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Building Policies to Encourage Annuitization
in Korean Pension Plans

One of the greatest risks facing retirees is longevity risk i.e., the risk
of outliving retirement savings. In corporate pension plans, the way
capable of avoiding longevity risk is the annuitization of accumulated
savings. Since introducing Korean pension plans in 2005, Korean
policy-makers have focused their attention on the expansion of
coverage.

However, with increased longevity, the policymakers’ focus on
enhancing lifetime income is urgently demanding. Many previous
studies consider the compulsory annuitization to be an important
instrument to prevent poverty in old age. In this study, I suggest key
policies for encourage annuitization in Korea as follows:

First, the government should consider adopting the compulsory
annuitization with partial lump-sum up to a certain level i.e., 25% or
30%. The remainder must be converted into an income stream at some
point after retirement and before the retiree reaches an advanced age.
Exception is needed to avoid excess annuity for small savings. Up to
the age of compulsory annuitization, the retiree may withdraw income
from own account, subject to certain annual limits designed to ensure
that the savings do not deplete too quickly. If compulsory
annuitization policy is difficult to implement, and then the policy of
default annuitization should be considered as the second best. Another
alternative is suggested that tax laws should be changed to give
incentive for annuitization. Partial lump-sum may be tax-free, but the

remainder should be taxed as a normal income.



Secondly, there are many ways of producing an income and one way
(or product) cannot meet all financial needs of retirees. Policymakers
should recognize that there is no “one-size-fits-all” option for
retirement planning. In reality, there is a full spectrum of retirement
income options available that range from maximum flexibility to
maximum guaranteed income. Therefore, these solutions could be
used in payout options and combination strategies could be more
attractive.

Thirdly, Korean government should issue guidance with respect to
the payout phase that financial institutions could use model disclosure
for retirement income projections. A lifetime stream of income
payments should be expressed on the benefit statement.

Fourthly, the transparency of annuitization market is important
issue to ensure that individuals get the best price under the
compulsory annuitization policy. This paper suggests building
centralized information and quotation systems for annuity products to
help an individual select an appropriate product at the competitive

price.
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Help & Suppart | Media Centre | Cymraeg | Contactus
ﬁ Advice Service Pgeacnste  |[F] 6
Parents guide to money Divorce & separation Comparison tables Working with us

Comparison Help using this | Useful links
tables home site

You are here > Choose a product > Compare Annuities > Annuities results

T Annuities results

More about pension funds

Search Summary:

Compare Annuities You are : Male Age when buying an annuity : 65 Postcode : SW20 DAY
Smoker/all : All Pension fund : £50,000 Falicy: Single
Guarantee: Guarantee Age of spouse : nia Level ofincome for spouse : nia

Narrow results |

10 results Amend search P

You can filter your results

below:
This information was lastrevised on 19/05/2011 & print @ email I save
Enhancediimpaired life 10 results of 10 results
annuities:
Show All b Sortby ‘Frowder— alphabetically V\E
Show All = = 0 9 e ‘ Monthly Income ‘ Better Rates Available ‘
Shortlist Provider Smoker/All 7] (7] 7] 7] 7]
m m Level Increasing Increasing Enhanced/ Restricted
by 3% by RPI Impaired availability
You should know | |, D ST R. . T s R
Aegon SE MNon-participant

oot oyl oo O aviva Al £279 £203 £175 Yes No
not recommendations. You o
O

should always confirm the Canada Life Al £269 £191 £167 Yes Mo
product details with the Friends Provident Men-participant
provider or an adviser.

(] Hodge Lifetime All £279 n/a n/a Mo Mo
There are only a few O Legal & General All £265 £205 £172 Yes No
providers who offer open
market option annulties O Prudential Al 2243 2169 £145 Yes Mo

A& @ P=-2] Money made clear (http://www, moneymadeclear, org, uk)
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A& : Bateman and Piggott(2010), “Too Much Risk to Insure? The Australian(non-) Market for
Annuities”, Pension Research Council Working Paper; Yoo and Serres(2004), “Tax Treatment
of Private Pension Savings in OECD Countries and the Net Tax Cost Per Unit of Contribution
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(B V-5) 0= HHAZ =3z 2 GLB R XEE
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Al A oF 229 23.6 22.8 24,7 239
2~ 0]
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GLB A €& (B/A) 90.1 89.1 88.7 86.3 86.9
GLWB 62 66 77 73 74
LB GMIB 32 28 17 20 18
a3 GMAB 3 4 3 3 4
en
A GMWB 2 2 3 4 4
slo|H = 1 0 0 0 0
3HA| 100 100 100 100 100
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Aa7leamdo] E7] fEo) AHsH o R EadE Eopxin, ARY HdA
F7)= A%k 34, 59 5 thFsHA AAE 4= 9o g ol AavlEa
o2 o5 AA HYF 7M7) Shesteieh oot BHA A% FAY HEO
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2010 8¢ & 7|& GLWBE 27t 3k 27lAkl sttt &8 e
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2 A XZE 2 XEE (GN PN ==
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60~G64A]| 4,25 4,50 4,25
65~G9A] 4.50 5.00 4,75
70~74A 4.75 5.25 5.00
75~79A 5.00 5.50 5.50
80A]| o)At 5.50 6.00 6.00
HEbrae 70bps 95bps
28] F7F o 7 A F7)) A-SGE F7))
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M7l A 4w vhe} Zro] nj= DCoA= DB 2| A5dshs 71el9
Aefof] dedstar glom I A Agdee Aeshs vlsol 53] ulu|gt Ao
2 YEsTh 22 50 olof it thete® " AR AF(ALDA: Advanced
Life Deferred Annuity)2 &-83A= FAo] A|7|E3l Qltl Gong and
Webh(2010)0& APHE0] 22 FHAGIAE QlEo 2 ATehA ohe ARt 1913
o ol=e] Aol A s QRS TS Ho] 7| g ZHolA
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FAAATE A AxAF g2 5A AIHAA
7FIRE 3 A (el 80A, 854Dl =R AFFE AF Aol A
whehA AlFAE BA71ZE AR7IZE0] AibE Sofl= AED Feont de=
FHE 7 Ae = AXAT Aolhal & 4= vk AA|R v]=ofl A= 2004
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=3 9l
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SAAT 100.0 100.0
60 704 7 A] 48.0 41,7
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