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1. Why population aging matters



Elevator Pitch

 How population aging influence (Korean)
society and economy (current and future).

* What public policies can be pursued to
influence the outcome—evidence-based
research provides policy tools.

* Let’s begin with Economic Lifecycle.
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Population Aging and Policies

. Growth: Demographic bonus or onus
. Labor productivity

. Income security for the elderly

. Fiscal sustainability

. Intergenerational equity

. Labor, labor market, and retirement

. Health

. Gender equity (gender role, time use)
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. Inequality
10. Population policy (fertility, immigration)



2. South Korea overview: a rare case



ROK—A Success Story with Several Issues

* #1 in the world or among OECD countries

— Lowest fertility in the world (0.98 in 2019, 0.84 in 2020, 0.81
in 2021), Sub-One-Shock (SOS)

— Most rapid population aging in the world

— Highest labor force participation of people ages 65+ (OECD)
— Highest poverty rate among people ages 65+ (OECD)

— Highest % of temporary workers ages 65+ (OECD)

— Highest suicide rates, total and especially for 65+ (OECD)

— Highest growth rate in social spending (% of GDP) but yet low
level of social spending.
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ROK—A Success Story with Several Issues

— Importance of education
* Competition for university entrance and jobs
* Huge signaling cost, paid off by Squid Game
* Transfer of wealth/poverty
* Not getting married, or low fertility

— Segmented labor and labor market
e Bridge jobs or self-employed

* For firms, no reason to keep workers until getting old (no labor market
flexibility, no retraining)

— Inequality is several folds

* Generation (hope, opportunities, and intergenerational transfer)
* Regional development (Seoul/Gyong-gi vs. others, Han River)

— Importance of asset (semi-basement, apartment/penthouse=status)
e Labor vs. Family vs. Government vs. Asset

— Gender issues



Lowest TFR in the world. Life
expectancy increased rapidly
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High labor force participation rate
(LFPR) of 65+
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But, LFPR of 25-64 is low
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Poverty rate of (65+ vs. Total)
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Share of temporary workers
(65+ vs total)
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One natural question: Is Korea unique?
Inequality, Opportunities, and Generations

Opportunity,
Generation Segmented

Labor
Demand

Industrialization 2>

IMF = Post-IMF Old-age

Growth 2 Low Poverty

Employment - Less

Family = Individual

Labor > Capital,
Asset

Inequality
(Generation, job,
house, education..)

There are many countries who face similar problems. Korea might be a
rare case that these gears are so closely linked to each other. It has also

happened in a very short periods of time in history.
d NTR

Negative linkage vs. Positive linkage



3. Social Security and Fiscal Sustainability



Evolution of old-age support system

Assets / Saving

ublic

Trargge“rs
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Evolution of old-age support system

Asset/Saving

Developing Asia,
Singapore

Family Public

Source: ntaccounts.org database. ﬁ
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Evolution of Korea’s Support System
Capital/Saving
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Social welfare spending as % of GDP
(1980-2019): Sustainable?

by

=
- — :'—I-"". ql.—‘h ._#.-r'
~ s
il ]
,f'f
o .
-~ e o
— ",',;
»
15 - -—-..-"'._" ———— o«
e
########
[ ]
_r-*"f

—w
._.-r. — ™ - =

e
-_-—.'-'.

1980 1935 1590

Source: OECD data portal. www.data.oecd.org



Level (Left, 2018) vs. Growth (Right, 1990-2018)

T2k A
Zza
2710
s
H0p3
0|30t

2 AED0
e bl
=B
T=20]
£H| gl
dgj~
ZEEL
EdEE23
e
ELE
==

=1
SEAC

HE
o=

2AEY 2o}
FRLtCH
HEe=E
=T
G|—O|§_E_I'E
otEEE

3

=y

=ITE]

Source: OECD data portal. www.data.oecd.

Social spending as % of GDP

]

[l
|t
N R IR AT

eAER

e e

[

(o I = T L = o AT 1 T

[ = R R [

]

35.0 -2 -1 o

=
Pd
45}
F=Y
L
=4}

org



Per capita government transfers has increased
too (as ratio of labor income ages 30-49)!
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Countries do not increase taxes as much as
an increase in expenditure
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Aging can lead to unsustainable levels of
public debt for some countries

Effects of aging on new
public debt in East Asia will
be very substantial over the

next 20 years. Percentof GOP 200 2040 2060
Effects will be impossibly
large after 2040.
In Southeast Asia, aging will

have [ or no effect until _
after 2040. ___

s ndonesia | 0§ 256 1243

In the Philippines, the —
results signal the need to  ULEIES
strengthen social programs. Sharat R BT Y BT
Thaitand |08 .17 570

Source: Lee, Mason, and Park , 2022. “Aging and Debt”

A



Pension reform?
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O vs. 15t Pillar?
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Effectiveness?

Poverty rate of (65+ vs. Total)
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Effectiveness of Fiscal Policy on
Reducing Poverty by Age: South Korea

ALY, e e Measure the poverty rate
by age using market income
R, TS vs. disposable income 2>
! effective tool for poverty
reduction for older people
in S. Korea

Source: Y.J. Shin et al, KIHASA m
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Effectiveness of reducing inequality?
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e Advanced economies

» Latin America and Caribbean Korea is still behind in terms of its

0.5 .
impact?
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Importance of public health care
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Health and productivity

* Is delaying pension eligible age option?
* |s working more policy option?
— Appropriate and inevitable. Health implication.
(Health Capacity to Work)
— But not sufficient to meet the challenges.
— Job availability and labor market flexibility

— Quality (decent jobs) vs. quantity (labor force
participation)



Health implication

Extend Coile, Milligan, and Wise (2017)

How much more can older people work given their health
status? (Health capacity to work)

Park and Lee (Korea much smaller than Japan/USA)

Actual LFP vs. Health Capacity (ROK)
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Sub-group (by pension level)
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Health care policies

Health insurance: Reorganization of health insurance
premium (2017)-increased 3.5% annually.

Increasing demand for primary and nursing care: strengthen
elderly friendly care, medical facility home care, and primary
health care

Regional disparities: strengthening local medical care, local
public healthcare service (2019)

Promote healthy aging

COVID-19 experience (The jury is still out), it hits self-
employed hardest, who are mostly older people



Importance of women’s time for household production:
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Aggregate Consumption
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4. Policy evaluation
(Rindfuss and Choe, 2016)
Many including KIHASA + EWC projects

- Most of them have focused on reasons of
lower or lowest fertility

- Relatively less focus on aging issues

- Very specific policy evaluations are still limited
(Data issues)
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E.g. “Real effect? Childbirth Grants on Population Migration”
(Kim and Lee, on going)

e Data Collection : Amounts and payments period of childbirth grants

— No all-inclusive information on paying the childbirth grants at the national level
* Most of the standards for paying childbirth grants are established by the ordinances in each
local government or decided by the head of each local government individually.
— We contacted each local government individually to collect detailed information on
childbirth grants from the start of payments.

* We also reviewed each local government’s ordinance related to childbirth grants, and
compared the responses of the people in charge of childbirth grants with local government’s

ordinances.

* We re-inquired the person in charge of childbirth grants if there were differences in the

comparison.

[

O



Data Description
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Real effect? Childbirth Grants

on Population Migration

(Kim and Lee, on going)

Childbearing ages : females aged 15 to 49

Spec A | SpecB Spec C
Lagged Qutput Variables No Yes Yes
Control Variables No No Yes
Regicnal Fixed Effects Yes Yes Yes
Year Fixed Effects Yes Yes Yes

Note: Standard errors are clustered in county (si-gun-gu) units.

— Effects of childbirth grants on net movements of the females aged 15 to 49
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5. Concluding remarks



Public policy can influence dividends, fiscal
sustainability, and inequality through each
channels (1)

e Labor patterns
— Utilizing female, youth, and elderly labor force

— Increasing productivity (via effective education, health
investment and training)

— Improving the work to retirement transition

e Raise or eliminate mandatory retirement policies

e Address low productivity of older workers through
continuing education programs and employment practices

— Encouraging saving and investment to create employment
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Public policy can influence dividends, fiscal
sustainability, and also inequality through each
channels (2)

Consumption patterns

— Achieving efficiency of spending on health including long-
term care

— As health improves, spending on young elderly for health
and retirement could be reduced

* Providing targeted transfers to support consumption

 The aforementioned policies, i.e., improving education
and health, utilizing female, youth, and elderly labor force
can also contribute to achieving equity.

* Fertility is still the biggest factor affecting the outcome.

— Consider unintended consequences in advance.
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