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Pension Reform in South Korea after the Asian Financial
Crisis: the Change of Pension Fund Management
in the late 1990s and 2000s

Makoto INOUE

Abstract

The purpose of this paper is to illustrate the economic rationality of
South Korea's pension reform since the 1990s, which is often seen as a
deviating case from traditional social policy, and argue that the function
and objective of pension have changed.

Literatures on welfare states developed with its attention mainly on
Western European nations. Over the years, the theoretical debate has
shifted from the “development” of the welfare state in the 1950s~60s,
“retrenchment” in the late 1970s, and toits ‘reform” since the 1990s.
However, these theories are difficult to apply to late-comers of
industrialization, such as South Korea, thus the theoretical framework to
analyze such nations is still under debate.

Previous research on South Korea's pension reform concentrates on
the payment side. In contrast, this paper will analyze South Korea's
pension reform since the late 1990s to the 2000s, focusing on its
investment side. Through a case study of the 1998 reform and 2007
reform, the former contributing to the “development” and latter to the
“reform” of South Korea's welfare state, this paper argues that the two
reforms were conducted under the same logic and comprises continuity
when looking at the investment side.

After South Korea was placed under IMF management following
the Asian financial crisis, deregulation on pension investment took place
in forms such as investing in stock markets, foreign direct investment,
and joint investment with overseas investment funds. This paper
explores the institutional complementarities between pension reform
and financial market/corporate reform in South Korea under IMFEF
management. The paper claims that pension reform in South Korea
during this period served not as a social policy, but as an economic policy
to stabilize and help the growth of the financial market.
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