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Executive summary

The Republic of Korea’s achievement of high economic growth in an extremely short 
period of time is unprecedented in the world’s economic history. In most industrialized 
countries, economic growth and population ageing have occurred at an incremental pace that 
has allowed them to develop social protection systems, including pension systems, progres-
sively—in proportion to the speed of national development. Most advanced countries have 
higher ratios of older persons compared with the economically active population than what is 
found in the Republic of Korea, which is forecasted to have the highest percentage of an elderly 
population in the world 20 years from now. The Republic of Korea thus faces two simultaneous 
and potentially conflicting challenges of strengthening its social protection system (which lags 
behind those of other industrialized countries) while preparing itself for a fast-approaching 
aged society.

To cope with the rapid collapse of traditional support systems that provide income security for 
older persons due to rapid industrialization and subsequent social changes, the Republic of 
Korea has accelerated efforts to build a public old-age income security system. The Government 
Employees Pension Scheme was launched along with the Military Personnel Pension Scheme 
in 1960 as the country’s first public pension schemes but separated in 1963. The Private School 
Teachers Pension Scheme was established in 1975 to supplement the institutional deficiency 
of a public pension scheme that did not cover teachers in private schools.

In 1988, the Government introduced a national pension scheme for businesses with 10 or 
more employees. It expedited the expansion of the programme to include the self-employed in 
urban areas in April 1999.

Despite its rapid expansion to cover the whole population, the Korean national pension 
scheme, administered by the National Pension Service (NPS) encountered several challenges. 
Theoretically, it covers the country’s whole population, but there are many subscribers who do 
not (or cannot) pay the monthly premiums for various reasons. There are as many as approxi-
mately 4.5 million who do not contribute (pay their premium), representing 21 per cent of the 
total subscribers (21 million). A considerable number of full-time housewives are not engaged 
in standard economic activities remain uncovered also. This statistic indicates that there are 
a number of groups who stay uncovered despite a system that is supposed to be universal. 
The gaps in the system reflect the need for increased efforts to make the national pension 
framework more inclusive.

Non-standard workers have a special type of employment that is unique to the Korean labour 
market (classified into contingent workers, part-time workers and atypical workers). For ex-
ample, day-to-day labourers, couriers and home-study teachers actually belong to a business 
but are classified as independent or self-employed. This means that they have to pay the 
monthly premium without any contribution from their employer. Self-employed individuals 
are required to pay 100 per cent of the premium themselves, despite average income levels 
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that are not high, relative to regular employees. The enrolments of such types of workers into 
the National Pension Service are markedly lower than of counterparts with standard regular 
employment status. 

The high percentage of self-employed people in the Republic of Korea also makes it difficult 
to run the NPS effectively. The burden of monthly premium payments lowers the motivation 
for the self-employed to enrol in the scheme. Another barrier is the difficulty in verifying 
the income of the self-employed. Subsequently, the tendency of the self-employed to declare 
lower incomes has negative impacts on the redistribution function of the national pension 
scheme.

As a result of underreporting of income by the self-employed, the benefit level of pension 
subscribers who are employed tends not to increase significantly because it is affected by the 
average income of all subscribers. Despite the limitations, the Government made some prog-
ress after selecting and managing self-employed groups with relatively high-income levels 
(such as doctors and attorneys) as special-attention groups. The Government also merged the 
premium collection system of the four social insurance schemes (the National Pension, the 
National Health Insurance, the Employment Insurance and the Industry Accident Compensa-
tion Insurance) in 2011 to make it easier to calculate an exact income level.

Some lessons can be learned from the experiences of the Republic of Korea. An important 
challenge for any country is measuring the exact income of the self-employed. As the Korean 
Government discovered, policy impact can be achieved through an elaborate approach to 
select and focus on high-income self-employed groups to improve the accuracy of income 
verification.

Asian–Pacific countries also should review the Republic of Korea’s policy of supporting low-
wage workers for social insurance premiums in the Duru Nuri subsidy programme, which 
makes social insurance benefits (including the national pension) accessible to all Koreans. 
This social insurance subsidization programme was introduced in 2012 to pay 50 per cent of 
the National Pension Scheme and Employment Insurance premiums for low-wage workers 
(KRW1.35 million) or less a month) in workplaces with 10 or more employees. Since the start 
of the programme, the number of new subscribers (to both the National Pension Service and 
the Employment Insurance Scheme) increased to 2.85 million persons (1.28 million in the 
NPS and 1.57 million in the Employment Insurance Scheme) as of March 2014.

The tax-funded programme is designed to encourage low-income groups to enrol in social 
insurance schemes (such as the National Pension Scheme) by relieving them of the burden of 
insurance premiums. Though unavailable to the low-income self-employed group due to the 
difficulty of identifying their income, the Duru Nuri subsidy programme is worth other coun-
tries’ consideration as a means to promote participation by the economically disadvantaged 
in a public pension programme.

Middle-aged women in the Republic of Korea are likely to be exposed to old-age poverty be-
cause their labour force participation rate is low. To encourage middle-aged women who are 
not engaged in standard economic activies to join the National Pension Scheme, the National 
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Pension Scheme allows middle-aged women to choose a lower income bracket than the aver-
age subscriber’s income level. The National Pension Scheme also reinforces women’s pension 
entitlements by offering child birth credits (from 12 months to 50 months, depending on 
the number of children) and splitting a spouse’s pension entitlements in the event of divorce. 

The Government allocates a considerable portion of its budget for childcare policies that en-
able young working women to balance work and family. A woman who has to quit her job to 
take care of children typically finds it difficult to return to the job at a similar level. This may 
consequently weaken the basis of old-age income security. For this reason, the Government 
has expanded the scope of childcare leave to prevent career interruptions. Either the mother 
or the father can take childcare leave; the duration of the leave has been extended as well. 
Currently, national pension enrolments among middle-aged and older women are lower than 
for their male counterparts. However, economic activity rates among women aged 20–35 are 
higher than among men in the same age group. Under these circumstances, if women can 
remain employed while taking care of their family, their public pension participation rate 
(old-age income security level) can increase considerably.

The Government is working on reforms to ensure financial sustainability of its pension pro-
grammes. The NPS started with an income replacement rate of 70 per cent in 1988 that will 
decrease to 40 per cent by 2028 through two reforms. Despite such efforts, there remains 
some concern about the long-term financial sustainability. With a rapid increase in the 
number of older persons as a result of low birth rates, social care capabilities are being un-
dermined. Thus, additional reforms to secure funding stability are inevitable. In the future, it 
may be appropriate to raise premiums rather than reducing entitlements to ensure financial 
sustainability of the pension fund. To compensate for lower income replacement rates, the 
Government may consider increasing the enrolment period by increasing the retirement age. 

Another challenge for the Republic of Korea has been the large number of older persons living 
in poverty who are not covered by the pension system. To address this issue, the Government 
introduced the Basic Old-Age Pension Scheme in 2007, which was a tax-funded cash transfer. 
It was restructured as the Basic Pension Scheme in July 2014 and pays KRW200,000 a month 
to 70 per cent of the older population aged 65 old or older.

The monthly basic pension payment of KRW200,000 is inadequate to cover the minimum cost 
of living (which was KRW 617,000 in 20151) or address the relative poverty (KRW900,000 a 
month) issue. The country is said to have the highest elderly poverty rate among Organisation 
of Economic Co-operation and Development countries. There are considerable limitations to 
what can be done to relieve poverty among older persons who have no income sources other 
than the basic pension. The rapid increase in the number of older persons will soon augment 
the number of eligible people and make it inevitable to allocate an enormous amount of 
financial resources to the basic pension. An approach that is based on a concept closer to 
absolute poverty than relative poverty would be more effective to address the issue of poverty 
among older persons in the Republic of Korea. 

1 From 2016 onwards, the Government of the Republic of Korea will switch the poverty concept from “absolute poverty” 
to “relative poverty”. The former “minimum cost of living” will be substituted to “29 per cent of the medium income”. 
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In the Korean experience to date, the effect of the basic pension on relieving elderly poverty 
has been limited. Increasing support for the underprivileged who require more state assis-
tance would be a better approach to enhance policy effects within limited budget constraints.

Government employees, teachers and career soldiers have separate pay-as-you-go pension 
schemes in place. These special occupation pension schemes have already entered the matu-
rity stage and offer generous benefits, compared with the National Pension Scheme, in which 
there is a big difference between theoretical and actual income replacement rates due to its 
short history. 

The accrual rate of the National Pension Scheme is 1.1625 per cent (equivalent to 46.5per 
cent income replacement rate for 40 years’ insured period); however, the accrual rate of the 
special occupational pensions is 1.9 per cent (62.7 per cent for 33 years). As of 2014, the 
average pension amount of the Government Employees Pension Scheme was KRW2.27 mil-
lion per month, while the average pension amount of the National Pension Scheme was only 
KRW340,000 (about KRW900,000 in case the person was insured more than 20 years).

The contribution versus benefit structures of special occupational pensions have been skewed 
and limited financial sustainability has emerged as a serious social concern. It seems salient 
that state-run public pension services be brought in line to narrow the gaps in the entitlement 
levels that have become an obstacle to labor market flexibility. These publicly managed and 
separate pension plans are inherently unfair compared with the National Pension Scheme, 
which targets the wider public and has undergone strong measures to ensure financial sus-
tainability. Options to steer the system in the right direction will be limited if authorities 
do not take proactive action to ensure financial sustainability of these schemes. The lesson 
learned from the Korean experience, with its special occupational pension systems (such as 
the Government Employees Pension Scheme) is that pre-emptive action needs to be taken to 
maintain a degree of equity within pension systems.

Despite the limitations, coverage of the public pension system in the Republic of Korea the-
oretically expanded to the entire population within a short period of time. In addition, the 
country has achieved significant reforms (including financial sustainability measures) and 
raised the pension age. The National Pension Scheme also has achieved another meaningful 
policy outcome: It has established itself as a reliable option as an old-age income source as a 
result of proactive measures to secure financial sustainability and engage in effective publicity 
activities. This experience can provide lessons for other countries in the Asia–Pacific region.
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1 Introduction

The Republic of Korea achieved industrialization at a faster rate than any other 
country in history. From one of the poorest economies, the country has made it into the 
world’s leading economies in terms of annual volume of imports and exports, and did so 
within 30–40 years. Concomitantly, however, breakdown of the traditional social structure 
and increased poverty among older persons have emerged as important social issues to re-
solve.

The Republic of Korea has some unique characteristics, at least when compared with 
Organisation for Economic Co-operation and Development (OECD) member countries and 
other Asian–Pacific countries: rapid economic growth, collapse of the traditional custom of 
children caring for elderly parents due to the concentration of urban populations,2,3 resulting 
old-age poverty, a shrinking population and potential difficulties in supporting the older 
population in the future due to a drop in fertility rates. The economically active population is 
expected to decrease in the future due to the persistence of super-low fertility rates (defined 
as the total fertility rate of less than 1.3) for about 20 years. The country’s population is ageing 
faster than any other country in the world, putting the nation in a place where it has to 
simultaneously address current problems and the potential danger of a rapidly approaching 
super-aged society.

The Republic of Korea also has the highest rate of poverty among older persons among 
OECD4 countries and has been late in introducing a public pension system. Unlike other 
countries that have had pension plans established for a long time (from 50 to 100 years), the 
Republic of Korea adopted a pension scheme for the general public in 1988. The National 
Pension Scheme, first established for companies with more than 10 employees, only became 
universal in scope in April 1999. Individuals older than 65 have not had the opportunity to 
subscribe to the National Pension Scheme for long enough to be eligible for pension benefits 
(the required subscription period is at least 10 years) or receive a proper amount of income 

2 The proportion of households composed of one generation increased from 7.5 per cent in 1960 to 14.2 per cent in 2000, 
while the proportion of households composed of three generations decreased from 25.8 per cent to 8.4 per cent in 
the same period. The average number of family members was 5.7 in 1960 but decreased to 3.1 in 2000 (Statistics Korea, 
Census, 2005).

3 The survey result regarding the question that “both parents and their children would be happy if they could maintain 
economic independence from each other and have the ability to make a living on their own”. In the Republic of Korea, 
a small majority (52 per cent) of the respondents answered that both parents and their children would be happy if they 
could independently earn their livelihood (Jackson, Howe and Peter, 2012).

4 The elderly poverty rate, adopted by the OECD, is a relative poverty rate, estimating that an income bracket with less 
than 50 per cent of the average income is deemed exposed to poverty. In the Republic of Korea, the relative poverty 
rate amounts to 12.5 per cent, which is not that much higher than other OECD countries. The relative poverty rate for 
older persons is as high as 49 per cent (as of 2014 and is the highest among OECD member countries. Many Korean 
have pointed out that there should be measures to deal with the high poverty rate among older people who created 
the country’s rapid economic growth. In the process of handling social and political pressures, the Basic Old-Age Pen-
sion was introduced in 2007. Along with heated debate over the issue starting from early 2013 right after the 2012 pres-
idential election, the Basic Old-Age Pension was restructured as the Basic Pension in July 2014, which provides pension 
benefits of 5 per cent (minimum) to 10 per cent (maximum), depending on the insured period of the national pension) 
of average income of the national pension participants, financed by tax revenues for 70 per cent of older persons who 
are older than 65.

11



PROJECT WORKING PAPERS SERIES: INCOME SECURITY FOR OLDER PERSONS IN ASIA AND THE PACIFIC

(more than 20 years) in their old age. In addition, any one older than 85 is ineligible for a 
pension. 

Such a phenomenon of high elderly poverty is likely to undergo significant changes when 
the National Pension Scheme reaches the mature stage (after 2030). More than half of the 
people older than 65 (the percentage goes higher when the number of beneficiaries of the 
Survivor’s Pension is included) are expected to receive considerable pension benefit amounts. 
The poverty rate of older persons is expected to drop heavily, compared with that of today, but 
the structure of “receiving more and paying less” that is embedded in the National Pension 
Scheme is likely to aggravate its long-term financial instability. Pension benefits that operate 
in a similar manner under the Government Employees Pension Scheme (adopted in 1960), 
the Military Personnel Pension Scheme (1963) and the Private School Teachers Pension 
Scheme (1975) have been partly reformed; however, their financial deficits also place a heavy 
financial burden on the Government. 

The Republic of Korea must resolve two major issues simultaneously: one is to reduce the 
high elderly poverty rate and the other is to avoid the transfer of financial burden to the 
next generation that will face a situation in which a smaller economically active population 
supports a larger elderly population. The Basic Pension (introduced amid controversy in July 
2014) is financed entirely with taxes, and the financial burden on the national Government 
is expected to be unsustainable after 2050, when the proportion of older persons to the total 
population grows substantially (the proportion of individuals older than 65 are expected to 
reach 38–40 per cent).

This study highlights the unique characteristics of the Republic of Korea and examines the 
current status of the public pension schemes (including the National Pension Scheme), the 
special occupation pension schemes (such as the Government Employees Pension scheme) 
and the Basic Pension. The outcome of long-term financial predictions and the current man-
agement status of the schemes (such as coverage, benefit type and pension benefit levels) are 
also assessed in terms of sustainability.

The study also covers the status of the National Pension Scheme application, both in the 
formal sector and in the informal sector (self-employed and workers in special forms of em-
ployment); impacts of the 2007 reform; and gender issues in the National Pension Scheme 
and future prospects. Other issues discussed are the current system that encourages relatively 
marginalized individuals (with little or unstable employment) to subscribe to the National 
Pension Scheme and limitations, problems and future directions for further development. 
Additionally, the alleviation effects of the Basic Pension (introduced after heated debate) on 
elderly poverty are analysed and viable enhancements in the National Pension Scheme to 
create larger alleviation effects are suggested.

Such an analysis and suggested improvements, based on the Korean experiences of pension 
system management (which are unique in the world), provide useful policy lessons for coun-
tries in the Asia–Pacific region, especially as they rapidly age and face elderly poverty issues. 
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2 Income situation of older Koreans

2.1  Overview

Because the Republic of Korea has the highest rate of poverty rate for older per-
sons among OECD countries, specific policies are required to prevent or mitigate 
that poverty, particularly for the generation not covered by the National Pension 
Scheme. 

Eradication of elderly poverty due to social and historical circumstances has emerged as a 
national issue. For instance, the most controversial issue among the ruling party as well as the 
opposition party members during the 2012 presidential election was whether to introduce a 
basic pension scheme based on universal or quasi-universal tax financing (Yun, 2013).

2.2  Income situation of elderly Koreans 

In 2011, 49 per cent of the population aged 65 or older lived in relative poverty (OECD, 
2014). The elderly poverty rate was three times greater than the 15 per cent rate for the entire 
population. There is no official data on the share of older persons in the Republic of Korea in 
absolute poverty. However, a common estimate is 26 per cent, or 1.5 million persons (Jones 
and Urasawa, 2014).

The number of older persons living alone has increased 2.5 times since 2000 and now ac-
counts for 25 per cent of all older persons. As reflected in Figure 1, the rising poverty level 
contributed to increased suicide among persons older than 65, from 34 per 100,000 persons 
in 2000 to 72 in 2010, with financial difficulty cited as the major cause (Statistics Korea, 
2010). The high elderly poverty rate is an urgent social problem because it indicates a decline 
in family support and inadequacies in old-age income support (OECD, 2014).

Poverty in the Republic of Korea is concentrated among the older persons population. The 
relative poverty rate (defined as income below half the national median) for the working-age 
population was below the OECD average in 2011; however, 49 per cent of the population 
older than 65 lived in relative poverty. This is the largest proportion among OECD countries 
and is far above the OECD average of 13 per cent. The Government has no data on the share 
of older persons in absolute poverty (income below the minimum cost of living, which is 40 
per cent of the national median income). It is likely to be significant, however, because the 
share (7–8 per cent) of the country’s total population in absolute poverty is about half of that 
in relative poverty. In 2012, an estimated 26 per cent of older persons had an income below 
KRW450,000)—well below the minimum cost of living of KRW553,000 (MHW, 2013), which 
would place them in absolute poverty. 
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In short, the generation responsible for the country’s economic miracle has been poorly re-
warded. Addressing the high elderly poverty rate is essential to promote social cohesion in 
the Republic of Korea (OECD, 2014). 

The high elderly poverty rate also reflects a decline in family support before other private and 
public sources of old-age income have matured. The number of older persons living alone 
rose from 500,000 in 2000 to 1.25 million (25 per cent of older persons) in 2010. Many older 
persons failed to prepare financially under the assumption that their children would care for 
them in their senior years (OECD, 2014).

FIGURE 1. ELDERLY SUICIDE RATE IN THE REPUBLIC OF KOREA, 2010 OR LATEST YEAR
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Source: OECD, 2014.
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3  Population ageing in the 
Republic of Korea: An overview

3.1 Trends in the ageing of the population

The society in the Republic of Korea has undergone vast demographic changes since the 
1960s. For instance, the rapid process of demographic transition increased the absolute and 
proportional number of older persons (Kim, 2013). Population ageing raises policy issues, 
such as the need to establish income security and social welfare systems for older persons.

The speed of growth in the ageing population in the Republic of Korea is unprecedented. The 
dramatic demographic transition within a short period of time has accelerated that ageing of 
the population. As well, the country has experienced a tremendous decline in fertility and 
mortality rates that has created greater momentum for further ageing of the population.

The speed of the ageing in the Republic of Korea is faster than that of other industrialized 
countries. Table 1 indicates the year when the proportion of those aged 65 or older reached 7 
per cent of the total population (France in 1864, Japan in 1970 and the Republic of Korea in 
2000). The time required to double this proportion, from 7 per cent to 14 per cent: France—115 
years, United States—71 years and the projected rate for the Republic of Korea—18 years. In 
the Republic of Korea, the proportion of those aged 65 or older is expected to take only eight 
years to increase, from 14 per cent to 21 per cent. 

TABLE 1. AGEING OF POPULATIONS IN SELECTED COUNTRIES

Reached in year Number of years to reach

7% 14% 21% 7% › 14% 14% › 21% 

Republic of Korea 2000 2018 2026 18 8

Japan 1970 1994 2006 24 12

United States 1942 2013 2040 71 27

France 1864 1979 2022 115 43

Source: KNSO, 2001.
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TABLE 2. PROJECTED POPULATIONS AND POPULATION COMPOSITION IN THE REPUBLIC OF KOREA, 
2010–2050

2010 2020 2030 2040 2050

Total population (1,000) 49 410 51 435 52 160 51 091 48 121

Population growth rate (%) 0.5 0.3 0.0 -0.4 -0.8

Gender ratio 100.4 99.4 98.6 97.8 97.3

Population composition (%)

0–14 years 16.2 13.2 12.6 11.2 9.9

15–64 years 72.8 71.1 63.1 56.5 52.7

65 years and older 11.0 15.7 24.3 32.3 37.4

Source: KOSIS, 2012. 

TABLE 3. PROJECTED INDICATORS OF POPULATION AGEING IN THE REPUBLIC OF KOREA, 2010–2050

2010 2020 2030 2040 2050

Proportion of older persons (per cent) 11.0 15.7 24.3 32.3 37.4

Dependency ratio (older persons) 15.2 22.2 38.6 57.2 71.0

Median age 37.9 43.4 48.5 52.6 55.9

Life expectancy (male) 77.2 79.3 81.4 83.4 85.1

Life expectancy 84.1 85.7 87.0 88.2 89.3

Source: KOSIS, 2012.

3.2  Long-term population projections under various assumptions

The Republic of Korea has experienced a low total fertility rate—at under 2.1—since 1984. 
The population will decrease after reaching its peak in either the 2020s or the 2030s for all 
population and economic scenarios used for this study: the year of peak will be 2028 for S1, 
2019 for S2, 2027 for S3 (Figure 2).
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FIGURE 2. POPULATION SIZE, BY POPULATION AND DEMOGRAPHIC SCENARIOS
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The working-age population will decrease after reaching its peak at the in 2015 for all sce-
narios.

FIGURE 3. WORKING AGE POPULATION, BY POPULATION AND DEMOGRAPHIC SCENARIOS

0

5

10

15

20

25

30

35

40

20
09

20
13

20
17

20
21

20
25

20
29

20
33

20
37

20
41

20
45

20
49

20
53

20
57

20
61

20
65

20
69

20
73

20
77

20
81

20
85

20
89

20
93

20
97

M
ill

io
ns

S1

S2

S3

Source: Lee, 2013.
Note: Results of scenarios 1 and 3 do not differ significantly, therefore the lines do not show clearly. 
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The Korea National Statistical Office (2011) estimates that the low fertility rate will push the 
country into a hyper-aged society, in which the proportion of older persons (people aged 65 
or older) grows from 10 per cent in 2009 to an estimated 20 per cent in 2026, 30 per cent in 
2037 and then to 40 per cent in 2060.

FIGURE 4. TRENDS IN THE ELDERLY DEPENDENCY RATIO AND THE AGEING INDEX, 1960–2060, 
PER CENT

Source: Statistics Korea, 2011.
Note: Dependency ratio of older persons= (population at age 65 or older and population aged 15–64 years) x 10. Ageing 
index= (population aged 65 or older and population aged 0–14 years) x 100.

3.3  SOCIOECONOMIC IMPLICATIONS OF THE AGEING POPULATION

The population projections indicate that the elderly population will continue to grow, and the 
share of older persons in the dependency ratio will surpass that of children (KOSIS, 2012). 
An increasing number of older Koreans will suffer from financial difficulties because of their 
children avoiding (or inability to provide) financial support (Kim, 2013). The emergence of 
this problem is reflected in the rising demand for social welfare for older persons and in-
creased government responsibility to support them (Kim, 2013).
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4  Old-age income security system in the 
Republic of Korea

The income security system for older persons in the Republic of Korea comprises 
(i) public pensions, including the National Pension Scheme, the special occupational 
pensions and the Basic Pension; (ii) retirement pensions or retirement pay allow-
ance; and (iii) personal pension funds and personal savings.5

FIGURE 5. OLD-AGE INCOME SECURITY SYSTEM IN THE REPUBLIC OF KOREA, (UNIT: PERSON, YEAR)

THIRD TIER

SECOND TIER

FIRST TIER

Personal pensions (8 million, 2014)

BASIC SECURITY

Basic Pension and Disability Pension schemes
(70 per cent of older persons aged 65 or older)

National Pension Scheme
(2.1 million 2014)

Retirement
pay allowance

Retirement
pension / 
retirement pay 
allowance (4.7 
million, 2014)

Special 
occupational 
pensions 
(approx. 1.5 
million)

National Basic Livelihood Security System
(1.6 million) 

Source: Yun et al., 2011a. Updated with recent data.

The NPS was first introduced in 1988 for employees aged 18–59 at workplaces with more 
than 10 employees, regardless of income, except for a few special cases. Total National Pen-
sion Scheme subscribers numbered 4.4 million when the scheme was first introduced in 
1988, with significant increases after coverage was expanded in 1995 to farmers and fisher-
men along with the self-employed in urban areas in 1999. Of a population of 32.2 million 

5 In the Republic of Korea, “retirement pension” refers to the Corporate Pension introduced by the Labour Code. “Person-
al pension” refers to private pensions on a voluntary basis. Both are classified as private pensions. 
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persons aged 18–59 in 2010, a total 18.7 million persons were enrolled in the National Pen-
sion Scheme, while 13.5 million were not enrolled. However, current provisions are limited, 
and only 20 per cent of older persons receive a pension because its introduction is relatively 
recent and requires at least 10 years of contribution before the benefit is paid. With a full 40 
years of contribution, the income replacement rate is expected to be lowered to 40 per cent by 
2028, from 48 per cent in 2012.

The special occupational pensions include the Government Employees Pension, the Military 
Personnel Pension and the Private School Teachers Pension schemes. The accumulated bene-
fit level of these pensions is more generous than the National Pension Scheme, although they 
are of the “low contribution with high benefit” nature on an actuarial basis, which has raised 
issues in regards to their financial durability.

The Basic Old-Age Pension was introduced in 2007 in response to the high elderly poverty 
rate.6 It provided assistance to persons aged 65 or older who met income and asset criteria. 
It now covers 70 per cent of the older population; however, it has been unable to reduce the 
elderly poverty rate because the benefit amount is only 5 per cent of the average income of 
National Pension Scheme subscribers.

The pension allowance applies to all workplaces with one or more workers. With more than 
one year of service, an employee is eligible for a retirement allowance, which is equivalent 
to one month of the yearly salary. But the retirement pension requires at least 10 years of 
enrolment, and the pension is paid at age 55. Among 8.7 million regular workers, about 30 
per cent, or 2.7 million, were enrolled in a retirement pension as of 2011. 

Other than public pensions and the retirement pension (or retirement allowance), personal 
pension and/or savings plans are available to prepare for after-retirement income security. 
It is voluntary to subscribe to personal pensions and savings plans, but tax exemptions are 
offered to encourage them. A personal pension requires 10 years of enrolment to begin receiv-
ing a pension payment at the age of 55.

4.1  Public pension enrolment

The population eligible for a public pension numbered more than 22 million as of 2013. 
Yet, 5.6 million of them (25.6 per cent of the total eligible population) were insured persons 
temporarily exempted from contribution payments and insured persons who delayed contri-
bution payments.

6 The average income of older persons as a percentage compared with the average household income in the Republic 
of Korea was 66.7 per cent in 2012, while the OECD average was 82.4 per cent; the Republic of Korea ranked 29th of 34 
OECD member States. 
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FIGURE 6. PUBLIC PENSION ENROLMENT, DECEMBER 2013, UNIT: THOUSANDS

Total population aged 18–59: 32 972 

Economically 
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population:
10 345

Economically active population: 22 627

Population 
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the public 
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Population eligible for the public pension: 22 050

Population eligible for the national pension: 
20 628

Special 
occupational 
pensions:
1 422Insured 

persons 
exempted from 
contribution 
payments: 
4 575

Potential contributors: 16 053

Long-term 
defaulters: 
1 065

Insured 
persons paying 
contribution: 
14 988

31.4% 1.7% 13.9% 3.2% 45.5% 4.3%

Subtotal: 16 562 Subtotal: 16 410

Source: National Pension Service, 2014.
Note: Numbers are calculated based on when contributions are received and not calculated based on when pension 
benefits are paid. There are differences between Statistics Korea standards and the NPS standards in the methodologies 
used to generate statistics (for example, based on the Statistics Korea standards, a housekeeper who is included in the 
economically active population could be considered part of the ineligible population for the NPS. However, individuals 
categorized in the economically inactive population (or the unemployed) could pay contributions and are treated as 
contributors based on the National Pension Scheme standards). This simple summation of numbers could generate 
computational errors.

4.2   Enrolment in the National Pension Scheme and the special 
occupational pensions by socio-demographic characteristics 

According to the 2010 Economically Active Population Survey findings, 70.2 per cent of total 
employed persons were enrolled in the National Pension Scheme and the special occupation-
al pension schemes, while 29.8 per cent were not enrolled (Table 4). There were 24 million 
employed persons (excluding 1.3 million unpaid family workers), with 15.9 million (70.2 per 
cent) enrolled in the National Pension Scheme and the special occupational pension schemes, 
but 6.8 million (29.8 per cent) were not enrolled. Therefore, seven of 10 employed persons 
(excluding unpaid family workers) were enrolled in those schemes while three of 10 persons 
were not covered. Among the employed enrolled in those schemes, 12 million persons (75.5 
per cent) were insured in their workplace, 3.2 million (20 per cent) were individually insured 
and 0.7 million (4.4 per cent) were non-wage workers with a pensionable right7 (Yun et al., 
2012).

The enrolment rate in either the NPS or SOPS by sex breaks down to 77.1 per cent of males 
and 59.5 per cent of females. More females were insured in the workplace than males. How-
ever, more males were insured individually. There were more males than females among the 
non-wage workers holding a pensionable right (Yun et al., 2012). 

7 Typically, street vendors and workers in special types of employment whose actual income cannot be verified.
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TABLE 4. ENROLMENT IN THE NPS AND SPECIAL OCCUPATIONAL PENSIONS, 
BY SOCIODEMOGRAPHIC CHARACTERISTICS, AS OF AUGUST 2010, UNIT: PERSONS

Category Uninsured Insured Workplace 
based

Individually 
insured

Pensionable 
right*

Total 6 758 550
29.8%

15 916 072
70.2%

12 017 728
75.5%

3 190 934
20.0%

707 410
4.4%

Sex Male 3 165 167
22.9%

10 644 579
77.1%

7 758 801
72.9%

2 307 051
21.7%

578 728
5.4%

Female 3 593 383
40.5%

5 271 493
59.5%

4 258 928
80.8%

883 883
16.8%

128 683
2.4%

Age 20 and younger 1 243 795
32.6%

2 570 873
67.4%

2 457 974
95.6%

112 428
4.4%

471
0.0%

30–39 1 148 046
20.3%

4 498 838
79.7%

3 865 457
85.9%

628 668
14.0%

4 713
0.1%

40–49 1 520 311
24.5%

4 677 391
75.5%

3 472 811
74.2%

1 193 231
25.5%

11 349
0.2%

50–59 1 217 640
27.3%

3 242 442
72.7%

2 027 611
62.5%

1 169 225
36.1%

45 606
1.4%

60 and older 1 628 757
63.7%

926 529
36.3%

193 876
20.9%

87 381
9.4%

645 271
69.6%

“Baby boomer” 
generation

1 540 294
26.2%

4 331 764
73.8%

2 850 742
65.8%

1 447 388
33.4%

33 635
0.8%

Source: Statistics Korea, 2010.

Note: *=Non-wage workers holding a pensionable right.

The enrolment rate by age group indicates that those in their thirties had the highest enrol-
ment rate, at 79.7 per cent, and the older age groups had a lower enrolment rate. As a result, 
the enrolment rate decreased to 36.3 per cent for those in their sixties. The enrolment rate for 
those persons in their twenties and younger was 67.4 per cent, which was the second-lowest 
rate after the persons in their sixties. From the twenties to the fifties, the older age groups had 
a lower workplace-based enrolment but a higher individual enrolment, which indicated that 
older employed persons were non-wage workers. Among persons employed in their sixties 
or older, 64 per cent were not enrolled in the National Pension Scheme or the special occu-
pational pension schemes, and 70 per cent of the enrolled persons were non-wage workers 
holding a pensionable right (Yun et al., 2011).

As explained, the Republic of Korea has a multi-pillar old-age income system: (i) public pen-
sion, (ii) retirement pension (and allowance) and (iii) personal pension and savings. However, 
the current system is insufficient to ensure after-retirement income security for older persons. 
There are many people (especially socially vulnerable groups) left out of the system who 
remain in poverty throughout their later lives. In addition to the problem of loopholes in 
the system, there is also the issue of the public pension benefit level: The National Pension 
Scheme benefit amount is insufficient for old-age income. Thus, it is desirable to have other 
measures of public income in addition to the National Pension Scheme. Subscribers to retire-
ment pensions and the allowance and private pensions and savings are limited to relatively 
wealthier persons.
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5 National Pension Scheme 

5.1  History of the public pension system 

As noted, the Korean public pension system encompasses the National Pension Scheme, 
which covers the private sector and self-employed employees, and the special occupational 
pension schemes, which cover civil servants, career soldiers and private school teachers. The 
country’s first pension schemes were the Government Employees Pension and the Military 
Personnel Pension, launched as one scheme in 1960 but then separated in 1963. The Private 
School Teachers Pension Scheme followed in 1975 to supplement the institutional deficiency 
of private schools that were not covered by the public pension scheme.

Government efforts to cope with the collapse of the traditional income guarantee system for 
older persons (caused by the rapid breakdown in the nuclear family) led to the introduction 
of the National Pension Scheme. The Welfare Pension Act (which introduced the original 
version of the National Pension Scheme) was to launch in 1972 but was delayed until 1988 
due to the impact of the first global oil crisis. 

The Korean Government intended to introduce pensions first and health insurance later but 
instead launched the national health insurance system first, in 1977, followed by the Na-
tional Pension Scheme 11 years later. There was such a large population of informal workers 
in the 1970s, the insurance scheme (which people could use and feel the benefit easily) was 
seen as paving the way for implementation of the pension scheme.

5.2 History of the National Pension Scheme 

The National Pension Scheme was established in January 1988 for employees of workplaces 
employing more than 10 people, with coverage extended in January 1992 to workplaces 
employing five or more workers as well as farmers, fishermen, and the self-employed when 
certain conditions were met. From July 1995, the government decided to enforce the scheme 
in rural areas (NPS, 2015).

The amended National Pension Act was promulgated in December 1998, and several import-
ant policy changes were introduced to the National Pension Scheme, such as the downward 
adjustment of the pension benefit level and the gradual upward adjustment of the pension-
able age, from 60 to 65 years, and the increase of disability pension benefits (NPS, 2015). 
In April 1999, coverage was further extended to urban areas. With the goal of expanding 
enrollment to employees in workplaces with less than five workers, three phases of a project 
were initiated from July 2003 to January 2006 (NPS, 2015), and consequently, the National 
Pension Scheme virtually became a nationwide public pension for all workplaces with one 
or more workers. 
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5.3  National Pension Scheme reforms, 1998

In December 1998, the National Assembly approved a proposal submitted by the Ministry of 
Health and Welfare to amend the National Pension Act (Yun, 2005):

1 The average pension benefit level was adjusted, from 70 per cent of lifetime income to 
60 per cent for a retiree with 40 years’ service to improve the financial security of the 
National Pension Scheme.

2 Pensionable ages were adjusted, from 60 years to 61 years in 2013; thereafter, one year 
will be added to the retirement age every five years until it becomes 65 years in 2033.

TABLE 5. SCHEDULE OF ADJUSTMENTS TO THE NORMAL RETIREMENT AGE

Birth year 

Normal retirement age

Old-age pension Early retirement pension

Before 1952 60 55

1953 61 56

1957 62 57

1961 63 58

1965 64 59

1969 or after 65 60

Source: National Pension Service (2013). 2012 National Pension Statistics: Silver book. 
Note: The standard calculation of the normal retirement age changed from application year-based to birth year-base as 
of November 2012.

3 With the introduction of financial projections, the National Pension Scheme was 
mandated to undertake an actuarial evaluation every five years.

4 To strengthen pension rights, the minimum eligibility required for pension right was 
reduced, from 15 years of service to 10 years.

5 A split pension benefit system was introduced to safeguard pension rights for widowed 
spouses. In the case of divorce of a couple married for at least five years before a retiree 
turned 60, an arrangement was introduced to split pensions between the retiree and the 
former spouse. 
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5.4  National pension scheme reform, 2007 

Despite the 1998 reform, the National Pension Scheme continued to experience problems 
in relation to sustainability, equity and coverage. The narrow coverage of the scheme and 
the low participation rate (the “pension blind spot”) have created a social issue, made more 
complicated by the scheme’s long-term financial insecurity (Yun, 2011).

The financial stabilization measures of the revised law maintain the contribution rate at the 
9 per cent level, but the benefit levels (income replacement rates) have reduced. For example, 
for an average income earner with 40 years’ participation in 2008, the benefit level reduced 
immediately, from 60 per cent to 50 per cent, and will be revised each year by 0.5 percentage 
points to finally reach the 40 per cent level by 2028. 

In addition, the Government adopted military pension credits for compulsory military service 
members, childbirth pension credits for female participants and a delayed pension to provide 
seniors increased incentives to work (Yun, 2011).

The 2007 National Pension Scheme reform extended the timing of the expected pension 
fund depletion by 13 years from 2047 to 2060 (MOHW, 2012).

FIGURE 7. LONG-TERM FINANCIAL PROSPECTS OF THE NATIONAL PENSION SCHEME, (BEFORE AND 
AFTER REFORMS IN 2007)
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The Basic Old-Age Pension Scheme was introduced to mitigate poverty of older persons who 
had no opportunity to join the National Pension Scheme due to its short history. As of 2011, 
around 70 per cent of the population aged 65 or old was receiving KRW91,000 every month.

5.5  National Pension Scheme coverage and contributions

 COVERAGE

The National Pension Scheme covers all Koreans aged 18–60. Foreign employees of work-
places eligible under the scheme (or who live in the country) are also covered. However, other 
special occupational pension subscribers, such as government employees, non-income-earn-
ing spouses of the insured, recipients of the National Basic Livelihood Security System and 
students, are excluded. 

With the extension of coverage to workers in establishments with fewer than five employees 
and urban self-employed workers, the National Pension Scheme in 1999 covered virtually 
the entire working population, except persons in other mandated pension programmes (the 
Government Employees Pension Scheme, the Private School Teachers Pension Scheme and 
the Military Personnel Pension Scheme). There is concern, however, that the National Pension 
Scheme will be unable to enforce contribution obligations to self-employed persons because 
only about half of the urban self-employed population actually contributes to the scheme 
(McGillivray, 2002).

Evasion of contribution obligations among self-employed workers8 and young, low-paid, 
domestic, casual and part-time workers is generally considered to be an area of concern. 
Evasion is also prevalent among small-scale employers, employers in the informal sector and 
employers experiencing financial difficulties. Types of evasion include (i) failure to register 
eligible workers, (ii) under-reporting earnings and (iii) delay in remittance or failure to remit 
contributions (McGillivray, 2002).

The number of individually insured persons has continued expanding upward since 1999. 
There was a significant increase that year after coverage was expanded to the self-employed 
in urban areas. As of 2013, the National Pension Scheme covered more than 20.7 million 
people (Table 6). However, only 62.4 per cent of the working-age population actually paid 
contributions in 2014 – compared to 79.6 per cent of the working-age population being 
officially insured under the national pension scheme, reflecting lower compliance by the 
self-employed, non-regular workers and small- and medium-sized enterprise employees (see 
Figure 8). 

8 The average income level of self-employed workers in the Republic of Korea is lower than workplace-based insured 
persons. One reason for contribution evasion comes from limited disposable income of low-paid self-employed workers. 
Additionally, there are widespread tax loopholes in the informal sector. And the majority of the self-employed are wor-
ried about exposing real income levels to the National Tax Authority. There would be a high possibility of exposing real 
incomes if they paid National Pension Scheme contributions.
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TABLE 6. NUMBER OF INSURED PERSONS, 1988–2013

Year Total 
number 
of insured 
persons

Workplace-
based 
insured 
persons

Individually insured persons Voluntari-
ly insured 
persons

Voluntarily 
and 
continuously 
insured 
persons

Subtotal Rural areas Urban areas

1988 4 432 695 4 431 039 – – – 1 370 286

1999 16 261 889 5 238 149 10 822 302 2 083 150 8 739 152 32 868 168 570

2003 17 181 778 6 958 794 9 964 234 2 062 011 7 902 223 23 983 234 767

2010 19 228 875 10 414 780 8 674 492 1 951 867 6 722 625 90 222 49 381

2013 20 744 780 11 935 759 8 514 434 1 962 071 6 552 363 177 569 117 018

Source: National Pension Service, 2013, p. 12. 

FIGURE 8. INSURED PERSONS AND CONTRIBUTORS AS A PERCENTAGE OF THE ECONOMICALLY 
ACTIVE POPULATION
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Source: Source: National Pension Service, National Pension Statistics Fact Book, various years.

The National Pension Scheme beneficiaries aged 65 or older are expected to gradually in-
crease until 2065. At that time, the Basic Pension beneficiaries aged 65 or older will represent 
80.6 per cent of the total population at that age (NPS, 2014). After that time, National Pension 
Scheme beneficiaries will decline as the total population decreases. The Survivor’s Pension 
and the Disability Pension beneficiaries will comprise 12 per cent and 0.2 per cent, respec-
tively, of the population aged 65 or older (Figure 9).
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FIGURE 9. PROJECTION OF NATIONAL PENSION BENEFICIARIES AGED 65 OR OLDER, UNIT: 
THOUSANDS

Source: Ministry of Health and Welfare, 2013a, p. 10. 

 PENSION AMOUNT OF THE NATIONAL PENSION SCHEME (OLD-AGE)

Table 7 shows a breakdown of the pension payment level, with a significant portion (30.2 
per cent) of beneficiaries receiving pensions of less than KRW 200,000. People in the second 
lowest bracket, receiving between KRW200,000 and KRW400,000 bracket account for 41.2 
per cent (the second-biggest share). The average pension benefit is around KRW360,000. 
The National Pension Scheme is the main pillar of the public pension system; however, the 
benefit level is far below the OECD average due to the immaturity of the system. In 2013, 
the maximum possible covered years for a pension claimant was only 22 years. Coverage 
expanded gradually from big firms to small and medium-sized enterprises; consequently, the 
average number of years of coverage for small and medium-sized enterprises is less than 22 
years. The years of coverage are shortened for workers who experience career interruptions or 
the self-employed who close down a small business.

To address the shortened coverage due to childbirth, a credit system that recognizes childbirth 
as the insured period was introduced, which was designed to expand pension rights. The 
National Pension Scheme is reinforcing women’s pension entitlements by offering childbirth 
credits, from 12 months to 50 months, depending on the number of children.

The immaturity of the pension system and the various pension reforms could explain the 
insufficient old-age income protection for older persons and retiring populations currently.
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TABLE 7. BENEFIT LEVEL OF THE NATIONAL PENSION SYSTEM OF THE REPUBLIC OF KOREA

Pension amount
(thousands KRW) Number of beneficiaries Percentage

10-200 926 744 30.2 

200-400 1 266 632 41.2 

400-600 433 768 14.1 

600-800 219 594 7.2 

800-1000 129 513 4.2 

1000 and over 95 187 3.1 

Total 3 071 438 100.0

Note: As of December, 2015.
Source: National Pension Service, http://www.nps.or.kr/jsppage/etc/data/data02_02.jsp

 CONTRIBUTIONS

Contributions are decided by multiplying an insured person’s basic monthly earnings by 9 
per cent of their gross salary. Contributions of workplace-based insured personnel are equally 
shared by employer and employee. Self-employed persons pay the full amount of contribu-
tions themselves. However, the payment of contribution may be exempted during the period 
requested when the insured person earns no (or far less) income due to certain conditions 
(including loss of job).

The initial contribution rate for the National Pension Scheme was 3 per cent in 1988 and 
gradually increased to 9 per cent in 1998 (Tables 8 and 9). It is shared equally between em-
ployees and employers. The contribution rate for the self-employed started at 3 per cent in 
1995 and increased by 1 per cent per year as of 2000, to 9 per cent in 2005. 

TABLE 8. CONTRIBUTION RATES FOR WORKPLACE-BASED INSURED EMPLOYEES, PER CENT

Participants Contributor 1988–19 1993 1998 1999

Workplace-
based insured 
employees

Total 3 6 9 9

Employee 1.5 2 3 4.5

Employer 1.5 2 3 4.5

Contribution diverted 
from retirement 
allowance reserve

– 2 3 –

Source: Yoon, 2001.
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TABLE 9. CONTRIBUTION RATE FOR THE SELF-EMPLOYED, PER CENT

Classification

July 
1995– 
March 
1999

April 
1999–
June 
2000

July 
2000–
June 
2001

July 
2001–
June 
2002

July 
2002–
June 
2003

July 
2003–
June 
2004

July 
2004–
June 
2005

July 
2005

Farmer 3 3 4 5 6 7 8 9

Insured in urban area –

Source: Yun et al., 2006.

The basis of contribution is the monthly income of the previous year, determined by divid-
ing the total yearly income by 12 months for a worker, excluding the non-taxable income 
specified in the Income Tax Act. The income of the self-employed is determined based on 
reported income from agriculture, fisheries, forestry or business activities. Income as of the 
end of 2012 was classified into categories ranging from minimum (KRW240,000) to maxi-
mum (KRW3,890,000), which is applicable to workers and the self-employed. Pension con-
tributions by farmers and fishermen have been subsidized by the Government since 1995 to 
encourage their participation.

The Duru Nuri Social Insurance Support Project is a programme to encourage people to sub-
scribe to social insurance. It provides financial support to small-scale workplaces with fewer 
than 10 employees to help them cover the employment insurance and National Pension 
Scheme premiums.

 BENEFIT FORMULA

Pension benefits are based on contributions and differentiated by income level. The National 
Pension Scheme benefit formula consists of a redistributive part (A) and an earnings-related 
part (B). Given the required contribution rate based upon workers’ payroll income or the 
declared income of the self-employed, the former redistributes pension income among in-
come-level classes (redistributive portion), and the latter reflects each participant’s earnings 
history (earnings-related portion). Pension benefits are tied to the consumer price index, with 
special tax incentives also provided. 

The NPS benefits have the inherent function of income redistribution among different groups 
and intergenerational income redistribution. Various measures maintain the real value of 
income by indexing pensions to the consumer price index and reflect real wage increases in 
determining the initial pension amount. 

The national pension benefit levels are the sum of the basic pension amount (BPA) and the 
additional pension amount (APA). Thus, the benefit formula for an old-age pension is:
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Basic pension amount (monthly)

= [2.4(A+0.75B) ×P1/P +1.8(A+B) ×P2/P+ 1.5(A+B) ×P3/P+..+1.2(A+B)×P23/P] (1+0.05n/12)

A: Revaluated (price-indexed) average monthly incomes for the three previous years  
before benefit entitlement begins

B: Revaluated (price-indexed) monthly income of participant during the whole contribution 
period

n: (≥1) = year of participation (in terms of contribution months) - 20 years

2.4 coefficient, which makes the replacement rate 70 per cent for average wage earners with 
40 years’ contribution

1.8 coefficient, which makes the replacement rate 60 per cent for average wage earners with 
40 years’ contribution

1.5 coefficient, which makes the replacement rate 50 per cent for average wage earners with 
40 years’ contribution

0.05 an additional ratio for every year beyond 20 years contribution 

P: total participation period (in terms of contribution months)

P1: participation period as of 1998 (in terms of contribution months)

P2: participation period from January 1999 to December 2007 (in terms of contribution 
months)

P3: participation period in 2008 (in terms of contribution months)

P23: participation period after 2028 (in terms of contribution months)

5.6   Gender comparison of the insured persons and beneficiaries in 
the National Pension Scheme

  TRENDS IN ECONOMIC ACTIVITY RATE BY SEX

Over the past 14 years, the economic activity rate for females has been lower than for males, 
with a gap of 24.5 percentage points in 2006 . However, this gap began reducing as of then. 
In 2012, 49.9 per cent of women in working age were economically active, compared to 73.3 
per cent of men in working age. 

The career break for female workers aged 35–39 is distinct because of childbirth and child 
care, which influences enrolment status and the percentage of insured persons in the Nation-
al Pension Scheme. This percentage increases after age 50 because there are more voluntarily 
insured women in that age group. The proportion of female insured persons steadily increases 
with increased women’s labour force participation. 
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Full-time housewives are not required to participate in the NPS, but they can participate as 
voluntary contributors. In the past, the scheme required voluntary contributors to pay pre-
miums above the average subscriber’s income level. To increase participation rates by house-
wives, the scheme recently allowed voluntary contributors to participate with various levels 
of income below the average subscriber’s level (KRW2 million), such as KRW990,000. With 
this policy, monthly premiums are lowered, from KRW180,000 to KRW89,100. The scheme’s 
benefit formula is designed to have an income redistribution function; therefore, the contri-
bution or benefit is better if voluntary participants choose the lower income bracket option. 

FIGURE 10. PERCENTAGE OF INSURED PERSONS, BY SEX, 1988–2013, PERCENTAGE

Source: National Pension Service, 2014.

Note: The “insured persons exempted from contribution payments” is included.

 PERCENTAGE OF BENEFICIARIES BY TYPE OF BENEFIT AND SEX

The percentage of female Basic Old-Age Pension beneficiaries increased slightly in 2013. Nev-
ertheless, its level remained one-third of the male beneficiaries (National Pension Service, 
2014). The gender gap for National Pension Scheme coverage and benefits is significant, with 
40 per cent of men receiving benefits in 2011 compared with only 15 per cent of women 
(OECD, 2014). Most disability pension beneficiaries were male and most survivor’s pension 
beneficiaries were female (Figure 11). 
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FIGURE 11. PROPORTIONAL COMPARISON OF BENEFICIARIES, BY BENEFIT TYPE AND SEX, 
2012 AND 2013

Source: NPS, 2014. 
Note: Lump-sum compensation and lump-sum refunds are excluded.
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6  Basic Old-Age Pension and Basic Pension 
schemes 

6.1  Basic Old-Age Pension Scheme

 BACKGROUND 

As already pointed out, the Republic of Korea has experienced dramatic demographic chang-
es over a short time. Low fertility and increased life expectancy has led to an ageing of the 
population. The total fertility rate has greatly dropped (below the threshold of 1.2). However, 
average life expectancy has increased by 20 years, from 61.9 years in 1970 to 80.6 years in 
2009 (Tchoe and Choe, 2013).

The Korean Government has dealt with population ageing by establishing an old-age income 
support system that includes the national pension scheme as a public pension service with 
universal coverage. Despite this, as noted, many older persons cannot benefit from the Na-
tional Pension Scheme due to its recent establishment; only 20 per cent of the population 
older than 65 receive benefit from this scheme. In addition, many poor older persons are 
not eligible for the National Basic Livelihood Security System because they have working-age 
children, even though their children do not support them (because they are unwilling or 
unable). 

As poverty of older persons has been a serious area of concern in the Republic of Korea, the 
Government introduced the Basic Old Age Pension in conjunction with the National Pension 
Reform in 2007, which reduced the benefit level from 60 per cent to 40 per cent (till 2028) to 
strengthen the scheme’s financial sustainability. The Basic Old-Age Pension was introduced 
to compensate the lower national pension benefits and is accessible to anyone living on less 
than 70 per cent of the income level, regardless of contribution.9 

The Basic Old-Age Pension Act was enacted in April 2007, with the provision that 5 per cent 
of the A value (average monthly income of national pension participants) is paid to older 
persons (aged 65 or older) living on limited income and assets (60 per cent of the older per-
sons population). An amendment to the act was passed in July 2007 to expand coverage to 
70 per cent of the older persons population and increase benefits to 10 per cent of the A 
value by 2028 (the 70 per cent took effect in 2009). Benefits were first paid in 2008. The 
Ministry of Health and Welfare is responsible for the administration of the Basic Old-Age 
Pension scheme.

9 This background is partly correcting because the Government made several efforts to introduce the Basic Old-Age 
Pension as a selective programme and not a universal programme. That means the coverage of the scheme would be 
narrow to give more benefits to the vulnerable elderly as the National Pension Scheme entered the mature stage.
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 COVERAGE 

The number of Basic Old-Age Pension beneficiaries increased from 2.9 million in 2008 to 3.8 
million in 2011. With the expansion to the 70 per cent coverage, there were 880,000 people 
who newly received benefits in 2009, with an additional 270,000 new beneficiaries each year 
since then.

The coverage rate has been maintained at close to 70 per cent since its introduction (Table 
10), except in 2008 when the target coverage rate was 60 per cent (Tchoe and Choe, 2013).

TABLE 10. BASIC OLD-AGE PENSION COVERAGE, 2008–2009

Phase Period Recipients No. of recipients Coverage (actual)

1 January to June 2008 60% of 70+ 1 940 000 61.0%

2 July to December 2008 60% of 65+ 2 900 000 57.3%

3 January to December 2009 70% of 65+ 3 630 000 69.0%

Source: Ministry of Health and Welfare, 2014.

In 2009, more than 3.6 million older persons (69 per cent of the population aged 65 or older) 
received the Basic Old-Age Pension. There are tremendous differences in the recipient rate in 
terms of sex, age and region. A total 65 per cent of the recipients were female in 2014, and the 
receipt rate increases with age. The receipt rates range from 95 per cent in provincial areas to 
29 per cent in urban areas and also reflect regional economic disparities.

TABLE 11. DIFFERENCES IN THE COVERAGE RATE OF THE BASIC OLD-AGE PENSION, 2009

Age 65–69 70–79 80–89 90–99 100 or older

No. of older persons 1 914 041 2 477 437 783 005 90 626 2 599

No. of recipients 1 106 717 1 778 678 660 178 82 384 2 190

Coverage (per cent) 57.8 71.8 84.3 90.9 84.3

Source: Ministry of Health and Welfare, 2014.
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TABLE 12. NUMBER OF BASIC OLD-AGE PENSION BENEFICIARIES IN THE POPULATION AGED 65 OR 
OLDER, 2008–2013

Year
Population aged 
65 or older

Basic Old-
Age Pension 
beneficiaries 
(B)

Both Basic 
Old-Age Pension 
and NPS 
beneficiaries 
(C)

Proportion (per cent)

B/A C/B

2008 5 069 273 2 897 649 402 724 57.2 13.9

2009 5 267 708 3 630 147 719 030 68.9 19.8

2010 5 506 352 3 727 940 823 218 67.7 22.1

2011 5 700 972 3 818 186 915 543 67.0 24.0

2012 5 853 928 3 933 095 1 023 457 67.2 26.0

2013 6 250 986 4 045 311 1 130 551 64.7 27.9

Source: Ministry of Health and Welfare, 2014.
Note: From January 2008.1 to June 2008: 1.94 million beneficiaries aged 70 or older; from June 2008 to December 2008: 
2.9 million beneficiaries aged 65 or older.

 BENEFITS

The Basic Old-Age Pension scheme provides only cash transfers with no attached in-kind ben-
efit or services. Total benefits are determined by the A value as an average monthly income 
of the National Pension Scheme participants over the past three years. At 5 per cent of the A 
value in 2008, the benefit amount was KRW84,000 for single households and KRW134,000 
for couples. A 20 per cent reduction is applied to the benefit amount of couples due to living 
expense differences between singles and married couples. Pension benefits have increased 
annually, and the benefit amount applied from April 2012 to March 2013 was KRW95,000 
for a single household and KRW151,000 for married couples. 

TABLE 13. TRENDS IN THE THRESHOLDS OF THE BASIC OLD-AGE PENSION, 2008–2014, UNIT: KRW 
IN THOUSANDS

2008 2009 2010 2011 2012 2013 2014

Single 40 68 70 74 78 83 87

Married couple 64 108.8 112 118.4 124.8 132.8 139.2

Source: Ministry of Health and Welfare, 2014.
Note: From April, 2014 to July, 2014 (before the Basic Pension Scheme began).
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 BUDGET AND FINANCING 

The total initial cost for the scheme was approximately KRW2.2 trillion in 2008 and increased 
to KRW3.4 trillion in 2009, to KRW3.7 trillion in 2010 and nearly KRW3.8 trillion in 2011 
(Tchoe and Choe, 2013).

The Basic Old-Age Pension budget derives from general tax revenue. The central and local 
governments share financial responsibility for the budget. The central Government provides 
a differentiated subsidy to local governments (at 40–90 per cent) in consideration of the 
proportion of the older persons population and the financial situation of each local govern-
ment. Upper-level local governments (metropolitan cities and provinces) and lower-level 
local governments (other cities, counties and districts) share the residual expenses after the 
central Government subsidy and the allocation rate by each autonomy is decided by relevant 
ordinances, after consultation with the Ministry of Health and Welfare.

TABLE 14. BASIC OLD-AGE PENSION BUDGET, 2013 AND 2014, UNIT: KRW BILLION

2013 budget (A)
2014 budget 
proposal (B)

Increase/decrease

(B-A) (B-A)/(A) 
(per cent)

Basic Old-Age Pension payment 3 209.7 5 200.2 1 990.5 62.0

Basic Old-Age Pension allowance 3 207.2 1 607.3 -1 599.9 -49.9

Basic Pension allowance – 3 569.9 3 569.8

Basic (old age) Pension operation 2.5 23.1 20.6 826.6

Source: National Assembly Budget Office, 2013, p. 12. 
Note: This information derives from a reference that dates to before the Basic Pension scheme was implemented (in 
July 2014). 

6.2  Basic Pension scheme 

Following a heated debate over the issue starting from early 2013 (after the 2012 presiden-
tial election), the National Assembly eventually agreed to adopt the Basic Pension in April 
2014.10 The Basic Old-Age Pension was restructured as the Basic Pension and as of July 2014 
provides pension benefits of some percentage (from 5 per cent minimum to 10 per cent max-
imum, depending on the insured period of the National Pension Scheme) of average income 
of the National Pension Scheme participants, financed by tax revenues and accessible to 70 
per cent of the population aged 65 or older.11 

10 The Basic Pension Scheme was controversial because of diverse interests among parties and politicians. 

11 The Basic Old-Age Pension was abolished by introducing the Basic Pension Scheme. 
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Through the Basic Pension scheme, National Pension Scheme beneficiaries receive less, com-
pared with those who do participate in it.12 The Basic Pension benefit formula is connected 
with the inflation rate; the Basic Old-Age Pension was connected with wage growth rate. With 
the long-term perspective, the benefit connected with the inflation rate increases slower than 
with the wage growth rate. 

The higher the recognized income is, the less the pension amount is paid by the Basic Pen-
sion scheme to avoid an income-reverse effect between recipients and non-recipients. Pen-
sion benefit amounts are reduced by KRW20,000 (KRW32,000 for married recipients), based 
on differences between the baseline amount and recipients’ recognized income (Table 15). 
The reduced pension prevents those who make just enough money to qualify for the Basic 
Pension scheme from having more income when receiving the whole pension amount than 
older persons who cannot receive a pension, with income (or assets) slightly higher than the 
baseline. 

There is no limit in the duration of Basic Pension benefits. Older persons can receive bene-
fits as long as they qualify. The Basic Pension budget will require KRW39 trillion from July 
2014 to 2017. Meanwhile, the annual budget required for the scheme is expected to reach 
KRW103.4 trillion (KRW110.3 trillion if the Basic Old-Age Pension is maintained without 
any change) by 2040 (27 years after the implementation of the scheme).

TABLE 15. BASIC (OLD-AGE) PENSION BENEFITS, 2008–2015, UNIT: KRW IN THOUSANDS

2008–
March 
2009

April 
2009–
March 
2010

April 
2010–
March 
2011

April 
2011–
March 
2012

April 
2012–
March 
2013

April 
2013–
March 
2014

July 
2014–
March 
2015

A-value 167 175 179 182 189 193 200

Individual benefits 8.4 8.8 9.0 9.1 9.4 9.7 20.0

Couple benefits 13.4 14.0 14.4 14.6 15.1 15.4 32.0

Source: Ministry of Health and Welfare, 2014.
Note: The Basic Pension entitlement is means-tested. Benefits are up to 5 per cent (10 per cent from July 2014) of the A 
value. If both individuals and spouses are beneficiaries, each benefit will be reduced by 20 per cent. 

12 In the Basic Old-Age Pension Scheme, everyone under 70 per cent of the income level could receive a benefit regard-
less of the National Pension Scheme entitlement; that was the most controversial point of the proposed scheme. 
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7 Special occupational pension schemes 

Apart from the National Pension Scheme, the three special occupational pension 
schemes for government employees, military professionals and private school 
teachers cover 1.5 million workers (4 per cent of the working-age population). The 
special occupational pension schemes rely increasingly on government funding due to gen-
erous pension benefits (compared with the National Pension Scheme), the rising number of 
retired public sector officials and increased life expectancy (Kim and Moon, 2011). In 2009, 
government spending for the Government Employees Pension scheme amounted to 0.6 per 
cent of gross domestic product, which is expected to reach 1.1 per cent by 2030 (OECD, 2014).

The contribution and benefit structures of the special occupational pension schemes have 
been skewed, and financial unsustainability has emerged as a serious social concern. It seems 
salient that state-run public pension services be brought in line with the narrow gaps in enti-
tlement levels that have become an obstacle to labour market flexibility. The separate special 
occupational pensions are inherently unfair, compared with the National Pension Scheme 
(against which strong measures to ensure financial sustainability have already been imposed).

The accrual rate of the National Pension Scheme is 1.1625 per cent (equivalent to 46.5 per 
cent income replacement rate for 40 years’ insured period). However, the accrual rate of the 
special occupational pension scheme is 1.9 per cent (62.7 per cent for 33 years). As of 2014, 
the average pension amount of the Government Employees Pension scheme was KRW2.27 
million per month, while the average pension amount of the scheme was only KRW340,000 
(about KRW900,000 if the insured period was more than 20 years). It seems natural to have 
social pressure for reform of the special occupational pension schemes.13

The Government Employees Pension Scheme needs to be reformed because it is expected to 
suffer huge deficits (forecasted at KRW3 trillion in 2015). Without reforms, the cumulative 
deficit for the next 10 years will reach KRW50 trillion. Financial unsustainability is so seri-
ous that the annual deficit is forecast to grow to KRW12.9 trillion over the next 65 years even 
after the reform package pushed forward by the Government and the ruling party comes into 
force. The Private School Teachers Pension Scheme and the Government Employees Pension 
Scheme are confronted with similar circumstances and will have to be reformed urgently 
because they are not viable as an independent pension system. The concentration of govern-
ment benefits focused excessively on certain groups is likely to aggravate social conflicts and 
undermine social cohesion.

13 The premiums are 14 per cent (7 per cent government employee: 7 per cent government) in the Government Employ-
ees Pension versus 9 per cent (4.5 per cent employee: 4.5 per cent employer) in the National Pension Scheme. 
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8 Prospects of the public pension system

8.1  National Pension Scheme’s long-term actuarial projection, 2013 

 FINANCIAL FLOWS OF THE NATIONAL PENSION SCHEME 

Income into the National Pension Scheme will be higher than its expenditures for the next 30 
years; however, expenditures will exceed contribution income starting in 2031, and expen-
ditures will create the first deficit after they exceed total income in 2044. As shown in Table 
16, the accumulated funds will reach their highest amount possible (at KRW2,561 trillion) 
in 2043 but then drop sharply and become exhausted by 2060. The accumulated funds are 
projected to increase from 31 per cent of GDP in 2013 to approximately 50 per cent of GDP 
in 2035 and decrease to 30.5 per cent of GDP in 2050, depleting in 2060. Total expenditures 
are projected to increase from 1.1 per cent of GDP in 2013 to 7.9 per cent of GDP in 2083.

TABLE 16. FINANCIAL FLOW OF THE NATIONAL PENSION SCHEME, 2013–2083, UNIT: KRW, BILLION

Year
Accumulated 
fund

Accumulated 
fund/GDP 
(per cent)

Total 
income

Total 
expenditures

Total 
expenditures 
of GDP 
(per cent) Balance

Accumulation 
ratio

2013 417 727 31.1 52 217 14 556 1.1 37 661 26.1

2020 847 171 39.3 109 098 33 923 1.6 75 175 22.8

2030 1 732 381 47.8 186 913 89 953 2.5 96 960 18.2

2040 2 494 494 47.4 258 427 213 773 4.1 44 654 11.5

2043 2 561 489 44.2 277 586 267 328 4.6 10 258 9.5

2044 2 558 741 42.7 283 749 286 498 4.8 -2 748 8.9

2050 2 200 519 30.5 309 781 414 088 5.7 -104 308 5.6

2060 -280 716 – 263 375 657 820 6.9 -394 445 0.2

2070 – – 358 101 948 255 7.7 -590 154 –

2080 – – 477 892 1 263 650 7.8 -785 757 –

2083 – – 518 944 1 388 539 7.9 -869 595 –

Source: National Pension Service, 2014.

As Figure 12 illustrates, National Pension Scheme revenue is expected to outweigh the ex-
penditures from 2013 to the mid-2040s. The reserve fund is expected to reach its peak, at 
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KRW2,561 trillion (44.7 per cent of GDP) in 2043, and then decrease drastically to the point 
of exhaustion by 2060 (KIHASA, 2014).

FIGURE 12. REVENUE AND EXPENDITURE PROJECTIONS FOR THE NATIONAL PENSION, 2013–2083

Source: KIHASA, 2014.

FIGURE 13. PROJECTION OF THE NATIONAL PENSION LONG-TERM FINANCIAL BALANCE, 2013–2082 
(2013 VALUATION)

Source: Ministry of Health and Welfare, 2013a, p. 10.
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 FINANCIAL STRUCTURE OF THE NATIONAL PENSION SCHEME

The pay-as-you-go rate is the ratio of total benefit expenditures to total contributory income. 
The pay-as-you-go rate will gradually increase from 3.7 per cent in 2013 to a long-term 23 per 
cent threshold level (Table 17). 

TABLE 17. TRENDS OF THE PAY-AS-YOU-GO RATE, 2013–2083, UNIT: KRW, BILLION

Year

Total 
contributory 
income (A)

Benefit 
Expenditure (B)

Rate of pay-as-
you-go system 
cost (B)/(A) 
(per cent) GDP (C)

Ratio of total 
contributory 
income to GDP
(A)/(C)

2013 380 460 14 032 3.7 1 344 421 28.3

2015 442 113 17 849 4.0 1 531 088 28.9

2020 637 961 33 487 5.2 2 155 210 29.6

2030 1 118 105 89 176 8.0 3 624 205 30.9

2040 1 658 895 212 563 12.8 5 257 143 31.6

2050 2 368 033 412 288 17.4 7 215 394 32.8

2060 3 067 613 655 155 21.4 9 583 907 32.0

2070 4 171 889 944 311 22.6 12 326 434 33.8

2080 5 568 678 1 257 811 22.6 16 135 257 34.5

2083 6 046 878 1 381 971 22.9 17 512 741 34.5

Source: MHW, 2013a. 

FIGURE 14. PAY-AS-YOU-GO COST RATE PROJECTIONS FOR THE NATIONAL PENSION SCHEME, 
2013–2083

Source: KIHASA, 2014.
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 Projection of the National Pension beneficiaries aged 65 and older

National Pension Scheme beneficiaries aged 65 or older will gradually increase to a maximum 
in 2065. As of 2065, the Basic Pension beneficiaries aged 65 or older will account for 80.6 
per cent of the total population at that age. The Survivor’s Pension and the Disability Pension 
beneficiaries will represent 12 per cent and 0.2 per cent, respectively, of that population. After 
that, the beneficiaries will decline along with the total population’s decline.

FIGURE 15. PROJECTION OF THE NATIONAL PENSION BENEFICIARIES AGED 65 OR OLDER, 2013–
2083, UNIT: THOUSANDS

Source: Ministry of Health and Welfare, 2013a, p. 10. 

 SENSITIVITY ANALYSIS OF THE NATIONAL PENSION SCHEME

Table 18 shows the upper four scenarios made by the long-term Financial Prediction Coun-
cil and the lower six scenarios made by the Actuarial Projection Committee of the National 
Pension System (the basic assumption on the first line is omitted in the 10 scenarios) for the 
purpose of the sensitivity analysis. The 10 scenarios were established by applying different 
population and economic assumptions.

The population assumptions were divided into three levels (low, medium and high) by as-
suming different population sizes. The economic assumptions were divided into three levels 
(neutral, pessimistic and optimistic) after assuming different productivity rates. The lower six 
scenarios are different from the upper four scenarios in that economic assumptions are mod-
ified (population assumptions are the same). Among the lower six scenarios, the alternative 
scenarios are different from the three scenarios above in that higher birth rates were applied.
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The results of all scenarios show that the National Pension Scheme funds will be exhausted 
between 2058 and 2062. The fund-exhausting years are different by only two years from 
those under basic assumptions and are not sensitive to changes. The results of the three 
alternative scenarios show that the year of fund exhaustion will be 2060 or 2061, and the 
pay-as-you-go rates will be lower than other scenarios because of the higher birth rates used 
(MOHW, 2013).

TABLE 18. SENSITIVITY ANALYSIS RESULTS

Scenario

When the current 
system is maintained

Rate of pay-as-you-go cost 
(by year, per cent)

Loss in the 
balance 
(year)

Exhaustion 
of the 
fund (year) 2050 2070 2083

Basic assumption (medium level neutral) 2044 2060 17.4 22.6 22.9 

Combined 
scenario

Long-term 
Financial 
Prediction 
Council

Low level neutral 2043 2058 18.5 28.8 31.5 

Medium level 
pessimistic

2043 2059 18.3 23.9 24.2 

Medium level 
optimistic

2046 2061 16.6 21.4 21.5 

High level neutral 2046 2062 16.3 19.1 18.6 

Actuarial 
Estimation 
Committee

Low level neutral 2043 2058 18.5 29.0 31.7 

Medium level neutral 2044 2060 17.5 22.8 23.0 

High level neutral 2046 2062 16.3 19.2 18.7 

Alternative 1 2045 2061 16.6 19.5 18.5 

Alternative 2 2045 2061 16.5 17.3 15.0 

Alternative 3 2044 2060 17.2 19.5 16.8 

Source: Ministry of Health and Welfare, 2013a, p. 10. 

 FINANCIAL EVALUATION OF THE NATIONAL PENSION SCHEME

The financial evaluation looked at whether the current contribution rate is sufficient for 
long-term pension solvency. The contribution rate required for the financial stability was cal-
culated so that necessary financial policies could be taken to secure the stability if the current 
contribution rate is insufficient. The actuarial projection results show that it will be difficult 
to secure solvency for the next 70 years under the current pension scheme. The pay-as-you-go 
rate will also increase to 23 per cent by 2083, higher than the current contribution rate of 9 
per cent. 

Contribution rates required to achieve financial goals were computed by applying four target 
criteria to the fund level. It was assumed that contribution rates are fixed between 2015 and 
2083.
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For the last criterion, it is assumed that the fund-to-expenditure ratio will maintain at the 
table level from 2050 onwards.

The contribution rate required to meet the fund-to-expenditure ratio of 2 is 12.91 per cent 
and the one to maintain as the targeted fund-to-expenditure ratio is 15.9 per cent.

TABLE 19. CONTRIBUTION RATES REQUIRED TO ACHIEVE FINANCIAL GOALS

Required 
contribution 
rate (per cent)

Financial goal

Target fund-to-
expenditure ratio 
of 2

Target fund-to-
expenditure ratio 
of 5

No occurrence of 
loss in balance

Maintain a stable 
target fund-to-
expenditure ratio

12.9 13.5 14.1 15.9

 Source: Ministry of Health and Welfare, 2013a, p. 10.

8.2  Old-age expenditure projection

The combined ratio of old-age programmes and benefits to GDP was 2.3 per cent in 2013, 
but the share is expected to increase to 11.1 per cent by 2060. The proportion of old-age 
programmes and benefits in overall social expenditures will increase from 24.2 per cent in 
2013 to 38.5 per cent by 2060 due to growing demand and the ageing population.

Of the KRW31 trillion set aside in the 2013 budget for these programmes and benefits, 
the National Pension Scheme (at KRW11 trillion for the old-age pension), the Government 
Employees Pension scheme (at KRW10 trillion for the retirement pension) and the non-con-
tributory Basic Pension scheme (at KRW4 trillion) will consume 79.5 per cent. This ratio is 
expected to increase to 91.3 per cent by 2060 (KIHASA, 2014). 

TABLE 20. OLD-AGE PROGRAMME AND BENEFITS EXPENDITURE PROJECTION, 2013–2060

Year

Amount (KRW1 trillion) Composition (per cent)
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2013 31 11 10 4 6 100 34.7 30.8 13.9 20.5

2020 71 29 18 14 12 100 39.3 25.5 19.1 16.1

2030 191 75 39 54 23 100 39.2 20.5 28.1 12.2

2040 396 181 64 112 40 100 45.6 16.2 28.2 10.0

2050 679 353 84 182 60 100 52.0 12.4 26.8 8.8

2060 1 041 564 122 264 91 100 54.2 11.8 25.3 8.7

Source: KIHASA, 2014. 
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9  Government efforts in coverage extension 
and income transparency 

9.1 Efforts to extend coverage

The Duru Nuri Social Insurance Support Project is a programme to encourage people to sub-
scribe to a social insurance scheme. It provides financial support to small-scale workplaces 
with fewer than 10 employees to help them partially cover the employment insurance and 
national pension premiums (see details in the Appendix). 

This social insurance subsidization programme was introduced in 2012 to pay 50 per cent of 
the National Pension Scheme and unemployment insurance premiums for low-paid workers 
(earning KRW1.35 million or less a month) in workplaces with 10 or more employees. From 
the start of the programme, new subscribers (National Pension Scheme and Employment 
Insurance) increased to 2.85 million persons (1.28 million in the National Pension Scheme 
and 1.57 million in the Employment Insurance) as of March 2014.

 9.2  Efforts to increase income level transparency 

The underreporting of income by self-employed workers tends to push down the upward 
movement of income for total national pension holders. This works to keep the old-age in-
come (entitlement) level for workplace subscribers from rising because the national pension 
benefit level is affected by the average income of all subscribers. Government efforts to calcu-
late the income of the self-employed accurately have not produced significant policy changes. 

Despite the limitations, the Korean Government has made meaningful progress since select-
ing and managing self-employed groups with relatively high-income levels (such as doctors 
and attorneys) as “special-attention groups”. This means that they are closely monitored by 
the national tax authority because of their tendency to under-report their earnings. The Gov-
ernment also merged the premium collection system of the four social insurance schemes 
(the National Pension Scheme, the National Health Insurance, the Employment Insurance 
and the Industry Accident Compensation Insurance) in 2011, making it easier to see an exact 
income level.
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10 Summary and policy implications

10.1 Policy effects of the Basic Old-Age Pension Scheme 

The poverty rate based on disposable income by age of the household head versus the pov-
erty rate among older persons is higher than for other age groups (Tables 17 and 18). The 
poverty rate for older persons whose labour in their younger days helped the country achieve 
its industrialization status is tragically higher than for other age groups; consequently, there 
appears to be social consensus on the necessity to take special countermeasures. 

FIGURE 16. POVERTY RATE, BY POPULATION GROUP AND BASED ON DISPOSABLE INCOME, 2011

Source: Statistics Korea, 2012. 
Note: Absolute poverty rate is based on the minimum cost of living announced by the Government, while the relative 
poverty rate is based on 50 per cent of the median income (agricultural and fishing households excluded).

FIGURE 17. POVERTY RATE, BY AGE OF HOUSEHOLD HEAD, BASED ON DISPOSABLE INCOME, 2011
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Source: Statistics Korea, 2012. 

Table 21 presents a comparison of poverty rates among total households, households with 
older persons and households of only older persons before the adoption of the Basic Old-Age 
Pension scheme (2007) and five years after its adoption (2012). During the five-year period, 
the poverty rate of the total households slightly decreased, from 14.8 per cent in 2007 to 
14.6 per cent in 2012. However, the poverty rate among households with older persons and 
households composed of only older persons was aggravated. For instance, the poverty rate 
among households with older persons increased from 32.5 per cent in 2007 to 34.3 per cent 
in 2012. The poverty rate among households composed of only older persons moved from 
61 per cent in 2007 to 66 per cent in 2012. The extreme poverty rate increased as well, from 
25.6 per cent in 2007 to 31.4 per cent in 2012 (Yun, 2013). 

TABLE 21. TRENDS IN THE POVERTY RATE IN THE REPUBLIC OF KOREA, 2007 AND 2012, UNIT: %

Households including older persons Households composed of only 
older persons

Poverty rate Poverty rate

Year 2007 2012 2007 2012

Total 32.5 34.3 61.0 66.0

Aged 65–74 41.4 43.5 57.7 60.9

Aged 65 or older 43.6 47.2 61.0 66.0

Aged 75 or older 48.6 54.0 67.6 74.7

Total households

2007 2012

Poverty rate Extreme poverty rate Poverty rate Extreme poverty rate

14.8 4.4 14.6 4.6

Source: Calculated by Statistics Korea, upon the request from National Assembly Budget Office, 2013, p. 10.
Note: Figures based on the source material of the annual Korean Household Budget Trend Survey. The poverty rate and 
the extreme poverty rate were calculated by applying 50 per cent of the median disposable income and 25 per cent of 
the median disposable income respectively, in accordance with the OECD definition.

Table 21 indicates that poverty among the country’s older persons has been aggravated since 
the implementation of the Basic Old-Age Pension scheme (Yun, 2013). This circumstance 
offers significant implications concerning elderly poverty problems in the Republic of Ko-
rea. The poverty rate shows that the Basic Old-Age Pension scheme has not reduced elderly 
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poverty.14 It confirms the necessity to reassess the current income support schemes for older 
persons and to find methods to improve such schemes; consequently, elderly poverty prob-
lems should be comprehensively analysed (Yun, 2013).

To prepare meaningful and desirable income support measures for older persons, it is nec-
essary to determine if elderly poverty applies to all older persons or only to those who are 
exposed to a heavy level of poverty. 

FIGURE 19. TREND IN THE REPUBLIC OF KOREA’S GINI COEFFICIENT, 2003–2012, BASED ON 
DISPOSABLE INCOME

Source: Website of Statistics Korea, www.index.go.kr/egams/stts/jsp/potal/stts/PO_STTS_IdxMain.jsp?idx_cd=1407. 
Accessed 10 December 2013.

Despite the significant income polarization after the 1997 financial crisis, the Gini coefficient, 
based on disposable income among total households (non-agricultural households composed 
of two or more persons), decreased from 2008. Diverse tax policies and the existing gov-
ernment programmes have prevented further aggravation of the income distribution effect 
(based on disposable income).

14 There is no estimate on the impact of the expansion of the Basic Old-Age Pension scheme on the relative poverty rate 
of older persons of 49 per cent; however, it is likely to be limited. It is uncertain what impact it will have on the share of 
older persons in absolute poverty (OECD, 2014). The Government has no data on the share of older persons in absolute 
poverty (an income below the minimum cost of living, which is 40 per cent of the national median income). It is likely to 
be considerable because the share of the country’s total population in absolute poverty, at 7–8 per cent, is about half 
of that in relative poverty. In 2012, an estimated 26 per cent of older persons had an income below KRW450,000, well 
below the minimum cost of living of KRW553,000at that time (MHW, 2013), which would place them in absolute poverty 
(OECD, 2014). Because the Basic Old-Age Pension was far below the minimum cost of living, the scheme did not reduce 
the elderly poverty rate. 
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The poverty rate among older persons has thus increased. An indicator of the trend in the el-
derly poverty rate is the Gini coefficient of older persons (Figure 19), which indicates income 
distribution among older persons. The Gini coefficient of the country’s population aged 65 or 
older (based on disposable income) increased by 0.03 points from 0.39 in 2007 (before the 
Basic Old-Age Pension was introduced) to 0.42 in 2011 (Income Inequality of Korea, OECD). 
Income distribution among older persons has been aggravated since the introduction of the 
scheme (Yun, 2013).

 POLICY IMPLICATIONS

A high elderly poverty rate has emerged as one of the country’s major political issues. The 
Basic Old-Age Pension scheme was introduced in 2007 along with financial sustainability 
measures for the National Pension Scheme as one way to tackle the issue. However, contro-
versy over the direction of the scheme’s development continues because of its quasi-universal 
coverage and the scheme’s inadequate benefit provision in reducing elderly poverty.

As noted, the Basic Old-Age Pension scheme was a major issue during the 2012 presidential 
election. Park Geun-hye (then presidential candidate for the ruling Saenuri Party) adopted it 
into her electoral platform and promised that 100 per cent of Koreans aged 65 or older would 
be paid 10 per cent of the average income of National Pension Scheme subscribers. After she 
was elected, however, problems emerged that led to the resignation of the Minister of Health 
and Welfare over disagreements on the plan to introduce the Basic Pension scheme. The Basic 
Pension Act was finally enacted in May 2014, and Basic Pension benefits started in July, after 
it took effect. 29 per cent of the Basic Pension recipients are also under the National Pension 
Scheme (MOHW, 2014). 

The recognized income is determined by adding the assessed income and converted property 
amount (value of property including the pensioner’s housing and financial holdings con-
verted into monthly income). It is called “eligibility amount” for the Basic Pension and used 
as the selection criteria. The Basic Pension eligibility amount for 2015 was KRW930,000 
(KRW1,488,000 for married-couple households), and the monetary amount considered as 
the minimum requirement for living quarters is classified as “basic property value” and de-
ducted from the calculation of the recognized income. As of 2014, the ceiling for the basic 
property deduction was KRW135 million for urban residents and KRW68 million for resi-
dents in small or mid-sized cities and rural areas. An older person with no income is entitled 
to the Basic Pension as long as their property holdings do not exceed KRW358 million (up to 
KRW492 million for a married-couple household). An older person with an earned income 
of up to KRW1,848,000 (KRW2,645,000 for a married-couple household) can also receive the 
Basic Pension.

There is criticism that the actual income of older persons is underassessed because the hous-
ing value accepted as basic property is based on a standard market price (lower than the 
actual market price). The cut-off amount for properties to be excluded from income calcula-
tion for urban residents is also more than KRW100 million. Older persons receive another 
source of income through the Basic Pension programme if their income and property are not 

50



INCOME SECURITY FOR OLDER PERSONS IN THE REPUBLIC OF KOREA

properly factored into the recognized income; thus, it is inappropriate to agonize over the 
appropriate percentage of Basic Pension coverage, considering the high unemployment and 
high underemployment of Korean youth. 

The Republic of Korea may reconsider the concept behind the elderly poverty rate; in this 
context, it also appears necessary to develop elderly poverty indicators that accurately reflect 
the circumstances. If an indicator that fails to reflect the reality continues to be used, a consid-
erable portion of available resources will be used for the older population, which is increasing, 
and make it difficult to raise funds for the other economically disadvantaged groups.

The Government Employees Pension Scheme may also require reform because it is expected 
to suffer huge deficits (forecasted at KRW3 trillion in 2015). Without reforms, the cumulative 
deficit for the next 10 years will reach KRW50 trillion. Financial unsustainability is so serious 
that the annual deficit is forecasted to grow to KRW12.9 trillion over the next 65 years, even 
after the reform package pushed forward by the Government comes into force. The Private 
School Teachers Pension Scheme and the Military Personnel Pension Scheme are confronted 
with similar circumstances and need to be reformed because they are not viable as inde-
pendent schemes. Concentrating state resources excessively on certain groups will aggravate 
social conflicts and undermine social cohesion.

The country’s special occupational pension schemes are a good example of a problem that 
a country might face if it does not proactively reform its pension systems that are “low con-
tribution and high benefit”. Other Asia–Pacific countries are advised to recognize that they 
should be careful in introducing pension systems in which policyholders receive more than 
they pay for and that they should proactively reform their pension systems despite the finan-
cial hardship. 
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Appendix

  THE DURU NURI SOCIAL INSURANCE SUPPORT PROJECT

 Project introduction

Social insurance is a social security system to guarantee a stable life to the public by making 
preparations in advance for disease, disability, old-age livelihood, unemployment or death.

Most workers enjoy social insurance benefits; however, employees of a small company are 
excluded.

The Duru Nuri Social Insurance Support Project, a programme to encourage people to sub-
scribe to social insurance, provides financial support to small-scale workplaces with fewer 
than 10 employees to help them partially cover Employment Insurance and the National 
Pension Scheme premiums.

 Project history

1 July 2012

Nationwide implementation

Different levels of support of up to 50% of premiums for an employer 
with employees earning a monthly income of less than KRW1.25 
million.

1 January 2013

Expansion of beneficiary scope

Different levels of support in the form of up to 50% premiums for 
an employer with employees earning a monthly income of less than 
KRW1.3 million.

1 April 2013

Expansion of beneficiary scope

Support 50% of premiums for an employer with employees earning a 
monthly income of less than KRW1.3 million.

January 2014

Expansion of beneficiary scope

Support 50% of premiums for an employer with employees earning a 
monthly income of less than KRW1.35 million.

 Eligibility

Workplace: Workplaces with fewer than 10 employees (the corporation registration number 
used to estimate the size of a corporation and the businessperson registration number indi-
viduals).

Worker: Employees with a monthly average income of less than KRW1.35 million working for 
a company falling within the above-mentioned category.
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 Workplace 

Workplaces with fewer than 10 employees (the corporation registration number used to esti-
mate the size of a corporation and the businessperson registration number for an individual).

The monthly average number of employees was fewer than 10 in the previous year and the 
number is still fewer than 10 when the company applies for the programme benefit.

For a company to be eligible for the benefit, the company should subscribe to both the Em-
ployment Insurance and the National Pension Scheme. However, if the company subscribes 
to only one insurance scheme, support is given only for the specific insurance that it sub-
scribes to.

Even if the monthly average number of employees was more than 10 in the previous year, a 
company can apply when the number is fewer than 10 for the third consecutive month.

 Worker

Employees with a monthly average income of less than KRW1.35 million.

In case of construction work, financial support is given only for employment insurance pre-
miums on the condition that the amount is less than KRW100 million and that the monthly 
average income of a worker is lower than KRW1.35 million.
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