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ing-age population ratio are almost identical. If anything, aging is even more rapidly progress-

ing in Korea, in the sense that Korea’s working-age population ratio is decreasing faster and 

Korea’s old dependency ratio is increase faster than Japan’s corresponding ratios.

Figure 6 shows Japan’s actual and fitted growth rates.11 The actual growth rate is a five-year 

moving average (from t－5 to t). The model explains the movements of Japan’s growth rates 

quite successfully except for the recent few years. The model actually predicts lower than ac-

tual growth rates in the most recent years. For example, the predicted growth rate in 2013 is －
1.6％ while the actual growth rate is 0.4％. This may reflect the possibility that Japanese poli-

cies not captured by the model helped mitigate the effect of aging on growth.

Figure 7 shows the actual, fitted and future projections of Korea’s growth rates. There is ap-

proximately a twenty year demographic gap between Korea and Japan. Therefore, in order to 

compare projections of Korea’s future growth rates with Japan’s past performance, we project-

ed Korea’s future growth rates up to twenty years. The future predicted values of demographi-

11 The estimated coefficients in Column 2 in Table 2 are used to predict growth rates, as young and old de-
pendency ratios are used for future projections later. However, predictions based on the other estimated co-
efficients do not vary much.

Figure 5.　Japan’s demogrpahy twenty years ahead of Korea’s

Note: Korea’s data are based on median estimation.
Data Source: Korea’s data are from KOSISI and Japan’s data are from WDI database
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cal variables such as population and young and old dependency ratios were collected from Sta-

tistics Korea. Since there is some discrepancy in actual values of demographical variables 

between WDI and Statistics Korea, we adjusted future predicted demographic variables by 

equating the two values in 2014. We also assumed that there is no further change in human 

capital, but that openness and capital changes at the same rate as the average of the past 10 

years.

The fitted growth rates also mimic Korea’s actual growth rates quite well. However, the pro-

jected growth rates decline continuously, to reach －2.7％ in 2034, implying that Korea’s 

Figure 6.　Japan’s actual and fitted growth rates

Source: Authors’ calculation.

Figure 7.　Korea’s actual, fitted and future projections of growth rates

Source: Authors’ calculation
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growth rate in 2034 will be even lower than Japan’s fitted growth rate from 20 years ago, 

which is －1.6％. One possible explanation is that, as we already explained above, aging is pro-

gressing even more rapidly in Korea than it did in Japan. Korea’s future may thus be even 

gloomier than Japan’s present.

6.　Policy implications for Korea (and Japan)

In this section, we explore the policy implications of Korea’s rapid population aging and its 

negative impact on growth.

6. 1.　Past policy responses of Korea

Concerned about population growth and overpopulation, the Korean government kicked off 

a family planning program in 1962. ［Lee and Choi (2015)］ By 1996, the pendulum had swung 

the other way and fertility rate collapsed to well below replacement levels. As a result, the 

government eliminated its family planning program and instead put into place a series of 

pro-fertility programs aimed at tackling population aging. In addition, the government sought 

to tackle female infanticide, the related problem of unbalanced ratio of births, and reproduc-

tive health.

A significant law, the Framework Act on Low Birth Rates in an Aging Society, was enacted 

in 2005, and a presidential committee was set up the same year. The Act created the first Basic 

Plan for Low Fertility and Aging Society for 2006 to 2010. ［Lee et al. (2013b)］ The five-year 

plan, which seeks to boost fertility and address population aging, was renewed in 2011 and 

again in 2016. The plan’s results are evaluated every year by the national parliament and gov-

ernment, and those evaluations inform and guide the formulation of the action plan for the fol-

lowing year. Broadly speaking, the government’s efforts to increase fertility is based on three 

strategies. ［Lee et al. (2013b)］ First, the government seeks to strengthen support for childbirth 

and child rearing. Second, the government aims to foster a culture and society which protects 

the family and treats men and women friendly. Third, the government hopes to expand invest-

ment in the health of future generations.

With respect to childbirth and child rearing, the Korean government provides fees for care 

and kindergarten or, alternatively, allowance for childcare at home. It also provides free 

after-school education programs. Families with children receive other financial support, 

including more favorable tax treatment and means-tested loans program for home purchase or 
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renting. In addition, the government delivers pre-natal and post-natal health care and subsidiz-

es the costs of in-vitro fertilization.

Realizing the vital importance of work-life balance for child birth and child care, the gov-

ernment tries to help parents balance work and family. ［Lee and Choi (2015)］ More specifi-

cally, the government mandates 90 days of maternity leave at 100％ of salary and one year of 

childcare leave at 40％ of salary, up to a maximum of 1,000,000 Korean won (around US$900) 

per month. Furthermore, male workers are granted 5 days of parental leave, 3 days at 100％ of 

salary and 2 days unpaid, when their wives give birth. Female workers are entitled to return to 

their for positions after their maternity or childcare leave. The penalty for employers who 

break the rules is a heavy fine of up to 5,000,000 Korean won (around US$4,500).

Another set of government policies to boost fertility is centered on creating more family- 

friendly working conditions. ［Lee and Choi (2015)］ In this context, the Korean government is 

expanding workplace daycare centers, reducing work hours, and encouraging more flexible 

working conditions. It has also launched public education campaigns to foster gender equality 

within families and the society at large, in addition to publicizing and rewarding family-friendly 

companies with a certificate containing a special logo. An emphasis on the health of infants 

and children is an integral part of the Korean government’s strategic response to excessively 

low fertility levels and demographic change toward older populations ［Lee (2015)］.
In addition to pursuing various pro-natalist policies to reverse or at least slow down popula-

tion aging, the Korean government must cater to the needs of the country’s large and 

fast-growing elderly population. ［Park et al. (2012)］ In this connection, it has taken action to 

promote the economic security, healthcare, and well-being the elderly. Economic security- 

enhancing policies include promoting more employment opportunities for the elderly, provid-

ing assistance for job training and retraining, and supporting elderly entreprenueurs starting 

new businesses. At the same time, the government is enhancing public and private pension 

systems, and has introduced a new basic old age pension which covers the majority of the el-

derly population. More and better employment opportunities will help the elderly remain valu-

able members of society, rather than become just social security beneficiaries.

Since elderly health care can be very costly, old-age economic security must be accompa-

nied by a good health care system for the elderly. In this connection, the Korean government is 

making concerted efforts to set up a a preventive care system, stabilize medical costs, and im-

prove health insurance coverage. ［Park et al. (2012)］ Other policy measures include (i) pro-

viding greater opportunities for volunteer work and leisure activities, (ii) improving housing, 

transportation, and other social infrastructure for the elderly, and (iii) building up a more 



Population Aging and Its Impact on Economic Growth̶Implications for Korea̶

̶     ̶183

robust social protection system which minimizes the risk of being abused for the vulnerable el-

derly, such as those who live alone. In addition, the government has launched various cam-

paigns aimed at encouraging a more active lifestyle among the elderly. Leading more active 

lives, for example by engaging in sports and other high-energy activities, not only contributes 

to better health but also directly improves the well-being of the elderly.

6. 2.　Future policy options for Korea

The previous section indicates that the Korean government is actively pursuing a wide 

range of policy measures to address the problem of rapid population aging. Many of those 

measures are aimed at raising fertility and some measures are designed to help Korea’s elderly 

population. Despite growing government activism, Korea’s rapid population aging shows no 

signs of slowing down, let alone reversing, as shown in Figure 3A. Therefore, going forward, 

Korean policymakers must give serious consideration to experimenting with different policy 

directions. While one broad direction is to pursue existing policies more effectively for greater 

impact, another strategy is to think outside the box and boldly try completely new policies.

The existing set of government policies can be improved through better implementation and 

more systematic coordination. For example, a holistic approach is required to raise the partici-

pation of married women in the workforce. The experiences of France and Sweden, two rare 

examples of countries where government intervention seems to have had a tangible effect in 

arresting a decline in fertility, suggest the pivotal importance of creating a flexible and friendly 

work environment which enables women to balance work and family. ［Lee et al. (2009)］ 
While Korea has bits and pieces of such a pro-family environment, those bits and pieces are 

not integrated into a systematic policy regime. As a result, the Korean work environment has a 

long way to go from fully welcoming the participation of female workers. This explains why 

Korea still has one of the lowest female labor force participation rates in OECD, along with 

Japan, even though it has been increasing continuously, as illustrated in Figure 8A. This is par-

ticularly important because higher female labor force participation rate is associated with fast-

er economic growth, as we found empirically in Section 4. However, this may result in lower 

fertility rate, pointing to a need for a set of carefully calibrated policies that enable women to 

work and have and raise children.

Figure 8B also illustrates that the labor force participation rate of the elderly in Korea has 

been continuously increasing, while that in Japan has been decreasing. It was found empirical-

ly in Section 4 that a higher labor participation of the elderly does not positively contribute to 
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economic growth. This might seem to weaken the case for policy support for elderly work, but 

there are other important factors at play. In particular, many elderly Koreans are forced to 

work at old age because they do not have adequate retirement income. ［Park et al. (2012)］ 
The national pension system was set up only in 1988, and extensive social, economic and cul-

tural changes have weakened intra-family support. Therefore, until the pension and retirement 

system becomes more well-established, enabling the elderly to find work ̶ for example, by 

introducing more flexible wage systems that allow the elderly to work less for lower pay ̶ 

will remain a vital part of old-age income security in Korea.

Overall, there is a need for different government agencies to work systematically together, 

Figure 8.　 Trend of labor force participation rates of female aged 15 and 64 
and people over 65

Data Source: International Labor Organization’s online database (ILOSTAT).
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perhaps under a high-level National Aging Council. Such a council can take a holistic view of 

Korea’s aging challenge and enable the government to formulate and implement a strategic 

and systematic policy response, taking into account the views of all stakeholders. Furthermore, 

in light of the clear and present threat that rapid population aging poses to Korean economy 

and society, there is a growing case for Korean policymakers to think outside the box. More 

liberal and systematic immigration policy regime is a clear example of thinking outside the 

box ［Lee (2015)］. As an ethnically and culturally homogeneous people, Koreans can be in-

ward-looking and unwelcoming to foreigners. Moreover, in the past, low income level meant 

that Korea was a source of emigration to other countries rather than a destination for immi-

grants from other countries. However, more recently, the economic miracle which transformed 

the country into one of Asia’s richest economies has transformed the country from a source of 

emigration to a destination for immigration. There is thus a strong win-win economic case for 

encouraging immigration from poorer and younger Asian countries. The experience of Singa-

pore underlines the potential economic benefits of immigration.

On top of that, a rising proportion of Koreans are marrying foreigners, giving rise to a siz-

able multicultural population. This trend may even change the meaning of what it means to be 

Korean. While foreign immigrants have become a fact of life and Korean governments have 

made efforts to integrate them into national life, much more can be done to make immigration 

an integral part of the solution to population aging. For example, perhaps because immigration 

is a relatively new phenomenon, Korea does not have a clear and systematic immigration strat-

egy for attracting and retraining the kinds of immigrants that would yield the greatest benefits 

for the economy and society.

7.　Summary and concluding remarks

Without a doubt, population aging is one of the most significant structural challenges facing 

the world economy. The visible slowdown of economic growth across the world since the 

global financial crisis probably reflects both cyclical and structural factors. Yet the persistence 

of the slowdown and the apparent inability of the world economy to stage a sustainable recov-

ery, and the constant downgrading of global growth forecasts by the IMF and other organiza-

tions, is giving rise to concerns that the deceleration is primarily structural rather than cyclical. 

The secular stagnation hypothesis is one well-known example of such concerns and pessi-

mism. One structural driver of the global slowdown which is highlighted by many experts is 

the worldwide demographic transition to older population structures. The transition is most ad-
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vanced in high income countries, but is also evident in many middle income countries, most 

notably China. In principle, population aging adversely affects growth through a number of 

channels, in particular its adverse effect on labor supply.

However, notwithstanding the intuitively and theoretical rationales for a negative impact of 

older demographic profiles on economic performance, the link between demographics and 

growth is ultimately an empirical issue. The central objective of our paper is to take a more in-

depth look at the demographics-growth nexus by performing rigorous econometric analysis on 

panel data. Our panel data analysis yields some interesting and significant findings. Above all, 

our empirical evidence confirms the harmful effect of population aging on economic growth in 

both short run and long run. We also find that elderly participation in labor force has a positive 

influence on economic growth, which suggests that the harmful effect of aging can be mitigat-

ed by more active participation of the elderly in the labor force. Finally, we find that the future 

level of population aging, not just the past level, has a detrimental effect on economic growth. 

Future aging may raise concerns about future growth prospects and thus adversely affect cur-

rent economic activity.
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Appendix Table 1.　Country ranking of level of old age share during 2010–2014
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Appendix Table 1.　(Continued)
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Appendix Table 1.　(Continued)
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Appendix Table 1.　(Continued)

Data Source: Authors’ calculation using World Bank’s World Development Indicators (WDI) online database
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Appendix Table 2.　 Country ranking of average 5-year change in old age share between period 1 
(1960–1964) and period 2 (2010–2014)
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Appendix Table 2.　(Continued)
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Appendix Table 2.　(Continued)
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Appendix Table 2.　(Continued)

Data Source: Authors’ calculation using World Bank’s World Development Indicators (WDI) online database
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Appendix Table 3.　Sources/Definitions of Variables
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