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Preface

This report provides a detailed description of the tax and benefit rules in Korea as they
apply to working-age individuals and their dependent children. It also includes output from
the OECD Tax-Benefit model (TaxBEN), which puts all these complex legal rules into a
unified methodological framework that enables international comparisons of how tax
liabilities and benefit entitlements affect the net disposable income of families in different
labour market circumstances, .e.g. in employment versus unemployment.

The main body of the report describes the rules that are relevant for the family and labour
market characteristics that are within the scope of the TaxBEN model (see below for the
methodology and user guide). The annex provides information on other cash benefits and
taxes on employment income that are relevant for other groups of the working-age
population, but are outside the scope of the TaxBEN model.

TaxBEN is essentially a large cross-country calculator of tax liabilities and benefit
entitlements for a broad set of hypothetical families (“vignettes™), ¢.g. a married couple of
40-years-old adults with two children aged 4 and 6 (click here for a quick overview of the
TaxBEN model). TaxBEN incorporates rules on the main taxes on employment income,
social contributions paid by employees and employers, as well as the main cash and near-
cash benefit programmes, including unemployment benefits, family and childcare benefits,
guaranteed minimum-income benefits, cash housing benefits, and employment-conditional
benefits. Disability benefits, maternity and parental leaves benefits are included in the
model for a sub-set of countries and years. The main policy instruments that are currently
not included in the TaxBEN model are taxes on wealth (e.g. taxes on immovable and
unmovable properties), indirect taxes (e.g. VAT), early-retirement benefits, short-time
work compensation schemes, sickness benefits, and in-kind benefits (e.g. subsidised
transport and free health care).

Useful online resources for the OECD tax-benefit model (TaxBEN)

% TaxBEN web calculator \/\) Methodology and user quide
") OECD tax-benefit data portal Hx- Network of national experts
il

Guidelines for updating this report (for national experts)

General guidelines

Detailed guidelines for updating Section 5 “Net costs for Early Childhood
Education and Care”

Reading notes and further details on the content of this report

e Reference date for the policy rules described in this report: January 1, 2023.

e The symbol ") in the text provides a link to the glossary of technical terms.

e Section titles provide the names of taxes and benefits as they are known in the country:
first, direct translation into English, then (in brackets) the name in the national language.

e TaxBEN variables are indicated in the text using the format [variable name].
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The OECD tax-benefit model for Korea: Policy rules in 2023

1. Reference wages

The 2023 (preliminary) average wage [AW] is KRW 50 483 933 (Korean Won).!

The minimum wage [MIN]in 2023 is KRW 9620 per hour. The annual salary based on
the minimum wage (assuming 40 hours per week) is computed as the hourly minimum
wage multiplied by monthly working hours (normally 209 hours) and 12 months, i.e.
KRW 9620*209*12=KRW 24,126,960

2. Unemployment benefits

Unemployment benefits can be categorized into two main groups:

1. Job-seeking Allowance which provides cash payments to maintain the standards
of living of workers, artists, and labour providers and to facilitate their re-
employment (see Section 2.1. ), and

2. Employment Promotion Allowances, split into:

— Early Re-employment Allowance, aimed to facilitate workers’ re-entry into
a job (classified in the model as in-work benefit and described in Section 6.1.
);

— (Vocational) Skills Development Allowance, paid to those who participate
in training from vocational training institutes (not covered by the model);

— Wide-area Job-seeking Allowance, paid to those who are seeking jobs 25 km
away from their residence (not covered by the model);

— Moving Allowance, paid to those who move to another place to take jobs or
training (not covered by the model).

2.1. Job-seeking allowance (72 &/ &

Code in the OECD tax-benefit model:? [UI p; UI s]

This is an unemployment insurance benefit. It is contributory, not means-tested and not
taxable. @

2.1.1. Eligibility conditions -7
Age: Those who have been insured before the age of 65 and have met the eligibility
requirements including the contribution period are eligible for unemployment benefits.
But workers newly employed and artists or labour providers newly signed a contract on

1 AW refers to the Average Wage estimated by the Centre for Tax Policy and Administration.
For more information on methodology see the latest Taxing Wages publication.

2 The variable names ending with “ p” refer to the first adult (so-called “principal” adult)
whereas those ending with “ s” are related to the spouse.


http://www.oecd.org/ctp/
http://www.oecd.org/tax/taxing-wages-20725124.htm
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf

providing arts and cultural services or other labour service at the age of 65 and older are
excluded from unemployment benefits and childcare leave benefits.

Contribution/employment history: An employment insurance subscriber who is a
worker must receive remuneration for 180 days or longer during 18 months before
leaving for another job (approximately 7 months considering unpaid holidays). An
employment insurance subscriber who is an artist must provide labour for employment-
insurance applied workplaces for more than 9 months during 24 months before leaving
for another job. In case of labour providers, they must provide labour for employment-
insurance applied workplaces for more than 12 months during 24 months before leaving
for another job.

OECD note: The model requires an individual to have at least 7 months of contributions
to be eligible. In fact, assuming a 5-day work week, if remuneration is paid for 6 days
per week, including paid holidays, 6 months of paid work would fall short of the 180-
day requirement.

Behavioural requirements and related eligibility conditions: @ Must have
willingness and capacity to work (those who voluntarily leave job and those who are
dismissed due to their own faults are not entitled to unemployment benefits)® and must
engage in active job-search. TaxBEN assumes that these compulsory conditions are
satisfied when simulating unemployment benefits.*

2.1.2. Benefit amount

The daily basic allowance is 60% of the daily wage (average daily remuneration). The
daily wage (remuneration) is the amount calculated by dividing the wage (remuneration)
paid in the last three months (12 months for artists and labour providers) preceding
unemployment by the total number of working days (the total number of insured days)
of the same three-month period. The benefit is paid 7 days a week. The payments of the
Job-Seeking allowance are usually made every 4 weeks (28 days). Nevertheless,
beneficiaries can decide to split the payments in more instalments, up to one every week.

The minimum benefit for workers is computed in proportion to the prescribed daily
working hours before severance. After an amendment in 2019, the minimum benefit
was reduced from 90% of the minimum wage to 80%. Due to transitional provisions, if
90% of 2019 minimum wage is higher than 80% of relevant year minimum wage, the
former is provided. Thus until 2022, the minimum benefit was equal to 90% of the
minimum wage of 2019. However, from 2023, the minimum benefit will be 80% of that
year’s minimum wage due to the rise of the minimum wage to KRW 9,620.

As a result, the minimum benefit in 2023 is KRW 30,784 per day if the prescribed daily
working hours® is less than 4 hours, KRW 61,568 for 8 or more hours (5 hours: KRW
38,480, 6 hours: KRW 46,176, 7 hours: KRW 53,872). The minimum benefit of artists
in 2023 is KRW 16,000 per day and for labour providers KRW 26,600 per day. The

8 More precisely, article 40(1)-2,3 of the Employment Insurance Act defines unwilling
unemployed individuals as: “The insured employee is able and willing to work but is still yet to
secure employment (including self-employment in a for-profit business); The reasons for job-
leaving shall not fall under any of the serious causes attributable to him or her and shall not be
due to his or her own circumstances”.

4 Details on behavioural requirements and sanction provisions for unemployment benefits are
reported in regularly updated companion reports, see Immervoll and Knotz (2018),
Langenbucher (2015) and Venn (2011).

® Prescribed working hours are the working hours determined by the labour and management
through employment contracts and collective agreements.


https://www.oecd-ilibrary.org/employment/how-demanding-are-activation-requirements-for-jobseekers_2bdfecca-en
http://www.oecd-ilibrary.org/social-issues-migration-health/how-demanding-are-eligibility-criteria-for-unemployment-benefits-quantitative-indicators-for-oecd-and-eu-countries_5jrxtk1zw8f2-en
http://www.oecd-ilibrary.org/social-issues-migration-health/eligibility-criteria-for-unemployment-benefits_5k9h43kgkvr4-en
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf

maximum benefit in 2023 is KRW 66,000 per day and this is equally applied to workers,
artists, and labour providers.

OECD note: The OECD calculations assume that the jobseeker worked full-time before
losing the job. As a result, the minimum Ul benefit that enters the calculations is equal
to KRW 61,568. This value is then multiplied by 7 under the assumption that the benefit
is paid for 7 days a week.

2.1.3. Benefit duration

The maximum duration of unemployment benefit ranges from 120 to 270 days,
depending on the age of the recipient at the time of leaving for another job and the period
of contribution to the Employment Insurance System (EIS):

Job-Seeking Allowance duration (days)®

fi\r%i %ﬁzgs\}is; tfr:)? Period of contribution to the EIS

another job 1tounder3  3tounder5  5tounder10 10 years or
Under 1 year years years years more

Under 50 120 150 180 210 240

Over 50 (or disabled) 120 180 210 240 270

There is a 7-day waiting period (not covered by the model).

2.1.4. Means test
The benefit is not means-tested.

2.1.5. Tax treatment
The benefit is not taxable.

2.1.6. Interactions with other components of the tax-benefit system (i}
Job-seeking allowance is included in the income test for means-tested benefits, such as
National Basic Livelihood Security, housing benefit, and lone-parent support subsidy.

2.1.7. Combining benefit receipt and employment/starting a new job

If a recipient finds a job while receiving the Job-seeking allowance, such an incident
should be notified to the Employment Security Office. If a recipient's daily income
exceeds daily job-seeking allowance, such days' allowance will be deducted from the
total job-seeking allowance the recipient is originally entitled to. The payment of
unemployment benefit is suspended in case the beneficiary gets re-employed and
contributes to the EIS. The same applies if the beneficiary works 60 hours or more per
month.

OECD note: The OECD calculations assume that the recipient of the Jobseeker’s
allowance who moves into work finds stable and permanent employment contributing
to the unemployment insurance fund (EIS). As a result, the unemployment benefit is
suspended and therefore the rules described in paragraph 2.1.7. are not applied.
However, the jobseeker may be entitled to the Early Re-employment Allowance
described in section 2.2. as, in the TaxBEN model, they find a steady job and retain the
employment for more than 12 months.

8 Information derived from: http://www.moel.go.kr/policy/policyinfo/safety/list3.do.



http://www.moel.go.kr/policy/policyinfo/safety/list3.do
http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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2.1.8. Benefit indexation
Not applicable.

2.2. Early Re-employment Allowance (Z7/ 4%/ 2/+ 5

Early Re-employment Allowance aims to facilitate the recipients’ re-entry into a job.

Code in the OECD tax-benefit model: [WorkBonus p; WorkBonus_s]

2.2.1. Eligibility conditions

The Early Re-employment Allowance is granted to persons who get a steady job and
retain the employment for more than 12 months, regardless of the number of working
hours, before the job-seeking allowance expires. When a person gets re-employed, a
half or more days should be left until the end of job-seeking allowance.

2.2.2. Benefit amount

The benefit equals the amount equivalent to the daily job seekers’ allowances multiplied
by one half of the number of unpaid days.

OECD note: The model takes into account the annualized values of the various
benefits. Hence, in order not to misrepresent the size of this allowance, in TaxBEN
the lump-sum value is divided into a number of payments which are received by
the recipient for the remaining months of duration of the Job-seeking allowance to
which they were originally entitled.

In short, if an individual was originally entitled to 120 days of Job-seeking
allowance (i.e. the duration for an individual younger than 50 and with less than 1
year of contribution to the EIS) and they take up employment after 60 days of
unemployment, they are entitled to a lump sum transfer of:

Lump sum amount = 0.5*The residual days of the Job-seeking
allowance*daily benefit amount =

=0.5*(120-60)*daily benefit amount

The pro rata amount is: Pro rata amount = Lump-sum/(the residual
days/30 days) = Lump-sum/(60/30)= Lump-sum/2

Finally, the pro-rata amount is paid to the recipient for the residual months of the
initial Job-seeking allowance duration (i.e. 2 months, according to the example
above).

2.2.3. Benefit duration

The benefit is paid as a lump-sum amount.

2.2.4. Means test

Not means-tested.

2.2.5. Tax treatment

Tax exemption is granted as part of unemployment allowance.

2.2.6. Interaction with other components of the tax-benefit system (i}

The benefit is included in the income test for means-tested benefits, such as National
Basic Livelihood Security, housing benefit, and lone-parent support subsidy.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf

2.2.7. Combining benefit receipt and employment/starting a new job

The benefit is targeted at recipients of job-seeking allowance who start a new and steady
job.

2.2.8. Benefit indexation
Not applicable.

2.3. National Employment Support Programme

A “Korean-style unemployment assistance programme” was implemented on the 1% of
January 2021. The programme aims at providing employment and livelihood support
services to the vulnerable groups in employment, including low-income job seekers,
young persons looking for their first job, and career-interrupted women.

Two Types compose the programme:

e Type I, which provides job search promotion subsidy and employment support
services;

e Type Il, which provides work activity expenses and employment support
services.

2.3.1. Eligibility conditions

The eligibility to the National Employment Support Programme varies depending on
which Type of the programme is operated.

Type | is composed of Requirement-assessment type and of Selection type. Eligibility
for the two groups is as follow:

¢ Requirement-assessment type: the claimant must be a jobseeker aged between
15 and 69 years old. They must have a household income equal or below 60%
of the median income, and household assets equal or below 400 million KRW
(this limit is of KRW 500 million for young individuals aged 15-34). They must
also have work experience of at least 100 days in the last 2 years.

e Selection type: the claimant must be a job seeker aged between 15 and 69 years
old. They must have a household income equal or below 60% of the median
income, and household assets equal or below 400 million KRW. They must also
have work experience of less than 100 days in the last 2 years. Job seeking youth
aged between 18 and 34 years old with a median income equal or below 120%
are also eligible if they have household assets equal or below KRW 500 million.
Work experience is not included in the eligibility criteria for young people (18-
34).

Recipients of cost-of-living benefits (i.e. the National Basic Living Security, see section
3.1. ), those who receive unemployment benefits (Section 2.1), local government’s
youth benefits (subsidizing the costs for job-search activities), and those who
participated in government-funded direct job creation programmes in the previous six
months are excluded from the support. Moreover, in case the individual monthly
average income of the claimant is equal or above 60% of the median income for a single-
person household, they are not eligible for the Type | Programme.

Type 11 provides support to the following groups:

e Young people (18-34) regardless of their household income level, and who do
not qualify for Type | benefit;
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e Middle-aged (35-69) persons with a household income of 100% of the median

income or less;

e 16 types of vulnerable groups in employment age (15-69 years old) regardless
of their household income level, including youth not in education, employment
or training (NEET), and out-of-school youth (these groups are not considered
by the OECD TaxBEN model).

Neither of the two Types require the claimant to be involuntarily unemployed, as the
NESP is targeted to vulnerable groups who are not covered by employment insurance,
regardless of the voluntariness of employment.

Table 1: Eligibility requirements for the National Employment Support Programme

Requirements Age Income Household Work Experience
assets
Household 400 million
. KRW or less
income = 60% 100 days, or 800
Requirement-assessment type of median KRWS00 | hours or more in
less for young
people
Type | —
::ggfnezcidm% 400 million |} ess than 100 days,
= KRW or less | or 800 hours in the
of median last 2 years (Work
Selection type 15-69 |income (Special |KRW 500 years |
are less) people youth.)
defined
as 18-34) | Household
income =100%
of median
income for those
aged 15-69
Type Il X X
Household
income not
considered for
the youth

2.3.2. Benefit Amount

The Job search promotion subsidy (included in Type 1) is KRW 500,000 per month plus
an additional subsidy of KRW 100,000 per child dependent. The maximum benefit
amount is KRW 900,000 per month. The benefit can be received for up to 6 months. Its
aim is to support the livelihood stability of jobseekers actively looking for a job.

The Type Il programme covers part of expenses depending on the participation of
employment support programs (i.e. KRW 18,000 per day, up to KRW 284,000 per
month depending on the number of days participating in vocational training).
Participation to such programs is optional and not mandatory.

OECD note: the expenses covered through the Type Il programme are not included in

the TaxBEN model.




See Section 2.3.7. for information on the Employment Success Allowances received by
those who take up employment.

2.3.3. Benefit duration

The Job search promotion subsidy (included in Type I) can be received for up to 6
months. Upon claimants’ request, the subsidy can be paid in installments for one year
for a maximum of total 3 million KRW (or 5.4 million KRW considering the maximum
monthly amount with four or more dependent children). In this case, the recipient can
choose the amount of the monthly installments up to the ceiling of the normal monthly
amount (and always summing up to a maximum benefit amount of 3 million KRW ~
5.4 million KRW).

OECD note: in the TaxBEN model, we assume that an individual receiving the Job
search promotion subsidy opts to receive the normal benefit amount per month for 6
months.

2.3.4. Means test

For Type I, claimants must have a household income below or equal 60% of the median
income (120% for people aged 18 to 34 years old). In addition to that, claimants’
personal income must be below 60% of the median income for a single-person
household (regardless of the actual household size). For Type I, claimants must have a
household income below 100% of median income (household income in not considered
for people aged 18 to 34).

The income components that are included the definition of household income are:

e Current gross earnings from work of the jobseeker, including those of other
working household members (if any). Individuals in unstable employment are
categorized as not-employed and receive the support. Individuals are classified
as being in unstable employment if they work less than 30 hours per week
(regardless of the length of the working period), or if they are self-employed
whose monthly income is less than 2.5 million KRW,;

e Income from business, interests and dividends, in accordance with the Income
Tax Act

e Pensions, allowances, benefits, money and other valuables regularly paid, in
accordance with the National Pension Act, the Public Officials Pension Act, the
Military Pension Act, the Pension For Private School Teachers and Staff Act,
and the Special Post Offices Act.

Table 2: Summary of the components included in the monthly household income
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Included Not included

(include: the claimant, the spouse, the children,
and the parents of the claimant and the spouse,
registered in the Household Register)

Lone parent Support Subsidy 4.

Into-work benefits such as the Early re-
employment allowance 6.1.

Gross earnings from work of the household Housing Benefit for Rented Accommodation 3.2.

Income from business, interests and dividends Family benefits such as the Child Benefit and the

Pensions and benefits Childcare subsidies and benefits 5.2. 5.3. and 5.3.




The h

ousehold monthly income is calculated as the sum of the monthly income

components listed above for all the household members. Income tax liabilities and social
security contributions are not subtracted from the household monthly income.

The household monthly income is not divided by the number of household members or
other equivalence scales. This household monthly income is then compared with the %

of the

median monthly income thresholds to identify eligibility for the benefit. In 2023,

the reference median monthly income thresholds are the following:

Standard median monthly income thresholds for different household compositions

in 2023 (unit : KRW)

No. of persons

1 person 2 persons 3 persons 4 persons |5 persons 6 persons 7 persons

median income 60% 1,246,735 2,073,693 2,660,890 3,240,578 3,798,413 4,336,789 4,864,509

median income 100% 2,077,892 3,456,155 4,434,816 5,400,964 6,330,688 7,227,981 8,107,515

median income 120% 2,493,470 4,147,386 5,321,779 6,481,157 7,596,826 8,673,577 19,729,018

Note: Median income for households with 8 people or more (100%): The household median
income increases by 879,534 KRW when one person increases in the household (median income
for 8-person households = 8,987,049 KRW).

OECD note: Computing the eligibility to the Job search promotion subsidy
This note illustrates how to compute the eligibility to the Job search promotion.

Let’s imagine a household of 3 people: a person aged 40 years old, their spouse,
and one child aged 4 years old, where the parent is working for 20 hours per week.
The individual’s gross monthly earnings from work amount to 1,000,000 KRW,
the spouse’s gross monthly earnings from work amount to 1,000,000 KRW, while
the monthly income from business, interests, dividends and pensions is assumed
to be 0. As described in Table 2, other benefits such as the Housing benefit for
rented accomodations and family benefits are not included in the means test.
Hence, the eligibility condition is as follow:

Monthly Household income = 1,000,000 + 1,000,000 = 2,000,000

Monthly income threshold of 60% of median income for a family of 3 people = 2,660,890

Monthly income threshold of 60% of median income for a single
— person household = 1,246,735 KRW

Because, the monthly household income (2,000,000 KRW) is below the monthly
income threshold of 60% for a family of 3 people (2,660,890 KRW), and the
individual income of the claimant is below the threshold of 60% the median
income for a single-person household, the claimant under consideration is eligible
to receive the Job search promotion subsidy 0f 600,000 KRW per month (500,000
KRW of base subsidy plus 100,000 KRW for the dependent child.

If the household monthly income was still 2,000,000 KRW, but the claimant’s
individual monthly earnings were above the threshold of 1,246,735 KRW, then the
claimant would not be eligible to the Job Search Promotion Subsidy.




2.3.5. Tax treatment

Not taxable.

2.3.6. Interaction with other components of the tax-benefit system (i}

The National Employment Support Programme cannot be cumulated with any cost-of-
living benefits (e.g. the National Basic Livelihood Security, see Section 3.1.) or with
the Job Seeking allowance (Section 2.1. ).

The following benefits can be received with the National Employment Support
Programme:

e The Housing Benefit for Rented Accommodation (see 3.2.);

e Family benefits such as the Child Benefit (see 4.1. ), and the Lone-parent
Support Subsidy (see 4.2.)

e Childcare subsidies and benefits (see 5.2. and 5.3.);
o Early re-employment allowance (see 6.1. ).

The NESP Job search promotion subsidy enters the means-testing of incomes from
work, business, interests, dividends, and transfers, which is different from the means-
testing for the housing benefit or the lone-parent support subsidy.

OECD note: if an individual is eligible for the Job Seeking allowance, or the NESP, the
TaxBEN model assumes that the individual first exhausts the Job seeking allowance
before claiming the NESP. After the Job seeking allowance has expired, if the individual
is also eligible for the NBLS, the model assumes that they choose the benefit (NESP vs.
livelihood components of the NBLS) with the highest amount (since the benefits cannot
be cumulated’).

2.3.7. Combining benefit receipt and employment/starting a new job

The National Employment Support Programme is not compatible with any work
activity: those who take up employment become ineligible. However, there are two into-
work provisions.

First, Type I provides “Early Re-employment Allowance” benefit equivalent to 50% of
the job seeking promotion subsidy for those who set up a job-seeking activity plan and
take up employment within 3 months. Second, both Type | and Type Il provide an
“Employment Success Allowance” of 1.5 million KRW to those who take up
employment and have an income equal to or below 60% of the median income. The aim
of this allowance is to encourage individuals who enter the job market to stay in work
for longer. The eligibility requirements for this Employment Success Allowance are the
following:

e Employees who work more than 30 hours a week on the job subject to
employment insurance;

o Self-employed persons who have registered his or her business, have workplace
dedicated for the business, and have revenues incurred through business
operartion;

"In contrast, the NESP can be cumulated with the Housing benefit component of the NBLS,
described in section 3.2. .


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf
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e Dependent self-employeed persons who is on a continuous employment and
have average monthly earning of 2.5 million KRW.

The amount of the allowance paid depends on the duration of the employment contract.
Those who have worked longer than 12 months on a continuous basis can apply for the
Employment Success Allowances two times, at 6 month-period and at 12 month-period.
Those who have worked longer than 6 months on a continuous basis can apply for and
receive Employment Success Allowance of 500,000 KRW, and those who have worked
longer than 12 months on a continuous basis can apply for and receive Employment
Success Allowance of 1 million KRW. The Employment Success Allowances are
provided only for the first eligible employment of the claimant and consists in lump-
sum payments (and not monthly transfers).

2.3.8. Benefit indexation

There is no automatic indexation.

3. Social assistance and housing benefits

3.1. National Basic Livelihood Security (= 2/ 7/ & &/ 2 2 & 1 &)
Code in the OECD tax-benefit model: [SA]

The government enacted the National Basic Livelihood Security (NBLS) Act in
September 1999, and fully implemented the system in October 2000. The so-called
“customized NBLS” was introduced in July 2015 to strengthen the previous NBLS
program by providing customized aids for cost of living, medical services, housing, and
education based on the needs of recipients.

NBLS is a non-contributory benefit, means-tested and not taxable.

3.1.1. Eligibility conditions

All people who live under the poverty line are provided financial benefit regardless of
their working ability. Those aged 18 to 64 with work capability must participate in the
self-help work program. Work capability is assessed through the National Health
System (NHS) which evaluates the individual with a “medical evaluation” and a
“movement ability evaluation™® based on evaluation tables.

The eligibility to NBLS benefits is based on recognized income, which is a combination
of assessed income and converted property income (see Section 3.1.4.). For households
consisting of only those without work capacity (such as elderly, severely disabled, etc.)
a special rule exempting property from calculation of income is applied.

3.1.2. Benefit amount

The benefit amount is calculated as a difference between total net household income
and the income criteria (see Section 3.1.4. ). Benefit payments for cost of living and
housing are provided monthly.

 The “movement ability evaluation” includes physical ability, cognitive ability (such as
independence and sociality), and influence factors (such as possessing a driver licence, work
experience, age, etc.).



3.1.3. Benefit duration

Benefit can be granted for unlimited time (as long as eligibility holds) and without a
waiting period.

3.1.4. Means test Qj

Income test:

The recognised income of a recipient’s household should be less than the eligibility
criteria. The criterion in 2023 equals 30% of the median income. The median income
and the corresponding criteria for 2023 are:

Size of household (persons)® 1 2 3 4 5 6
Median income
(KRW, thousands per month)

Criterion for cost of living benefit
(KRW, thousands per month) 623 1037 1330 1620 1899 2168

2078 3456 4435 5401 6 331 7228

The costs generated due to persons with disabilities, single parents, patients who require
a long-term medical treatment are deducted from the earned income (not covered by the
model).

Since 2019, 30% of all earned income is disregarded from the means test to provide
work incentives?,

OECD note: Recognized income is determined by the sum of “assessed income”
and “income converted from properties™:

Recognized income
= Assessed income + converted income from properties

In TaxBEN, the assessed income takes into account households’ earnings, as well
as unemployment benefits and the Early re-employment allowance (multiplied by
0.7 to simulate the 30% disregard on all earned income introduced in 2019). The
national Basic Livelihood Security (3.1. ), the housing benefit for rented
accommodations (3.2. ),the child benefit (4.1. ), and the lone-parent support
subsidy (4.2. ) are not included in the computation of the assessed income.
Income tax and out-of-pocket payments for medical insurance premium and
unemployment insurance are not deducted from assessable income, while 75% of
out-of-pocket national pension contributions are deducted.

Assessed income
= 70% of household earnings from work
+ unemployment insurance amount
+ early reemployment allowance
— 75% ofnational pension contributions

The converted (i.e., imputed) income from properties should consist in the total
property value minus the value of fundamental properties, minus the liabilities, and
multiplied by the income conversion rate. However, in the model, the converted
income from properties is always equal to zero.

® Information  derived from the Ministry of Health and  Welfare:

http://www.mohw.go.kr/react/policy/index.jsp?PAR_MENU ID=06&MENU 1D=06350109&
PAGE=9&topTitle=Standard%20median%20income.

10

Information retrieved from the Ministry of Health and Welfare’s website:
http://www.mohw.go.kr/react/policy/index.jsp?PAR_MENU ID=06&MENU 1D=06350104&
PAGE=4&topTitle=Contents%200f%20investigation.
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Once the Assessed Income has been computed in accordance with the formula
provided above, the eligibility to the SA is established by comparing the amount
computed to the eligibility criterion for the reference household. Finally, the
benefit amount is computed by subtracting the computed Assessed Income from
the eligibility criterion for the household.

Example:

Let’s simulate the case of a single individual without children currently in
employment earning 5,062,235 KRW per year. This individual is not receiving any
Re-employment allowance. His assessed income is:

Assessed income
= 70% of household earnings from work
— 75% ofnational pension contributions
= 5,062,235 * 0.7 — 0.75 % (227,801) = 3,372,714 KRW

Hence, our individual is eligible to receive the National Basic Livelihood Security
as their assessed income is below the criteria of 7,476,000 KRW per year. The
amount of NBLS that they receive during a year is:

NBLS = 7,476,000 — 3,372,714 = 4,103,286 KRW

In conclusion, our individual receives a NBLS of 3,203,286 KRW per year.

Asset test:

Assets (property and capital) are included in the means-testing for the benefit as property
value and movable asset value are converted into a monetary amount and added to the
income amount (assumed to be negligible in the model).

Property is categorized into general, financial, motor vehicles, and other property. And
residential building among general property is separately included in residential
property. Income conversion rates depend on the type of property.

For residential property, the amount after deduction of debt and basic asset exemption
(the amount deemed necessary to maintain basic life and exempted from income
conversion) is converted into income within the limit amount for residential property by
area, and its income conversion rate is monthly 1.04% of value by public announcement
(when the property is owned) or of rent security deposit. On the other hand, monthly
income conversion ratio of the amount exceeding the limit amount for residential
property is 4.17%. Non-residential housing and land are converted into income with
4.17% of monthly conversion rate. Also, rental income from the housing or land use is
included in recognized income.

Ships and airplanes are subject to the 4.17% rate of monthly income conversion, which
is the same as housing and land. However, motor vehicles (including two-wheeled
vehicles) have a 100% monthly income conversion rate (with the exception of vehicles
used people with disabilities or vehicles used for living).

Movable assets with more than 1 million KRW value (jewellery, etc.) are included in
the asset test, and 4.17% of monthly income conversion rate is applied. Daily necessaries
such as TV and microwave are not included in the asset test.

Cash, financial properties defined under the “Act on Real Name Financial Transactions
and Confidentiality” (demand deposits, instalment deposits, instalments, fraternity dues,
depository receipts, investments, trust property, stocks, bonds, beneficiary certificates,
contribution quotas, bills, checks, debt certificates that are dealt with by financial
companies, etc.), and insurance products defined under the “Insurance Business Act”
are included in the asset test.
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Stocks, beneficiary certificates, investments, real estate (pension) trust, contribution
quotas, fund are assessed with final market price. Bonds, bills, checks and debt
certificates are assessed with its face value. For each household, 5 million KRW among
financial property are considered to maintain a basic livelihood and excluded from the
asset test. As for the long-term savings, for each household 5 million KRW per year (up
to 15 million KRW) is excluded from the asset test. Income conversion rate for financial
property is monthly 6.26%.

3.1.5. Tax treatment

The benefit is not taxable.

3.1.6. Interaction with other components of the tax-benefit system (i)
NBLS supports those who cannot maintain the basic standards of living on their own or
even after receiving all possible support from the people with support obligations and
other sources, including government benefits and allowances. A person who receives
job-seeking allowance is not eligible for NBLS.

OECD note: The TaxBEN model assumes that support from the people with support
obligations is not forthcoming.

The educational benefits under the NBLS cannot be received by the claimant if they are
already receiving the child-education support subsidy included in the Lone Parent
Support Subsidy.

OECD note: in TaxBEN, the NBLS is only considered with respect to the livelihood and
housing benefit components, as the educational benefit depends on the school
expenditures. Hence, no overlapping with the child-education support subsidy included
in the Lone Parent support subsidy occurs.

3.1.7. Combining benefit receipt and employment/starting a new job

As mentioned in section 3.1.4. , since, since 2019, 30% of all earned income is
disregarded from the means-test to provide work incentives. Moreover, 10-50% of the
income earned by the disabled in the "Job Rehabilitation Programmes", "Self-Support
Cooperative", students, the elderly is deducted from the earned income to encourage
work among the recipients (not covered by the model).

3.1.8. Benefit indexation

The benefit amount is linked to the median income estimates that determine the earning
thresholds for the means-testing.

Each year, the Central Livelihood Security Committee deliberates and resolves the
median income thresholds for the following year. In principle, the standard median
income threshold is calculated by combining the average increase in median income
according to the Household Financial Welfare Survey for the last three years (referred
to here as the basic increase rate) and the additional increase rate (1/6th of the square of
the gap between the standard median income and the median income of the Household
Financial Welfare Survey) which is applied for a limited time (from 2021 to 2026) to
bridge the gap between the standard median income and the median income of the
Household Financial Welfare Survey and to phase in the change of the household
equalization index.

However, if there is a risk of over- or underestimation by simply applying the basic
increase rate due to rapid changes in expenses, the basic increase rate can be adjusted
through a resolution of the Central Livelihood Security Committee.
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3.2. Housing benefit for rented accommodation (=4 = /)

Since 2000, housing benefit was provided as part of the National Basic Livelihood
Security (NBLS). The benefit was a fixed subsidy based on household income and the
number of people in the household. In 2014, the Korean government passed the new
Housing Benefit Act to relieve the rent burden and to ensure the minimum housing
standard for vulnerable households. It transformed housing benefit into a stand-alone
programme. The monthly cash subsidy is based on household income, rent level, family
size, and location. Locations are divided into four categories: Seoul, Incheon and
Gyeonggi-do, other metropolitan cities/Sejong/special case city!! (outside the Seoul
Metropolitan Area), and other regions.

This is a non-contributory benefit, means-tested and not taxable.
Code in the OECD tax-benefit model: [HB]

3.2.1. Eligibility conditions

Households whose recognized income level is 47% or less of median income are eligible
for the housing benefit.

The income limits in 2023 are:

Size of household (persons) 1 2 3 4 5 6

Recognized income level
(KRW, ten thousands per month)

98 162 208 254 298 340

3.2.2. Benefit amount

Households in rental housing: the benefit amount is based on the minimum residential
criteria; standard rental fees are calculated according to region and the number of family
members. The housing benefit is paid on a monthly basis.

Standard rental fees!? (Thousand KRW), 2023:

Location | Grade 1 Grade 2 Grade 3 Grade 4
Seoul Gyeonggi- | Metropolitan city, Sejong, Other

do special case city (outside the region
Incheon Seoul Metropolitan Area)

Household size

1 330 255 203 164

2 370 285 226 185

3 441 341 270 220

4 510 394 313 256

5 528 407 323 264

6 626 482 382 313

Oecd note: the values for Seoul are used in the TaxBEN model.

11 As of January 2022, there are four special case cities in Korea (with a population of over 1
million), which are Suwon, Goyang, Yongin (all in the Seoul Metropolitan Area), and Changwon
(in Gyeongsangnam-do).

12 Information derived from page 41 of:
http://www.bokjiro.go.kr/gowf/wel/welsvc/FileDown.do?svFileNm=WELSVC 202101071553
520.pdf&fileMg=16034926&fileWhIRouteNm=/upload_data/AC/service0l.
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Owner-occupied households (not covered by the model): housing repair cost is
supported after housing deterioration level is established:
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Type of repair Light repair Medium scale repair | Large scale repair
Repair cost (KRW, million) 4.57 8.49 12.41
Repair cycle 3 years 5 years 7 years

3.2.3. Benefit duration
Benefit is provided on a continuous basis as long as eligibility conditions are met.

3.2.4. Means test

The recognized income of a recipient’s household should be less than the eligibility
criteria (47% of the median income).

OECD note: The definition of Recognized Income is similar to the same adopted
for the National Basic Livelihood Security, in section 3.1. An individual can
cumulate the housing benefit and the job search promotion subsidy from the
National Employment Support Programme (NESP), while they cannot cumulate
the livelihood benefit under the NBLS with the job search promotion subsidy from
the NESP. In the definition of recognized income considered for the housing
benefit, the job search promotion subsidy is accounted for as part of transfer
income. However, the job search promotion subsidy does not affect the eligibility
to the housing benefit under the NLSB. Hence, this source of income is not
considered in the model’s computations.

The definition of assessed income in this case is as follow:

Assessed income

= 70% of gross earnings from employment of the household
+ jobseeking allowance (if any)

+ early reemployment allowance (if any)

— 75% of national pension contributions

Note that some of the income components listed above may not be relevant
depending on the characteristics considered for the family. For example, both the
job-seeking allowance and the job search promotion subsidy are part of the
recognized income, but only one of the two is considered because the two benefits
cannot be claimed together.

3.2.5. Tax treatment

Benefits are not taxable.

3.2.6. Interaction with other components of the tax-benefit system (i}

Housing benefits are offered regardless of other social welfare benefits.

3.2.7. Combining benefit receipt and employment/starting a new job
See Section 3.1.7.

3.2.8. Benefit indexation

There is an automatic indexation which is based on the rent increase rate for the last
three years. The benefit amounts for a given year are determined in July of the previous
year and become effective starting from the 1% of January.
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4. Family benefits

4.1. Child benefit (Of&+5

This is a non-contributory benefit, not means-tested and not taxable, introduced in
September 2018.13

4.1.1. Eligibility conditions
Paid for children under the age of 8.

4.1.2. Benefit amount
The benefit is paid on a monthly basis and consists of KRW 100 000 per eligible child
and month.

4.1.3. Benefit duration
As long as the eligibility conditions hold.

4.1.4. Means test
None.

4.1.5. Tax treatment
The benefit is not taxable.

4.1.6. Interaction with other components of the tax-benefit system (i)

None.

4.1.7. Combining benefit receipt and employment/starting a new job
Not applicable.

4.1.8. Benefit indexation

No indexation.

4.2. Lone-parent support subsidy ( 8#2.2 ZtZ X/ 2
Code in the OECD tax-benefit model: [LPB]

This is a non-contributory benefit, means-tested and not taxable.

4.2.1. Eligibility conditions

Recipients must satisfy the following conditions in order to be recognized as eligible
lone-parent households:

e A household must consist of the head of household (mother/grandmother or
father/grandfather) and children aged less than 18;

e Recognized income (see section 4.2.4. for the definition) should be less than 60% of
the median income threshold (65% if a parent is 24 years old or younger).

13 OECD taxing wages 2020 [accessed 1.2.2021]



https://www.oecd-ilibrary.org/taxation/taxing-wages_20725124
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Income thresholds (in KRW per month) for Lone-Parent Support Subsidy in 2023 are:

Number of family members 2 3 4 5 6
Lone-parent or (60% of

grandparent the NBLS) 2,073,693 2,660,890 3,240,578 3,798,413 4,336,789
Youth lone-parent (65% of

(24 or youngen) the NBLS) 2,246,501 2,882,630 3,510,627 4,114,947 4,698,188

4.2.2. Benefit amount

The following benefits are available to lone parents:

o Child-rearing support subsidy: KRW 200 000 a month for children aged less than 18 if
the parent is 25 years old or older (younger parents benefit from higher payments, see
below);

e Additional child-rearing support subsidy:

o KRW 50,000 a month for children aged 5 and younger who are parented by
grandparents or unmarried single parents aged 35 or older

o KRW 100,000 a month for children aged 5 and younger who are parented by single
parents aged 25 to 34

o KRW 50,000 a month for children aged 6 to younger than 18 who are parented by
single parents aged 25 to 34

e Child education support subsidy (school supplies): KRW 93 000 a year for children who
are enrolled in middle school or high school;

e Living cost assistance subsidy: KRW 50 000 a month for families living in lone-parent
facilities (not covered by the model);

In addition, there are benefits targeted specifically at young (24 year old or younger)
lone-parents:

Child-rearing I Financial

Subsidy Type (for all children SChOOllg( :z::ﬁcatlon Independence

under 18 years old) Boost
Amount Within 1 540 000
(KRW) 350 000 per month per year 100 000 per month
:—ri]?:;]e:old 65% or lower of the ~ 65% or lower of the ~ 65% or lower of the

NBLS NBLS NBLS

Threshold

Out of the benefits mentioned in the table only child-rearing subsidy is covered by the
model.

4.2.3. Benefit duration
As long as the eligibility conditions hold.

4.2.4. Means test

The benefit is means-tested on the basis of the mechanism described in 4.2.1. . Lone
parents aged between 18 and 24 years old are entitled to a KRW 400,000 deduction from
their assessed income, plus an additional 30 percent deduction of the income.

OECD note: The definition of Recognized Income is similar to the one adopted for
the National Basic Livelihood Security, in section 3.1. . An individual can
cumulate the Lone-parent support subsidy and the Job search promotion subsidy




from the National Employment Support Programme (NESP). However, in the
definition of recognized income considered for the Lone-parent support subsidy
the Job search promotion subsidy is not taken into account. Moreover, starting
from 2022, the 30% discount rate for earned incomes is applied to the computation
of the Assessed income for the Lone-parent Support Subsidy.

Young lone parents aged 24 years old or younger benefit from a KRW 400,000
deduction from their recognised income, as well as an additional 30% deduction
on their earned income.

The definition of assessed income in this case is as follow:

Assessed income

= 70% of gross earnings from employment of the household
+ jobseeking allowance (if any)

+ early reemployment allowance (if any)

— 75% of national pension contributions

Note that some of the income components listed above may not be relevant
depending on the characteristics considered for the family.

4.2.5. Tax treatment
The benefit is not taxable.

4.2.6. Interaction with other components of the tax-benefit system (i}

Since May 2021, a recipient of the NBLS (see section 3.1. ) can cumulate the Child-
rearing support subsidy (including the additional child rearing support subsidy) and the
Living cost assistance subsidy.

4.2.7. Combining benefit receipt and employment/starting a new job

Earned income is included in the means test.

4.2.8. Benefit indexation

Since 2019 the amount of support subsidy has frozen. It is raised through discussing
with the Ministry of Economy and Finance considering indexation of monetary, budget
and other factors on a irregular basis.

4.3. Child care allowance for children not using child care centers: In-house
Childcare Allowance and Parental Benefit (7/& &S +5, F0f+5

Code in the OECD tax-benefit model: [hca].
In the model, this benefit is classified as part of Family benefits [FB].

To reduce burden of parents who do not enroll their children into childcare centers and
to enhance fairness in the provision of the subsidies, the Korean government introduced
the child care allowance for non-users of childcare centers in July 2009. In addition, to
reduce the economic burden from birth and child-rearing, Parental benefit provided to
households with children aged from 0 to 1 year was introduced in January 2023

4.3.1. Eligibility conditions

Parental benefit is given to households with children aged from 0 to 1 year, and
Childcare allowance is provided to households with children aged 24 months to 86
months (or 7 years old) not using childcare centers.
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4.3.2. Benefit amount

Regardless of household income levels, the government provides the following
allowances.

The Parental benefit, introduced in 2023, provides 700,000 KRW per month to
households with children aged less than 1 year, and 350,000 KRW per month to
households with children aged between 1 and less than 2 years (applied to children born
since 2022). Children aged between 2 and 7 years receive the Child Care allowance of

100,000 KRW.

Child’s age (months) 0-11 12-23 24-85
Parental Benefit, Childcare

allowance (on a monthly basis, in 700 000 350 000 100 000
KRW)

4.3.3. Benefit duration
The benefit is provided until there are eligible children.

4.3.4. Means test
Not applicable.

4.3.5. Tax treatment

The benefit is not taxable.

4.3.6. Interaction with other components of the tax-benefit system (i}

If the children attend childcare centres and receive childcare benefits, such as the

childcare vouchers (see 5.3.), and if Parental benefit amount is bigger than the childcare

vouchers’ amount, the household receives the difference between the two in cash. .
4.3.7. Combining benefit receipt and employment/starting a new job

None.

4.3.8. Benefit indexation

No indexation.
5. Net costs of Early Childhood Education and Care
The reference date for the policy rules described in this section is 1 January 2023.

5.1. Gross childcare fees
Code in the OECD tax-benefit model: [RKcc_cost]

Average child-care fees paid by parents are affected by such aspects as the child's age
and the type of facilities. Types of childcare facilities are divided into those supported
by the government (state-run, public, corporate childcare facilities) and not supported
by the government (private childcare facilities). In 2023, monthly child-care fees are:
KRW 514 000 per month for a child less than 1 year old, KRW 452 000 for 1 year old,
KRW 375 000 for 2 years old, and KRW 375 000 for 3 to 5 year old per month.

For children between the ages of 3-5, the government provides KRW 280 000 per month
in childcare fee subsidies. For state-run and public childcare facilities, the monthly
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childcare fee paid by parents is KRW 280 000, which is fully covered by the
government.

For private childcare facilities, childcare fees differ depending on the region and the
child’s age, but the average rate is KRW 376 775. The government covers KRW 280
000 and Local governments pay the rest by their own budgets.

5.1.1. The extended childcare service

The extended childcare service is provided from 4 PM to 7:30 PM. The extended
childcare fees, KRW 3 000 per hour for 0 year olds, KRW 2 000 for 1-2 year olds, and
KRW 1 000 for 3-5 year olds, are fully covered by the government.

OECD note: The extended childcare service is included in the model when the childcare
hours needed to cover the labour supply of the parents is between 36 and 40 hours per
week. In fact, standard childcare hours go from 9 AM to 4 PM, for a total of 35 hours
per week. Since the TaxBEN model assumes that 40 hours of childcare as full-time, 5
hours of extended childcare service are included in the computations to establish the
total childcare fees at full-time use.

5.1.2. Fees indexation
Childcare fees are determined annually at the discretion of the government, based on
standard childcare costs and adjusted for inflation.

5.2. Fee discounts and free provision

The government supports facilities by providing subsidies for operating the facility such
as labour costs. This makes child-care fees at government-supported facilities cheaper
than in unsupported facilities. For example, child-care fees for 5 year-olds are KRW 280
000 for government-supported facilities, and KRW 451 300 for unsupported facilities
in Seoul (not covered in TaxBEN).

5.3. Child-care benefits for formal centre-based care
Code in the OECD tax-benefit model: [cc_benefit]

5.3.1. Eligibility
All families with children up to 5 years old attending childcare are eligible.

5.3.2. Benefit amount

Childcare benefits completely offset childcare costs for parents of children aged 0 to 5
using facilities supported by the government regardless of household income. The
benefit payments are provided on a monthly basis.

Support for children from 0 to 2 years old:

The childcare benefits are provided for 0-2 year old who attend childcare. The
government provides support to all households with 0 to 2 year-old regardless of
household income levels since 2013. In 2023, the standard amount of support per month
was set at KRW 514 000 for children less than one year of age, KRW 452 000 for one
year old, KRW 375 000 for 2 year old.

Support for children from 3 to 5 years old:

In the past, the childcare benefits for 3-5 year old were provided for those using
childcare facilities and kindergartens. However, since March 2012, with the introduction
of the Nuri Course, recipients have expanded to include all households with 5-year old
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regardless of household income level. In March 2013, Nuri Course was expanded to
include 3-4 year old without regard to their household income level. The total monthly
benefits provided to an eligible child amount to KRW 280 000.

There is additional support for children with disabilities (not covered by the model).
OECD note: The model summarises childcare fees and the corresponding subsidies as

follow:

Age of the Full-time Full-time childcare Extended childcare services

child childcare subsidies (in KW) fees/subsidies (KRW) (used
fees (in KW) in the model?)

<1 514,000 514,000 3,000 per hour

1 452,000 452,000 2,000 per hour

2 375,000 375,000 2,000 per hour

3-5 280,000 280,000 1,000 per hour

1: In TaxBEN, standard childcare use assumption is 40 hours per week, which is above the 35 hours per
week covered by standard fees. Extended childcare fees are fully subsidised by the Government.

5.3.3. Benefit duration
As long as eligibility holds.

5.3.4. Means test

Childcare benefits are provided for 0-5 year old without regard to income levels.

5.3.5. Tax treatment
Child-care fee supported by the government is not taxed.

5.3.6. Interaction with other benefits
None.

5.3.7. Combining benefit receipt and employment/starting a new job

No restrictions.

5.3.8. Benefit indexation

The rates cover public sector gross childcare fees.

5.4. Child care allowance for children not using child care centers

Code in the OECD tax-benefit model: [heca].

In the model, this benefit is classified as part of Family benefits [FB]. For this reason,
the benefit is described in section 4.3. of this report.

5.5. Tax concessions for childcare expenditures

The childcare expenditures related specifically to the education fees paid for children
can be deducted from the tax on an employee’s income under the tax laws.
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5.5.1. Eligibility

An employee with wage and salary income who is a Korean tax resident is entitled to
benefit from the above-mentioned tax credit (one of the special tax credits), where he or
she paid the education fees for his or her child/children.

5.5.2. Maximum amount

The maximum amount to be credited is KRW 450 000. At first, the relevant education
fees paid by the employee for his or her child are taken into account in the calculation
of the amount within the scope of tax credit, up to KRW 3 million per a child. The
relevant education fees mean the education expenses paid to child-care facilities,
kindergarten, private teaching institutions, and sports facilities provided under the
relevant rules and regulations. Then, the amount is subject to 15% credit rate.

OECD note: Although this tax concession could be applied to any education-related
expenditures incurred by parents, in TaxBEN we only consider the expenditures incurred
for the use of childcare. Moreover, in the model the use of public childcare is assumed,
which is provided to all children up to 5 years old for free. Thus, in the model the amount
of tax credit is zero.

5.5.3. Variation by income

There is no variation by income.

5.5.4. Impact on overall income tax calculation
The tax concession is made by the form of a tax credit, which could directly reduce the
taxpayer’s amount of tax paid.
6. In-work benefits

This section describes the following in-work benefits which are aimed at creating
incentives for employment and re-employment: Early Re-employment Allowance
(described in Section 6.1. and Earned Income Tax Credit (described in Section 6.2. ).
Other major programmes to support employed which are not covered by the model are
described in the Annex.

6.1. Early Re-employment Allowance (Z7/X#/ 2/+5

This benefit is described in section 2.2. as it is linked to the Job seeking allowance.

6.2. Earned Income Tax Credit (22 &/57/5)

Code in the OECD tax-benefit model: [EIC_j]

Earned Income Tax Credit (EITC) was introduced on 1 January 2008 (the actual benefits
to be made from 2009) to encourage low-income earners’ participation in the labour
market and to provide them with income support.

In the model the EITC is simulated in the income reference year, i.e. as if it is paid out
by the end of the year for which the income is assessed.



6.2.1. Eligibility conditions

A Korean tax resident with either wage and salary income, business income or income
for clergy is eligible for filing an application for EITC, if he or she (“the applicant”)
meets all the following requirements.

a) Income requirement: the sum of the annual income earned by the applicant and
his/her spouse shall be less than the threshold provided under the tax law.

b) Wealth requirement: the total value of the specified properties held by the applicant
and all of his/her household members shall be less than KRW 240 million (assumed to
be satisfied in the model).

The applicant should be a Korean national and cannot be a dependent child of any other
Korean tax resident (assumed to be satisfied in the model).

6.2.2. Benefit amount

In 2023, the EITC is calculated in the following way:
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Household | Gross income from employment (X) Stage Amount of EITC
type (KRW, million per year) (KRW, million per year)
Single Less than 4 Phase-in 165/400 x X
person 4-9 Plateau 1.65
9-22 Phase-out 1.65 - (X-9) x 165/1300
One- Less than 7 Phase-in 285/700 x X
carner 7-14 Plateau 2.85
household
14-32 Phase-out 2.85 - (X -14) x 285/1800
Dual- Less than 8 Phase-in 330/800 x X
carner 8-17 Plateau 33
household
17-38 Phase-out 3.3 - (X-17) x 330/2100

6.2.3. Benefit duration
The eligibility for EITC benefit is assessed every year.

6.2.4. Means test

The eligibility and the amount of the EITC depend on both total annual income and
wealth of the applicant and all of his/her household members. The total value of
properties such as land, buildings, vehicles, and savings shall not exceed KRW 240
million as mentioned in 6.2.1. . The total income thresholds are as follows.

Household type

Definition

Threshold (million in KRW)

Single person

A household that consists of neither spouse nor

dependent child

22

One-earner household

1) A household where a spouse has less than

KRW 3 million of annual income, or

2) A household that consists of no spouse but a

dependent child or a parent aged over 70

32

Dual-earner household

A household that consists of a spouse and/or a

dependent child/children, and the spouses’

annual income is at least KRW 3 million per year

38

The amount of the credit is income-dependent. The calculations can be divided into
three stages based on working income level: phase-in range, flat range and phase-out




range. In the phase-in range, the EITC increases at a fixed rate as working income
increases. In the flat range, the maximum amount is achieved and it is paid regardless
of increase in working income. After that, in the phase-out range the EITC decreases at
a fixed rate as working income increases until it reaches zero.

6.2.5. Tax treatment

The benefit is not taxed.

6.2.6. Interaction with other components of the tax-benefit system (i}

The mere fact that a person is eligible for NBLS does not exclude the entitlement to
benefit from the EITC. Therefore, a household who receives NBLS can simultaneously
obtain EITC.

6.2.7. Benefit indexation

There is no automatic indexation of the policy parameters. The thresholds and the
amounts might be updated discretionally at the end of the year with the aim of expanding
the range of individuals eligible for this programme.

6.3. Child Care Tax Credit (X7 3215

Code in the OECD tax-benefit model: [CTC_j]

Child Care Tax Credit (CTC) was introduced on 1 January 2014 (the actual benefits to
be made from 2015) to support childcare expenses for low-income earners. In the model,
CTC is implemented since 2014.

6.3.1. Eligibility conditions

A Korean tax resident with either wage and salary income, business income or income
for clergy is eligible for filing an application for CTC, if he or she meets all the following
requirements.

a) Dependant requirement: the applicant shall have a dependent child /children

b) Income requirement: the sum of the annual income earned by the applicant and
his/her spouse shall be less than KRW 40 million

¢) Wealth requirement: the total value of the specified properties held by the applicant
and all of his/her household members shall be less than KRW 240 million (assumed to
hold).

The applicant should be a Korean national and cannot be a dependent child of any other
Korean tax resident.

6.3.2. Benefit amount
In 2023, the CTC was calculated in the following way:
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Household Gross income from employment (X) Amount of CTC

type (KRW, million per year) (KRW, million per year)

One-earner Less than 21 Number of children x 0.8

household  "guer 21, up to 40 Number of children x [0.8 — (X — 21) x 30/1900]
Dual-earner Less than 25 Number of children x 0.8

household " er 25, up to 40 Number of children x [0.8 (X — 25) x 30/1500]

This is, in principle, a refundable tax credit.

6.3.3. Benefit duration
The eligibility for CTC benefit is assessed every year.

6.3.4. Means test

The eligibility and the amount of the CTC depend on both total annual income and
wealth of the applicant and all of his/her household members (see section 6.3.1.).

6.3.5. Tax treatment

The benefit is not taxed.

6.3.6. Interaction with other components of the tax-benefit system (i}
An individual eligible for the NBLS is not excluded by default from the entitlement to
the CTC.

6.3.7. Benefit indexation

There is no automatic indexation of the policy parameters. The thresholds and the
amounts might be updated discretionally at the end of the year with the aim of expanding
the range of individuals eligible for this programme.

7. Social security contributions and payroll taxes

7.1. Employee social security contributions (Zf2/AF 7/ 0 F)

Variable names: [P_SocSec; S SocSec]

National pension contribution rate is 4.5% of the standardised average monthly wage
income (see OECD note below). The scope of the standardised average monthly wage
income is from KRW 310 000 to KRW 4 860 000 as of 1 January 2023.

If the average monthly wage income of a person is less than KRW 310 000, it is regarded
as KRW 310 000. If the average monthly wage income of a person is more than
KRW 4 860 000, it is regarded as KRW 4 860 000.

Medical insurance premium, which has a rate of 3.6768375% (health insurance
of 3.335% and long-term care insurance, which equals 10.25% of the latter), is levied
on average monthly wage income. The scope of the monthly medical insurance premium
(excluding Long term care insurance premium) is from KRW 9 300 to KRW 3 322 170.
To include Long term care insurance, we should multiply the aforementioned amounts
by 1.1025. Thus, the scope of the total monthly premium is from KRW 10 253 to 3 662
692. If the calculated premium is less than KRW 10 253, the worker should pay KRW
10 253. Likewise, if the calculated premium is more than KRW 3 662 692, the worker
only pays KRW 3 662 692.


http://www.oecd.org/els/soc/OECD-Tax-benefit-model-Glossary.pdf

| 26

Unemployment insurance is 0.9% of average monthly wage income. There are no
maximum nor minimum limits to the amount of unemployment insurance contribution
that could be paid by the employee.

OECD note: The average monthly wage income is based on the “remuneration” earned
by the employee, which is the amount of earnings remaining after deducing non-taxable
income components, such as unemployment benefits, social assistance and housing
benefits, and family benefits. This amount is then divided by the number of working
months in the preceding year. In the model’s calculations, the average monthly wage
income described above is approximated by the OECD Average Wage measure for
Korea.!*
7.1.1. Indexation

No indexation.

7.2. Employer social security contributions (A/&AF 2 E'Z

Variable names: [SSCR_p; SSCR_s]
National pension contribution rate and its application is the same as for employees.
Medical insurance premium rate and its application is the same as for employees.

Unemployment insurance is 0.9% of total remuneration, which is the same as for
employees. For the costs needed for employment stability and vocational skills
development programmes, only the employer pays 0.25-0.85% of total remuneration,
depending on the size of the programmes. In the TaxBEN model, it is assumed a payment
of 0.25% of total remuneration, for a total unemployment insurance contribution rate of
1.15%.

Work injury insurance consists of an industry-specific rate which is set by the Ministry
of Employment and Labour multiplied by total wage. In the model the average rate of
all industries is used, which in 2023 equals 1.53%.

7.2.1. Indexation

No indexation.
8. Taxes
Each individual is taxed on his/her own income.
8.1. Personal income tax (22 SA7)
Code in the OECD tax-benefit model: [INC_TAX p; INC TAX s]

8.1.1. Tax allowances

Employment Income Allowance: the following deduction from gross income is
allowed for wage and salary income earners, up to 20 000 000:

14 See Section 1. For more information on the calculation of the OECD average wage measure
see the methodology annex of the ‘Taxing Wages” publication.
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Gross Wage and Salary (KRW per year) Deduction (KRW per year)

Up to 5 000 000 70% of the salary

5000 000 to 15 000 000 3500 000 + 40% of the salary over 5 000 000
15 000 000 to 45 000 000 7500 000 + 15% of the salary over 15 000 000
45 000 000 to 100 000 000 12 000 000 + 5% of the salary over 45 000 000
Over 100 000 000 14 750 000 + 2% of the salary over 100 000 000

Personal allowance: personal allowance consists of basic deduction and additional
deduction as follows.

Basic deduction: a taxpayer can deduct KRW 1 500 000 from his/her income for each
person who meets one of following conditions (but not applied to part-time workers):

Taxpayer him/herself;
Taxpayer’s spouse whose taxable income is less than KRW 1 000 000;
Taxpayer’s (including the spouse's) dependants (e.g. parents, children) within the same
household satisfying income and age requirements. The taxable income of each
dependant shall be less than KRW 1 000 000 and the age of each dependant shall be as
follows:

— parents: aged 60 years or older (not covered by the model);

— brother/sister: aged 60 years or older or 20 years or under (not covered by the

model);
— children: aged 20 years or under.

Additional deduction: a taxpayer can deduct KRW 1 000 000 (KRW 500 000 in the
case of ¢), KRW 2 000 000 in the case of b)) from his/her gross income when the
taxpayer or his/her dependants fall into the following categories:

a)
c)
d)

a person aged 70 years or older (not covered by the model);

a handicapped person (not covered by the model);

a female wage earner who is either the head of a household with dependents (but without
a spouse) or a female wage earner with a spouse;

a single parent with lineal descendants or adopted children who are eligible for the
above-mentioned basic deduction™.

% Where both the categories c) and d) are simultaneously met, only the condition d) shall be
applied for the purpose of taxation.

Allowance for national pension contribution: Employees can deduct the total amount
of their national pension contributions.

Special and Other income deduction: Employees may deduct some expenses, subject
to the specified requirements and limitations, such as compulsory insurance premiums
(e.g. national health insurance, employment insurance). In the case in which these
deductions are not exercised, the individual can take advantage of the Lump-sum tax
relief. These income deductions are included in the model.

Moreover, employees may also deduct personal pension savings, long-term collective
investment security savings, interest payments on the mortgage loans, the consumption
amounts spent by way of credit/debit card, and so on. These deductions are not covered
by the model.

8.1.2. Tax base

Tax base is calculated by deducting employment income deduction, personal allowance
(basic deduction and additional deduction), allowance for national pension contribution
and other income deduction (as explained above) from the gross employment income.



8.1.3. Income tax schedule
The following tax schedule is applied to the income starting on 1 January 2023:

Tax Base (KRW per year) Tax rate (%)
Up to 14 000 000 6
Over 14 000 000, up to 50 000 000 15
Over 50 000 000, up to 88 000 000 24
Over 88 000 000, up to 150 000 000 35
Over 150 000 000, up to 300 000 000 38
Over 300 000 000, up to 500 000 000 40
Over 500 000 000, up to 1 000 000 000 42
Over 1 000 000 000 45

8.1.4. Tax credits

Employees are entitled to tax credit for wage and salary income, child tax credit, pension
account tax credit, special tax credit for the specified payments (e.g. private insurance
premiums, medical expenses, education expenses and qualified donation), and tax credit
for house rent from the tax on their income, subject to the specified limitation under the
tax rules.

Working tax credit:
Wage and salary income earners obtain the following tax credit:

Calculated tax Amount of tax credit
Up to KRW 1 300 000 55% of calculated tax
Over KRW 1 300 000 KRW 715 000 plus 30% of the calculated tax over KRW 1 300 000
Total wage and salary income Ceiling on credit amount
Not more than KRW 33 million KRW 740 000

The greater of KRW 660 000 and KRW 740 000 - [(total wage and
salary income - KRW 33 million)*0.8%)]

The greater of KRW 500 000 and KRW 660 000- [(total wage and
salary income- KRW 70 million)* 50%]

The greater of KRW 200 000 and KRW 500 000 - [(total wage and
salary income- KRW 120 million)* 50%)]

Not more than KRW 70 million
Not more than KRW 120 million

Exceeding KRW 120 million

Child tax credit:

If an employee has a child/children within the scope of the above-mentioned basic
deduction, the employee is allowed to gain child tax credit in the amount of KRW 150
000 per a child. But where the number of dependent children are three or more, the child
tax credit is determined as KRW 300 000 plus KRW 300 000 per each from the third
child.

Child tax credit is applied from children aged 8 or above.

An employee can also get the extra child tax credit for birth or adoption of a child
(KRW300 000 with a child, KRW 500 000 with two children, and KRW 700 000 with
three or more children) in the taxable year (not covered by the model).

Lump-sum tax relief (Standard tax credit):

KRW 130 000 of tax credit per year is available to an employee where a special income
deduction, special tax credit or tax credit for house rent are not applied.
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8.1.5. Rates indexation

There is no automatic indexation.

8.2. Local income tax (X/&f2SAf)

The local income tax is a local tax that is levied on the income of individuals and
corporations by metropolitan cities and municipalities. It is divided into individual local
income tax and corporate local income tax. As it was converted from a surtax (10% of
the income tax paid to the central government) to an independent tax in 2014, the tax
base is shared, but the tax rate and tax deductions or exemptions are set separately. In
TaxBEN, only the individual local income tax is modelled.

8.2.1. Local income tax schedule

The following tax schedule is applied to the income starting on 1 January 2023:

The local income tax | Tax Base (KRW per year) Tax rate (%)

Up to 14,000,000 0.6%

Over 14,000,000, up to 50,000,000 1.5%

Over 50,000,000, up to 88,000,000 2.4%
Individual local | Over 88,000,000, up to 150,000,000 3.5%
income tax Over 150,000,000, up to 300,000,000 3.8%

Over 300,000,000, up to 500,000,000 4.0%
Over 500,000,000, up to 1000,000,000 4.2%
Over 1000,000,000 4.5%
Up to 200,000,000 0.9%
Over 200,000,000, up to 20,000,000,000 | 1.9%

Corporate local
income tax Over 20,000,000,000, up to 5 1%
300,000,000,000
Over 300,000,000,000 2.4%
Elasticity in the tax | Each government can increase or decrease 50% of the
rates tax rate

8.2.2. Tax credits and deductions

- Individual local income tax: Under the Income Tax act and the Special Tax treatment
control law, 10% of the amount of tax deductions and exemptions is deducted or
exempted;

- Corporate local income tax: No tax deductions or exemptions.

8.2.3. Rates indexation

Local income tax rates are 10% of national tax ones.
9. Selected output from the OECD tax-benefit model (TaxBEN)

This section shows selected output of the TaxBEN model for Korea 2023 (Figure 7).
TaxBEN by default produces the following output: 1) net household incomes (black
lines) and 2) related income components (coloured stacked areas) for selected family
and individual circumstances (e.g. a lone parent working at different earnings levels
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with two children aged 4 and 6 respectively — users are free to select many of these
circumstances). The model and the related web calculator is accessible from the project
website. Figure 7 shows outputs for four scenarios:

e By percentage of the average wage (Panel A);

e By unemployment duration (in months) for a jobseeker claiming unemployment
benefits (Panel B);

e By previous gross earnings levels for a jobseeker claiming unemployment
benefits (Panel C);

e By previous employment record, for a jobseeker claiming unemployment
benefits (Panel D).

The stacked areas shows the household income components. Note that each component
can contain more than one benefit. The table of content of this report describes which
benefit is included in each category.

Results in Figure 7 refer to a couple with two children. Adults are both 40 years old
whereas children are 4 and 6 years old respectively. Social assistance and housing
benefit supplements are assumed to be available in all the four scenarios provided that
the necessary income and eligibility requirements are met. Where receipt of social
assistance or other benefits is subject to activity tests (such as active job-search or being
available for work), these requirements are assumed to be met.

Panel A assumes that one of the two adult members (the ‘second adult’, using the
TaxBEN terminology) is out of work and not eligible for unemployment benefits (e.g.
because they have expired) whereas the other adult member (so-called ‘first adult’) is
employed full-time and full-year at different earnings levels ranging between 0 and
200% of the Average Wage (AW). When earnings of the first adult are precisely 0% of
the AW this person is assumed to be out of work without receiving unemployment
benefits but claiming social assistance, as applicable.

Panels B to D assume that the second adult is out of work and not eligible to
unemployment benefits whereas the first adult is also out of work and claiming
unemployment benefits. In Panel B and C the first adult is assumed to have a ‘long’
employment record of 264 consecutive months before the job loss. The x axis in Panel
B measures the time of benefit receipt, starting from the first month. The x axis in Panel
C shows the amount of previous gross earnings (before any social contribution
payments). Results in Panels C and D refer to the 2" month of unemployment benefit
receipt whereas Panel D consider the case of previous earnings equal to the average
Wage. Previous earnings in Panel B are also equal to the average wage.
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Figure 1. Selected output from the OECD tax-benefit model
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Annex 1: Other benefits and direct taxes

This section provides a brief description of other cash benefits and taxes on employment
incomes in Korea that are relevant for some members of the population below the
statutory retirement age, but which are not included in the OECD tax-benefit model.

1.1. Mutual Aid for Youths (& £ L{ 2 2 S H))

Mutual Aid for Youths is aimed to support youths to build a career in their early stages
of labour market entry and promote their long-term employment while addressing the
labour mismatch among SMEs. The tripartite actors of young worker-firm-government
jointly accumulate in the worker’s account, and the mutual aid fund (12 million KRW)
is provided to a young worker on maturity. Young workers newly employed in SMEs
with 5 to 49 regular employees within the manufacturing and construction industries
who have a monthly wage of less than 3 million KRW are eligible for the program. As
of the end of 2022, 576,859 young workers joined the program and received support,
among them 249,968 individuals received the accumulated fund.

1.2. Subsidy for the Right Job for the “New Middle-Aged”
(MEEHSEH P 1EEHE)

“Subsidy for the Right Job for the New Middle-Aged” is designed to create decent
work for the “new middle-aged” by subsidizing the labour costs of businesses which
hire unemployed people aged 50 and older for the right jobs for them. The right jobs for
the new middle aged refer to those suited for their characteristics and career
backgrounds, contributing to their re-entry to the labour market. Subsidy for the Right
Job for the New Middle-Aged targets businesses eligible for preferential support and
middle-standing enterprises under the Employment Insurance Act. The Subsidy
amounts to KRW 800 000 for businesses eligible for preferential support and KRW
400 000 middle-standing enterprises per month for up to one year.

1.3. Hope Growing Account - Self-Sufficiency Promotion Program
(e/&7/2&%8)

Hope Growing Account is an asset-building support program for low-income families
which provides labour incentives and helps recipients save money to become self-
sufficient. The Hope Growing Account 1 was introduced in 2010 and targeted
households whose household incomes are above 60% of 40% of the median income
among NBLS households whose recognized income is under 40% of the standard
median income. Through this Account, they receive the incentives for earned income
(government subsidy) and additional financial support. Hope Growing Account 2 was
introduced in 2014 and targets households receiving residential and educational benefit
whose recognized income is under 50% of the median income, and households from the
second-lowest income bracket. Hope Growing Account 2 aims to prevent the working
poor from becoming livelihood and medical benefit recipients and help them move up
to the middle class. Asset-building support program helps NBLS beneficiaries and
households from the second-lowest income bracket by encouraging low-income
families to get into a habit of saving money and to build asset necessary for self-
sufficiency trough saving money while staying in the labour market. Beginning with
the introduction of Hope Growing Account 1 in 2010, the Ministry of Health and
Welfare gradually expanded the program to cover participants of the self-support
program, those in the second lowest income bracket and young adults.
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As for young adults, “Youth Hope Growing Account” was first introduced in 2018 for
young adults receiving cost of living benefit, and ‘Youth Savings Account’ was
introduced in 2020 to additionally support young adults below the second-lowest
income bracket.

Furthermore, in 2022 the five existing types of accounts were integrated into 3 accounts
(Hope Savings Account 1, Hope Savings Account 2, and Youth Tomorrow Savings
Account) to overhaul the different criteria for support and change the existing support
into support by recipient type for each household, and to bolster youth support
considering the characteristics of youth.

The government supports livelihood and medical benefit recipient households via ‘Hope
Saving Account 1°, and supports residential and educational benefit recipient
households via 'Hope Savings Account 2’ so that they are able to build assets necessary
for self-sufficiency. Youth Tomorrow Savings Account targeting low-income level
youth whose income is under 100% of the standard median income was introduced to
promote asset building and independence of working youth from the median income
level, and to settle in the society.

1.4. Employment retention subsidy (-2 &2/ X/ &/ ="

The Employment retention subsidy programme has been in place since 1995 and is still
in operation as of 2023. With the outbreak of COVID-19, a number of eligibility
conditions for the programme had been relaxed effective from January 29, 2020 until
the day the national infectious disease risk alert level was lifted in 2022. After 2022, the
eligibility conditions that were previously relaxed returned to their initial levels.

1.4.1. Entitlement and eligibility conditions

Firms must experience at least a 15% reduction in sales or 15% reduction in production
or 50% increase in inventory.

During the COVID-19 Pandemic, these conditions have been relaxed. Firms directly hit
by COVID-19 were recognized as “inevitable employment adjustment firms” without
having to experience a 15% reduction in sales.

In addition, the shutdown period shall be more than 20% of the total working hours of
all insured workers, and as for the leave of absence period, one month or longer leave
of absence should be used.

1.4.2. Benefit amounts

In Korea, if an employer temporarily shuts down its business due to business
management-related reasons, the employer shall pay the employees concerned
“business shutdown allowance” of at least 70% of their average wage during the
shutdown period (Article 46 (1) of the Labor Standards Act). Thus, employees receive
at least 70% of their average wages (regardless of the wage level) from employers.
Employment retention subsidy, which is financed by Employment Insurance Fund, is a
government support programme for employers under a temporary setback to help them
with labour costs. The government subsidizes one-half to two thirds of a company’s
shutdown allowance if the business keeps its employees on a paid leave or leave of
absence programmes at an event of temporary management crisis. The maximum
amount of support per day is KRW 66 000 per worker.

Because of the COVID-19 Pandemic, the government raised the level of support from
one-half of allowance paid by employer to two-thirds for large companies, and from

15 Not modelled in TaxBEN.
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two-thirds to up to 90 percent for SMEs, in the case of workplaces whose operations
were restricted or banned where a large number of people may gather until the end of
June 2021.

1.4.3. Benefit duration

The maximum duration of the subsidy is 180 days within the applicable year.
1.4.4. Means test

Not applicable.

1.5. Job Search Promotion Subsidy (3 &/Z&/+ 5
1.5.1. Entitlement and eligibility conditions
Eligibility: Recipients of job-seeking benefits. Requirements:

Early Re-employment Allowance: Those who have found a new job and continued to
work in that job for 12 consecutive months with at least half of the number of days
remaining in which they were eligible to receive job-seeking benefits will receive this
type of allowance.

Vocational Skills Development Allowance: Those who participate in training
programmes under the instruction of an employment security office will receive this
type of allowance on the date of their participation.

Long-Distance Job Search Allowance: Those who conduct a long-distance job search in
regions 25 kilometres away from their place of residence in accordance with guidance
from an employment security office will receive this type of allowance.

Relocation allowance: Those who relocate to take up a job or participate in vocational
skills development training, etc. will receive this type of allowance.

1.5.2. Benefit amount

Early Re-employment Allowance: Half of the job-seeking benefits for the remaining
number of days

Vocational Skills Development Allowance: KRW 7,530 per day

Long-Distance Job Search Allowance: Transportation and accommodation expenses
Relocation allowance: Expenses for hiring a moving truck driver (up to 7.5 ton truck)
1.5.3. Benefit duration

Single payment

1.5.4. Means test

Not applicable

1.5.5. Tax treatment

Non-taxable

1.5.6. Interaction with other components of the tax benefit system

Not applicable

1.5.7. Combining the benefit with employment / starting a new job

Can find a new job.
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