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It is obvious that Korean elderly are currently facing poor welfare conditions.
The poverty rate of the elderly is on the rise at the figures around fifty
percent. With regard to consumption, another indicator for welfare, the
propensity to consume in elderly households is also on the downward path
with large gap from the average. Unfortunately, the suicide rate of elderly
people in Korea is the highest among OECD members with the figure of 56
per 100,000. The survey result of subjective satisfaction is in consistency
with the objective indicators. Under the recognition about the seriousness of
the elderly-related problems, the Korean government has been putting a great
deal of policy efforts to stabilize the livelihood and enhance the welfare for
old generation in Korea. As part of those efforts, the basic senior pension was
introduced in 2008. In 2014, the basic pension replaced and expanded the
preexisting basic senior pension by doubling the amount of monthly pension.
Provided the basic pension requires huge amount of budget expenditure, it is
imperative to verify that the pension system is working appropriately for
achieving its policy goals. Among various determinant factors of welfare
status, this study put focus on consumption and seeks to find the impact of
basic senior pension and basic pension on consumption expenditure in
elderly households. The purpose of this study is firstly, to check whether the

basic senior pension and the basic pension achieve to satisfy the desire for
consumption of the elderly by increasing the consumption expenditure,
secondly, to find out if the newly introduced basic pension has additional
influence on consumption compared with the previous basic senior pension,
and last but not least to search whether households’ characteristics, especially,
the income level generates difference in the degree of impact of basic
pension on consumption.
The objective of this study is only limited to elderly households, in other
words, the households that include at least one elder person aged above 65 in
Korea. The scope of time in this study is from 2009 to 2015 excluding 2014.
Regarding the research data, this study uses the empirical data from Korea
Welfare Panel Study, which contains a lot of information about Korean
households ranging from general conditions such as a number of a family and
living areas to economic activities including income or consumption
expenditure. With respect to research method, this study uses multiple linear
regression analysis to find the effect of pension on consumption.
This study tests three hypotheses. The first hypothesis is that provision of
basic senior pension from 2009 to 2013 and provision of basic pension in
2015 to elderly households will affect positively to the consumption
expenditure of the elderly families. The second hypothesis is that expansion
of the new basic pension will additionally increase elderly households’
consumption expenditure. The third hypothesis is the impact of basic pension
on consumption is greater in lower-income households than in higher-income
households.
As for the first hypothesis, the dependent variable is the annual amount of
expenditure for consumption in elderly households. The independent variable
is the annual amount of basic senior pension or basic pension in elderly
households. Regarding the second hypothesis, the dependent variable is the
annual amount of expenditure for consumption in elderly households. The
independent is an institution variable which gives 1 point to households that
receives basic pension in 2015 and gives 0 point to the rest. With respect to
the third hypothesis, the dependent variable is the annual amount of
expenditure for consumption in pension recipient households. The
independent variable is the annual amount of basic pension. Income level is
used as a moderator. Throughout all the hypotheses, varied control variables
such as income excluding pension, the size of asset, the size of debt, housing
occupational type, living area, a number of unhealthy elderly, a number of
minors, a working status of a householder, and year are used.

The test result of the multiple linear regression analysis for the first
hypothesis is that both the basic senior pension and the basic pension affect
consumption of elderly households positively. The test result for the second
hypothesis indicates the introduction of the basic pension does not generate
additional consumption increase effect. Lastly, the test result for the third
hypothesis represents that the degree of impact of the basic pension on
consumption differs by the income level of households. That is, the lowerincome household category shows higher impact of pension on consumption
than the higher-income category.
Several policy implications can be inferred from the test results. Firstly, both
basic senior pension and basic pension make contributions to enhancing the
economic benefit of recipient families by increasing the consumption.
Moreover, considering the elderly pension is given to old generation who are
living with relatively low-income, this public assistance program might be
evaluated to fulfill its policy goals successfully. However, the test result for
the second hypothesis indicates, the recently introduced basic pension does
not show additional effect of increasing consumption. This study suggests
that rather than depending only on large amount of fiscal investments to
provide grants directly to old people, the government should focus on
boosting the industries for the elderly such as medical care, food, finance,
and housing. In addition, supplying more decent jobs with time flexibility
can be another policy options for boosting consumption of the elderly. From
the test result for the third hypothesis, this study recommends the government
to redesign the pension system by making greater differentiation of the
amount of pension depending on income level. It might help increase
consumption of households while alleviating the income disparities among
the elderly.

Keywords : Basic Pension, Basic Senior Pension, Elderly Households,
Consumption Expenditure, income level, Korea Welfare Panel Study
Student ID: 2015-24554
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1. Introduction

1.1. Backgrounds
There is no disagreement that many elderly in Korea are currently facing
poor welfare conditions. It is not easy to measure the well-being status considering
welfare is multi-dimensional concept. However, income and subjective satisfaction
are indicators that are frequently used in measuring welfare status of individuals. In
addition, as Ringen (1998) argued, consumption is regarded as a good
measurement for individual welfare state.
Looking at the well-being status from income perspective, many old
generation in Korea are suffering from insecure income base. OECD (Organization
for Economic Cooperation and Development) statistics show that almost half
(48.8%) of Korea’s old population with the age above 65 are living in poverty with
the income under the 50 percent of the median income as of 2014. Regarding that
the average ratio of old population living in poverty in other major countries is
around 12 percent, old people in Korea are living very unstable lives. Even worse,
the poverty ratio of the elder is on the upward path at 43.9 percent in 2006, 45.5
percent in 2008, 47.2 percent in 2010, and 48.5 percent in 2012 (OECD, 2016).
With regard to subjective satisfaction, seniors aged above 65 do not seem
to be satisfied with their quality of life. According to the survey of the elderly
conducted by the Ministry of Health and Welfare in 2014, only 15.2% and 29.5%
of respondents replied that they were satisfied with their economic conditions and
health conditions, respectively. As for the socializing, leisure, and culture
conditions, only one third said they were satisfied (Ministry of Health and Welfare,
１

2014).
Even worse, as of 2014, the suicide rate of the elderly is 56 per 100,000
persons, which is the highest among OECD members. The average suicide rate of
OECD countries is 22 per 100,000 persons (OECD, 2016).
From the perspective of consumption, the consumption of the elderly in
Korea has been sluggish. According to household survey data by Statistics Korea,
as of 2016, the propensity to consume of households with the householder aged
above 60 is 67.2%, which is lower by around 4 percent point than that of total
households. The figure is on the downward path from 81 percent in 2003 (Korean
Statistical Information Service, 2017).
The poor consumption of the elderly is a serious problem in that it will act
as a burden for the economic growth. Recently, Korea has been suffering from
stagnant economic growth. There might be many of reasons, but there is no doubt
that poor domestic consumption is one of the main reasons for that. While GDP in
Korea has been growing by 2.8% from 2011 to 2016 on average, domestic
consumption has been so by 2.0%. As a result, the ratio of domestic consumption
to GDP has been decreased from 49.9% in 2011 to 48.1% in 2016. Coupled with
rapid aging, the poor consumption of elderly in Korea will put significant
limitation to the recovery. In addition, declining propensity to consume of older
generation is expected to give much burden to the national economy.
In an attempt to stabilize livelihoods of elder people and enhance welfare,
Korea adopted the basic senior pension in 2008 when the national pension scheme
was not fully mature. Moreover, the Korean government has been operating the
basic pension system which expanded the preexisting basic senior pension since
July of 2014. The basic pension provides old people aged above 65 satisfying
２

certain criteria of income and asset size with monthly pension which amounts to at
most 200,000 KRW. The size of pension almost doubled from the basic senior
pension which provided at most 90,000 KRW a month.
In addition, the amount of basic pension is planned to be expanded to the
maximum of 250,000 KRW per month from April of 2018. The ultimate goal of the
current government is to increase the amount of the monthly pension to 300,000 by
2021 (Ministry of health and welfare, 2017).

1.2. Purpose of the Research
The new scheme entails heavy fiscal burden. The budget for implementing
the basic pension in 2017 is KRW 8.1 trillion. Increase in the pension as planned
will add to the fiscal pressure. Due to diverse budget need, the fiscal room of the
Korean government is not spacious and the effectiveness of the large budget
programs is emerging as an important issue. Therefore, it is imperative to verify
whether the basic pension is fulfilling its policy goal; stabilizing livelihoods of
elder people and enhancing welfare. Especially, this study will focus on evaluating
whether the basic senior pension and basic pension achieve to satisfy the desire for
consumption of the elderly as intended. In addition, this study will also find out
whether the new basic pension has different influence on consumption from the
previous basic senior pension. It is meaningful to verify if the increased amount of
budget following implementation of new policy brings appropriate value for money.
Furthermore, this study will search whether households’ characteristic, especially,
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the income level of families generates difference in the degree of impact of basic
pension on consumption.
The history of recently adopted basic pension is short. As a result, there is
scantly empirical study on whether and to what degree this policy is contributing to
consumption increase of old generation. In this sense, this study is worthwhile
since it will conduct an empirical research on the effect of the newly launched
policy as well as the previous one.

1.3. Scope and Method of the Research
Since this study aims to find the relation between basic (senior) pension
and consumption expenditure and the pension is provided to elderly aged above 65,
the scope of this research is only limited to elderly households in Korea. To be
specific, households that include at least one elder people aged above 65 and
households that receive basic (senior) pension are the scope of this research. As
will be described later, the focus of this study is not on elderly individuals, but on
elderly households.
The scope of time of this research is from 2009 to 2015 excluding 2014.
Year 2009 is the first year when the basic senior pension was fully provided to
elderly people in Korea throughout the year. Year 2015 is the most recent year
when the data for analysis is available. Year 2014 is not included, because it’s in
the middle of 2014 when basic senior pension was replaced by basic pension.
As the method of the research, this study uses the empirical data from
Korea Welfare Panel Study. This panel data contains a lot of information about

４

Korean households ranging from general conditions such as a number of a family
and living areas to economic activities such as income or expenditure. In order to
find the effect of basic (senior) pension on consumption of households, multiple
linear regression analysis will be used for this study. Before conducting regression
analysis, correlation analysis among variables and VIF (Variation Inflation Factor)
test will be carried out to verify that there is not a multiple-collinearity problem.

５

2. Theoretical Backgrounds and Literature Review

2.1. Theoretical Backgrounds

2.1.1. Overview of Public Pension System①
Public pension in human history goes back to ancient Roman times. The
Roman Empire is known to provide retirement benefits and pension to soldiers who
made contributions in war. Afterward, in 1670, the Britain granted a life annuity to
retired navies. In late 1850s, the New York City introduced public pension aimed at
police officers. The public pension started in the form of special occupational
pension.
The origin of contemporary public pension that targets general workers is
the senior pension adopted by Bismark in 1889 in Germany. This pension system
was financed by contributions from workers in manufacturing industries and lowincome office workers and grants from federal government. Since then the public
pension spread globally and is being implemented in almost every country as an
important pillar in social security system.
There are varied purposes the governments pursue through public pension.
OECD points out that public pension seek two goals. The first is to protect retired
workers from drop in living standard caused by disappearance or decrease of

①

This part was the summary of parts of “Understanding of Public Pension System”
published by National Pension Research Institute in 2014. The resource is as follows.
National Pension Research Institute (2014). Understanding of Public Pension System.
National Pension Research Institute, Jeonju.
６

income after retirement. The second goal is to protect the elderly from falling into
the poor with the income below minimum income. European Union (EU) suggests
goals similar to those of OECD; prevention of the elder poverty, maintenance of
appropriate level of living standard after retirement, and promotion of intragenerational and inter-generational solidarity (Council of the European Union,
2003). Davis (1995) conducted a comparative analysis on public pension systems
of OECD member states. He concluded that public pension system in each country
can be divided into two categories depending on its different purpose. The first
category of public pension pursues guaranteeing minimum living condition as a
universal basic pension system. The other category has the objective to ensure
quality of life in retirement similar to that in working ages.
Public pension system can be classified into five types based on financial
resources, recipients, forcibleness and managing entities. The first type is social
insurance pension. This type of pension is financed by contributions from
employers and employees or self-employed. It is managed by special fund
separately from general government accounts. Participating in the pension system
is mandatory.
The second type is non-contributory social assistance pension. The
pension is provided only to low-income elderly whose income is identified lower
than a specific level through means test. The source of this pension system is
general taxation.
The third type is non-contributory social benefit pension. It is similar with
the second type in that it is financed by general taxation. However, there is
difference that it does not restrict its recipients to low-income group and provides
benefits to all citizens regardless of income level. Under this pension system, every
７

citizen is eligible for the benefits and the amount of benefit is the same for all
recipients.
The forth type is provident fund. This fund is financed by contributions
from individuals and is managed by the government. It is mandatory to participate
in the pension system. The pension is provided not in the form of pension but in the
form of transient retirement pay.
The last but not least type is mandatory private pension. It is similar with
provident fund in its forcibleness. However, it is provided in the form of pension
and managed not by the government but by private institutes which compete each
other. The Table 1 in the next page summarized the classification of public pension
depending on varied perspectives.

Table 1. Classification of Public Pension
Type

Resources

Recipients

Forcibleness

Managing Entity

1. social insurance pension

Contributions

Member

O

Government

X

Government

Low-Income

2. non-contributory social
General Taxation

Elderly

assistance pension
3. non-contributory social
General Taxation

All Citizens

X

Government

Contribution

Member

O

Government

Contribution

Member

O

Private Institute

benefit pension
4. provident fund
5.

mandatory

private

pension
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2.1.2. Recent Debates on Public Pension System in Welfare
State②
In many of Western Welfare states, it is obvious that public pension
played a critical role in enabling the retired to maintain stable income base while
protecting them from being trapped in poverty. However, the rapidly aging society
and the decrease in the labor market participation of the elderly started to put a
grave threat on the sustainability of the public pension. On the other hand, the
development of financial markets encourages the growth of private pension.
Therefore, ways to take a balance between public and private pension for
guaranteeing stable living standard of the elderly is emerging as the key subjects of
public pension area. International Labor Organization (ILO) and various
international institutes such as World Bank and OECD proposed ways to reform
public pension for establishing multi-pillar income security system for the elderly.
The most representative pension reform design is the five pillar model
suggested by World Bank in 2005 (Holzman & Hinz, 2005). This model is
composed of five pillar; a non-contributory “zero pillar”, a mandatory “first pillar”,
a mandatory “second pillar”, a voluntary “third-pillar”, and a non-financial “four
pillar”. The “zero pillar” is operated in the form of basic pension or general social
assistance with the goal of alleviating the poverty and providing the elderly with
low lifetime incomes with basic protection. The “first pillar” is the mandatory
public pension system managed by the government with the purpose to ensuring
some portion of lifetime pre-retirement income. Special occupational pension falls
on the “second pillar”. Participation is mandatory and both defined contribution
②

This part was the summary of parts of “Understanding of Public Pension System”
published by National Pension Research Institute in 2014.
９

and defined benefit are available. The “third pillar” is voluntary occupational or
individual pension. This pillar is run by private institutes. Lastly, the “fourth pillar”
is supported by informal support, other formal social programs, and individual
assets.

2.1.3. The Socio-Economic Effects of Pension System
The socio-economic effects of pension system including both public
pension and private pension have been one of main research subjects in social
welfare sector. National Pension Research Institute (2014) conducted an analysis
on the effects of pension system after categorizing them into three groups based on
the classification criteria developed by Bonoli & Shinkawa (2005).
Bonoli & Shinkawa used standards of (i) the level of income replacement
ratio of public pension and (ii) the forcibleness and inclusiveness of private pension
to typify a pension system of each country. The first type, “Multipillar Systems” is
the pension system where public pension provides benefits for just guaranteeing
minimum living standard and instead private pension is mandatory or inclusive by
covering 80 to 90 percent of work force. The second type, “Social Insurance” is the
pension type where public pension ensures high level of income replacement ratio,
but private pension is not mandatory and covers only 40 to 60% of work force. The
third type, “Bismarckian Lite” is the pension system where public pension provides
benefits for maintaining minimum living standard and private pension covers only
small fraction of work force. The classification of public pension system can be
shown in Table 2.
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Table 2. Classification of Public Pension System
Public Pension

Private

benefit provision for

high level of income

minimum living standard

replacement ratio

mandatory or inclusive(80

(Ⅰ) Multipillar Systems

to 90 % coverage of work

(Switzerland, United

force)

Sweden

Kingdom)

Pension
voluntary

and

inclusive(40

to

coverage)

non60

%

(Ⅲ) Bismarckian Lite
(Canada, US, Japan)

(Ⅱ) Social Insurance
(France, Germany,
Italy)

National Pension Research Institute analyzed the socio-economic effects
of each pension system type. To be specific, they compared the relevancy and
sustainability of the pension system by comparing varied indicators of countries in
each type. For assessing relevancy, they used three indicators, (i) poverty ratio of
elderly, (ii) income replacement ratio, and (iii) income redistribution effect. With
regard to sustainability, they used two indicators, (a) affordability and (b) long-term
stability.
As for the poverty ratio of elderly, countries in Type 1 and Type 2 showed
relatively low poverty ratio compared with Type 3 countries. For example, The
poverty ratios of elderly in United Kingdom (Type 1), Italy (Type 2), and US (Type
3) are 10.3%, 12.8%, and 22.4%, respectively as of 2011.
The result of income replacement comparison indicates while Type 1
countries show higher income replacement ratio than countries in Type 2 and Type
3. The income replacement ratios of United Kingdom (Type 1), Germany (Type 2),
and Japan (Type 3) are 90.5%, 59.0%, and 47.9%, respectively as of 2011.
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For analyzing income redistribution effect, the progressivity index was
used. This index is calculated by dividing Gini coefficient of pension by Gini
coefficient of wage and subtracting the figure from 100. When pension has a small
Gini, which indicates low pension inequality, the progressivity index shows high
value. That is, the pension has effective income redistribution effects. The
comparison result indicates that countries in Type 1 shows higher progressivity
index than countries in Type 2 and Type 3. For example, the progressivity index of
UK (Type 1), France (Type 2), and US (Type 3) are 82.4, 28.8, and 40.6,
respectively as of 2011.
Overall, when it comes to relevancy of public pension system, Type 1,
“Multipillar System” shows supremacy with lower elderly poverty ratio, higher
income replacement ratio, and more effective income redistribution effects. On the
other hand, Type 3, “Social Insurance” does not seem to be relevant for enhancing
quality of life of elder and reducing income distributions among elderly.
With regard to the sustainability of the pension system, affordability and
long-term stability index can be used. The affordability can be assessed by
calculating the ratio of costs for goods and services to ability to purchase goods and
services. In the pension system area, it can be calculated by the ratio of public
pension expenditure to GDP. The comparison result of countries in each type
indicates Type 1 and Type 3 have higher affordability that Type 2. The ratios of
public pension expenditure to GDP of UK (Type 1), US (Type 3), and Italy (Type 2)
are 5.9%, 6.0%, and 14.1%, respectively as of 2007.
The long-term stability is related to the long-term fiscal forecast. By
comparing the ratio of pension expenditure to GDP between the present and the
future, long-term stability can be evaluated. The comparison of the difference of
１２

the ratio between 2010 and 2060 indicates Type 1 shows greater increase in the
ratio that Type 2 and Type 3. The increase in the ratio of public pension
expenditure to GDP from 2010 to 2060 is 2.6%p in UK (Type 1), 0.5%p in France
(Type 2), and 0.1%p in US (Type 3).
Overall, with respect to the sustainability, Type 3 is superior to Type 1 and
Type 2 with higher affordability and higher long-term stability. The table 3 in the
next page below shows the comparison between each type of pension system.

Table 3. Results of Comparing countries in each type of pension system
Relevancy

Sustainability

income

income

replacement

redistribution

ratio

effect

low

high

high

high

low

low

low

low

low

high

high

low

low

high

high

poverty ratio of

long-term
affordability

elderly

Type 1

stability

(Multipillar)
Type 2
(Bismarckian Lite)
Type 3
(Social Insurance)

2.1.4. Public Pension System in Korea③
The history of public pension system in Korea is relatively short
compared with that of western welfare states. The beginning of public pension is
the public officials pension which was introduced in 1960. In 1963, military
③

This part was the summary of parts of “Understanding of Public Pension System”
published by National Pension Research Institute in 2014.
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pension was separated from public officials pension. The pension for private school
teacher was introduced in 1975. Each pension is being implemented by Public
Officials Pension Act, Military Pension Act, and Pension for Private School
Teachers and Staff Act, respectively. Basic characteristics of these three special
occupational pensions are almost the same with each other. The minimum period
for entitlements is 20 years and the minimum age for receiving pension is 60. The
amount of pension is designed to be proportionate to the income level in their
tenure of office. They all have the same purpose of stabilizing livelihood and
enhancing welfare by providing appropriate benefits.
Besides special occupational pension, national pension was introduced in
1988 when the retirement pay system in private sector was recognized to have
limitations in securing appropriate level of living standard for the general retiree.
At the beginning, it targeted 70 percent of income replacement rate. However,
through two national pension reforms, its income replacement rate is scheduled to
be lowered to 40 percent in 2028. In other words, workers with average income
may expect to receive 40 percent of the pre-retirement income when they
participate in national pension for 40 years. While occupational pension attempts to
ensure the living standard of pre-retirement, national pension is regarded to
guarantee basic income.
Other than special occupational pension and national pension, there are
basic pension and pension for disabled person. These pensions are noncontributory welfare pensions that are provided to the elderly and persons with
disabilities regardless of occupation. They aim to enhance welfare and reduce
poverty for old generation and the disabled. The basic pension, which replaced the
basic senior pension in 2014, provides maximum KRW 200,000 a month to the
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elderly whose income is within lower 70 percentile. The pension for disabled
person provides maximum of KRW 200,000 a month to the seriously disabled aged
between 18 and 65. A disabled who is being protected by National Basic Living
Security Act receives KRW 80,000 a month additionally.

2.1.5. Senior Pension System in Korea
Senior pension in Korea started as the basic senior pension in 2008. It’s a
non-contributory pension that pays KRW 100,000 monthly to the elder within
lower 70 percentile income. Although the Korean government started to implement
a national pension for supporting the life after retirement in 1988, there are still a
lot of uninsured due to the short history of national pension. Even the insured are
suffering from insufficient amount of national pension caused by short insurance
period. Under the recognition, the Korean government adopted basic senior
pension in 2008 to help those living in the broad blind spot of the national pension
system.
At first when the senior pension was introduced, there were conflicting
views toward the identity of it. Some viewed it as transient public assistance that
complemented the national pension until its maturity based on the view of
selectivism. Others argued that the basic senior pension should play a role as an
inter-generational support system from the universal perspective. (Seok, 2015)
In 2014, the basic pension system replaced the previous pension scheme,
the basic senior pension, with the purpose of solving the serious elder poverty
problem and reducing the burden of future generation while helping aging
population to live in a stable environment. This change can be appreciated in that it
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clarifies the identity of the senior pension in Korea as universal pension system.
However, still there is a controversy in the role of the basic pension; to alleviate of
blind spot of national pension versus to assume full charge of inter-generational
support (Seok, 2015).
Even though the basic pension is the expansion of the basic senior pension,
it’s not just designed to support aging population with the efforts and pains from
younger generation. Current and future generations can expect more stable pension
benefits in their retirement age from not only basic pension but also greater amount
of the national pension thanks to longer duration of entitlement to it. Moreover, as
the national pension comes to maturity, the size of basic pension is scheduled to be
adjusted, which will alleviate fiscal burden to future generation.
Basic pension is aiming at Korean people who are living in Korea and
older than 64. Those whose amount of recognized income is lower than a specific
level obtain the rights to receive the pension. The specific level is KRW 1,190,000
for single elderly households and KRW 1,904,000 for couple elderly households.
The amount of recognized income is the aggregate of the assessed amount of
income and the amount of income converted from properties of any individual
household. The concrete formulas for the assessed amount of income and the
amount of income converted from properties are as below.

The assessed amount of income

=

0.7×(Labor income –KRW 600,000) + Other income
* Other income = business, asset, public transfer income, etc
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The amount of income converted from properties =
[{(General asset –Basic asset) + (Financial asset – KRW 20,000,000)
– Debt}×0.04/12months] + Value of luxury vehicle and membership

The amount of pension is different depending on whether the recipients
have the entitlement to the national pension and whether they are single or couple
households. Those who do not have rights to receive public pension (the national
pension or special occupation retirement pension) or who are currently receiving
disability pension or survivor’s pension or who are being protected by National
Basic Living Security Act receive KRW 206,050 as of 2017. In other cases, the
amount of pension is determined after considering the amount of pay for income
redistribution on the National Pension Act. The pension provided to single elderly
household depending on the amount of recognized income is as below (Ministry of
health and welfare, 2017).

Table 4. The pension depending on the amount of income recognized (single household)
Income recognized

1,010,000~

1,030,000~

1,050,000~

1,070,000~

1,030,000

1,05,0000

1,070,000

1,090,000

206,050

180,000

160,000

140,000

120,000

Income recognized

1,090,000~

1,110,000~

1,130,000~

1,150,000~

1,170,000~

(Unit: KRW)

1,110,000

1,130,000

1,150,000

1,170,000

1,190,000

100,000

80,000

60,000

40,000

20,000

(Unit: KRW)

~ 1,010,000

Basic Pension
(Unit: KRW)

Basic Pension
(Unit: KRW)
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2.1.6. Consumption Theory
Consumption patterns of a family or an individual have been one of main
research objectives for a long time in economics. Among those studies, Keynes’
“Absolute Income Hypothesis”, Duesenberry’s “Relative Income Hypothesis”,
Friedman’s “Permanent Income Hypothesis”, and Ando & Modigliani’s “LifeCycle Hypothesis” are regarded representative consumption theories.
Keynes (1936) emphasized the importance of income as a determinant of
consumption. His “Absolute Income Hypothesis” explains that consumption level
is mainly determined by the absolute size of current income in the short run. He
assumed that (i) real consumption is a stable function of real income, (ii) marginal
propensity to consume is higher than zero but lower than one, and (iii) average
propensity to consume decreases as income increases. Under these assumptions, he
explains that consumption is the sum of basic consumption and income multiplied
by marginal propensity to consume.
“Relative Income Hypothesis” of Duesenberry (1949) is the argument that
consumption is determined by relative income. Individuals consume depending on
their relative income in relation to others. That is, individual’s income position
within the income distribution plays an important role in determining consumption.
“Relative Income Hypothesis” also highlights the irreversibility of consumption. In
spite of temporary income decrease, the decrease in consumption is smaller than
that in income. This is because the consumption level attained in the past affects
the current consumption.
“Life-Cycle Hypothesis (Ando & Modigliani, 1963)” assumed that
consumption of a household is restricted by total income it earns throughout
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lifetime. To maximize the utility of a household from consumption, constant level
of consumption should be maintained for lifetime through accumulation and
distribution of income. This hypothesis explains that the current consumption is
determined by present value of income flow for lifetime. According to this theory,
household’s income increases until retirement and then starts to decline after
retirement. On the other hand, consumption is maintained constantly for lifetime.
In other words, when a family earns more than it consumes, it saves and otherwise,
it withdraws from savings.
“Permanent Income Hypothesis” of Friedman (1957) explains that
consumers try to smooth consumption throughout their lifetimes. When consumers
can save and take a loan, their consumption patterns depend more on permanent
income rather than temporary income. This hypothesis differs from Keynes’
“Absolute Income Hypothesis” in that the change in current income does not bring
noticeable impact on consumption if it is a transitory change that does not affect
permanent income.

2.1.7. Determinants of Consumption
Many scholars and economic research institutes in Korea have studied to
find out determinants of consumption in households. According to Kim (2006), the
consumption level of households differs by the size of asset and debt and the
burden from debt even within the same income level group. Kim also analyzed that
whether a family has its own housing or not can bring significant impact on
consumption.
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Some studies focus on credit related factors as determinants of
household’s consumption. Choe (1996)

analyzed the effects on credit on

consumption. She ascertained that the positive impact of credit outstanding on
consumption expenditures. According to her analysis result, 1% increase in debt
increases the consumption by 0.09%. On the other hand, 1% increase in the credit
repayment was found to decrease the consumption by 0.17%. Another research
conducted by Hyundai Economic Research Institute (2017) analyzed that increase
in interest cost caused by the increasing loan interest rate is highly likely to
decrease consumption of families. To be specific, it found that when Debt Service
Ratio (the ratio of repayment of principal and interest to disposable income)
increases by 1% point, the consumption increase rate decreases by 0.02%p.
Studies on determinants of elderly households revealed that consumption
is affected by others factors such as the size of asset or existence of specific income
as well as the overall income level. Jeong & Jeong (2010) analyzed that lowincome and high-income elderly families consume depending on the size of asset
and real estate rather than income. Kang & Lim (2011) concluded that consumption
increases when elderly households receive or expect to receive fixed income such
as national pension, retirement pension, or private pension.
There are other studies to identify determinants of consumption in elderly
households. Particularly, Kim (2011) paid attention to household-specific factors
such as housing type and living areas apart from economic factors. She conducted
multiple linear regression analysis to find out what factors affects consumption.
She found various factors of consumption such as housing type, living regions,
working status, and number of children. According to her study, when a household
possess its own housing, a family lives in metropolitan area, and a householder is
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working, the consumption expenditure increases. The number of children also
affects consumption positively.

2.2. Literature Review

2.2.1.

Foreign Studies on Senior Pension
When it came to non-contributory old age pension, Barrientos and Lloyd-

Sherlock (2002) proved that cash transfer worked better than any other policy,
especially for old generation. This result was based on that the negative effects
such as crowding out labor supply and saving, which might be caused by cash
transfer, were less significant in elder people than in any other age groups.
Moreover, cash transfer helps enhance the status and decision making power of old
aged people in their households. In addition, they argued that income transfer to old
generation could stimulate them to participate in economic activities, which
consequently might act as an insurance to cover the risk from consumption and
investment of households.
Mariano and Jarret (2012) conducted an analysis about the impact of noncontributory pension on labor market in Argentina in mid-2000s by using
difference-in-difference estimates. Under the ‘Moratorium’ system, workers of
retirement age are eligible for the pension even though they did not pay
contributions for the full 30 years. They reached a conclusion that the introduction
of ‘Moratorium’ brings crowding out effect on labor supply. The employment fell
by 5.3 percent point and 4.4 percent point for men and women, respectively. They
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also found that the most affected working types by gender were self-employed in
male and formal salaried workers in female.
Barrientos (2003) concluded that the non-contributory old age pension in
South African and Brazil contributed to lowering the poverty ratio and its effect
was relatively great in low-income class. He mentioned it meaningful that the
positive effect of poverty reduction took place without reducing labor supply or
income transfer in private sector.
Galiani et al. (2014) analyzed the effects of non-contributory basic
pension that provided 90 dollars every two month to elder people aged over 70 in
rural areas of Mexico. The results revealed that it helped improve the mental health
of the recipients. However, it brought negative effects on labor supply by
encouraging the old to exit from the labor market and transfer to volunteer workers
within the family. While the level of expenditure for consumption was increased by
23 percent, the labor income was reduced with the pension compensating only 38
percent of the labor income reduction.

2.2.2. Domestic Studies about Consumption of the Elderly
Subjects of studies about consumption of elderly are diverse. They range
from classification of consumption and determinants of consumption to disparity in
consumption.
Firstly, with regard to studies for classification of consumption, Lee et al.
(2008) and Choi (2011) divided the expenditure of elderly into four categories;
healthcare-centered, housing-centered, necessities-centered, and socializing-
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centered. Lee et al. (2008) found that poor elderly households mostly fall on
housing-centered or necessities-centered category. In addition, a family with a male
household whose educational level is high, tends to be in socializing-centered
category. If a family lives in Seoul, it is highly likely to fall on housing-centered
category.
Secondly, looking at studies about determinants of elderly households,
consumption is found to be affected by not only overall income level but also
existence of specific type of income or possession of asset. According to a study
conducted by Jeong & Jeong (2010), the consumption in low-income elderly
families and high-income elderly families is affected by socio-demographic
characteristics and size of asset and real estate rather than income. Kang & Lim
(2011) found that a elderly family who currently earns or expects to earn fixed
income such as national pension, retirement pension, or private pension tends to
increase consumption.
Thirdly, when it comes to studies on disparity in consumption, Kim (2006)
found that there is consumption gap depending on the size of asset and debt, even
in the same income level group. This consumption gap is greater in elderly
households than in non-elderly families. Lee (2009) conducted a research about the
inequality of consumption in households in which a householder is aged above 65
by using gini coefficients. She found that the inequality is on the downward path in
total expenditure and necessary good such as food.
Lastly, regarding to comparison of expenditure item, poor elderly
households show relatively higher portion of consumption in necessary goods than
non-poor elderly families. Baek (2010), Jeong & Jeong (2010), and Choi (2011)
analyzed that compared with non-poor old-age households, poor households have
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higher portion of expenditure in food, housing, and energy & water, but show
lower ratio of consumption in cloth, transportation & communication, and leisure
which are related to quality of life.
Those studies above are meaningful in showing the big picture about
consumption behaviors of elderly households in Korea. Based on the research
results of previous studies, this study will consider a specific policy factors (basic
elderly pension and basic pension) and its impact on elderly family’s consumption.

2.2.3. Studies on Effectiveness of Senior Pension
The studies about basic senior pension in Korea are mainly focused on the
effects of the basic senior pension on income redistribution, poverty reduction, and
crowding effect on labor supply or private transfer, rather than the impact on
consumption. With regard to poverty reduction, Jung et al. (2009), Seok (2010),
Seok (2010), and Kim (2011) argued that the basic senior pension contributed to
reducing the poverty ratio and poverty gap ratio. Kang and Choi (2010) asserted
the basic senior pension increased the opportunities for recipients to escape from
poverty. On the other hand, Kim and Jung (2012) said that there was no noticeable
improvement in inequality index and polarization index. While Seok (2010)
estimated the ratio of pension used for lowering poverty gap to the total amount of
pension between 46.7 to 47.5 percent, Kim (2011) estimated it between 0.475 to
0.518 percent. Regarding to crowding effects, there are studies which show
conflicting implications. While Jung et al. (2009) argued that basic senior pension
did not discourage recipients’ economic activities and private income transfer, Kim
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(2011) asserted so.
Due to short history, there are not many studies on effectiveness of basic
pension. Lee & Moon (2014) analyzed the impact of basic pension on income. The
result indicates that families that do not receive national pension and benefits from
National Basic Living Security Act show significant impact of basic pension on
income, but otherwise it is not. Lim (2016) analyzed the poverty reduction effect of
basic pension by using poverty ratio and poverty gap ratio. He found that basic
pension which was provided in 2015 reduced absolute poverty ratio of elderly by
10.0%p compared with basic senior pension in 2013. The poverty reduction effect
in 2015 when only basic pension was provided was greater than that in 2014 when
basic senior pension and basic pension were provided for six months each.

2.2.4.

Domestic Studies about the impact of Senior Pension

on Consumption
As mentioned above, the short history of basic pension is short. Therefore,
most of studies about the effect of pension on consumption dealt with basic senior
pension, not basic pension.
With regard to the relation between basic senior pension and consumption,
there are studies that revealed basic senior pension is not effective in boosting
consumption of recipient families. Lee & Chang (2015) conducted analysis on the
impacts of the basic senior pension on income and consumption of the recipient
family by using the regression-discontinuity approach. The results indicated that
the pension recipients showed significantly lower relation between disposable
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income and consumption than non-recipients, which represented that the basic
senior pension with the main purpose of enhancing quality of life for old
generation through income support failed in achieving its primary goals. Park &
Kim (2015) inferred a conclusion that the basic senior pension was effective in
compensating income decrease from aging. However, the pension did not have
significant impact on increase in living expense. Through the analysis, they pointed
out the necessity to realize the amount of senior pension.
On the other hand, studies about basic pension drew conflicting
conclusions about the impact of basic pension on consumption. According to
analysis on the effects of basic pension on income, expenditure, and poverty
conducted by Lee et al. (2016), the basic pension helps enhance income and
expenditure of recipient households and reduce poverty of the elderly. However,
Lee & Kwon (2016) found that the basic pension did not bring positive effects on
living expense of recipient households. Through the analysis, they made
suggestions that the government should put focus on the elderly living in poverty
by strengthening eligibility criteria or differentiate the amount of pension.

2.3. Critical Review
There have been varied studies about the impact of basic senior pension or
basic pension on consumption expenditures in Korea. However, they did not
compare the impact of the newly adopted basic pension with that of the previous
basic senior pension. Moreover, in spite that basic pension recipient families have
different characteristics depending on diverse criteria such as the level of income or
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asset, most of the studies did not conduct in-depth study on the sub groups of the
recipient households. Therefore, this study will examine the impact of the each
pension system (basic senior pension and basic pension) on consumption of elderly
families and then compare the impacts of the two systems. In addition, this study
will adopt the level of income as a moderator and then analyze the impact of the
pension on consumption in every income level.
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3. Research Design and Method

3.1. Research Hypothesis
Through this study, three hypotheses will be tested. The first hypothesis is
related to the impact of the pension income on consumption. Traditional economic
theorem indicate that the consumption is affected by the income. To be specific,
Keynes’s “Absolute Income Hypothesis” argues that the current income is
determined by the absolute income. According to Keynes, when the current income
increases, the current consumption is expected to grow. Therefore, this study set up
the first hypothesis as below.

Hypothesis 1-1. Provision of basic senior pension to elderly households
for the period from 2009 to 2013 will affect positively to the consumption
expenditure of the elderly families.

Hypothesis 1-2. Provision of basic pension to elderly households in 2015
will affect positively to the consumption expenditure of the elderly families.

From the policy perspective, testing the first hypothesis may help draw
policy implications. That is, if the basic senior pension or basic pension turn out
not to bring positive impact on consumption, the huge amount of budget for this
pension scheme is not contributing to its fundamental objective, to enhance the
welfare of elderly in Korea. If so, the policy makers might need to consider other
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policy options to make the livelihood of old generation better rather than basic
pension scheme.
The second hypothesis is related to the effect of the expansion in the
pension system from basic senior pension to basic pension. This hypothesis is
drawn based on the “Permanent Income Hypothesis”.
As explained before, the “Permanent Income Hypothesis” argues that the
current consumption is determined by permanent income, not by temporary income.
At least, a pension recipient family will not recognize the increase in the amount of
the pension (from maximum KRW 100,000 to KRW 200,000 per month) as
temporary income increase. This is because government’s welfare expenditure has
the tendency of irreversibility. Furthermore, some of families who received
increased amount of pension may expect to experience additional increase in
pension in the future. This means that the permanent income of these families
increase by higher than KRW 100,000 per month.
In this sense, it is possible to assume that providing basic pension to
families who had already received basic senior pension will increase the
consumption by more than the increase of the pension. Based on this assumption,
this study set up the second hypothesis as below. This hypothesis setup is
meaningful since it makes it possible to compare the effects of basic senior pension
and basic pension.

Hypothesis 2. The consumption increase effect of newly adopted basic
pension will be greater than that of basic senior pension. That is, expansion of
the new basic pension will increase elderly households’ consumption expenditure
additionally.
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Testing the second hypothesis will help policy makers evaluate the
expansion of the previous basic senior pension. If the newly adopted pension
program has additional positive effect on consumption, it reflects that the raised
amount of fiscal resources is utilized well for enhancing the quality of elderly in
Korea. On the other hand, if it turns out that the adoption of new basic pension
bring negative or null impact on the consumption, it implies the government should
reconsider its decision to increase the pension and look for another effective ways
to boost the benefit of elderly with the retrieved budget.
The third hypothesis is related to the different impact of basic pension by
different characteristics of families. According to the “Relative Income
Hypothesis”, a family who earns smaller income finds more households who earn
and consume more. Due to the relativity of consumption, this household tends to
consume more than it earns. The opposite situation will apply to a higher income
family. As a result, there is a negative relation between income level and propensity
to consume. In other words, the higher income group a household is in, the greater
impact of pension income on consumption. As mentioned in Chapter 2, Keynes’
“Absolute Income Hypothesis” is based on the assumption that average propensity
to consume decreases as income increases. Therefore, from the two economic
theorem, this study set up the third hypothesis as below.

Hypothesis 3. The impact of basic pension on consumption expenditure
is different depending on the income level of households. To be specific, the
impact of basic pension on consumption is greater in lower- income households
than in higher-income households.
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This study set the level of income as a moderator because the result of the
analysis is expected to give some policy implications for the current basic pension
design. The amount of basic pension is designed to differ from KRW 200,000 to
20,000 depending the income level of recipient families. However, in reality, full
amount of pension (KRW 200,000) is provided to 93 percent of the aged entitled to
basic pension (Ministry of health and welfare, 2014). Therefore, testing the third
hypothesis will help policy makers to assess the appropriateness of the current
pension design. In other words, if the Hypothesis turns out to be true, policy
makers can boost the consumption of elderly within the same amount of budget
spending by providing more pension to lower-income households and at the same
time by giving smaller pension to higher-income families.

3.2. Research Model
This study is an empirical research about the impacts of the senior pension
on the consumption of elderly households. This study will conduct three analyses
by using Multiple Linear Regression Model.
The Research Model 1 is designed for testing Hypothesis 1. Model 1-1
and Model 1-2 are set up to test Hypothesis 1-1 and Hypothesis 1-2, respectively.
The annual amount of basic senior pension in Model 1-1 and the annual amount of
basic pension in Model 1-2 will be set as an independent variable. The annual
amount of consumption expenditure will be set as a dependent variable.
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Figure 1. Model 1-1 and Model 1-2
Independent Variable

Model 1-1
(2009~2013)

Dependent Variable

Basic Senior Pension
Consumption
Expenditure

Model 1-2
(2015)

Basic Pension

Income excluding pension, Asset, Debt, Interest expenditure,
Working status of a householder, Region, Housing occupational
Control
Variable

type, Number of unhealthy elderly, Number of minors aged below
14, and year

Figure 2. The Regression model for testing Hypothesis 1 (Model 1)

Model 1 designed to test Hypothesis 1

Yi =

a0
a6z6i

Model 1-1
(2009~2013)

+

βXi +
+

a7z7i

a1z1i + a2z2i +
+

a8z8i +

a3z3i

a9z9i

Yi: Consumption of household i from 2009 to 2013,
z1i: Income excluding basic senior pension,
z3i: Size of debt, z4i: Interest expenditure,
z6i: region,

z7i: housing occupational type,

z9i: existence of minors,

z10i: year,
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+

+ a4z4i + a5z5i
a10z10i

+

+

εi

Xi: Basic senior pension
z2i: Size of asset

z5i: working status of a householder,
z8i: health condition of elderly,
εi : residual

Yi =

a0

+

a6z6i +

Model 1-2
(2015)

βXi +
a7z7i

a1z1i + a2z2i +
+

a8z8i +

a9z9i +

Yi: Consumption of household i in 2015,
z1i: Income excluding basic senior pension,
z3i: Size of debt, z4i: Interest expenditure,
z6i: region,

z7i: housing occupational type,

z9i: existence of minors,

a3z3i + a4z4i +

z10i: year,

a10z10i +

a5z5i +

εi

Xi: Basic pension
z2i: Size of asset
z5i: working status of a householder,
z8i: health condition of elderly,
εi : residual

In the analysis of Model 1 regression, in order to control the distortion
effects that come from household panel data selection, Model 1-1 and Model 1-2
will only use data from households that respond in all the considered years of 2009,
2010, 2011, 2012, 2013, and 2015.

The Research Model 2 is designed for testing Hypothesis 2. This model
adopts Institution Variable as an independent variable. The “New Institution”
variable, set to find out the additional impact of basic pension in 2015, is a dummy
variable that gives 1 to households that receive basic pension in 2015 and gives 0
to the rest. The independent variable is the annual amount of consumption
expenditure.
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Figure 3. Model 2

Independent Variable

Dependent Variable

New Institution

Consumption Expenditure

Basic senior pension or Basic pension, Income excluding
pension, Asset, Debt, Interest expenditure, Working status
of a householder, Region, Housing occupational type,

Control Variable

Number of unhealthy elderly, Number of minors aged
below 14, and year

Figure 4. The Regression model for testing Hypothesis 2 (Model 2)
Model 2 designed to test Hypothesis 2
(2009~2015, excluding 2014)
Yi =

a0

+

βXi +

a7z7i

+

a8z8i +

a1z1i

+ a2z2i +

a9z9i +

a3z3i

a10z10i +

+ a4z4i

a11z11i

+

+

a5z5i + a6z6i +

εi

Yi: Consumption of household i from 2009 to 2013 and 2015,
Xi: New Institution,

z1i: Basic senior pension or Basic pension

z2i: Income excluding basic senior pension,

z3i: Size of asset

z4i: Size of debt,

z6i: working status of a householder,

z7i: region,

z5i: Interest expenditure,

z8i: housing occupational type,

z10i: existence of minors,

z11i: year,
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z9i: health condition of elderly,
εi : residual

Unlike Model 1 which divides the research periods into two sub-periods
(from 2009 to 2013 and 2015 only), Model 2 includes all data from 2009, 2010,
2011, 2012, 2013, and 2015. Like Model 1, by selecting households whose data is
available in 2009, 2010, 2011, 2012, 2013, and 2015, the distortion effects caused
by different family sampling problems will be controlled.

The Research Model 3 is designed for testing Hypothesis 3. Model 3
introduces a moderating variable of the income level of households.

is a

moderating variable that gives 1 to middle-income households and gives 0 to the
rest. Another moderating variable,

gives 1 to higher-income households and

gives 0 to the rest. The amount of basic pension in 2015 is an independent variable
and the annual consumption expenditure is a dependent variable.

Figure 5. Model 3
Independent Variable

Dependent Variable

Basic Pension

Consumption Expenditure

(Moderator) Income level

Income

excluding

pension,

Asset,

Debt,

Interest

expenditure, Working status of a householder, Region,
Control Variable

Housing occupational type, Number of unhealthy elderly,
and Number of minors aged below 14
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Figure 6. The Regression model for testing Hypothesis 3 (Model 3)

Model 3 designed to test Hypothesis 3
(Model with a moderator of income level)

Yi =

a0

+

a2z2i +

Xi +

+

a3z3i + a4z4i + a5z5i +

a6z6i +

Yi: Consumption of household i in 2015,
:

1 for middle-income families,

:

1 for higher-income families,

z7i: housing occupational type,
z10i: year,

+

+ a1z1i +

a7z7i + a8z8i + a9z9i +

a10z10i +

εi

Xi: Basic pension
0 for the rest

0 for the rest

z1i: Income excluding basic senior pension,
z4i: Interest expenditure,

+

z2i: Size of asset,

z3i: Size of debt,

z5i: working status of a householder,
z8i: health condition of elderly,

z6i: region,

z9i: existence of minors,

εi : residual

Through Model 3 analysis, comparing the impact of basic pension on
consumption expenditure among different income groups will be conducted. While,
the first and the second analysis is to basically find whether there was a change in
the relation between pension and consumption, the third analysis is aimed at
drawing more meaningful implications by segmenting the research objectives.
Throughout the three Models, the third party variables related to economic
factors, health, and family structure will be controlled. The consumption theories in
economics suggest a diversity of factors might have impact on consumptions such
as income excluding pension and housing type. Since this study put focus on the
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relationship between pension and consumption, it is necessary to rule out the
possibility that other variables except the independent variable might have impact
on the dependent variable. This measure will help analyze the direct impact on
consumption caused only by the basic pension.

3.3.

Research Data and Research Objectives
This study uses the Korea Welfare Panel Study data from 2009 to 2015

excluding 2014. Korea Welfare Panel Study is a longitudinal survey data which
carries out follow-up survey about households’ general conditions, economic
activities, insurance and pension reception, income, and expenditure for living. The
panel data has been collected by Korea Institute for Health and Social Affairs and
Seoul National University since 2006. The size of original master sample is 7,072
families. The objectives of the survey are the sample households and their family
members aged over 15. The master sample was extracted from “2006 national life
survey”. In an attempt to better understand the desire for welfare, the sample
distribution includes relatively more low-income families. Households with the
income lower than 60 percent of median income accounts for 50 percent of the
sample.
Korea Welfare Panel Study is a survey data which represents Korea not
only in the sample size but in the sample characteristics. The sample was extracted
very closely to the real household distribution. Since the sample contains a large
portion of low-income households, this data is appropriate for analyzing the old
population, considering that a lot of old people are living in low-income family.
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Therefore, this survey data is ideal for conducting this study.
This study only considers panel data from 2009, 2010, 2011, 2012, 2013,
and 2015. The reason why this study conducted the research from 2009 is that the
basic senior pension was settled down in July of 2008. The reason why year 2014
is excluded from the research period is that in 2014, a household received the basic
senior pension from January to June, and the basic pension from July to December.
Therefore, it is difficult to distinguish the impact of basic senior pension and that of
basic pension on consumption of recipient families. The latest survey data is that of
2015.
The objective of the research is the elderly households. To be more
specific, for testing Hypothesis 1 and 2, households that include at least one senior
aged above 65 are the research objective. This is because the Hypothesis 1 and 2
are set up to find whether the senior pension system contributes to boosting the
consumption of the elderly. On the other hand, for testing Hypothesis 3, the
research objective is only limited to households that receive basic pension in 2015.
This is because the Hypothesis 3 is seeking whether the basic pension has different
impact on the consumption of recipient families depending on the level of income.
The reason why the research does not focus on individuals but families is
that there are no relevant surveys which deal with individual’s consumption or
expenditure. In addition, it is almost impossible to measure the exact size of
expenditure of each individual in a family. Let’s assume that a certain family
composed of four persons pays KRW 30,000 for internet network. It would be very
difficult how much each individual consumes the internet service. Theoretically,
individual expenditure should be calculated based on the usage time of each person.
However, realistically, no family member would check the usage time for assessing
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the exact expenditure. Even, in the survey, it is almost impossible and inefficient to
determine the exact money spent by each individual. That’s why most of countries
are conducting expenditure related surveys not aimed at individuals but families.

3.4. Variables

3.4.1. Dependent Variable
Throughout the all Models, dependent variable, the annual amount of
expenditure for consumption, is the total amount of money spent for food, rent,
energy & water, health, education, entertainment, transportation, communication,
etc. The amount of expenditure does not include the private money transfer. This is
because the private transfer does not guarantee generation of consumption and this
study put more focus on the impact of pension on consumption rather than
expenditure.

3.4.2. Independent Variable
Independent variables in Model 1, Model 2, and Model 3 are slightly
different from each other. In Model 1, the annual amount of basic senior pension or
basic pension in elderly households is the independent variable. In Model 2, “New
Institution” is an independent variable. In Model 3, the annual amount of basic
pension in households that receive the basic pension in 2015 is the dependent
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variable.

Table 5. Independent Variables in each Model

Model

Independent Variable
1-1

Annual amount of Basic senior pension in elderly households (2009~2013)

1-2

Annual amount of Basic pension in elderly households (2015)

Model 1

Model 2

New Institution

Model 3

Annual amount of Basic pension in pension-recipient households (2015)

3.4.3. Control Variables
As the consumption theories and the previous studies indicate, there are
many factors that affect consumption. The “Life-Cycle Hypothesis” and the
“Permanent Income Hypothesis” explain that consumption is the function of
income and asset. As mentioned in the second chart, many of studies on
determinants of consumption in Korea explain that the consumption of households
is affected by the size of asset and debt, interest expenditure, and housing
occupational type. In addition, the burden for healthcare among the elderly has
been increasing these days. According to National Health Insurance Service, the
healthcare cost per one old person in 2016 had increased by 38% from 2010.
Therefore, the health condition of the elderly is expected to affect the consumption
of a family. The existence of minors is expected to have impacts on the expenditure
for education and related items in elderly households. A survey on the reality of
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childcare in Korea found that 63.6% of double income families entrust their
children to grandparents or relatives. This study will control those factors discussed
above.
The first control variable, the annual income excluding pension, is the
sum of labor income, business income, rental income, interest and dividend
earnings, and transfer income. It is calculated by subtracting the annual amount of
pension from the annual amount of disposable income in the panel data. The
second control variable, size of asset, is assessed as the sum of real estate such as
house, building, land, financial asset, vehicle, and other assets. The third control
variable, size of debt, is the total of loan from financial institutions, general private
loan, credit card loan, and deposit from housing rent. The fourth control variable,
annual interest expenditure is the sum of interest from debt related to housing and
other interest expenditure. The fifth control variable, the working status of a
householder, is a dummy variable. It gives 1 when a householder is working as a
wage worker, employer, or self-employed. It gives 0 to a householder who is
working as an unpaid family worker, or unemployed, or not economically active.
The sixth control variable, region, is a dummy variable that gives 1 to a household
that lives in Seoul or Capital region. The seventh control variable, housing
occupational type, is a dummy variable. It gives 1 to a household that possess its
own housing and gives 0 to the rest. The eighth control variable, health condition
of the elderly, is the number of unhealthy old people aged above 65. Unhealthy
elderly refer to those who respond that they are not healthy or their health is
severely bad. The ninth control variable, existence of minors, is the number of
minors whose age is below 14. This age criteria is set up to exclude those whose
age is within working age (between 15 and 64). The tenth control variable, year, is
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a dummy variable designed to control the effects of different years. Five dummy
variables will be used since the research periods are six years (from 2009 to 2013
and 2015).

3.4.4. Moderator
Income level will be used as a moderator in Model 3. It is composed of
three groups by size of the annual disposable income (excluding pension) of
pension-receiving households. To be specific,

is a moderating variable that

gives 1 to middle-income households and gives 0 to the rest. Another moderating
variable,

gives 1 to higher-income households and gives 0 to the rest.
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Table 6. Definition of Variables and Types
Operational
Variable

Definition

Type
Definition

Annual

1-1

amount

of

basic senior pension

amount of money

continuous

amount of money

continuous

Model 1

Independent

Annual

1-2

amount

of

basic pension

Variable

1:
Model 2

households

that

New Institution

receive

pension in 2015

discrete

0: the rest
Model 3

Annual amount of basic pension

amount of money

continuous

amount of money

continuous

amount of money

continuous

Size of asset

amount of money

continuous

Size of debt

amount of money

continuous

amount of money

continuous

in recipient families
Annual amount of consumption

Dependent Variable

expenditure

in

elderly

households
Annual income excluding basic
pension

Control Variable

Annual

amount

of

interest

expenditure
the

working

status

householder

of

a

1: working for
income

discrete

0: the rest
1: living in Seoul

Region

or Capital region
0: the rest
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discrete

1:
Housing occupational type

owner

occupied housing

discrete

0; the rest
Health condition of the elderly

existence of minors

number

of

unhealthy elderly
number of minors
aged below 14

discrete

discrete

1 or 0 depending
on

Year

year

2011,

2010,
2012,

discrete

2013, 2015
high, middle, low
Moderator

Income level
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discrete

4. Analysis

4.1. Descriptive Statistics

4.1.1. Consumption Expenditure (Dependent Variable)
The descriptive statistics of consumption expenditure of elderly
households or pension recipient households are shown in Table 5. For Model 1-1
(from 2009 to 2013), the mean of annual amount of consumption expenditure was
KRW 15,606,000. As for Model 1-2 (year 2015), the average of annual
consumption expenditure of elderly households slightly increased to KRW
16,850,000 compared with the period between 2009 and 2013. For Model 2 (from
2009 to 2015, excluding 2014), the average consumption expenditure was KRW
16,063,000. On the other hands, for Model 3 the average consumption expenditure
of pension recipient households was KRW 16,277,000.

Table 7. Descriptive Statistics of Consumption Expenditure
Model

Period

N

Mean

Model 1-1

2009~2013

9185

1590.6

Model 1-2

2015

1837

Std.

Min

Max

1286.8

188.4

22045.2

1685.0

1438.3

315.6

14364.0

11022

1606.3

1313.7

188.4

22045.2

2787

1627.7

1413.3

315.6

14364.0

Deviation

2009~2015
Model 2
(excluding 2014)
Model 3

2015

４５

4.1.2.

Basic

(senior)

pension

and

New

Institution

(Independent Variable)
The Table 6 shows descriptive statistics of independent variable (basic
senior pension, basic pension and New Institution). With regard to Model 1-1, the
average of annual amount of basic senior pension of elderly households for the
period from 2009 to 2013 was KRW 1,024,000. The average of annual basic senior
pension of elderly households in 2015 was KRW 2,332,000 (Model 1-2). The
independent variable of Model 3 is the annual amount of basic pension of pension
recipient households. The average of it was KRW 2,785,000. On the other hand,
the model 2 sets “New Institution” as an independent variable. It gives 1 to
households that receive basic pension. The ratio of basic pension recipient
households to elderly households for the period between 2009 to 2015 excluding
2014 was 13.6%.

Table 8. Descriptive Statistics of Independent Variables

Quantitative
Variable

Model

Period

N

Mean

1-1

2009~2013

9185

102.4

1-2

2015

1837

3

2015

2787

Std.

Min

Max

62.8

0

301

233.2

130.5

0

630

278.5

79.1

4

630

Deviation

Ratio of Basic
Model

Period

N

Dummy

pension recipient
households
(D = 1)

Variable

Ratio of the
rest
(D = 0)

2009~2015
2

(excluding

11022

2014)
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13.6%

86.4%

4.1.3. Control Variables
Table 7 and Table 8 show descriptive statistics of quantitative control
variables and dummy control variables, respectively.

Table 9. Descriptive Statistics of Quantitative Control Variables
Variable

Model

Period

N

Mean

1-1

2009~2013

9185

1706.9

1-2

2015

1837

Std.

Min

Max

1633.4

0

23240

1739.4

1835.3

1

16989

11022

1712.3

1668.7

0

23240

Deviation

Annual
income
2009~2015

excluding
2

(excluding 2014)

pension
3

2015

2787

1587.1

1723.2

1

16988

1-1

2009~2013

9185

10697.2

26454.5

0

762260

1-2

2015

1837

10963.8

25522.4

0

346633

11022

10741.7

26300.5

0

762260

Size of asset

2009~2015
2
(excluding 2014)
3

2015

2787

6806.2

17587.5

0

363640

1-1

2009~2013

9185

1508.7

5817.0

0

200200

1-2

2015

1837

1275.3

4993.0

0

80000

11022

1469.8

5688.4

0

200200

2787

1300.5

10151.3

0

500000

Size of debt

2009~2015
2
(excluding 2014)
3

2015

４７

Annual

1-1

2009~2013

9185

34.6

153.4

0

3300

1-2

2015

1837

23.6

114.2

0

2400

11022

32.8

147.7

0

3300

amount of
interest

2009~2015
2

expenditure

(excluding 2014)
3

2015

2787

28.0

136.3

0

3746

1-1

2009~2013

9185

0.67

0.69

0

3

1-2

2015

1837

0.64

0.67

0

3

11022

0.67

0.69

0

3

Number of
unhealthy
elderly

2009~2015
2
(excluding 2014)

3

2015

2787

0.61

0.65

0

3

1-1

2009~2013

9185

0.10

0.42

0

4

1-2

2015

1837

0.06

0.34

0

5

11022

0.09

0.41

0

5

2787

0.06

0.33

0

5

Number of
minors aged
below 14

2009~2015
2
(excluding 2014)

3

2015
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Table 10. Descriptive Statistics of Dummy Control Variables

Variable

Model

1-1

Period

N

2009~2013

9185

Working status
of a householder

1-2

(1: working for
income,

2015

1837

2009~2015
2

11022
(excluding 2014)

Number of

Number of

Value = 1

Value = 0

(ratio)

(ratio)

3757

5428

(40.9%)

(59.1%)

632

1205

(34.4%)

(65.6%)

4389

6633

(39.8%)

(60.2%)

1057

1730

(37.9%)

(62.1%)

2771

6414

(30.2%)

(69.8%)

559

1278

(30.4%)

(69.6%)

0: the rest)
3

1-1

Region

1-2

2787

2009~2013

9185

2015

1837

2009~2015

(1: living in Seoul
or Capital region,

2015

2

11022
(excluding 2014)

3330

7692

(30.2%)

(69.8%)

724

2063

(26.0%)

(74.0%)

5838

3347

(63.6%)

(36.4%)

1112

725

(60.5%)

(39.5%)

6950

4072

(63.1%)

(36.9%)

1591

1196

(57.1%)

(42.9%)

0: the rest)
3

Housing

1-1

2015

2787

2009~2013

9185

occupational
1-2

2015

1837

type
(1: owner
occupied

2009~2015
2

11022
(excluding 2014)

housing,
0; the rest)

3

2015

2787
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4.2. Correlation Analysis
Before regression analysis, this study conducted correlation analysis. The
correlation between variables in Model 1-1 is shown in Table 9. Considering that
all correlation coefficients are under 0.5, there seems no multi-collinearity problem.

Table 11. Correlation between Variables
1
1 Consumption
2 Pension

2

3

4

5

6

7

8

9

10

11

12

13

14

15

1
-0.20
1
(0.00)

3 Income excluding 0.83 -0.28
1
Pension
(0.00) (0.00)
4 Asset
0.32 -0.29 0.39
1
(0.00) (0.00) (0.00)
5 Debt
0.23 -0.12 0.25 0.25
1
(0.00) (0.00) (0.00) (0.00)
6 Interest
0.21 -0.06 0.23 0.16 0.48
1
Expenditure
(0.00) (0.00) (0.00) (0.00) (0.00)
7 Working Status
0.21 0.03 0.24 0.17 0.03 0.10
1
(0.00) (0.01) (0.00) (0.00) (0.01) (0.00)
8 Region
0.16 -0.15 0.15 0.09 0.20 0.14 -0.06
1
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
9 Housing
0.23 -0.13 0.23 0.19 0.06 0.11 0.23 -0.08
Occupational type (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 1
10 Number of unhealthy -0.07 0.19 -0.10 -0.04 -0.01 -0.04 -0.09 -0.04 -0.00
1
elderly
(0.00) (0.00) (0.00) (0.00) (0.47) (0.00) (0.00) (0.00) (0.80)
11 Number of minors 0.33 -0.02 0.29 0.04 0.05 0.13 0.12 -0.02 0.07 -0.05
1
(0.00) (0.10) (0.00) (0.00) (0.00) (0.00) (0.00) (0.10) (0.00) (0.00)
12 Year 2010
0.00 -0.03 -0.01 0.01 0.00 0.00 0.01 0.00 0.00 -0.02 0.01
1
(0.77) (0.00) (0.54) (0.42) (0.89) (0.63) (0.21) (0.79) (0.65) (0.14) (0.30)
13 Year 2011
0.01 -0.00 0.01 0.01 -0.00 -0.00 -0.00 0.00 -0.00 -0.01 0.00 -0.25
1
(0.39) (0.68) (0.51) (0.55) (0.89) (0.79) (0.98) (0.96) (0.93) (0.22) (0.77) (0.00)
14 Year 2012
0.04 0.04 0.03 0.00 0.02 0.01 -0.01 -0.00 -0.01 0.00 -0.01 -0.25 -0.25
1
(0.00) (0.00) (0.01) (0.97) (0.13) (0.18) (0.51) (0.95) (0.46) (0.66) (0.53) (0.00) (0.00)
15 Year 2013
-0.01 0.06 -0.01 -0.01 -0.01 -0.01 -0.03 0.00 -0.01 0.02 -0.02 -0.25 -0.25 -0.25
1
(0.19) (0.00) (0.57) (0.17) (0.30) (0.21) (0.00) (0.96) (0.24) (0.02) (0.04) (0.00) (0.00) (0.00)
Note. figures in brackets represent confidence level
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4.3. Results of VIF (Variation Inflation Factor) Test
VIF (Variation Inflation Factor) test is widely used to verify whether there
is multi-collinearity problem among variables. Generally, when the average VIF
and each variable’s VIF is below 2, it can be said that there is no problem related to
multi-collinearity. The Table 10 shows the result of VIF test for Model 1-1. VIFs of
all the variables are below 2 indicate this regression model does not contain
multi-collinearity problem. The results of correlation analysis and VIF test for
Model 1-2, Model 2, and Model 3 also show there is no multi-collinearity problem

Table 12. The results of VIF test for Model 1-1
Variable

VIF

1/VIF

Year 2013

1.62

0.618

Year 2012

1.62

0.619

Year 2011

1.61

0.623

Year 2010

1.60

0.624

Other income excluding pension

1.49

0.671

Debt

1.40

0.712

Interest expenditure

1.35

0.740

Asset

1.30

0.770

Pension

1.23

0.815

Working status of a householder

1.15

0.870

Housing type

1.13

0.884

Number of minors

1.12

0.892

Region

1.09

0.913

Number of unhealthy elderly

1.05

0.948

Mean VIF

1.34
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4.4. Regression Analysis

4.4.1. Analysis Result of Model 1
This study conducted multiple regression analysis to find whether the
provision of basic senior pension and basic pension brings positive impact on
consumption of elderly households. First, the result of regression analysis for the
period between 2009 and 2013 when basic senior pension was provided is shown
in Table 10. The table shows regression coefficients and confidence level of
independent and control variables and adjusted

of the model 1-1. When

regression coefficient is positive, the variable has an effect on the dependent
variable positively. On the other hand, when regression coefficient is negative, the
variable has a negative impact on the dependent variable. The higher is the
regression coefficient, the greater impact is on the dependent variable. I assumed
that only the variable with the p-value below 0.1 has statistical significance.
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Table 13. Result of Multiple Regression Analysis (Model 1-1)
Unstandardized

Standardized

Coefficient

Coefficient

B

Std. Err.

Beta

Basic senior pension

0.712***

0.128

0.035

Income excluding pension

0.627***

0.005

0.797

Asset

-0.000

0.000

-0.001

Debt

0.004**

0.001

0.017

Interest expenditure

0.061

0.055

0.007

Working status of a householder

-0.005

15.786

0.000

Region

119.544***

16.501

0.043

Housing occupational type

121.373***

15.995

0.045

Number of unhealthy elder

20.377*

10.760

0.011

272.044***

18.162

0.089

Y2010

74.264***

22.903

0.023

Y2011

62.578***

22.931

0.019

Y2012

99.779***

22.998

0.031

Y2013

30.935

23.016

0.010

231.905***

25.805

Number of minors
Year

_cons

0.709

Adjusted
Note. *p < 0.1; **p < 0.05; ***p < 0.01

According to adjusted

of 0.709, the Table 11 presents that the model

shows meaningful relationship between independent and dependent variables. The
amount of basic senior pension has a statistically significant impact on the
consumption expenditure of elderly families at less than 1% confidence level. The
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regression coefficient of independent variable, 0.712, indicates that when a family
receives basic senior pension worth of KRW 10,000, the family expends KRW
7,120 for living on average.
Among control variables, income excluding pension, debt, region,
housing occupational type, number of unhealthy elder, number of minors, and year
2011, 2012, and 2013 are shown to have positive impact on consumption
expenditure of elderly households.
The regression coefficient of other income excluding pension is 0.628,
which means when a family earns KRW 10,000 from sources except senior pension,
it consumes KRW 6,280. Comparing the two regression coefficients, basic senior
pension has greater impact on consumption expenditure than other income
excluding pension.
The regression coefficient of debt is positive as 0.004. It means a
household that takes a loan tends to consume for living rather than to save money
for paying it off in the future.
Living areas of households are shown to have impacts on consumption.
The coefficient

of the region variable is 119.544, which means that a household

that lives in Seoul or Capital region consumes KRW 1,195,440 a year more than a
household that lives outside of Seoul and Capital region. This is because the overall
price level in Seoul and Capital region is higher than that in outside area.
Housing occupational type also has impact on consumption. A family
which owns its housing consumes KRW 1,213,730 a year more than a family
which does not own housing on average. It can be interpreted that owning housing
brings wealth effects on consumption or owning housing does not impose a burden
of saving money for purchasing housing in the future to a family.
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The regression efficient of the number of unhealthy elder is 20.377. On
average, a households that include unhealthy elder consume KRW 203,770 per
unhealthy senior more than a family that does not include unhealthy senior. It is
possible that a households with unhealthy elder consume more for getting medical
healthcare or purchasing medicine.
The number of minors aged below 14 also has positive impact on
consumption expenditure. When a family has minors, it spend KRW 2,720,440 per
minor more than a family without minors. This reflects that educating minors acts
as a burden to elderly households. Lastly, year dummy variables of year 2010, 2011,
and 2012 are analyzed to have positive impact on consumption expenditure of
elderly households. On the other hands, asset, interest expenditure, and working
status of a householder are not shown to have significant impact on consumption of
elderly families.

Table 12 below shows the result of multiple regression analysis for year
2015 when basic pension is provided.
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Table 14. Result of Multiple Regression Analysis (Model 1-2)
Unstandardized

Standardized

Coefficient

Coefficient

B

Std. Err.

Beta

Basic pension

0.685***

0.145

0.062

Income excluding pension

0.619***

0.012

0.789

Asset

0.002***

0.001

0.040

Debt

0.002

0.004

0.006

0.507***

0.182

0.040

-40.767

39.411

-0.013

Region

138.810***

38.391

0.044

Housing occupational type

150.226***

37.214

0.051

Number of unhealthy elder

86.099***

25.872

0.040

Number of minors

451.029***

54.181

0.105

_cons

208.684***

50.748

Interest expenditure
Working status of a householder

0.745

Adjusted
Note. *p < 0.1; **p < 0.05; ***p < 0.01

Adjusted

(0.745) indicates that model 1-2 shows high explanation

about the relation between independent and dependent variables. The amount of
basic pension significantly affects the consumption of elderly families with less
than 1% confidence level. The regression coefficient of independent variable, 0.685,
indicates that on average a family consumes 68.5% of the basic pension it receives.
Most of control variables except debt and working status of a householder
are analyzed to affect consumption of elderly households positively. With regard to
other income excluding pension, a family is found to consume 62.8% of what it
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earns from other sources except pension. Comparing the two regression
coefficients, basic pension shows slightly greater impact on consumption than other
income excluding pension. The regression coefficient of asset is positive as 0.002.
It proves that there is a wealth effect on consumption of elderly households. From
the regression coefficients of region and housing occupational type, it is found that
when a family lives in Seoul or Capital region and when it possesses its own
housing, it averagely consumes KRW 1,388,100 and KRW 1,502,260 more than
the rest, respectively. The regression coefficients of number of unhealthy elderly
and number of minors indicates that a family that includes unhealthy elder or
minors tend to consume KRW 861,000 and KRW 4,510,290 per one person,
respectively. On the other hands, debt and working status of a householder do not
seem to have significant impact on consumption of elderly families.

4.4.2. Analysis Result of Model 2
Through second multiple regression analysis based on Model 2, this study
tested the second Hypothesis. In other words, analysis on whether the newly
adopted basic pension has additional effect on the consumption of elderly families
was conducted. The result of regression analysis for the period from 2009 to 2013
and 2015 when basic senior pension and basic pension were provided is shown in
Table 13. Unlike the first regression analysis with an independent variable of basic
senior pension or basic pension, the second regression analysis has an independent
variables, “New Institution”.
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Table 15. Result of Multiple Regression Analysis (Model 2)
Unstandardized

Standardized

Coefficient

Coefficient

B

Std. Err.

Beta

-9.395

52.136

-0.002

Basic (senior) pension

0.694***

0.112

0.049

Income excluding pension

0.627***

0.005

0.797

Asset

0.000

0.000

0.006

Debt

0.004***

0.001

0.016

Interest expenditure

0.091*

0.053

0.010

Working status of a householder

-4.917

14.687

-0.002

Region

122.961***

15.163

0.043

Housing occupational type

126.571***

14.708

0.047

Number of unhealthy elder

31.866***

9.969

0.017

Number of minors

291.763***

17.270

0.091

Y2010

74.387***

23.113

0.021

Y2011

62.940***

23.135

0.018

Y2012

100.097***

23.187

0.028

Y2013

31.639

23.202

0.009

Y2015

61.925

43.169

0.018

217.186***

23.972

New Institution

Year

_cons

0.716

Adjusted
Note. *p < 0.1; **p < 0.05; ***p < 0.01

According to adjusted

of 0.716, the Table 13 presents that the Model

2 shows meaningful relationship between independent and dependent variables.
The independent variable, the “New Institution”, does not have impact on
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consumption of elderly families. This means the newly adopted basic pension does
not bring additional effect on consumption of households.
With respect to control variables, most of them are analyzed to affect
positively to consumption of elderly families. The amount of basic senior pension
or basic pension has a statistically significant impact on the consumption
expenditure of elderly families at less than 1% confidence level. The regression
coefficient of independent variable, 0.694, indicates that when a family receives
basic (senior) pension worth of KRW 10,000, the family consumes KRW 6,940 for
living on average.
From regression coefficients of income excluding pension, and debt, it is
found that a family consumes 62.7% and 0.4% from other income and debt,
respectively. The coefficient of interest expenditure, 0.091 indicates that when a
family spends one unit of interest, its consumption increases 0.091 unit on average.
Living conditions of a family affect consumption. From the regression
coefficients of region and housing occupational type, it can be inferred that when a
family lives in Seoul or Capital region and when it possesses its own housing, it
averagely consumes KRW 1,229,610 and KRW 1,265,710 more than a household
that does not, respectively.
Family structure

related

characteristics

also

affect

consumption

expenditure of elderly households. The regression coefficients of number of
unhealthy elderly and number of minors represents that a family that includes
unhealthy elder or minors tend to consume KRW 318,660 and KRW 2,917,630 per
one person, respectively. Lastly, year dummy variables of year 2010, 2011, and
2012 are analyzed to affect positively to consumption expenditure of elderly
households. On the other hands, asset and working status of a householder are not
５９

shown to have significant impact on consumption of elderly families.
With regard to the no additional effect of the independent variable, “New
Institution”, it remains uncertain for what the pension recipient households spend
the increased amount of pension. The result of comparing expenditure composition
in households which received basic pension in 2015 with that for the period
between 2009 and 2013 is shown in graph 1 as below.

Figure 7. Composition of Households Expenditure

While the portion of total consumption to the total income decreased from
88.1% to 84.6%, the ratio of saving increased from 3.2% to 7.5% from the previous
period (year 2009~2013) to year 2015. On the other hands, the portion of tax and
social insurance payment and the private transfer remained relatively stable.
Compared with period of 2009 to 2013, the amount of basic pension received by
families increased by KRW 1,620,000 in 2015. With the KRW 1,620,000,
households increased consumption by KRW 959,000 and increased saving by
KRW 827,000. In other words, the pension recipient households spent 59.2% (=
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KRW 959,000 ÷ 1,620,000) for consumption out of the increased pension income
in 2015. Since the figure, 59.2% is lower than 88.1%, the portion of consumption
to the total income in 2009 to 2013, the same portion in 2015 decreased.
Looking into the change in the composition of each consumption item
between period of 2009 to 2013 and 2015, there has not been significant change.
That is, the increased amount of basic pension did not change the consumption
pattern of households. It can be seen in the figure 8 as below.

Figure 8. Changes in Composition of Each Item Consumption

4.4.3. Analysis Result of Model 3
This study conducted multiple regression analysis to find whether the
basic pension differently affect consumption of recipient households depending on
the level of income. That is, this study seeks to test Hypothesis 3 (The impact of
basic pension on consumption is greater in lower-income households than in
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higher-income households). The result of multiple regression analysis for the
impact of basic pension on the consumption of the recipient families with a
moderator of income level is shown Table 14. The analysis period is only year
2015 when basic pension was provided.

Table 16. Result of Multiple Regression Analysis (Model 3)
Unstandardized

Standardized

Coefficient

Coefficient

B

Std. Err.

Beta

0.655***

0.180

0.037

44.910

31.802

0.015

-0.552

0.460

-0.015

221.624***

221.624

0.074

-0.890**

0.452

-0.025

Income excluding pension

0.638***

0.011

0.778

Asset

0.004***

0.001

0.051

Debt

0.002

0.001

0.011

Interest expenditure

0.135

0.098

0.013

Working status of a householder

-107.962***

29.198

-0.037

Region

144.456***

28.818

0.045

Housing occupational type

67.850**

26.808

0.024

Number of unhealthy elder

51.686***

19.906

0.024

Number of minors

382.213***

40.397

0.089

1631.466

12.516

0

Basic Pension

×Basic Pension

×Basic Pension

_cons

0.791

Adjusted
Note. *p < 0.1; **p < 0.05; ***p < 0.01
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The Table 14 illustrates that in 2015, the impact of basic pension on
consumption expenditure differs depending on the level of income. According to
the regression coefficients and its confidence level, 65.5% of the basic pension
consumed in low-income families. As for the impact of being a middle-income
household on the consumption, the regression coefficient of the intersection
variable of

and Basic pension indicates negative relation. However, it does not

show statistically significant relation. On the other hands, whether to be a higherincome household shows significant negative impact on the consumption. From
this result, it is certain that the impact of pension on consumption in lower-income
households is greater than that in higher-income households.
Looking at control variables, income excluding basic pension and asset
has positive impacts on consumption expenditure regardless of income level. Lowincome, middle-income, and high-income households spend 58.0%, 78.6%, and
63.0% of their other income, respectively. Households from low, middle, and highincome group spend 1.2%, 0.3%, and 0.4% of their asset, respectively.
Debt has positive impact on consumption only in high-income households.
Interest expenditure has no significant impact on consumption throughout all types
of families.
With regard to working status of a householder, a family whose
householder is working, consumes less than a family with a non-working
householder. According to studies of Bang et al. (2009), there is a possibility that
consumption of a family with retired householder is greater than that of a family
with working householder. Bang et al. (2009) conducted an analysis from a model
that considers the endogenous relation between retirement and consumption. When
family or householder specific characteristics are controlled, retirement of a
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householder tends to slightly increase consumption of a household. They explained
that a senior worker in Korea who recognizes the necessity of saving financial
resources for consuming after retirement, spends less and save more in their
working ages. Considering households that receive basic pension tend to fall on
low-income families, households with working householders are thought to restrain
consumption and save for the future.
Living in Seoul or Capital region and number of minors aged below 14
are analyzed to have positive impact on household’s consumption in all types of
families. To be specific, when a family lives in Seoul or Capital region, it spends
KRW 479,530, KRW 526,660, and KRW 2,785,980 more than a family living
outside Metropolitan area depending on income level. As for the number of minors,
a family with minors spends more than a family without minors by KRW
13,305,080 per one minor in lower income level, KRW 2,300,520 in middleincome level, and KRW 3,835,690 in higher income level.
Housing occupational type and number of unhealthy have positive impact
on consumption of recipient families only in low-income and middle-income
groups. A family who possesses its own housing spends more than a family that
does not by KRW 907,100 in low-income group and KRW 433,240 in middleincome group. When the number of unhealthy elder increases by one unit,
consumption of a family increases by KRW 368,280 and KRW 353,520 in lowincome and middle-income group, respectively.
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4.4.4. Summary of Analysis Results and Discussion
From the analysis of the Model 1-1 and Model 1-2, it is clear that basic
senior pension and basic pension have positive impact on the increase of
consumption of elderly families. In addition, around 70 percent of the pension is
spent for households’ consumption expenditure.
Studies on the impact of elderly pension on consumption show conflicting
results. While, Galiani et al. (2014) and Lee et al. (2016) found positive effects of
elderly pension on consumption, Lee & Chang (2015) did not find significant
impact on consumption. Galiani et al. analyzed that non-contributory pension for
elderly aged over 70 in Mexico brings increase in consumption by 34 pesos (23%
increase). Lee et al. (2016) compared the amount of consumption before and after
the expansion to basic pension in June of 2014. They found that the expansion of
basic pension increased the consumption of beneficiary households by KRW
95,000 a month. On the other hand, according to the research result of Lee &
Chang that used Regression Discontinuity Design, the consumption of basic
pension beneficiary households is significantly smaller than that of non-beneficiary
households. Considering the results of related researches and the consumption
theories in economics, the result of this study, positive effect of pension on
consumption can be regarded reasonable.
With regard to the proportion of basic (senior) pension that is used for
consumption, various researches show wide scope of the proportions depending on
research methods and assumptions. Galiani et al.(2014) analyzed that pensioners in
Mexico used 70.7% of their pension for consumption. Their research found that
increase in consumption equivalent to 63 pesos is generated out of non-
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contributory pension that amounted to 89 pesos. On the other hand, Wilcox (1989)
made a conclusion that the increase in social benefits (Old Age and Survivors
Insurance) brought the increase in consumption by around 15 percent. Lee et al.
(2016) found that among the increased amount of pension (KRW 92,000) by the
expansion to basic pension, KRW 95,000 was spent for consumption indicating
more than 100 percent of the pension was used for consumption. Therefore, the
result of this study on the proportion of basic (senior) pension for consumption
may be viewed to accord with reason.
The result of analysis of the Model 1-1 and 1-2 indicates that income
support as part of public assistance for the elderly helps increase the utility of
recipient families effectively. Especially, considering the basic senior pension and
basic pension are provided to elder people with relatively low income, this
assistance makes contributions to enhancing the living conditions of old generation
in Korea.
From the analysis of the Model 2, it can be concluded that expanding the
amount of pension in newly adopted basic pension scheme does not show
significant additional increase in consumption of elderly households. With the
regression coefficient of basic (senior) pension, 0.694, the increase in the annual
amount of elderly pension from KRW 1,024,000 for the period between 2009 and
2013 to KRW 2,232,000 in 2015 will bring increase in the consumption by KRW
838,000 (= KRW 2,232,000 × 0.694 – KRW 1,024,000 × 0.694) annually.
However, given that the regression coefficient of “New Institution” is not
significant, the “additional” impact on the increase of consumption will not be
found. Since there is no relevant study that compares the impact of basic senior
pension with that of basic pension, it is not easy to evaluate the research result.
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Given that the increase in the monthly amount of pension is KRW 100,000, which
is only 7% out of the total monthly income, it can be said that it is too small to
affect the permanent income, thus bring further increase in the consumption.
From the analysis of the Model 3, the impact of basic pension on
consumption expenditure differs depending on level of income. To be specific, the
degree of impact is greater in lower-income group than in higher-income group. It
is true there are not many studies that adopt a moderator such as income. Therefore,
it is not easy to judge the relevancy of the analysis result. However, considering the
economic theories such as “Absolute Income Hypothesis” or “Relative Income
Hypothesis”, the analysis result is not far from reasonable. In addition, household
survey data by Statistics Korea is consistent with the result of this study. The
household survey indicates that lower income households show lower propensity to
consume (= consumption expenditure / income). To be specific, while households
with the monthly income below KRW 1,000,000 consume 71.0% out of their
income, households with the income over KRW 6,000,000 consume only 47.8%
from income as of 2016.
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5. Conclusion

5.1. Summary
Old generation’s insecure income base in Korea is a critical problem not
only from the social perspective but from macro-economic aspect. This may be
proved by the recent trend that the propensity to consume in old generation is
continuously decreasing in Korea. Even worse, Korea is facing unprecedentedly
rapid aging population. Combined with the fiscal burden for supporting the old,
low propensity to consume is expected to put grave burden to Korea’s macro
economy.
Aimed at improving difficult livelihoods and boosting the consumption
for the old generation, the Korean government had been implementing the basic
senior pension from 2008, and expanded it to basic pension by doubling the
amount of pension in 2014. Moreover, from 2018, the pension size will be
gradually increased by 50% by 2021.
The new scheme entails heavy fiscal burden. The budget for
implementing the basic pension in 2017 is KRW 8.1 trillion. Increase in the
pension as planned will add to the fiscal pressure. Therefore, it is imperative to
verify whether the basic pension is being implemented as intended.
Under the recognition, this study focused on the impact of basic pension
on consumption and then compared it with that of previous policy, basic senior
pension. On the other hands, this study also deals with the relevancy of the current
pension provision system. Current basic pension provides almost every recipient
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families full amount of pension and does not consider family’s specific needs such
as existence of the unhealthy. By evaluating the current pension scheme, this study
can provide some implications on the appropriateness of the basic pension design.
The result of analysis 1 indicates that both the basic senior pension and
the basic pension make contributions to enhancing economic benefits for recipient
families by affecting positively to the consumption of recipient families. On the
other hand, the additional impact of the basic pension on consumption is not found
through analysis 2. That is, the independent variable, “New Institution”, does not
show significant impact on consumption. After introducing a moderator of income
level, the analysis 3 illustrates that the basic pension may have different impacts on
the consumption expenditure depending on the moderator. The lower level of
income a household has, the greater impact of pension on consumption is found.

5.2. Policy Implication
The research result indicates that both basic senior pension and basic
pension have effects to boost consumption of elderly households. This reflects that
income support for the elderly helps enhance the economic benefit of recipient
families effectively. Considering the basic senior and basic pension are given to old
generation who are living with relatively low-income, this public assistance may be
evaluated to fulfill its policy goals successfully.
However, the recently introduced basic pension does not show additional
effect of increasing consumption. This result is not consistent with the Permanent
Income Hypothesis which explains that current consumption reflects future income
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as well as current income. There may be several probable reasons. As the Korean
economy remains sluggish, the sentiment of old generation could have become
weak. The lack of decent jobs for the elder may have encouraged them to save
more for the uncertain future. In addition, there might be a reason within the
current pension system itself. Since the maximum amount of pension is only KRW
200,000, pensioners who did not recognize it significantly may not increase the
consumption not as much as their permanent income increases.
To tackle these problems, this study suggests that rather than depending
only on large amount of fiscal investments to provide grants directly to old people,
the government should focus on boosting the industries for the elderly such as
medical care, food, finance, and housing. At the same time, supplying more decent
jobs with time flexibility is required for the elderly to improve their insecure
income condition. Moreover, increasing the amount of pension while narrowing
recipients and focusing on specific needs can help recipient families to recognize
the income increase effectively.
The analysis results of regression models indicate that besides pension,
there are many of control factors that affect consumption of elderly households.
Among them, the existence of unhealthy elder and existence of minors should be
considered with care. The analysis can be interpreted that households with illelderly or minors have more desire for medical care or education. If these specific
needs of each household are considered when the pension is determined, the basic
pension would make contributions to enhancing the wellbeing of recipients and
increasing national domestic consumption.
As the research which takes the level of income into consideration shows,
differentiation of pension depending on income level also may help boost the
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consumption of households. This would be also expected to alleviate the income
disparities among the elderly.

5.3. Contributions, Limitations and Tasks Ahead
This study attempts to compare the impact of basic senior pension and
basic pension on consumption by adopting an institution variable, “New
Institution”. Although, there is hardly study to focus on comparison of the two
pension as for now, more accumulations of households’ data will enable
researchers to conduct comparison analysis in the future.
Another contribution of this study is to introduce level of income as a
moderator. Through the multiple linear regression model, this study confirms the
basic assumptions of “Absolute Income Hypothesis” and “Relative Income
Hypothesis” by checking the lower income households show higher propensity to
consume.
However, this study has limitations. Firstly, as mentioned in the first part
of this thesis, the history of the newly adopted basic pension is short, and
accordingly, there are not sufficient data accumulated about the consumption,
income, and living conditions of recipient families. With more data that would be
accumulated with time makes it possible to infer more meaningful analysis on the
relation between the pension and consumption.
Secondly, this study has limitations in considering only one moderator,
income level. More in-depth study on the dynamics of varied moderators may help
understand consumption patterns of elderly families and suggest policy
implications.
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국문초록

기초연금이 노인가구의 소비지출에
미치는 영향에 대한 연구

서울대학교 행정대학원
글로벌행정 전공
이재화

우리나라 노인들의 어려운 복지 환경에 처해있다는 것은 명백한
사실이다. 빈곤률이 50% 내외에서 점차 증가하고 있으며, 복지
측정지표 중 하나인 소비 역시, 소비성향이 지속적으로 하락하고
있다. 불행하게도 노인의 자살률은 십 만명당 56 명꼴로 OECD
최고수준이다. 삶의 만족도에 대한 조사 결과 역시 객관적 지표와
궤를 같이한다. 노인 문제의 심각성에 대한 인식 하에 우리나라
정부는 노인의 삶을 안정시키고 복지 수준을 높이기 위해 많은
정책적 노력을 기울여왔다. 그 일환으로, 2008 년에 기초노령연금을
도입하였으며, 2014 년에는 연금 규모를 두 배 수준으로 늘린
기초연금 제도를 시행하고 있다.
기초연금제도는 막대한 규모의 재정 지출을 수반하므로 동 제도가
제도 목적을 제대로 잘 이행하고 있는지 검증하는 것이 중요하다.
본 연구는 여러 가지 복지 상태 결정 요소 중에 소비에 초점을
맞추고, 기초노령연금제도와 기초연금제도가 노인가구의 소비지출에
미치는 영향을 분석하고자 한다. 본 연구의 목적은 첫째,
기초노령연금제도와
기초연금제도가
노인의
소비지출을
증가시킴으로써 노인들의 소비 만족도를 높이고 있는지 검증하는
것이다.
둘째는
새롭게
도입된
기초연금제도가
기존의
기초노령연금제도와 비교할 때 추가적인 소비 증가효과를
가져오는지 확인하는 것이다. 세 번째 목적은 가구의 특성, 특히
７８

소득 수준이 기초연금이 소비지출에 미치는 영향의 정도에 차이를
유발하는지 알아보는 것이다.
본 연구의 대상은 65 세 이상의 노인을 최소한 한 명 이상
포함하는 노인가구에 한정된다. 시간 범위는 2009 년부터 2015 년
기간이며, 2014 년은 제외된다. 연구 자료로 본 연구는
한국복지패널 스터디의 실증자료를 활용한다. 동 자료는 우리나라
가구에 대해 많은 정보를 포함하고 있다. 가구원수, 사는 지역과
같은 일반적인 정보 뿐만 아니라 소득, 소비 지출과 같은 경제
활동과 관련된 정보도 포함하고 있다. 연구 방법으로는 연금의
소비에 대한 영향을 분석하기 위해 다중회귀분석 방법을 사용할
것이다.
본 연구는 세가지 가설을 검증한다. 첫 번째 가설은 “노인가구에
대한
기초노령연금
지급(2009~2013
년)과
기초연금
지급(2015 년)이 노인 가구의 소비지출을 증가시킨다”이다. 두
번째 가설은 “새로운 기초연금제도 도입이 가구의 소비지출을
추가적으로 증가시킨다.”이다. 세 번째 가설은 “기초연금의 소비에
대한 영향은 고소득 가구보다 저소득 가구에서 더 크다”이다.
첫 번째 가설에서는 종속변수는 노인 가구의 연간 소비지출액이고,
독립변수는 연간 기초노령연금 또는 기초연금 수급액이다. 두 번째
가설에서는 종속변수는 노인 가구의 연간 소비지출액이고,
독립변수는 제도 변수로써, 2015 년에 기초연금을 지급받은 경우
1 의 값을 부여하고, 그 외의 경우에는 0 의 값을 부여하는
변수이다. 세 번째 가설과 관련, 종속변수는 연금을 지급받는
가구의 연간 소비지출액이고, 독립변수는 연간 기초연금 수급액이다.
소득 수준이 조절변수로 사용된다. 한편, 모든 가설의 경우
연금제외 소득, 자산, 부채, 가구 점유유형, 사는 지역, 아픈 노인
가구원 수, 미성년 자녀 수, 가구주의 근로 상황, 연도 등의 변수가
통제된다.
첫 번째 가설에 대한 검정 결과, 기초노령연금과 기초연금 모두
노인 가구의 소비에 긍정적인 영향을 미치는 것으로 나타났다. 두
번째 가설 검정 결과, 새로이 도입된 기초연금이 추가적인 소비
증가 효과는 발생시키지 않는 것으로 분석되었다. 마지막 가설 검정
결과, 기초연금의 가구 소비지출에 대한 영향의 정도는 가구의 소득
수준에 따라 달라지는 것으로 나타났다. 즉, 소득이 낮은 가구
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유형의 경우 소득이 높은 가구 유형보다 연금이 소비에 미치는
영향이 큰 것으로 분석되었다.
본 연구를 통해 몇 가지 정책적 시사점을 도출할 수 있다. 첫
번째로 기초노령연금제도와 기초연금제도 모두 노인의 소비를
증가시킴으로써 노인의 경제적 편익 향상에 기여하고 있음을 알 수
있다. 이러한 연금은 상대적으로 소득이 적은 노인 가구를 대상으로
지급되므로, 소득보조 정책으로 그 목표를 성공적으로 수행하고
있다고 추론할 수 있다. 하지만, 두 번째 가설의 검정 결과는
새로이 도입한 기초연금제도는 추가적인 소비 증가 효과가 없다는
것을 알려준다. 이를 통해 본 연구는 정부가 대규모 재정 투자가
소요되는 노인에 대한 직접적인 보조 외에도 의료, 식품, 금융,
주거 등 노인 친화산업을 활성화하고, 노인을 위한 양질의 탄력적인
일자리를 창출하여 소득 기반을 확대하는데 정책의 주안점을 둘
것을 제안한다. 마지막으로, 세 번째 가설 검정 결과가 시사하듯,
소득에 따른 연금 지급 차등화를 확대할 것을 제안한다. 이는
노인의 소비를 증가시킬 뿐만 아니라 소득 분배 격차도 축소하는데
기여할 것으로 예상된다.
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