Labor Market and Social Welfare
Policies Under the Pressure of Socio-
Demographic Changes

Jiyeoun Song
GSIS, SNU
June 23, 2022



Outline of Talk

* Socio-demographic changes in East Asia and
beyond
* Aging population
* Declining fertility rates

* Challenges for the labor market

* Challenges for the social welfare policies
* Japan’s policy response

* Policy implications for Korea



Japan’s Aging Society
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Aging Population

* Composition of the Population
* Youth population (0-14 years old)
* Working age population (15-64 years old)
 Elderly population (over 65 years old)
e Japan: 28.8% (2020); Korea: 14.9% (2019); Taiwan: 14% (2019)

* Threshold of the population aging
* 7%: Aging society
* 14%: Aged society
e 20% Super-aged society



Speed of Aging

Year | Aging Aged Super-Aged | From 7% to | From 14% to
Country Society (7%) | Society (14%)| Society (20%)| 14% (years) | 20% (years)
Korea 2000 2017 2026 17 9
Japan 1970 1994 2006 24 12
us 1942 2015 2036 73 21
UK 1929 1976 2026 47 50
Germany 1932 1972 2009 40 37
France 1864 1979 2018 115 39
Italy 1927 1988 2006 61 18

Source: Korean Ministry of Employment. 2014. Booklet for the Extension of the Retirement Age
(Seoul: MoE), p. 7.
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Japan’s Population Structure
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Korea’s Population Structure
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Source: Korean National Statistics Office, “Population Projections” (recited from Kyu-yong Lee
2015, p. 38, Figure 2)

Note: The peak of the working age population was the year of 2016 (72.8%).



Porportion of Population Aged 65+
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Aging Population (over 65 years old)
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Aging Population (Projection)
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Total Fertility Rates
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* OECD (2021), Fertility rates (indicator). doi: 10.1787/8272fb01-en (Accessed on 15
November 2021)
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Taiwan’s Fertility Rate 1970-2070 (Projected)
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Total Fertility Rate in Japan
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Source: World Bank (https://data.worldbank.org/indicator/SP.DYN.TFRT.IN?view=chart,
accessed September 15, 2019).
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https://data.worldbank.org/indicator/SP.DYN.TFRT.IN?view=chart

Total Fertility Rate in Korea

5
4.5
4
3.5
3
Replacement Rate: 2.1
2.5
2
1.5
1 198
0.5
0
O N & W 00 O N S VW 0 O N < W 00 O N S VW W O N S W
N N N NN 6 6 600 60 0 O O O & O 6 © © 0 0 d d d d o
O OO OO 0O OO OO OO0 O 0 00 0 o0 o0 O
I = = - e ] ] el ] el -1 =" NN NN NN NN NN

Source: World Bank (https://data.worldbank.org/indicator/SP.DYN.TFRT.IN?view=chart,
accessed September 15, 2019); for the year of 2018, Korean National Statistics Office
(recited from the media coverage).
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Total Fertility Rate in Taiwan

Figure 1: Trends in Births and TFR in Taiwan, 1951-2017
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Challenges for the Labor Market

* Declining working age population

* Retirement of the baby boomer generation

* Japan’s baby boomer generation (those born in between
1947 and 1949)

» Korea’s baby boomer generation (those born in between
1955 and 1963)

e Labor shortages; problems of skills transfer in the
workplace



Working Age Population
(15-64 Years Old)
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Labor Force Participation Rate (2021)

Elderly Youth

(over 65 years old) | (15-24 years old)
Korea 36.3% 29.6%
Japan 35.6% 48.9%
US 18.9% 55.5%
UK 10.5% 58.6%
Germany 7.5% 52.3%
France 3.5% 39.7%
OECD 15.5% 47.5%

Source: OECD Stat. LFS by sex and age
(https://stats.oecd.org/Index.aspx?DataSetCode=Ifs sexage i r, accessed June 19, 2022).
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Challenges for Social Welfare Policies

* East Asia’s economic growth strategy
* “Developmental states”

* A wide range of the public policies to promote a
country’s export and industrialization

* Economic development as top policy priority

* Yet Japan, South Korea, and Taiwan have focused on the
development of social welfare programs for the past few
decades

* Japan: 1960s
* Korea and Taiwan: late 1980s



Challenges for Social Welfare Policies

* Increasing social welfare expenditures (esp. for the
elderly)
* Pension
* Health insurance
¢ Long-term care insurance

* New social risks
 child care, elderly care, and etc.

* Growing old-age dependency ratio
* Shrinking taxpayers and tax base



Gov’t Social Expenditure (% of GDP)
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A Disappearing Workforce
to Support the Elderly

The projected number of working age people
by 2050 for every person aged 65 and over
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Sources: Pensions at a Glance 2015: OECD and G20 indicators, OECD Publishing, Paris.

The demographic old age dependency ratio is defined as the number of individuals aged 65 and
over per 100 people of working age defined as those aged between 20 and 64. ‘I'he World Bank
Data, United Nations Data. Taiwan: Council for Economic Planning and Development

https://www.intellasia.net/for-asias-rapidly-aging-populations-innovation-and-forward-
thinking-policies-drive-retirement-security-623061



Japan’s Social Welfare Programs

* Japan’s universal health insurance and national pension
programs (1961)

* Introduction and expansion of social welfare programs

* Yet Japan’s welfare reforms since the 1980s

* Pension reforms

* Introduction of the first tier of the basic pension that would
encompass all the population in 1985

* Increase in the pension contribution with the reduction of the
pension benefits

* Increase the pensionable age and the mandatory retirement age
* Health insurance reforms

* The government’s subsidy as well as cross-subsidization in the
1980s

* Elderly Health Insurance Program (2008)



Japan’s New Social Risks

* New social risks, new social welfare programs
* Declining fertility rates; aging population

* Expansion of childcare programs and services
e “1.57 shock” (1989)
* Angel Plan (1994)
* New Angel Plan (1999)
e Childcare leave; childcare allowances

* Introduction of universal elderly care
* Long-term care service (2000)
e Care service provision over 65 years old



Japan’s Policy Response

e 2d Abe Government (2012-2020)
* Abenomics (January 2013)

* Monetary policy, fiscal expansion, structural reform
e Second stage of Abenomics (September 2015)

e (1) Strong economy (GDP 600 trillion yen)
e (2) Child care support (TFR 1.8)
* (3) Social security (zero elderly care leave)

* Labor market and social welfare policies as a tool of
boosting economic growth and enhancing productivity



Japan’s Policy Response:
Labor Shortage

 Womenomics (2013)

e “Create a world where women can shine”
* Encouraging women to participate in the labor market

e Solution to the problems of labor shortage
* Productivity growth

Promoting the hiring of female workers

Female workers’ career development within
corporations as well as the government

Diversity in the workplace

Provision of various infrastructure (e.g. child care); work
and life balance



Japan’s Policy Response:
Labor Shortage

* “Dynamic Society of One Hundred Million (= v 7K
> —{EKREEE 7 7 )" (September 2015)
* One hundred million population after 50 years

* Productivity growth
* Flexibility; diversity



Japan’s Policy Response:
Labor Shortage

* Extension of the retirement age

e Revision of the Elderly Employment Security Law (60
years old, effective from 1998)

* Another revision (no retirement age, 65 years old
retirement, or continuing employment, effective from
April 1, 2006)

e Extension of the continuing employment to all workers
(2012)

* New Elderly Employment Security Law (effective from
April 2022)

* Firms’ efforts to allow elderly workers to work until the age of
70



Japan’s Policy Response:
Labor Shortage

* Expansion of hiring foreign workers

* Revision of the Immigration Control
and Refugee Recognition Act (December 2018)
* Semi-skilled and skilled foreign workers
e 14 industrial sectors suffering from labor shortages

e Family reunion for a group of skilled foreign workers;
possibility of applying for permanent residency in Japan

* Expect to receive 345,000 foreign workers in the next
five years



Japan’s Policy Response:
Social Welfare Programs

* Retrenchment of social welfare programs

* Benefit cuts; social security contribution premium
increase; extension of the pensionable age
* Pension

* Health care insurance

* Extension of social welfare coverage

 Blind spots of social welfare programs
* Non-regular workers
e Part-time workers (less than 20 hours per week)



Japan’s Policy Response:
Fiscal Stability

* Tax increase: consumption tax
* 3% consumption tax (April 1989)
5% consumption tax (April 1997)

 Democratic Party of Japan

e Social Security and Tax Reform (it & 1&RF&E & #t D — (KX E)
(August 2012)

8% consumption tax (April 2014)
10% consumption tax (October 2019)



Policy Implications for Korea

Korea’s more rapid demographic changes than those of Japan

Labor market
* Working age population’s peak at 73.15% (in 2017)
* Youth and females with higher education vs. elderly population

* Low skilled foreign workers

Social welfare programs
* Universal welfare vs. selective/targeted welfare
* High poverty rate of the elderly population
* Dualization of the labor market; blind spots of the social welfare coverage

e 380 trillion KRW in response to declining fertility rates, yet no sign of solution

Tax policy
* “Social welfare expansion with tax increase”

* Resistance to tax increase



Conclusion

e Socio-demographic changes in most advanced
industrial countries

* Yet, different speed of the change as well as
diverging policy responses to such common
problems

* East Asia
* More drastic socio-demographic changes
* A series of policy responses, but ineffective
* Possible solutions?



