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abstract

The Persistent Effects of Retirement Pension Reserves

- Debate on the effectiveness of the IRP Program

Doobin Yim - Yongil Jeon

The Individual Retirement Pension (IRP) enables workers to continuously receive a
retirement pension even when workers change their jobs in different companies and so it
performs a bridge fund as the complimentary living expenses until they receive
government public pension. Although the Korean government has forced workers to
maintain an IRP account until their retirement age and to close their accounts only when
they want to do so, it is not clear to measure its really effectiveness and, in fact, most of
IRP accounts have been terminated immediately after the changes of their jobs. In this
respect, IRP has not performed the bridge role for the future retirement pension income.

We provide an economic decision-making model of both government and workers,
where the retirement benefits related with the IRP are explicitly considered. Our model is
required to select specific severance pay systems to maximize the income security and
stability for their future old ages. It is concluded that the need of workers on the
severance pay system is automatically revealed into the switch to IRP when workers are
out from their current jobs, which is equivalent to the effect of gradually unifying the
dual system of the retirement payment. In additoin, our empirical data indicates the
relatively higher probability of termination on IRP for the older male workers having the
more retirement deposit.

Keywords : retirement age, wage peak system, defined benefit pension, defined contribution
pension





