
 

 

Factors affecting income inequality changes in late life 

 

 

 

 

 

 

 

 

 

Baeg Eui Hong, Associate Professor 

Graduate School of Social Welfare, 

Ewha Womans University, 

Seoul, Korea 

e-mail : behong@ewha.ac.kr 

Hye yeon Kim, Ph. D. Candidate 

Graduate School of Social Welfare, 

Ewha Womans University, 

Seoul, Korea 

e-mail : huwom@hanmail.net 

 

 

* Do not quote any part of this paper without author’s permission, since it is still under revision. 

mailto:huwom@hanmail.net


I. Introduction 

 

Up until the financial crisis in 1998, Korea has experienced a very rapid 

economic growth during the past twenty years, and this economic growth was 

accompanied with the decrease of income inequality. This is shown by some 

income inequality measures such as the Gini coefficient and the income sharing 

measure. The Gini coefficient of household income has decreased before the 

mid 1990s about 24% from 0.3937 in 1976 to 0.2891 in 1993(Yoo, 1998) and the 

average income ratio of the ninth decile to the second decile has also decreased 

from 4.79 in 1981 to 3.63 in 1992(Sung, 2001). 

Starting from the mid 1990s, however, the income inequality began to increase 

due to the structural changes in the global economy, changes in family structure 

and increases of unemployment rates. Jung et. al.(2002) showed that the income 

share of the lowest 20% has decreased by about 8.9%, while the share of the 

highest 20% has increased by 7.8%. A simulation by Sung(2001) found that the 

Gini coefficient has increased from 0.23743 in 1995 to 0.27658, in which the 

increased unemployment rate accounted for 14.5% of the total increase in Gini 

coefficient and increases in divorce rate and share of elderly in demographic 

composition accounted for 5%~6% of the total inequality changes after the 

financial crisis. 

In particular, the elderly in Korea are facing higher income inequality than any 

other age groups due to divergent working patterns and low benefits from 

underdeveloped social security policies. In 1998, the Gini coefficient among 

persons aged 41-45 was 0.3118, while the Gini among persons aged 61-65 was 

0.37515. Moreover, this economic disparity among different age groups has 

more widened in recent years. In 2006, the Gini coefficient is 0.33683 for those 

aged 41-45 to 0.41608 for those aged 61-65. Thus, the income distribution 

among the elderly deserves special attention in Korea, because they are 

economically more vulnerable than any other demographic groups after exit 

from the labor market in a society with underdeveloped social security system. 

Most previous studies on income inequality, however, have focused on the 

inequality among the entire population, making no distinction among different 

age groups. Furthermore, previous studies on income inequality in relation to 

age have heavily relied on cross-sectional comparisons among different age 

groups. For these reasons, little is known about how the income distribution 

changes within a cohort as it ages over the later stages of the lifetime. That is, 
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it still remains unclear whether overall income inequality within a cohort 

increases, remains the same, or decreases as the cohort ages and which income 

source is the most influential. 

This paper investigates changes in income inequality in a cohort of 

householders during old age using the Urban Household Survey. More 

specifically, described are the overall pattern of income inequality for the past 

twenty years by time and by birth cohorts. In addition, the paper will examine 

how much each income source contributes the total inequality change across 

different years and scrutinize how the impacts of different sources change as a 

cohort ages. 

This paper consists of the following four parts. The next section describes 

major theories and empirical findings of previous research and points out their 

contributions and limitations. The third section explains data and research 

methodology, and major findings are presented in the fourth section. The final 

section provides the summary of major findings and policy implications. 

 

II. Literature Review 

 

With regard to the income inequality among the elderly in comparison with 

other age adults, most previous studies adopt a theoretical framework which 

guides the overall research process in selection of the unit of analysis, research 

design and data used for analysis. In this section, we will explain three 

theoretical perspectives about economic-wellbeing in old age, briefly 

summarize major empirical findings and point out their limitations. 

 

1. Theoretical Perspectives 

 

The economic status of an individual in later-life is influenced by various 

factors such as one’s employment history, public transfer programs, savings or 

investment behaviors, and critical life events such as retirement, disability and 

widowhood. Three separate theories provide different explanations about the 

overall change of income inequality across time and age. That is, they provide 

different explanations about whether the overall income inequality becomes 

more equal, less equal, or remains unchanged over time.  

First, the transfer redistribution theory, sometimes called as the “rising tide 

model,” focuses on the role of public transfers such as public pension and social 
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assistance programs. This theory suggests that the income inequality of the 

elderly compared with other age groups will decrease because benefits from 

public transfers account for a substantial share of income for the elderly, and 

are more favorable for those in need (Hurd & Shoven, 1985; Fuchs, 1984; 

Radner, 1982).  

Hurd and Shoven (1985), for example, found that the economic status of the 

less well off has increased due to the sharp increase in SSI, Medicare, and 

Social Security for this population. Fuchs (1984) also reported a similar finding: 

  “… income is more equally distributed after age 65 than before that 

age… The principal reason for the narrowing of inequality after age 65 

is that Social Security benefits become more important and labor income 

less important, and the former is distributed much more equally than the 

latter.”  

Second, the status maintenance theory predicts that income inequality remains 

constant throughout the whole life course. This theory is an expansion of the 

status attainment theory to the persons aged 65 and more, which initially 

concentrated on explaining occupation and income attainments during the years 

from completion of schooling until retirement. This theory suggests that the 

economic status in old age is heavily dependent upon earlier attainment in the 

labor market as well as in schooling period. Like the Marxist theory, this theory 

regards the state as a reflection of social class and economic power. Thus, the 

role of the public program enacted by the state is very limited in eradicating 

income inequality during old age. In particular, the benefits of public programs 

have little influence on equalizing the income during old age in countries which 

primarily rely on insurance principles rather than on citizenship rights. Henretta 

and Campbell (1976), for example, stated that “… the factors which determine 

income in retirement are the same ones that determine income before 

retirement.” 

Third, the status divergence theory, also called the “cumulative advantage/ 

disadvantage theory,” insists that income inequality is widened during old age. 

This theory suggests that individuals confront the financial stress brought on by 

social risks over their life span, such as unemployment, disability and 

retirement. Confronting these risks, those with more resources are easily apt to 

cope with social risks and maintain their income at the level before the risk. For 

the less well off, however, social risks exacerbate financial problems and make 

it hard to recover to the initial stage.  
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A study by Crystal and Shea (1990), for example reported that those with 

“better” jobs are more sharply distinguished from those with “worse” jobs in 

terms of their occupational benefits rather than their salaries. Moreover, since 

these effects outweigh the redistributive effects of public transfers, the overall 

income inequality in old age would increase within a cohort as it ages. 

 

2. Empirical Studies 

 

While there is a substantial amount of studies in relation to income inequality of 

the population as a whole, little attention is given to the distribution of income 

specifically among the elderly.  

Early studies in the transfer redistribution theory have paid attention to the role 

of Social Security and public assistance programs and concluded that the 

expansion of public program plays an important role in lessening income 

inequality of the elderly (Burkhauser and Warlick, 1981; Danziger, 1977; Hurd 

and Shoven, 1985; Smolensky, Danziger, and Gottschalk, 1988). For example, 

Hurd and Shoven (1985), using data from the Retirement History Survey in 

1969, 1975 and 1979, calculated the internal rates of return and the absolute 

transfers from the Social Security by age and year. The results show that the 

internal rates of return and the absolute transfers are higher for the older 

households in three years, which implies the decrease of income inequality in 

old age.  

Although the primary aim of these studies is not to shed lights on changes of 

income distribution by age, their results imply that income inequality within a 

cohort would decrease with age due to the substantial role of public programs 

which are essentially egalitarian and favorable for people in need and the 

elderly. We should be cautious to conclude that there is less inequality in old 

age, however, since these studies did not report on more comprehensive 

inequality indices including other income sources such as financial income, 

property, and private pensions. 

Meanwhile, other studies with regard to overall income inequality in old age 

have simply compared inequality measures across different age groups as an 

evidence for increases of income inequality in a specific year. Crystal and Shea 

(1990), using data from the 1984 panel of the Survey of Income and Program 

Participation, for example, calculated the Gini coefficients for different age 

groups to show that the extent of inequality is higher in old age than in the 
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labor market. After adjusting household composition and underreporting 

problem of some income sources, they found that the Gini coefficient of 

household income is 0.334 for persons aged 35-44, while the Gini is 0.400 for 

persons aged 65-74. 

To understand the dynamics of inequality changes in old age, longitudinal data 

are essential to distinguish individual changes with age from changes within a 

cohort as a whole and from periodical changes over time. Except for a few 

studies (Crystal & Waehrer, 1996; Pampel & Hardy, 1994), however, most 

research on income distribution in relation to ageing have utilized cross-

sectional data, so that individual changes with age is confounded with variability 

in different cohorts and variability in different years.  

The few studies using longitudinal data aim to investigate whether inequality 

increases or decreases as a cohort moves from midlife to later life, by making a 

distinction between the cohort effect and the period effect. Crystal and Waehrer 

(1996), utilizing data from the National Longitudinal Survey of Older, calculated 

average income and the Gini coefficients for three cohorts in the four sample 

years. They found that economic inequality increases within a cohort as it ages 

and that inequality is higher for old persons than for young persons in a single 

year. For the cohort aged 45-49 in 1966, the Gini coefficient gradually 

increased from 0.319 in age 50-54, to 0.333 in age 55-59, and to 0.367 in age 

60-64, respectively. This trend of gradual increase is similar for the other 

cohorts. Meanwhile, the extent of inequality among older adults is higher than 

among the younger adults in a single year. In 1966, for example, the Gini 

coefficient is 0.335 for those aged 45-49, 0.345 for those aged 50-54, and 

0.391 for those aged 55-59, respectively. Although the outcome of tracing a 

cohort over its life course is similar to the simple comparison of the income 

inequality across different age groups in a single year, it is evident that studies 

using longitudinal data contribute to isolate the cohort effect from the period 

effect.  

In Korea, however, most previous studies regarding this issue did not make a 

distinction between the elderly and working age adults. The primary concern of 

these studies is to figure out overall trend of income inequality during the past 

years and identify what factors are the most influential on inequality of the 

whole population. For example, Yoo (1998) investigated influential factors on  

the inequality of earnings on the basis of regression-based approach. He found 

that the occupation is the most influential factor in decreasing earning inequality 
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during the period of 1976-81, followed by the education and working hours. In 

1986-93, however, education was the most influential factor and accounted for 

33% of the total inequality reduction in this period. A study by Sung (2001), 

using the Urban Household Survey, also analyzed the changing pattern of 

income inequality during 1982-2000 and simulated how the increase of the 

unemployed and the elderly in the population change the trends of income 

inequality in the future. He showed that the overall income inequality has 

decreased during the period of 1982-1993 and started to increase from 1994 up 

until 2000. In addition, he simulated that the increase of the elderly in the 

population would increase the overall income inequality in Korea. 

Thus, there is no research directly investigating the trajectories of income 

inequality as a cohort ages in Korea. The present study will examine the 

pattern of income inequality with age and explore whether any difference in the 

influence of various income sources on overall inequality exists among different 

cohorts as well as different years.  

 

III. Methodology 

 

Data 

This study used the Urban Household Survey (UHS) in 1986, 1991, 1996, 2001, and 2006 for 

analyses. The sample includes the heads of households with more than 2 persons living in urban 

area during the period of the five selected years. The population and sampling method of UHS has 

changed several times during the past fifty years since its inception in 1951.  

Because of the comparability of the sample, this study utilized data for the past twenty years by a 

five-year interval. In 1980s and 1990s, the UHS includes only households with more than two 

individuals in urban areas, so that households in rural areas and household with one person are 

excluded in the sample. In 2006, however, the sample includes households in rural areas and 

households with one person. In order to control sample bias, only households with more than two 

persons in urban areas are used for this study. Thus, we need caution to interpret the degree of 

income inequality based on this data, which might be biased toward less inequality by excluding 

households with one person which are more likely to be poor. In addition, this study only deals 

with the household income of employees, since the household incomes of the self-employed 

during the first four sample years are not released. For this reason, the self-employed households 

in 2006 are excluded from the sample. 

 

Income 
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This study investigates the distribution of household income including earnings of all household 

members; financial income such as interests, rents and dividend; public transfers; private transfers 

and other incomes. In order to adjust the household size, total household income and all income 

components are divided by the square root of the household size, which is the equivalent scale 

adopted in OECD. The equivalent scale used in this study is given by <Equation 1>: 

 

<Equation 1> 
S

YY
i

i
i =
*

, where  is the household income adjusted for 

family size, 

Y i
*

Y i  is the household income, and  is the household size. Si

 

Inequality Measure and Decomposition 

The inequality of the household income is measured by the Gini index, which ranges from a 

minimum value of zero, indicating a perfect equality, to a maximum of one, indicating a perfect 

inequality. The Gini coefficients for different years and different cohorts are calculated to figure 

out how the pattern of inequality changes as a cohort ages and across different years to 

distinguish the age effect from the period effect. 

In order to isolate the effect of each income source on the total inequality, this paper uses the Gini 

decomposition technique by source of income, developed by many scholars such as Lerman and 

Yitzhaki (1985) and Jedrzejezak (2008). A well-known formula for the Gini is given in <equation 

2>. 

 

<Equation 2>   
μ y

yFyCovGini )](,[2=  

That is, the Gini coefficient can be obtained by the covariance between income 

y, and its cumulative distribution divided by its mean. <Equation 2> is a starting 

point to the Gini decomposition by source of income.  

Let represent k sources of income. Using the properties of the 

covariance and , we can then transform <Equation 2> into 

<Equation 3>. 

yy k
L
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 <Equation 3>  
μ y

K

K
K

yFCov
Gini

y∑
== 1

)](,[
2 , where the 

term, , is the covariance between income source k and ranks of 

total income and 

)](,[ yFCov yK

μ y
 is the mean of total income. 

By multiplying and dividing each income source k by the covariance between 

each income source and ranks of each income source  and by 

the mean of each income source, 

)](,[ yy KK
FCov

μ K
, we obtain <Equation 4> which 

decompose total Gini into three parts :  

 

 <Equation 4>  
μ
μ

μ y

K

K

KK
K

K
KK

K yy
yy

y FCov

FCov

yFCov
Gini ••= ∑

=

)](,[2

)](,[

)](,[

1
 

     ∑
=

=
K

K
KKK SGRGini

1

where  is the Gini correlation between income source k and the total income, 

which is the ratio of the covariance between income source k and ranks of the 

total income to the covariance between income source k and ranks of income 

source k.  is the Gini coefficient of income source k and  is the income 

source k’s share of total income. 

RK

GK SK

Using the Gini decomposition technique by source of income in <Equation 4>, 

we can figure out how changes in particular income sources will affect total 

income inequality across different years as well as in various birth cohorts. 
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IV. Findings 

 

1. Characteristics of Household, by year 

 

Major characteristics of the sample are summarized in <table 1> by year. As 

shown in the composition of householders by gender, it is evident that the 

proportion of female householders increases during the sample period: from 

13% of the total number of households in 1992 to 20% after 2000. 

The other prominent phenomenon is the sharp increase of the elderly in the 

total population. In 1986, the heads of households of age 60 years or more 

account for only 3.43% of the sample. Since then, however, the share of the 

elderly steadily increased and eventually reaches 12.57% of total population in 

2006. 

As for the education level of householders, the share of graduates has 

increased from 16.86% in 1986 to 28.58% in 2006. Meanwhile, the proportion of 

householders with education at elementary or middle schools has substantially 

decreased from 32.51% in 1986 to 14.33% in 2006. 

The changes in types of industries indicate that the service sector has 

increased more than any other sector, while the manufacturing sector has 

gradually decreased. In 1986, the service sector occupied about 50% of the 

whole industry and since then, the share of service industry steadily increased 

up to 58.57% in 2006. 

Changes in household sizes seem to feature the downsizing of households. The 

percentage of households with two persons has increased from 5.7% in 1986 to 

23.55% in 2006, while the proportion of households with five or more has 

decreased from 53.32% to 11.5% for the corresponding years.  
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<Tble 1> Characteristics of the Respondents, by year 

Year 

Variable 

1986 

(N=1,489) 

1991 

(N=1,041) 

1996 

(N=1,453) 

2001 

(N=1,633) 

2006 

(N=2,841) 

Gender      

Male 1245 (83.61) 906 (87.03) 1192 (82.04) 1302 (79.73) 2294 (80.75) 

Female 244 (16.39) 135 (12.97) 261 (17.96) 331 (20.27) 547 (19.25) 

Age      

40s 976 (65.55) 666 (63.98) 772 (53.13) 881 (53.95) 1543 (54.31) 

50s 462 (31.03) 315 (30.26) 512 (35.24) 573 (35.09) 941 (33.12) 

60+ 51 (3.43) 60 (5.76) 169 (11.63) 179 (10.96) 357 (12.57) 

Education      

Elementar

y 

484 (32.51) 282 (27.12) 387 (26.63) 326 (19.96) 407 (14.33) 

Middle 308 (20.69) 221 (21.25) 321 (22.09) 320 (19.60) 471 (16.58) 

High 446 (29.95) 351 (33.75) 494 (34.00) 660 (40.42) 1151 (40.51) 

Graduates 251 (16.86) 186 (17.88) 251 (17.27) 327 (20.02) 812 (28.58) 

Industry      

Agricultur

e 

15 (1.01) 2 (0.19) 17 (1.17) 18 (1.12) 29 (1.02) 

Manufactu

. 

403 (27.07) 304 (29.20) 367 (25.26) 384 (23.99) 738 (25.98) 

Construct. 289 (19.41) 205 (19.69) 295 (20.30) 222 (13.87) 406 (14.29) 

Service 758 (50.91) 519 (49.86) 770 (52.99) 893 (55.78) 1664 (58.57) 

Other 24 (1.61) 11 (1.06) 4 (0.28) 84 (5.25) 4 (0.14) 

Occupation      

Manageme

nt 

439 (29.48) 320 (30.74) 415 (28.56) 609 (37.29) 944 (33.23) 

Service 280 (18.80) 182 (17.48) 131 (9.02) 34 (2.08) 318 (11.19) 

Production 736 (49.43) 529 (50.82) 903 (62.15) 948 (58.05) 1575 (55.44) 

Other 34 (2.28) 10 (0.96) 4 (0.28) 42 (2.57) 4 (0.14) 

Size      

  Two 85 (5.71) 86 (8.26) 218 (15.00) 344 (21.07) 669 (23.55) 

Three 186 (12.49) 166 (15.95) 366 (25.19) 454 (27.80) 818 (28.79) 

  Four 424 (28.48) 381 (36.60) 571 (39.30) 581 (35.58) 1027 (36.15) 

Five+ 794 (53.32) 408 (39.19) 298 (20.51) 254 (15.55) 327 (11.51) 
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2. Changes in Gini Coefficients of total household income, by birth cohorts 

 

The overall pattern of inequality is very similar to the findings of previous 

studies, indicating a gradual decrease until the mid 1990s and an increase after 

the mid 1990s. The Gini coefficient was 0.33858 in 1986 and decreased into 

0.33008 in 1996. After the financial crisis, however, the downward trend 

reversed its direction and inequality started to increase up to 0.37968 in 2006. 

Although this overall pattern provides useful information with regard to 

inequality among the whole population, there is little information about how 

inequality moves in accordance with age.  

 

<Table 2> Gini coefficients of household income, by birth cohorts and year 

Birth 

Year 

Age 

Born in 

1941-1945 

Born in 

1936-1940 

Born in 

1931-1935 

Born in 

1926-1930 

 

41-45 0.31948      

46-50 0.31645 0.32482    

51-55 0.30757 0.31327 0.35353   

56-60 0.50571 0.33344 0.33279 0.38676 <-  1986 

61-65 0.36986 0.36667 0.37437 0.35087 <-  1991 

66+  0.37924 0.41619 0.53147 <-  1996 

 <-   2006 <-   2001  

 

The changes in Gini coefficients within four birth cohorts in five sample years 

are given in <Table 2>. By reading down the columns of <Table 2>, we can test 

the hypothesis that inequality within a cohort increases as the cohort ages. In 

overall, we conclude that the inequality of income within a cohort becomes 

greater in late life. More precisely speaking, however, the pattern is U shaped, 

showing that inequality is decreasing during working period and then increasing 

after retirement. For persons born in 1936-40, for instance, the Gini coefficient 

was 0.32482 when they were 46-50, started to decrease up to 0.31327 when 

aged 51-55 and then again increased up to 0.37924 when aged 66 and more.  

This general pattern is also true for other birth cohorts with an exception of the 

1941-45 birth cohort reaching age 56-60 in 2001. Presumably, a possible 
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reason is due to the impact of the financial crisis in 1998. The persons born in 

1941-45 encountered the financial crisis in their early 50s. Compared to other 

age groups, a larger proportion of this cohort were dismissed from the labor 

market and lost their primary job, which made income inequality extraordinarily 

greater. 

 

<Figure 1> Trends of Gini Coefficients by birth cohorts 
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3. Gini Decomposition by source of income, by year 

 

From the findings above, we confirmed that inequality increased in late life 

regardless of the birth cohorts. Why has the inequality increased? In order to 

answer this question, we decomposed the Gini index by source of income into 

three components as explained in <Equation 4>. Here, presented are the Gini 

coefficients(Gk) of each income source and the share(Sk) of each source on 

total income(refer to Appendix 1 for more information). 

As shown in <Figure 2>, the pattern of total income coincides with that of 

earnings. Among the seven income sources, the trends of earnings, property 

income, and other income are uprising, while trends of public transfers, private 
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transfers show a downward pattern since the mid 1990s. Thus, three income 

sources are doing a pivotal role in increasing income inequality since the mid 

1990s. In particular, the inequality of other income has very steeply increased 

compared to other income sources, of which a large portion is benefits from 

occupational retirement plans and the lump-sum refund from national pension. 

 

<Figure 2> Gini coefficients of each income source 
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In addition to the pattern of inequality changes, the changes in the share of 

income source should be examined to understand which factor is the primary 

cause of total inequality changes. As depicted in <Figure 3>, earnings account 

for most of the total income, and among the remaining, the share of other 

income is greater than that of any other source and increases most rapidly until 

2001. In addition, the trend of other income source is exactly the opposite of 

the pattern of earnings. 

 

<Figure 3> Share of each income source among total income 
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These results suggest that total inequality changes are mostly affected by the 

extent of earnings inequality and changes in other income such as occupational 

retirement pension. Earning seems to be the most influential factor since it 

accounts for the most parts of income even though the overall pattern is 

downward. Other income has also been an important factor changing the 

patterns of income distribution during the past 20 years. As for the other 

income, both the share and the extent of inequality have increased rapidly.  

Meanwhile, public and private transfers had little impact on income inequality 

because these sources occupy a very small proportion of total income. Thus, 

the equalizing effect of public transfers is eradicated by the increased inequality 

in earnings as well as in other income. 

 

4. Gini Decomposition by source of income, by cohort 

 

Next, the Gini coefficients of each income source are decomposed by birth 

cohorts. The results are attached in <Appendix 2>. Here we examined only 

three income sources, earnings, public transfers and other income, which 

emerged as vital factors in the analysis above. <Figure 4> depicted the extent 

of earnings’ contribution on total inequality by four birth cohorts. As expected, 
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the overall trend is downward indicating a decreasing impact of earnings on 

total income inequality. However, impacts of earnings among the younger two 

cohorts have sharply increased in 2006, which is presumably due to the 

increased labor force participation rate of the elderly. 

 

<Figure 4>  
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The impact of public transfers is depicted for four different birth cohorts in 

<Figure 5>. The numbers in column of 61-65 show that the impact of public 

transfer on income inequality has gradually increased during the past twenty 

years. In addition, the extent becomes greater for the younger cohorts than the 

older cohorts. For instance, the shares of public transfers in age 66 and more 

are below 2% for the older cohorts, compared to the 12% for those born in 

1936-1940. However, the absolute share is smaller than other sources such as 

earnings and other income. 

 

<Figure 5> 
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Other income consists of the occupational retirement benefit and the lump-sum 

refund from national pension, etc. In overall, the share of other income has 

increased, but the pattern is not obvious across birth cohorts since each cohort 

has a peak at different ages and shows different patterns. However, reading the 

matrix in <Appendix 2> diagonally shows the changes of other income in 

different years. We can see that the share of other income has increased from 

1996 and drastically jumped from 2001 for all birth cohorts. This phenomenon 

is primarily due to the fact that a large portion of the workers were dismissed 

from the labor market and received occupational retirement pension. Also, an 

extraordinary great number of 53.71 for the oldest cohort in 1996 would be due 

to the complex impact of occupational pension and the lump-sum refund from 

national pension, which is a benefit for persons who contributed for less than 10 

years since the initial enactment in 1988. 

 

<Figure 6> 
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V. Conclusion 

 

The purpose of this paper is to examine how the income inequality within a 

cohort changes over time and which income source plays a key role in this 

change.  The results show that income inequality within a cohort increases 

with age regardless of birth cohorts and years. As for the impacts of income 

sources, earnings is the most important cause and has had the most substantial 

influence on inequality changes during the past twenty years in Korea. Although 

public transfers has contributed in decreasing overall inequality, its real impact 

is unnoticeable and is eradicated by rising inequality of earnings and other 

income such as occupational retirement pension and the lump-sum refund. 

This study has the following policy implications. First of all, it is necessary to 

enact programs or social policies for lessening earnings inequality in the labor 

market. For instance, inequality could be diminished by increasing the minimum 
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earning or by subsidies for the low income earners, such as the Earned Income 

Tax Credits. Secondly, our society needs to enlarge the public transfers such as 

social allowance for various demographic groups and to increase the minimum 

living standard, which is the basic criterion for social benefits. 

Conclusively, it is in order to mention the limitations of this study. As mentioned 

previously, longitudinal data is essential to identify the separate age-, cohort- 

and year-effects on income inequality. Since this study utilized cross-sectional 

data in five years, however, we cannot partial out the age effect among 

individuals. In this study, we simply trace several birth cohorts during the past 

twenty years. Therefore, we should to keep in mind that results of this study 

are about the overall cohort as a group, rather than about each individual. 
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<Appendix 1> 

Year Sources Mean RK GK Sk % 

1986 Earnings 233017 0.94 0.3538 0.88 86.34 

  Business Inc. 7137 0.24 0.9298 0.03 1.78 

  Property Inc. 9286 0.50 0.9132 0.04 4.77 

  Public Trans. 484 0.29 0.9949 0.00 0.16 

  Private Trans. 6739 0.44 0.9678 0.03 3.19 

  Other Inc. 7244 0.53 0.8810 0.03 3.77 

  Total 263907   0.3386   100.00 

1991 Earnings 491506 0.93 0.3329 0.86 80.10 

  Business Inc. 15853 0.43 0.9438 0.03 3.42 

  Property Inc. 17692 0.50 0.9142 0.03 4.24 

  Public Trans. 2889 0.36 0.9907 0.01 0.55 

  Private Trans. 21042 0.63 0.9788 0.04 6.87 

  Other Inc. 23887 0.48 0.7933 0.04 4.82 

  Total 572870   0.3301   100.00 

1996 Earnings 1139378 0.91 0.3344 0.83 76.95 

  Business Inc. 51331 0.38 0.9202 0.04 4.00 

  Property Inc. 41855 0.57 0.9319 0.03 4.92 

  Public Trans. 9921 0.30 0.9820 0.01 0.65 

  Private Trans. 25320 0.21 0.9558 0.02 1.11 

  Other Inc. 99313 0.67 0.8356 0.07 12.38 

  Total 1367118   0.3301   100.00 

2001 Earnings 1343280 0.91 0.3633 0.78 69.71 

  Business Inc. 74911 0.38 0.9047 0.04 4.07 

  Property Inc. 39372 0.44 0.9262 0.02 2.52 

  Public Trans. 13579 0.05 0.9637 0.01 0.11 

  Private Trans. 40814 0.33 0.9508 0.02 2.01 

  Other Inc. 211120 0.77 0.8418 0.12 21.59 

  Total 1723075   0.3698   100.00 

2006 Earnings 1726247 0.92 0.3539 0.86 82.82 

  Business Inc. 78939 0.52 0.9400 0.04 5.69 

  Property Inc. 31668 0.56 0.9597 0.02 2.48 

  Public Trans. 36979 0.11 0.9432 0.02 0.54 

  Private Trans. 51974 0.26 0.9415 0.03 1.87 

  Other Inc. 77450 0.64 0.9102 0.04 6.59 

 22



  Total 2003258   0.3399   100.00 

 

<Appendix 2> 

Source 
Cohorts 

age 
1941-1945 1936-1940 1931-1935 1926-1930 

Earnings 41-45 86.07    

 46-50 86.48 89.08   

 51-55 74.54 82.11 84.09  

 56-60 46.90 70.80 83.00 91.36 

 61-65 71.06 49.26 72.28 97.60 

 66+  61.96 49.56 35.34 

Business 41-45 2.59       

Income 46-50 1.59 1.83   

 51-55 2.39 6.39 1.08  

 56-60 1.04 3.55 1.08 0.99 

 61-65 5.91 9.27 6.31 1.45 

  66+   3.51 9.86 5.73 

Property 41-45 5.0    

Income 46-50 4.8 3.7   

 51-55 4.5 2.9 4.6  

 56-60 1.5 10.5 8.3 4.2 

 61-65 4.8 4.6 8.3 -1.2 

 66+  4.1 -0.8 3.8 

Public 41-45 0.11       

Transfer 46-50 1.23 0.11   

 51-55 0.12 -0.11 0.14  

 56-60 0.32 0.97 0.77 0.12 

 61-65 7.68 3.51 2.33 0.00 

 66+  12.26 0.96 1.74 

Private 41-45 2.63       

Transfer 46-50 0.46 1.05   

 51-55 1.40 1.98 6.01  

 56-60 0.81 0.14 3.81 0.25 

 61-65 1.03 5.49 0.53 -1.18 

  66+   15.18 8.33 -0.28 

Other 41-45 3.59       
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Income 46-50 5.44 4.26   

 51-55 17.07 6.75 4.06  

 56-60 49.38 14.01 2.99 3.10 

 61-65 9.55 27.89 10.26 3.36 

  66+   2.98 32.04 53.71 

 


