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(291 %)

A= w7 o7

1989 80.47 51.30
1990 80.55 50.86
1991 80.19 49.56
1992 80.44 49.37
1993 79.93 47.06
1994 80.05 47.64
1995 80.22 4779
1996 79.95 4795
1997 79.81 4872
1998 7790 46.59
1999 76.25 4719
2000 75.10 4791
2001 75.34 4854
2002 75.90 48.34
2003 74.93 45.80
2004 75.15 459
2005 75.80 4710
2006 76.34 47.89
2007 7718 48.81
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2015 475 6.84
2016 4.27 6.34
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<Abstract>

Tax and Fiscal Policy and the Labor
Supply of the Elderly

Jonghak Weon, John M. Kim, Byung—Hill Jun, Suk Jin Woo

This study analyzes the implications of population aging on
the Korean economy. Specifically, we focus on the salient
features of population aging, patterns in the labor supply of
the elderly, pension reforms and their effect on elderly labor
supply, and the effect that changes in elderly labor can have
on tax and fiscal policies.

We review the progress of population aging in Korea and
policy responses to aging among developed countries. The
results can be summarized as follows: a) labor force participation
among the elderly is higher in Korea than the OECD average;
b) the willingness to work beyond age 60 was high among
both genders;, and ¢) OECD countries with more advanced
aging than Korea pursue a policy of "active ageing”, which
aims to stimulate the economic activity of their elderly
populations. The high labor force participation among elderly
Koreans is explained partially by the fact that a relatively
larger proportion were self-employed or were proprietors, plus
the fact that social institutions to provide or supplement elderly

income, e.g., pensions, are not fully developed as in other
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developed countries. Nevertheless, we find that elderly labor
force participation still remains high even after allowing for
such factors.

The third chapter attempts an empirical investigation of how
explicit and implicit taxes on private pensions affect the labor
supply of the elderly. Our results suggest some implications
for tax and fiscal policy as they relate to pensions.
Specifically, we find that one additional year of age among the
elderly has the effect of reducing labor force participation by
3.1 to 35%. Furthermore, contrary to a priorl expectations,
household assets did not influence the retirement decisions
with any statistical significance. In contrast, public pensions,
including the National Pension and Special Occupational
Pensions, were found to have a statistically significant strong
negative relationship with labor force participation.

The fourth chapter analyzes the tax and fiscal implications
of changing elderly labor supply induced by pension reforms.
We postulate that there can be large long—term effects on tax
revenues and social expenditures, following changes in the
income stream of the elderly, which in turn arise from
changes in their retirement decisions as a result of pension
reform. Our analysis was limited by data availability to
changes in tax revenues at a single point in time (2030),
rather than the full effect over the remaining lifetime. The
specific case we analyzed was a pension reform that would
lower the income replacement rate from 60% to 40%, similarly
to the reform that was implemented recently. Despite this

limitation, we found that the reform could result in a tax
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revenue increase that amounts to 1.5% of GDP. We conclude
that pension reforms need to consider the full effect on areas
beyond the sustainability of pensions per se, such as
additional significant benefits on income tax revenue and

welfare spending.
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