasing at a rate of 10% for several of these
years. Even groups that might not normally support income security
programs for the elderly were convinced that targeting this group was
unfair. The government’s reforms in 1989 that limited Old Age Security
payments for those with high incomes and eliminated it altogether for very
high income earners saw little opposition as these impacted a very small
group of people.

A critical factor in the mobilization of the fierce opposition to the 1985
proposal, including the mass protests by many senior citizen and
age-advocacy groups that had emerged or expanded during the 1970s and
1980s. In some cases, these groups were launched with government grants
during the 1970s aimed at creating senior citizen clubs and community
organizations (Pratt, 1993).

The reforms planned in 1996 were more dramatic than those proposed in
1985 in that a relatively large pool of retirees would stop receiving Old
Age Security payments. To avoid a backlash, the government wanted to
exempt current Old Age Security and Guaranteed Income supplements
recipients from the reform, as well as all those 60 and over, as well as
their spouses. Nevertheless, the plan to abandon one quasi-universal program
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and one income-tested program was not acceptable to groups representing
the interests of the elderly, but also professional associations, organized
labour and investment firms (Béland & Myles, 2005). Part of their
argument was that the proposed ‘seniors benefit’ was not a benefit, but
rather a tax that would discourage individual savings. Other groups -
especially those representing women - opposed the scheme because it
would be based on the income of a couple, rather than individual income
as was the case for the Old Age Security program. Women feared that they
might lose the seniors benefit, and their financial independence, if their
spouse had a high income. In any case, the use of family income was
atypical for income security programs in Canada, which tend to use
individual income (other than programs for children) as one would expect
in a liberal welfare state.

In both the 1985 and 1996, the governments did not follow the Canadian
tradition of social-policy making; namely extensive consultation in advance
of government announcements. Rather, the announcement of significant
retrenchment came as a surprise to stakeholders, which served to engender
the mass protests and rapid one-time coalition building. That the 1985
proposal had no policy rationale other than expenditure reduction, and was
seen as engendering decreases in benefits ‘by stealth’ doomed it from the
start. In 1996, the plan to abolish a long cherished program and universal
program was unacceptable to its beneficiaries, especially when its planned
replacement would be so different.

In 1989 the same government successfully introduced a policy that
limited Old Age Security payments to high income individuals and
eliminated these altogether for those with very high income. Moreover, the
income at which the benefits were reduced was only indexed to inflation in
excess of three percent, such that over time more seniors would receive
lower payments. However, in 2000 full indexation of the cut-off point was
restored as the government achieved a series of budget surpluses. At present
only five percent of seniors are affected by the income test, so that the



program does remain almost universal in character.

Some reforms were made to the Canada and Quebec pension plans in
1987, after extensive federal-provincial negotiation. The amendments
extended benefits to those 60 years of age, rather than 65 as previously
had been the case, payments for the disabled were increased, and premiums
began to rise slowly from the 1.8% for employees and employers that had
been in place since the start of the pension plans. However, by the early
1990s, it became more and more obvious that the pay-as-you-go structure
of the plans was not sustainable at then current contribution levels, due to
Canada's aging population and the longer life expectancy of Canadians. The
impending crisis generated an extensive review by the federal and provincial
governments including public consultations, academic studies and so forth.

Unlike the widespread opposition to changes to the Old Age Security, the
reforms to the Canada Pension Plan were accepted without raising many
concerns at all. After lengthy bargaining with the province of Quebec, as
well a consultation with the other provinces, both the federal and Quebec
provincial government enacted a series of minor adjustments to the
programs, as well as increases in premiums (from 5.6 percent to 9.9
percent). In this case, the rationale for changes was perceived by most
stakeholders to be the preservation of the program, in light of demographic
pressures. The business community, which might have been most opposed,
realized that by continuing to support the Canada and Quebec pension
plans, workers would be placated from pressuring for more costly
employer-sponsored retirement plans.

The reforms that were proposed and implemented in 1998 were
three-fold: 1) some modest reductions in benefits, 2) increases in
contribution rates, and 3) changes to the pay-as-you-go model of the
Canada Pension Plan. Each of these in discussed below.

The minor reductions included freezing the base level of income exempted
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from contributions at $3,500 so that, due to inflation, over time a lower
real level of income would be exempted from contributions to the plans,
thereby raising effective average contribution rates. As well, the calculation
for benefits was altered to the average of maximum pensionable earnings in
the last five years, instead of three years. Disability pensions were reduced
so that applicants must have worked an extra year or two to be eligible,
while retirement pensions for disability beneficiaries was calculated using
the average wage at the time of disablement instead of when the recipient
turns 65. Lastly, the one-time death benefit paid to all plan recipients, was
reduced slightly and fixed permanently at $2500. The restrictions in
disability benefits reduced the number of new beneficiaries by about 50
percent: from about one percent of the population to about 0.5 percent. As
a result, the percentage of disability benefit recipients among older workers
declined within a few years from about eight percent of the population to
about six percent (OECD, 2005).

With regard to contribution rates, these were increased annually from
three percent for both employees and employers in 1997 to 4.95% for each
party by 2003, from which time the rate is to remain unchanged for the
foreseeable future. The final element of the reforms was to move the plans
further towards a hybrid structure to take advantage of investment earnings
on accumulated assets. Instead of being a completely "pay-as-you-go"
structure, the plans are expected to be 20% funded by 2017. The Quebec
plan already had the Quebec Deposit and Investment Bank to actively
manage its pension funds and thus was already operating more like a
hybrid fund. The federal government created an arms-length body to do the
same for the Canada Pension Plan: The Canada Pension Plan Investment
Board.

In developing proposals to reform the Canada and Quebec pension plans
the governments did undertake the traditional and expected extensive public
consultations with stakeholders and social partners, as well as academic and
expert discussions across the country (Lam, Cutt, & Prince, 1997). The
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federal and provincial governments decided not to make major cuts in
pension benefits or to increase the age of eligibility for benefits, unlikely
many nations that have done so when reforming their pay-as-you-go pension
systems in the past decade (Galasso, 2006). The experience with attempting
to shrink benefits under the Old Age Security program had convinced
politicians that a gradual rise in the contribution rates would generate less
resistance, especially when coupled with reforms on how accumulated assets
would be invested.

That the Canada Pension Plan Investment Board isfully independent, had
a clear and simple investment-optimizing mandate, and would have
diversified assets was essential in reassuring the business community of the
policy reforms, especially given that payroll tax would increase significantly
over a few years (Mendelson, 2005). Indeed, the successful operation for
several decades of the Quebec Deposit and Investment Bank provided a
model for decision-makers in establishing the Canada Pension Plan
Investment Board and reduced fears that this policy innovation might
under-perform (Weaver, 2004).

Although some business groups and political parties advocated different
policy directions, such a privatization of the plans, this was never a serious
possibility. The province of Quebec would never agree to this, and in any
case, the fact that the federal government and all provinces agreed on the
reform directions - a rare situation in Canada on almost any matter -
forestalled the further debate. The changes made in 1998, especially its
most radical aspect - the partial marketization of the Canada Pension Plan
- have been summarized as "modest" but ones that received "relatively
widespread support from labour, business and social policy groups outside
Quebec. Typically, no group is entirely happy with the initiative-:+ But
most agree that the reform provides greater public confidence about the
financial future of the scheme (Grover, 2002, p. 86).
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Developments over the past 25 years with respect to private pension
plans have played an important role in reducing old age poverty by
allowing individuals to use funds in a manner that (hopefully) would reduce
the likelihood of old age poverty. Two reforms to the individual plans are
noteworthy. First introduced in 1992, first time home buyers (those not
having owned a home in the previous five years) are permitted to withdraw
up to $20,000 as a loan from their individual plan to use as a down
payment. The loan is not considered income and is not taxed as long as it
is repaid within 15 years. Second, as of 1999, individuals are also
permitted withdraw up t0$20,000 toward the cost of full-time training or
education for the individual or spouse, but not children. The funds must be
repaid to the pension plan within 10 years after the completion of the
educational program. The impact of these policies is to allow individuals to
build capital (either in homeownership or education) that will provide
benefits in old age, such as larger savings or higher income.

With regard to private plans, the view in Canada - dating to the first
employer plans in the late 19th century -has been that whether such a
plan exists at all, and its provisions, are matter to be decided between
employers and workers. In the same manner, households are responsible for
decisions about whether to establish individual plans, and the level of
contributions to these. This conforms to what would be expected in a
political ~ economy where the welfare state seeks to maximize
citizens’reliance upon, and loyalty to, the free market including the labour
market, especially for working-age households. Individual plans have proven
to be popular among middle and higher income Canadians, in part because
of extensive advertising by the financial community. The option to borrow
money for home ownership has been universally lauded; one third of
first-time home-buyers utilize funds from their individual pension plans.
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42 EXTENDING WORKING LIVES AND OTHER CURRENT
INITIATIVES

In the past several years it has become common in Western nations to
propose that longer working lives are a solution to ensuring adequate
income for older individuals (Munnell & Sass, 2008). In other words, that
creating flexibility for older workers to participate in the labour force,
especially by removing mandatory retirement at an arbitrary age such as
65,is the best public policy to respond to demographic and life cycle shifts,
the changing nature of the labour market and work. By doing so,
individuals have more opportunity to earn income and save, prior to having
to rely on the retirement income programs.

In preparation for the changing demographic conditions, and in keeping
with basic human rights principles that prevent discrimination based on age,
governments in many nations, including the United States, Australia and
New Zealand in the 1980s and 1990s enacted legislation to eliminate
mandatory retirement policies. Several provinces in Canada, such as Quebec
and Manitoba, did so as well in the 1980s.

The experience of those jurisdictions has been that banning retirement is
not a radical change nor does it have the alleged adverse effects emerged
(Gillin & Klassen, 1995; Gillin, MacGregor, & Klassen, 2005). Furthermore,
the majority of economists have concluded that mandatory retirement, even
if in a contractual agreement between workers and their employer, cannot
be justified on economic grounds. The economic theory underpinning
mandatory retirement hinges on a series of unrealistic assumptions, thus
undermining its policy prescriptions (Kesselman, 2005).

As a consequence, in the past several years mandatory retirement has
been eliminated by government laws for nearly all workers in Canada,
permitting workers to retire at an age they decide. Of course, most workers
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will still retire as soon as they can, but Canadians increasingly express the
desire to work longer. Those who say they want to work past 65 or as
long as they are able increased from 15 per cent in 1996 to 26 per cent in
the 2003.

Other more minor public policy developments illustrate that the thrust of
Canadian government policy to reduce old-age poverty is to provide the
option, and the incentives, for individuals to extend working lives. A review
of development in the past year highlights this. In 2007, the government
began to allow individuals to contribute to their private retirement savings
plans until the year they turn 71, from the previous age of 69. This
recognizes that more Canadians will have income into their mid and late
60s, while also encouraging individuals to continue to save for retirement.
As well, phased retirement was permitted to encourage older workers to
stay in the workforce. An employer will be allowed to pay a partial
pension to an employee and at the same time provide further pension
benefit accruals to the employee.

Also, in 2007, the government simplified the application process for the
Guaranteed Income Supplement, essentially automatically —determining
eligibility via tax returns (rather than requiring individuals to re-apply). This
addressed a weakness in that some individuals were -eligible for the
Supplement but failed to apply for it or did not realize they qualified.
Lastly, with regard to the Canada Pension Plan, the government has
initiated a plan to provide electronic access to individuals of their
contributions to-date and estimates of how much they can expect to receive
in benefits when they retire. Previously this and related information could
only be obtained by individuals once per year via an unduly cumbersome
process. As a result, many Canadians were unsure of their Canada Pension
Plan (and OId Age Security) entitlements.



CONCLUSIONS AND LESSONS

The old-age security programs and reforms undertaken in Canada during
the past quarter century are unique, reflecting the particular conditions and
characteristics of the nation. Nevertheless, there are seven insights that can
be drawn that might be of value for South Korean policy makers and
public administrators.

First, notwithstanding considerable economic restructuring in the past two
decades - much of it the result of globalization and particularly the
Canada-United States Free Trade Agreement which came into effect in 1989
and the North American Free Trade Agreement which came into force in
1994 - as well as demographic changes, the income security programs
have remained surprisingly unaltered. As a result, they enjoy a degree of
legitimacy and popularity that they might not, had a series of significant
reforms indeed taken place and created a sense of uncertainty. Reforms to
the Canada Pension Plan have been restricted to contribution rates, not
payment or eligibility, while the Old Age Security program is effectively
unaltered. The lesson is that frequent policy shifts or debates can undermine
the necessary consensus and stability required for individuals, and
organizations, to make longer term financial plans.

Second, the existence of the Canada and Quebec pension plans - which,
unlike Korea, apply to all workers - allow employers, particularly those of
medium and small enterprises, to argue that there is no need to institute
their own occupational plans. That the pension scheme applies to all have
avoided the schisms and debates found in some other nations. As thus, the
Canada and Quebec pension plans have typically been supported by the
business community, even as premiums were increased in the 1990s. At the
same time, that the two plans provide only modest benefits has permitted
the labour movement to press for more and improved occupational plans.
Therefore, unions also, have supported the two public plans. The lesson
from Canada is that a modest mandatory public plan will tend to draw
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widespread acceptance, at least within a liberal welfare state.

Third, the existence of three pillars of the Canadian income security
regime, and that two of the pillars (the Old Age Security program and the
private pension) are composed of several components, means that most
Canadians do not rely solely on any one component of the pension regime.
Consequently, it may well be that debates and controversies are less deep
among the social partners and other stakeholders, compared to a nation
where many elderly persons rely on one or two pension or income support
programs (Schludi, 2005). As illustrated in the first section of this paper,
the multi-pillar pension system means that the vast majority individuals
depend on a combination of income from several public and private pension
schemes for maintaining their standard of living in retirement.

Fourth, that a publically (tax) funded universal income security program,
established before the national pension plan, has considerable legitimacy and
will be highly valued. The existence of strong civic society groups able to
resist reforms, has made the Old Age Security program, like its counterpart
in the United Stated, the third-rail of politics (in other words: a program
not to be tampered with).

Fifth, unlike Korea, there are no retirement allowances in Canada that
can compete as income security schemes. During Korea’s industrialization,
the allowance served both as unemployment insurance for the jobless and
old-age income security for the retired. A public pension scheme was not
introduced until 1988, and the unemployment insurance program was not
introduced until 1995 (Phang, 2001). Initially the allowance was compulsory
only for enterprises with 30 or more workers, but since 1990 has applied
to employers with five or more workers. The severance allowances are a
unique feature of the Korean labour market with only Japan and Italy
having similar, but less generous arrangements (OECD, 2004, pp. 68-70).
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Sixth, retirement policies in Canada ave recently been reformed such as
to eliminate that possibility that older workers can be involuntarily
terminated based solely on age. The effect of this is to increase the
working lives. In contrast, a distinguishing feature of retirement in Korea s
that for many, if not most, workers it occurs twice. The first retirement is
involuntary and often at a very young age, such as 55 or even earlier.
What follows is a second career in the secondary labour market, which
might last a decade or more, marked with low pay and an absence of job
security. Of course, the situation is different for agricultural and
self-employed workers, for whom there is no institutionalized path to
retirement. In 2006 in Korea, the average retirement age of enterprises with
300 or more employees was 56.8. Of these large employers, 96 percent had
a mandatory retirement age, with three quarters having one retirement age
for all workers, and the rest different retirement ages based on job
characteristics. Among the companies with single age limit, 55 years old
was the most common retirement age, adopted by 43 per cent nearly half,
while only 17 per cent of organizations had age 60 or older as the
mandatory retirement age (Korea, 2007). Involuntary retirement from
relatively well paying positions is clearly a factor that can contribute to
old-age poverty. A strategy to avoid old-age poverty should include policies
that protect the employment opportunities and income of older workers.

Seventh, it must also be recognized that there is a dramatic difference
between the role played by the family in Canada and Korea. Historically,
throughout the world, the family has been the major, if not the only,
source of income and other support for the elderly. In North America and
Europe, the role of the family has been largely supplanted by a shift
toward both individual responsibility (overseen and enforced by the state)
and the welfare state. In contrast, Confucian values, larger and extended
families (partly due to later urbanization and industrialization) and a small
welfare state have kept the family as the central institution for income
security for the elderly in Korea. Nevertheless, Korea is now "facing a time
when the smaller family with limited resources must turn to the state for
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assistance in caring for the increasing number of elderly citizens" (Sung,
2005, p. 191). Canada faced this situation in the 1950s, and created a
number of distinct programs over the years "in a fairly logical, ordered
manner based on experience” (Pratt, 1993, p. 149).

In summary, North Americans have tended to look to the market as their
source of welfare, rather than the state, especially when compared to
Europeans. Canada’s old age income support system, established in its
current form during the 1950s and 1960s is comprised of three equally
important pillars. The first pillar, the Old Age Security program provides a
tax-financed universal flat-rate pension for all age 65 and older. For those
without additional sources of income, a guaranteed income supplement is
provided, also financed from general tax revenues.

The second pillar is composed of the Canada and Quebec Pension Plans
that provide earnings-related public pensions financed from contributions
from workers and employers. The two plans are largely identical, but the
province of Quebec has decided to operate its own scheme, as permitted by
the nation’s constitution. The third pillar is composed of voluntary private,
albeit tax-subsidized employer sponsored retirement plans and individual
savings accounts. Neither the first or second pillars are particularly
generous, while the third pillar is typically only available to middle class or
higher income individuals. Nevertheless, working in tandem, the three pillars
have almost eliminated old-age poverty in Canada.

The key strength of the retirement income system is that it spreads risks
and responsibilities across its three parts: Old Age Security, the Canada
Pension Plan and personal savings. As such, the retirement income system
is well prepared for the future, and particularly an aging population. Recent
policy developments have sought to provide workers with the option to
extend their working lives in recognition that this is one major strategy to
minimize old-age poverty.



REFERENCES

Béland, D., & Myles, J. (2005). Stasis Amidst Change: Canadian Pension Reform in an
Age of Retrenchment. In G. Bonoli & T. Shinkawa (Eds.), Aging and Pension
Reform around the World (pp. 252-272). Cheltenham: Edward Elgar.

Denton, F. T., & Spencer, B. G. (2002). Some Demographic Consequences of Revising
the Definition of ‘Old Age’ to Reflect Future Changes in Life Table
Probabilities. Canadian Journal on Aging, 21(3), 349-356.

Finer, C. J. (2000). Aging in Industrial Societies, East and West: A Western
Comparative Perspective. In V. L. Bengtson, K.-D. Kim, G. C. Myers & K.-S.
Eun (Eds.), Aging in East and West: Families, States and the Elderly (pp.
17-40). New York: Springer.

Galasso, V. (2006). The Political Future of Social Security in Aging Societies.
Cambridge: The MIT Press.

Gillin, C. T., & Klassen, T. R. (1995). Age discrimination and early retirement policies:
a comparison of labor market regulation in Canada and the United States.
[Feature Article]. Journal of Aging and Social Policy, 7(1), 85-102.

Gillin, C. T., MacGregor, D., & Klassen, T. R. (2005). Time's up!: Mandatory
retirement in Canada. Toronto, Ont.: J. Lorimer.

Grover, G. (2002). Tilting Toward Marketization: Reforms of the Canada Pension Plan.
The Review of Policy Research, 19(3), 85-107.

Guest, D. (1997). The Emergence of Social Security in Canada. Vancouver: University
of British Columbia Press.

Haddow, R., & Klassen, T. R. (2006). Partisanship, globalization and Canadian labour
market policy : four provinces in comparative perspective. Toronto: University of
Toronto Press.

Kerr, D., & Beaujot, R. (2005). Demographic Change and Mandatory Retirement. In C.
T. Gillin, D. MacGregor & T. R. Klassen (Eds.), Time's Up! Mandatory
Retirement in Canada(pp. 102-117). Toronto: James Lorimer & Company Ltd.,
Publishers.

Kesselman, J. (2005). Challenging the Economic Assumptions. In C. T. Gillin, D.
MacGregor & T. R. Klassen (Eds.), Time's Up: Mandatory Retirement in Canada
(pp. 161-191). Toronto: James Lorimer & Company

Korea, L. R. (2007). People Retired at 56.9, 5.48% of Elderly Employed Korea Labor



Jh

229

S i

Review, 3(14), 35.

Lam, N., Cutt, J., & Prince, M. (1997). The Canada Pension Plan: Retrospect and
Prospect. In K. Banting & R. Boadway (Eds.), Reform of the Retirement Income
System: International and Canadian Perspectives (pp. 105-134). (Kingston:
Queen’s University, School of Policy Studies.

Mendelson, M. (2005). Financing the Canada and Quebec Pension Plans. Washington:
AARP Public Policy Institute.

Munnell, A. H., & Sass, S. A. (2008). Working Longer: The Solution to the Retirement
Income Challenge. Washington: Brookings Institution Press.

Myles, J., & Pierson, P. (1997). Friedman’s Revenge: The Reform of ‘Liberal’ Welfare
States in Canada and the United States. Ottawa: Caledon Institute of Social
Policy.

OECD. (2004). Korea: Ageing and Employment Policies. Paris: OECD.

OECD. (2005). Aging and Employment Policies: Canada. Paris: OECD.

Phang, H. (2001). Reform Options for Korean Retirement Allowance System: A Critical
Review of the Current State and Policy Proposals. Paper presented at the Korean
Pension Reform in Transition - March 2.

Pierson, P. (2001). Coping with Permanent Austerity: Welfare State Restructuring in
Affluent Democracies. In P. Pierson (Ed.), The New Politics of the Welfare
State (pp. 410-456). Oxford: Oxford University Press.

Pratt, H. (1993). Gray Agendas: Interest Groups and Public Pensions in Canada, Britain,
and the United States. Ann Arbor: University of Michigan Press.

Schludi, M. (2005). The Reform of Bismarckian Pension Systems: A Comparison of
Pension Politics in Austria, France, Germany, Italy and Sweden. Amsterdam:
Amsterdam University Press.

Sung, K.-t. (2005). Care and Respect for the Elderly in Korea: Filial Piety in Modern
Times in Korea. Paju: Jimoondang.

Weaver, R. K. (2004). Whose Money it is Anyhow? Governance and Social Investment
in Collective Investment Funds. In M. Rein & W. Schmahl (Eds.), Rethinking
the Welfare State: The Political Economy of Pension Reform(pp. 296-303).
Cheltenham: Edward Elgar,.

World Bank. (1994). Averting the Old Age Crisis: Policies to Protect the Old and
Promote Growth. Oxford: Oxford University Press.






A3. The Current Situation and Issues of
Corporate Pension Plans in Japan

Mr. Junichi Sakamoto

Nomura Research Institute, Japan



The Current Situation and Issues of
Corporate Pension Plans in Japan

the relationship between the social security
pension schemes and the corporate pension plans

osium on Fighting Old—afge
for Health and Social Affairs
y, 16 July, 2008

Social Security Pension Schemes
in Japan

MAA for local government
employees (3million)
MAA for government M:AI ol privg‘g:\ﬁn":'
employees (1million) employeesi(0. on)

(The numbers of the covered are as of 31 March 2007)




Complementary Pensions
in Japan

Individual savings, personal pensions, etc.

l Lump-sum Retirement Benefit plans l

National
Pension
Funds

DC plans | |:|:>
[ DB corporate plans__| [
TQPP

Employees’ Qe
Pension Funds,

Substituted part

MAASs
EPI Scheme

National Pension Scheme

I
Jhu

For participants of MAA for
Private School Employees

[Brief History of Corporate Pension Plans in Japan (1)]

Lump-sum Retirement Benefits
<

Existed in pre-war days
Became prevalent in 1950s
Purpose of introducing the plan:
- to secure competent manpower
Nature of the plan:
- rewarding the retiring for their performance
- deferred payment of wage or salary
- income security
Financing: book reserve
Tax treatment: The fixed portion of the reserve was tax-
deductible until 31 March 2002.
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How many companies have
introduced the LSRB Plans?

At the beginning of the Percentage of the number of companies that have
calendar year introduced the LSRB plans to the total
1993 92.0%
1997 88.9%
2002 86.7%
2005 92.0%

Source: “Comprehensive survey of working conditions” by the Ministry of Health, Labour and Welfare until 2002, “The result
of the survey on retirement benefits of private companies in 2008 by the National Personnel Authority for 2005
Note: They are surveys of companies with 30 employees or more in the former case and 50 employees or more in the latter case.

[Brief History of Corporate Pension Plans in Japan (2)]

Needs for Corporate Pensions
.|

e Increase of the cost for the LSRB.
- due to increase of wage or salary (The LSRBs are
normally linked to the final wage or salary.)
e Employers wanted to level the cost.
- This led to introduction of pension plans.
- It did not contradict to the employees’ needs.
Employers also asked for tax advantages.
Introduction of the Tax-qualified Pension Plans (TQPP) in 1962
- external funding
- contracts with trust banks or insurance companies
e Transfer of a whole or a part of the LSRB to the TQPP in most
cases
- In most cases, TQPPs are within the framework of LSRB plans.
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[Brief History of Corporate Pension Plans in Japan (3)]

Employees’ Pension Funds

e Conflicts between the Ministry of Health and Welfare and the
Employers
- The EPI scheme was introduced in 1942.
- Lost value due to super-inflation shortly after the WWII
- The MHW proposed raising of benefit level in 1950s.
The employers were strongly against it.
- The EPI benefits were so humble that some occupational groups quitted
the EPl scheme and many other large companies threatened to do so.
e 1965 reform of the EPI scheme
- a reconciliation between the MHW and the employers
- raising of the EPI benefit level
- allowing employers to substitute a portion of the old-age EPI benefits

EPI & EPF

(rebate) +

I .. Benefits with the substituted part
ontribution for additional part)

Substituted part

(normal EPI contribution)

EPI benefit less the substituted part
- (rebate)
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Number of TQPPs and EPFs
]

EPF TQPP
number of fnds | number of participanty nurrber of contracts | nurmber of participants
1995 1,878 12. Imillion 91,465 10.8million
1997 1,874 12.3million 88312 10.4million
2000 1,801 11.4million 77,555 9.7million
2004 838 6.2 million 52,761 6.6 million
2007 624 4.8 million 32,825 4.4 million

Note: at the end of each fiscal year

[Brief History of Corporate Pension Plans in Japan (4)]

Burst of Bubbly Economy
.|

e Steady growth of TQPPs and EPFs until early 1990s

e Burst of bubbly economy in early 1990s
- long-lasting stagnant economy
- long-lasting poor investment return
e Burden on sponsors
- lingering under-funding
e Other environmental changes
- Change of the Accounting Standard based on the IAS since FY 2000
- Deregulation of investment
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[Brief History of Corporate Pension Plans in Japan (5)]

Measures Taken

Allowing the accrued benefit reduction upon agreement by employees
and beneficiaries since FY 1997

Allowing the EPFs to stop substituting a portion of the old-age EPI
benefits (Daiko Henjoh) since FY 2002

- This necessitated the introduction of the statutory framework under which the

corporate pension plans left after stopping the substitution should continue to
work.

=P DB Corporate Plans (since FY 2002), DC Plans (since FY 2001)
- by returning the ‘buy-back reserve’ to the government

Changing the way to calculate the buy-back reserve since October
1999

- provisional until FY 2004; statutory since FY 2005

- neutralizing, as much as possible, the financial relationship between the EPI
scheme and the EPFs

DB Plans

Started in FY 2002

Abolition of the TQPPs by the end of March 2012
- only taxation framework; no consideration of security for benefit rights
(example) TQPPs are not allowed to have surplus. The surplus should be

returned to the sponsors by paying tax or consumed by raising the benefit
level.

- TQPPs are to be converted into EPFs, DB plans or DC plans, or to be wound up by then.
They can be converted into the contracts with the Workers’ Retirement Allowance Mutual
Aid Fund for Small Companies if their sponsors are of 300 employees or less.

Number of plans:

At the end of FY 2002 43
FY 2004 1,103
FY 2007 3,099
Note. Number of plans that were converted from EPFs: 803
Number of plans that were converted from TQPPs: 2,245 (by 1 March 2008)
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DC Plans
e

Started in FY 2001

Motivations:

- sharing the risks with the employees

- the accounting standard

- increase of manpower mobility

Two types: corporate & individual

The monthly upper ceiling of the contributions:
- corporate type: JPY 46,000 if there is no other corporate pensions

JPY 23,000 if there are other corporate pensions
- individual type: JPY 18,000 if he/she is an employee

JPY 68,000 if he/she is self-employed
Number of employers sponsoring corporate-type plans and participants:

At the end of FY 2001 70 (88 thousand participants)
FY 2007 10,334(2,710 thousand participants)

Number of participants in the individual type: 93,000 (FY 2007)

Benefit Reduction (EPFs)
.

Number of cases out of (A)
FY Number of cases that reduced beneficiaries
(A) benefits

1997 7 0
1998 16 1
1999 52 1
2000 177 &
2001 131 2
2002 99 &
2003 219 15
2004 158 19
2005 111 17




Winding-up of EPFs

Stopping the Substitution

Number of EPFs that
stopped substitution
2003 203
2004 438
2005 121
2006 21

-
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Coverage by Corporate Pensions
.|

(as of the end of FY 2007)

Plans Number of Participants
EPFs 4.8
TQPPs 4.4
DBs 5.1
DCs 2.8
Mutual A Fund for Smal Companies 2.8

(Note) There are some duplications. The number of participants Workers’ Retirement Allowance Mutual Aid Fund
for Small Companies is as of the end of FY 2006.

Level of Benefits by EPFs
.

(as of the end of FY 2006)

Percentage of the Substituted Portion Distribution of the Surveyed EPFs

-20% 26.1%
20% - 30% 245
30% - 40% 22.2
40% - 50% 8.0
50% - 60% 36
60% - 70% 2.3
70% - 80% 1.7
80% - 90% 0.8
90% - 100% 0.8
100% - 200% 7.2
200% - 2.8

(Note) 640 EPFs were surveyed.



The Reserve Funds

e Strictly regulated until the end of 1980s
e Almost totally de-regulated since 2000
e Size of the reserve funds of EPFs, TQPPs

and DB plans at the end of March 2007:

(in JPY trillion)

EPFs

TQPPs

DBs

DCs

Total

23.9

15.6

23.8

3.1

66.4

Jh
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Note. Survey by the Pension Fund Association for EPFs and DBs, by the Trust Companies Association of Japan, the Life
Insurance Association of Japan and the Mutual Aid Agricultural Cooperatives Association of Japan for TQPPs and
by the Pension Bureau f the Ministry of Health, Labour and Welfare for DCs

Characteristics of Corporate Pension
Plans in Japan

e Based on the Lump-sum Retirement Benefit
- interest not in annuities but in the magnitude of lump-sums

e Few life annuities

e No indexation
e Even accrued benefits can be reduced when
the sponsoring company is in financial
trouble and the reduction is approved by the

employees and beneficiaries
- flexibility to management of EPFs and DBs



Government Policy
.

e Understanding that the corporate pension
plans can never replace the roles played by
the social security pension schemes

e Priority to maintain adequacy of the social
security pension benefits
- This enables companies to reduce accrued benefits in case
they are in financial trouble.
- People depend on the social security pension benefits for the
annuities.

Percentage of Social Security Pension Benefits to
the Total Income in the Elderly Household

Annual -80% 80% - 100% 100%
Income
-1 (JPY million) 15.2 34 81.4
1-2 23.3 71 69.6
2-3 19.2 11.7 69.1
3- 50.6 13.9 35.5
Total 31.8 10.0 58.2

(Note) 2006 Comprehensive Survey of Living Conditions of the People on Health and Welfare
by the Ministry of Health, Labour and Welfare
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Challenges

Improvement of mortality and decline of fertility
Introduction of automatic balancing mechanism
- automatic reduction of benefits through modified indexation
e Provision of minimum benefit level
- another drastic reform might be necessary:
>raising the pensionable age
>raising the contribution rate
e Priority to maintain adequacy of the social security
pension benefits

- Complementary roles of corporate pensions will increase, but roles
replacing the social security pensions will never happen.

Thank you very much
for your attention!
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