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An Analysis of Economic Value of the Old-age Preparation Service

Kyung Ae Ahn', Hae Chun Rhee’

'Department of International Trade and Commerce, Soonchunhyang University, Asan; *School of Economics, Sungkyunkwan University, Seoul, Korea

Background: The purpose of this study is to emphasize the importance and necessity of the government’s old-age preparation ser-
vice by measuring the economic value of the old-age service and the policy direction and policy implications of the government’s
old-age preparation service project.

Methods: Contingent Valuation Method (CVM) was used as an analytical method. CV methodology was used to calculate the Will-
ingness to pay (WTP) for old-age preparation service and its value was estimated and the economic benefit of the project was esti-
mated.

Results: As a result of the analysis, the average monthly payment amount for the old service was calculated as 5,100 won, and the
annual average payment amount was estimated to be 61,197.1 won.

Conclusion: The present value of the benefit for 10 years with the discount rate of 5.5% is 484,651 won. Based on the value of per-
user benefit, the total benefit value calculation result of the old-age preparation service considering the Willingness to pay for the
next 10 years shows that the total benefit value of the old service, which occurs during the period from 2016 to 2025(10 years) was
estimated at 415.1 billion won. As a result of calculating the benefit for each scenario, the present value of basic service is higher in
all scenarios than the linked service

Keywords: Old-age preparation service; Economic benefit value; Contingent valuation method
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Figure 1. System of old-age preparation service (National Pension Service). From Ministry of Health and Welfare. 100-years old, full support for
old-age preparation service. Sejong: Ministry of Health and Welfare; 2016 [3].
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Table 1. Number of response by bid amount

Willingness to pay (/mo)

No. of response

= o) AAIOo] e kROl A S1o] A £ EA

Ste,
P First bid Second highest bid Second lowest bid Consulting group .
- . No consulting group Total
(Korean won) (yes—yes) (no—yes) (old-age preparation service)
1 1,000 2,000 500 69 65 134
2 5,000 10,000 2,500 68 63 131
3 10,000 20,000 5,000 66 63 129
4 15,000 30,000 7,500 64 63 127
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Table 2. Basic statistics by survey

Variable Description Mean + standard deviation Min-max No. of sample
AGE Age (yr) 50.03+9.19 35-69 508
EDU Education (1: not educated—7: graduate school) 489+1.21 1-7 508
REGG Residence (1: metropolitan area, 0: non-metropolitan area) 0.43+0.50 01 508
FAM No. of family 3.38+1.19 1-9 508
ND Necessity of old-age preparation service (1: not required at all-5: very needed) 401+0.73 1-5 508
SAFA Life satisfaction (1: not at all-5: very good) 352+0.67 1-5 508
NDA Intent to receive basic service/connected services (1: very low-5: very high) 344+£0.75 1-5 508
PENA Whether or not pension product (1: yes, 0: no) 0.67+0.36 01 508
SCN Regular medical check-up (1: yes, 0: no) 0.89+0.32 01 508
INCOMF Household income (10,000 Korean won per monthly) 460.65° + 260.46 20-1,200 508

Table 3. Estimation results for willingness to pay by model

Variable Description Estimate Standard error t-value p-value
CONSTANT Constant 543 1.16 467 0.00
C_AGE Age 0.01 0.01 -1.25 0.21
C_EDU Education 0.16 0.09 -1.66 0.10
C_REGG Place of residence 0.52 0.18 2.85 0.00
C_FAM No. of family 0N 0.09 -1.31 0.19
C_ND Necessity of old-age preparation service 032 0.14 2.34 0.02
C_SAFA Life satisfaction 0.15 0.15 1.02 0.31
C_NDA Intent to receive basic service/connected services 061 0.14 435 0.00
C_PENA \Whether or not pension product 0.79 0.28 2.83 0.00
C_SCN Regular medical check-up 072 0.30 243 0.02
C_LINC Household income -0.0002 0.0004 052 0.60
C_BID Bid amount 096 0.06 -14.90 0.00

Wald statistic="241.37170. pvalue is significantly closer to zero.
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Table 4. WTP and present value benefits of using old-age preparation service

\WTP for old-age preparation service Average Modified truncated mean Median
Average monthly WTP (KRW/mo) 7,256.30 5,099.80 2,311.50
Average annual WTP (KRW/yr) 87,075.00 61,197.10 27,738.00
The present value of benefits for 10 years (discount rate: 5.5%) 692,437.00 486,651.00 220,578.00
WTP, willingness to pay; KRW, Korean won.

Table 5. Weight by type and sector of service

Category Finance Health Leisure Social relationship Total (%)
Basic service 18.64 19.63 6.72 751 525
Connected service 16.86 17.77 6.08 6.79 475
Total (%) 3550 3740 12.80 14.30 100.00
Table 6. Present value of benefits per user

Category Finance Health Leisure Social relationship Total (KRW)
Basic service 90,712 95,530 32,703 36,548 255,492
Connected service 82,049 86,478 29,588 33044 231,159
Total (KRW) 172,761 182,008 62,291 69,591 486,651

KRW, Korean won.
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82 https://kshpa.jams.or.kr/co/main/jmMain.kci

HAREIE|X| 2018;28(1):77-86



Table 7. Annual total PV of benefits by old-age preparation service

EFFH A 0] B 7EA] 24 - 2ol 2

Voar T(_)tal PV No. of beneficiary PV of willingness to pay per person
(billion won) (persons) Price (KRW) Explanation
2016 389.3 80,000 486,651 2016-2025 year (for 10 years), the PV of 61,197 KRW every year
2017 3711 87,226 425,454 2017-2025 year (for 9 years), the PV of 61,197 KRW every year
2018 525.1 142,893 367,448 2018-2025 year (for 8 years), the PV of 61,197 KRW every year
2019 608.4 194,722 312,465 2019-2025 year (for 7 years), the PV of 61,197 KRW every year
2020 629.8 241,908 260,349 2020-2025 year (for 6 years), the PV of 61,197 KRW every year
2021 5339 253,083 210,949 2021-2025 year (for 5 years), the PV of 61,197 KRW every year
2022 4340 264,422 164,125 2022-2025 year (for 4 years), the PV of 61,197 KRW every year
2023 330.3 275,874 119,742 2023-2025 year (for 3 years), the PV of 61,197 KRW every year
2024 2232 287,378 77673 2024-2025 year (for 2 years), the PV of 61,197 KRW every year
2025 113.0 298,860 37,197 2025 year (for 1 year), the PV of 61,197 KRW
Total 41581 2,126,366
PV, present value; KRW, Korean won.
Table 8. Present value of benefits by type and sector of service
Category Finance Health Leisure Social relationship Total (billion won)
Basic service 775.1 816.2 2794 3123 2,183.00
Connected service 701.1 7389 252.8 2823 1.975.10
Total (billion won) 1,476.10 1,555.10 532.2 594.6 4,158.10
Table 9. Scenario by number of beneficiaries
_ Contents
Scenario : : : —
Assignment of manpower Connection of services Total no. of beneficiaries
Scenario 1 Assignment of manpower 379 prescribed by law Gradual increase 100% Gradual increase 2,126,366 people
Scenario 2 Assignment of manpower 379 prescribed by law Maintain current level 21.9% Gradual increase 2,126,36 people
Scenario 3 Assignment of minimum manpower 186 Gradual increase 100% Maintain current level 1,025,869 people
Scenario 4 Assignment of minimum manpower 186 Maintain current level 21.9% Maintain current level 1,025,869 people
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Table 10. Present value of benefits by scenario and sector of service

Scenario Category Finance Health Leisure Social relationship Total (billion won)
Scenario 1 Basic service 775.1 816.2 2794 312.3 2,183.0
Connected service 7011 7389 252.8 282.3 1,975.1
Total 1,476.1 1,555.1 5322 594.6 4,158.1
Scenario 2 Basic service 775.1 816.2 2794 312.3 2,183.0
Connected service 1535 161.8 55.4 618 4325
Total 9286 978.1 3348 374.1 26155
Scenario 3 Basic service 4357 4588 157.1 1755 1,227.0
Connected service 394.1 4153 142.1 158.7 1,110.2
Total 8297 874.1 2992 3342 23372
Scenario 4 Basic service 4357 458.8 1571 1785 1,227.0
Connected service 86.3 91.0 311 348 2431
Total 5220 549.8 188.2 2103 1,470.2
Table 11. Cost benefit analysis by scenario
, Contents
Scenario ; - . .
Scenario 1 Scenario 2 Scenario 3 Scenario 4
The present value of benefits for 10 years per person (Korean won) 486,651 306,116 486,651 306,116
Total number of beneficiaries (exclude duplicates)/(people) 2,126,366 2,126,366 1,025,869 1,025,869
Benefit (billion won) 4,158.1 26155 23372 1,470.1
Cost (billion won) 2,086.7 2,000.8 1,385.6 1,299.7
Benefit/cost ratio 1.99 1.31 1.69 1.13
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Appendix 1. Contingent situation and question format of willingness to pay
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