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Money’s Worth Analysis of National Pension

Are Returns on National Pension’ Contributions Fair?

Kwon, Mun-II {National Pension Research Center)

The main source in financing the National Pension benefits is the contribution
raised from the insured’s earnings. So, Most of the insured take a great interest in
the questions of what return on the payment of contribution National Pension
benefits provide and whether there be the difference in return according to earnings
level. |

The Purpose of this study is to assess money's worth of National Pension and to
answer the above gquestions. There are two basic types of moneyv worth analysis,
empirical and hopothetical. This study basically belongs to the former in terms that
it is based on actual earnings and insured term. For performing money's worth
analysis, four different measures which are referred as the “break-even period’, the
“benefit/tax ratio’, the ‘net lifetime transfer’, the ‘internal rate of return’ are used
and they all involve the way in which the relationship between the present value of
contributions and the present values of benefit is present.

The results which evaluate average money's worth of accrued rights before 1999
are le as follows. Break-even period is about 43 months, benefit/tax ratic being
4.9, net lifetime transfers being about 37 million won, internal rate of return being
33.2%. This verifies that moneyworth of National Pension is much higher than
actuarially fair, In the mean while, money worth is proved to be very different
according to earnings level, The progressivity relationship between earnings level
and rate of return is found in all measures but net lifetime transfer.



