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Abstract

A Study on the Equity of Pension Taxation

Jonghyeon Oh and Sungjoon Kwon

This study proposes policy measures to improve the tax equity among
the various pension systems in South Korea, To do this, the study first
examines South Korea's pension taxation system. Then, by assuming
hypothetical lifetime income and pension systems, it identifies factors that
worsen tax equity in South Korea's pension taxation system through
simulation analysis with different tax treatments, The analysis found that
the voluntary individual pension plans do not use the EET(Exempt-
Exempt-Taxed) tax method, the taxation system for the payout stage of
retirement pensions is very complex, and the taxation of retirement
income from deferred retirement benefits is significantly lower due to
being taxed as retirement income instead of comprehensive income, thus
worsening tax equity between different pension systems. Based on these
findings, this study suggests improving the pension taxation system by
applying the EET method to all retirement pensions, including individual
retirement pensions (IRPs), and aligning the taxation method in the
payout stage with that of pension savings. This would allow for the

option of using the EET method in voluntary individual pensions and
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simplify the taxation system for the payout stage of retirement pensions,
However, to incentivize receiving retirement pensions as annuities rather
than lump-sum payments, it is necessary to strengthen the retirement
income tax and tighten the requirements for lump-sum withdrawals from

retirement pensions.
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